Company Registered No: 05771783

CARE HOMES 2 LIMITED

ANNUAL REPORT AND FINANCIAL STATEMENTS

For the year ended 31 December 2015

(I L |||

16/08/2016 )
COMPANIES HOUSE




. CAR_E HOMES 2 LIMITED
CONTENTS

OFFICERS AND PROFEéSIONAL ADVISERS
STRATEGIC REPORT |
DIRECTORS' REPORT

INDEPENDENT AUDITOR'S REPORT

PROFIT AND LOSS ACCOUNT .

STATEMENT OF COMPREHENSIVE INCOME -

" BALANCE SHEET
STATEMENT OF CHANGES IN EQUITY -

NOTES TO THE FINANCIAL STATEMENTS

- 05771783

Page"‘.

1

11

12



CARE HOMES 2 LIMITED

OFFICERS AND PROFESSIONAL- ADVISERS

DIRECTORS:

SECRETARY:

-REGISTERED OFFICE:

INDEPENDENT AUDITOR:

Registered in England and Wales

<
-

S J Caterer
N J Nunn .

" RBS Secretarial Services Limited

135 Blshopsgate

London
United Kingdom

EC2M 3UR

Delmtte LLP

Chartered Accountants and Statutory Auditor
2 New Street Square

London

United Kingdom

EC4A 3BZ

05771783



CARE HOMES 2 LIMITED . - . . 05771783
STRATEGIC REPORT

The directors of Care Homes 2.Limited (“the Company") present their annual report together with -the
audited financial statements for the year ended 31 December 2015. -

ACTIVITIES AND BUSINESS REVIEW

Principal activity
The principal activity of the Company continues to be that of an investment business. .

The Company is a subsidiary of The Royal Bank.of Scotland Gropp plc (“RBS”) which provides the
Company with direction and access to all central resources it needs and-determines policies in all key
areas such as finance, risk, human resources or environment. For this reason, the directors believe
that performance indicators specific to the Company are not necessary or appropriate- for an
understanding of the development, performance or position of the business. The annual reports of the
Group review these matters on a group basis. Copies can be obtained from Corporate Governance
and Secretariat, RBS Gogarburn, Edinburgh, EH12 1HQ, the Registrar of Companies or at

www.rbs.com. T o o

Business review
The directors are satisfied with the Company's performance in the year. The Company does not
currently expect to'make any further significant investments in the foreseeable future.

FINANCIAL PERFORMANCE
The Company’s financial performance is presented in the Prot" t and Loss Account on page 8.

The operating loss before taxatlon for the year was £12,630 (2014 proflt £164 032) The retamed Ioss '
for the year was £12,630 (2014 profit £164,032).

At the end of the year total assets were £352,138,496 (2014: £363, 833 998)

" .Dividends

The directors do not recommend the payment of a dividend (2014:nil).

PRINCIPAL RISKS AND UNCERTAINTIES:
The Company seeks to minimise its exposure to financial risks.

Management focuses on both the overall balance sheet structure and the control, within prudent limits,
of risk arising from mismatches, including currency, maturity, interest rate and liquidity. It is undertaken
within limits and other policy parameters set by the RBS Asset and Liability Management Committee
(RBS ALCO).

Operatlonal risk

Operational risks ‘are inherent in the Companys business. Operational risk losses occur as the result
of fraud, human error, missing or inadequately designed processes, failed systems, damage to
physical assets, improper behaviour or from external events. The key mitigating processes and
controls include risk and control assessment, scenario analysis, loss data collection, new product
approval process, key risk indicators; notifiable events process and the self certification process. The
implementation of these processes and controls is facilitated and overseen by operational risk teams

with mternal audit provudmg mdependent evaluation of the control framework.’

L|qU|d|ty risk
Liquidity risk arises where assets and liabilities have different contractual maturities.

. Management focuses on risk arising from the mismatch of maturities across the balance sheet and
from undrawn commitments and other contingent obligations. .

The expected maturity of the Compahy‘s material liabilities is shown in note 11.



CARE HOMES 2 LIMITED. S 05771783
STRATEGIC REPORT
PRINCIPAL RISKS AND UNCERTAINTIES (contlnued)

' Credit risk

‘The objective of credit risk management is to enable the Company to achieve appropriate risk versus
reward performance whilst maintaining credit risk exposure in line with approved appetlte for the risk
that customers will be unable to meet their obligations to the Company.

The key principles of the bank s Credit Risk Management Framework are set out below:

e approval of all credit exposure is granted prlor to any advance or extension of credit;
e an appropriate credit risk assessment of the customer and credit facilities is undertaken prior to -
approval of credit exposure. This includes a review of, amongst other things, the purpose of credit

- and sources of repayment, compliance with affordability tests, repayment hlstory, capacny to

. repay, sensitivity to economic and market developments and risk-adjusted return;

e credit risk authority is delegated by the Board and specmcally granted in writing to all individuals
involved in the granting of credit approval. In exercising credit authonty, the individuals act
independently of any related business revenue origination; and

e .all credit exposures, once approved, are effectively monitored and managed . and reviewed
periodically against approved limits. Lower qualnty exposures are subject to a greater frequency of
analysis and assessment.

The Company’s exposure to credit risk is not consndered to be srgmflcant as all significant portion of
. the credit exposures are with RBS companies. - . ’

. Market risk '
Market risk is the potential for. loss as ‘a result of adverse changes in risk factors mcludlng mterest
rates and equity prices together with related parameters such .as market volatilities.

The Company is exposed to market risk as a result of the assets and liabilities contained‘ within the
Company’s balance sheet. There has been no change to the nature of the Company’s exposure to
market risks or the manner in which it manages and measures the risk.

The main component of market risk ‘that the Company faces is interest rate rlsk The Company‘
manages interest rate rlsk by momtonng the interest rate profile of its assets and liabilities. ’

Market risk — sensitivity analysis
The sensitivity analysis below has been- determlned based on the Company’s assets and liabilities _
present in the balance sheet as at the balance sheet date and by reference to a movement in market '
interest rates reasonably possible in the Company s next fmancral reporting period.

If mterest rates for the current year had been 100 basis points lower and this movement applied to the
" assets and liabilities as at the balance sheet date, the pre-tax profit for the year would have been
£3,217 lower (2014: £2,804 lower). This would have mainly resulted from lower interest income on -
variable rate assets and lower interest expense on derivative financial instruments.
The.converse is equally true if interest rates had been 100 basis points higher.

Approved by the Board of Directors and signed on its behalf:

Aﬂ_z/

: -"NJ Nunn

Director-
“Date: 4 August 2016 -



CARE HOMES 2 LIMITED A - o | 05771783
' DIRECTORS’ REPORT -

The Strategic Report includes the activities and business review, financial performance and pnncrpal
risks and uncertalnttes report. - ,

" GOING CONCERN

The directors, having a reasonable expectation that the Company has adequate resources to continue
in operational existence for the foreseeable future, have prepared the flnanC|aI statements on a gorng
concern basis. :

DIRECTORS AN D- SECRETARY

The present dlrectors and secretary, who have served throughout the year except where noted below,
are listed on page 1. .

. From 1 January 2015 to date there have been no change to the directors and secretary of the
Company : '

‘DIRECTORS' RESPONSlBILITIES STATEMENT

The directors- are responS|bIe for preparing the annual report and the fmancral statements in
accordance wrth applicable laws and regulatlons

Company Iaw requires the directors to prepare a Strategic Report, Directors’ Report and financial
statements for each financial year. Under that law, the directors have elected to prepare the financial
statements in accordance with Financial Reporting Standard 101 Reduced Disclosure Framework
(FRS 101), and must not approve the financial statements unless they are satisfied that they give a’
true and fair view of the 'state of affairs at the end of the year and the profit or loss of the Company for
that period. In preparing these financial statements, the directors are requnred to:

select suitable accountlng policies and then apply them consistently;

make judgements and estimates that are reasonable and prudent;

‘state whether FRS 101 has been followed; and

make an assessment of the Company’s ability to continue as a going concern.

The directors are responsible for keeping adequate accounting records that are sufficient to show and .
explain the Company’s transactions and disclose with reasonable accuracy at any time the financial
position of the Company and to enable them to ensure that Strategic Report, Directors’ Report and
- financial statements comply with the requirements of the Companies Act 2006. They are also
responsible for safeguarding the assets of the Company and hence for taklng reasonable steps for the
prevention and detectlon of fraud and other |rregular|t|es

DISCLOSURE OF INFORMATION TO AUDITOR
Each of the directors at the date of approval of this report confirms that:

e so far as they are aware, there is no relevant audlt information of which the Companys auditor is
unaware; and
o the directors have taken all the steps that they ought to have taken to make themselves aware of
. any relevant audrt information, and to establish that the Company's audltor is aware of that’
information. :

This confirmation'is glven and shall be interpreted in accordance wrth the prowsmns of section 418 of
the Companies Act 2006



" 'CARE HOMES 2 LIMITED ' - ' I ' 05771783
DIRECTORS’ REPORT
INDEPENDENT AUDITOR

The Royal Bank of Scotland Group plc has appomted Ernst &.Young LLP as auditor for the year
ending 31 December 2016. :

A resolution to appomt Ernst and Young LLP as the Companys auditor will be proposed at-the
forthcoming meeting of the Board of Directors. -

.Approved by the Board of Directors and signed on its behalf:

N J'Nunn

Director
Date: 4~ August 2016 -



INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF CARE HOMES 2 LIMITED

We have audited the financial statements of Care Homes 2 Limited (“the Company”) for the year
ended 31 December 2015 which comprise the Profit and Loss Account, the Statement of

"~ Comprehensive income, the Balance Sheet, the Statement of Changes in Equity and the related notes’

1 to 15. The financial reporting framework that has been applied in their preparation is apphcable Iaw :
and Financial Reporting Standard 101 Reduced Disclosure Framework. .

ThIS report is made solely to the Company's members, as a body, in accordance with Chapter 3of

Part 16 of the Companies Act 2006. Our audit work has-been undertaken so that-we might state to the
Company’s members those matters we are required to state to them in an auditor’s report and for no
other purpose. To the fullest extent permitted. by law, we do not accept or assume responsibility to
anyone other than the Company and the Company’s members.as a body, for our audit work, for this
report, or for the opinions we have formed.

Respective responsibilities of directors and auditor

As explained more fully in- the Dlrectors Responsibilities Statement, the directors are responsuble for
the preparation of the financial statements and for being satisfied that they give a true and fair view.
Our responsibility is to audit and .express an opinion on the financial statements in accordance with
applicable law and International Standards on Auditing (UK and Ireland). Those standards require us
to comply with the Audltlng Practlces Board's Ethical Standards for Audltors

Scope of the audit of the flnam:lal statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements
sufficient to give reasonable assurance that the financial statements are free from material
misstatement, whether caused by fraud or error. This includes an-assessment of: whether the
accounting policies are appropriate to the Company’s circumstances and have been consistently
applied and adequately disclosed; the reasonableness of significant accounting estimates made by
the directors; and the overall presentation of the financial statements. In addition, we read all the
financial and non-financial information in the annual report to-identify material inconsistencies with the
audited financial statements and to identify any information that is apparently materially incorrect
based on, or materially inconsistent with, the knowledge acquired by us in the course of performing
the audit. If we become aware of any apparent material mlsstatements or inconsistencies we consider
the implications for our report.

Op‘inion on financial statements

In our opinion the flnanC|aI statements: :

e give a true and fair view of the state of the Company's-affairs as at 31 December 2015 and of |ts
loss for the year then ended;

e . have been properly prepared in accordance Financial Reporting Standard 101 Reduced
Disclosure Framework; and

e have been prepared in accordance wnth the requirements of the Companies Act 2006.

. Opinion on other matter prescribed by the Companies Act 2006

In our opinion the information given in the Strategic Report and the Directors’ Report for the financial
year for which the financial statements are prepared is consistent with the financial statements.



INDEPENDENT AUDITOR’S. REPORT TO THE MEMBERS OF CARE' HOMES 2 LIMITED
Matters on which we are required to report by exceptlon

We have nothlng to report in respect of the followmg matters where the Companles Act 2006 requires
us to report to you if, in our opinion:
s adequate accounting records have not been kept, or returns adequate for our audit have not been
received from branches not visited by us; or
the financial statements are not in agreement with the accounting records and returns; or
certain disclosures of directors’' remuneration specified by law are not made; or
e we have not received all the information and explanations we require for our audit.

o Chowistr

Alan Chaudhuri (Senior Statutory Auditor)
for and on behalf of .Deloitte LLP

Chartered Accountants and Statutory Auditor,
London, United Kingdom .

b Pugust-201g



CARE HOMES 2'LIMITED

PROFIT AND LOSS ACCOUNT
for the year ended 31 December 2015

05771783

2014 .

I 2015
Continuing operations S ' Notes £ £
Revenue ‘ . ' 3. . . 13,200,634 13,336,826
Finance costs _ ' o _ 5 (13,159,204) (13,118,734)
Administrative expenses . ‘ _ (54,060) (54,060)
Operating (loss)/profit before tax ' . (12,630) . 164,032

'Tax charge - o - 6 ‘ - : -
(Loss)/profit for the financial year - 4 ' ' (12,63.0) 164,032

The »adcompanying notes form an integral part of these financial statements.



CARE HOMES 2 LIMITED

STATEMENT OF COMPREHENSIVE INCOME
for the year ended 31 December 2015

05771783

. 2015 2014 |
, : R £
(Los’s)lprofit for the financial year © (12,630) 164,032
Items that WI|| be reclassnfled subsequently to profit or loss: o
Movement on cash flow hedges (8,589,536) 21,655,604
Other comprehensive (loss)/income before tax " (8,589,536) 21,655,604
Tax credit/(charge) ’ 1,717,907  (4,331,121)
Other comprehensive (loss)/income after tax . {6,871 ,629) 17,324,483
Total comprehensive (loss)/income for the year (6,884,259) .17,488,515

.The accompanying notes form an integral part of these financial statements.



“ CARE HOMES 2 LIMITED"

05771783

352,138,496

BALANCE SHEET
as at 31 December 2015
‘ 2015 2014

_ Notes 0 ’ 0
Current assets : .
Derivative finangial instruments 12 58,051,006 66,739,479
Loans .and receivables 7 294,086,270 297,093,317
Cash at bank : "8 1,220 . 1,202
Total assets 352,138,496 363,833,998 -
Creditors: amounts falling due within one year A ‘ ' ,
Deferred tax liability E 9 10,747,463 12,465,370
Creditors: amounts falling due after more than one
year : A . : .
Debt securities in issue - 10 293,519,268 © 296,612,604
Total liabilities 304,266,731 309,077,974 -
Equity: capital and reserves .
Called-up share capital. ' 13 10,000 10,000
Cash flow hedge reserve : 42,989,849 49,861,478
Profit and loss account 4,871,916 4,884,546
Total shareholders’ _funds 47,871,765 54,756,024
Total Iiabilifies and shareholders’ funds 363,833,998

_The accompanyihg notes form an integral part of these financial statements.

The financial statements of the Company ‘were approved by the Board of Directors on 4~ Augus_t

2016 signed oniits behalf by:

N J Nunn
Director

10



CARE HOMES 2 LIMITED =~ | - - osmr7es

STATEMENT OF CHANGES IN EQUITY
~ for the year ended 31 December 2015

Profit

Cash flow and loss = K

Share capital hedge reserve account Total

" £ : £ : £ I

At 1 January 2014 10,000 32,536,995 4,720,514 37,267,509
" Profit for the year ' - ' - - 164,032 - 164,032
Profit on cash flow hedge ' - 21,655,604 . - - 21,655,604
Deferred tax - (4,331,121) ‘ - (4,331,121)
At 31 December 2014 h 10,000 -~ 49,861,478 = 4,884,546 54,756,024
Loss for the year B . - . - - (12,630) -(12,630)
Loss on cash flow hedge ‘ -~ (8,589,536) - T (8,589,536)
Deferred tax : - _ - 1,717,907 : - 1,717,907
At 31 December 2015 K - 10,000 42,989,849 4‘871 916 47,871,765

Total comprehenswe loss for the year of £6 884,259 (2014 income of £17 488 515) was wholly
. attributable to the equity holders of the Company. -

' The accom panying notes form an integrel part of these financial statements.

11



CARE HOMES 2 LIMITED | | ) 05771783
NOTES TO THE FINANCIAL STATEMENTS

- 1. Accounting policies

a) Preparation and presentation of financial statements

These financial statements are prepared on a going concern basis and have been prepared in
accordance with the recognition and measurement principles of International Financial Reporting
Standards issued by the International Accounting Standards Board (IASB) and interpretations issued
by the International Financial Reporting Interpretations Committee of the IASB as adopted by the
European Union (together IFRS) and under FRS 101. The Company meets the definition of a
qualifying entity under Financial Reporting Standard 100 Application of Financial Reporting
Requirements issued by the Financial Reporting Council. '

As permitted by FRS 101, the Company has taken advantage of the disclosure exemptions available -
-under that standard in relation to presentation of a Cash-flow statement, ‘standards not yet effective
and related party transactions. Where required, equivalent disclosures are given in the group financial
statements of The Royal Bank of Scotland Group plc, these financial statements are available to the
public and can be obtained as set out in note 15. :

The financial statements are prepared on the historical cost basis except loans and receivables,
derivative financial instruments and debt securities in issue that are stated at their fair value. Finanoial. :
. assets which are hedged are adjusted for changes in the fair value of the hedge. '

The Company's financial statements are presented in Sterling which is the functional currency of the
Company.

‘The Company is incorporated in the UK and registered in England and Wales.. The Company's
financial statements are presented in accordance with the Companies Act 2006.

The few of changes to IFRS that were effective from 1 January 2015 have had no materral effect on -
the Company'’s financial statements for the year ended 31 December 2015.

b) Revenue recognition
Interest income on financial assets that are classified as loans and receivables and interest expense -
on financial liabilities other than those at fair value are determined using the effective interest method.
The effective interest method is a method of calculating the amortised cost of a financial asset or
financial and of allocating the interest income or interest expense over the expected life of the asset or
liability. The effective interest rate is the rate that exactly discounts estimated future cash flows to the
instrument's initial carrying amount. Calculation of the effective interest rate takes into account fees.
payable or receivable, that are an integral part of the instrument's yield, premiums or discounts on
acquisition or issue, early redemption fees and transaction costs. All contractual terms -of a financial .
instrument are considered when estimating future cash flows. :

-Gains and losses on financial assets that are desrgnated as at fair value through profit or loss are
recognised in profit or loss as they arise.

c) Taxation :

Income tax expense or income, comprising current tax and deferred tax, is recorded in the Profit and
Loss Account except income tax on items recognised outside profit or loss which IS credited or
charged to other comprehensnve income or to equity as-appropriate. '

Current tax is income tax payable or recoverable in respect of the taxable profit or loss for the year
arising 'in income or in equity. Provision is made for current tax at rates enacted or substantively
enacted at the balance sheet date.

Deferred tax is the tax expected to be payable or recoverable in respect of temporary differences
between the carrying amount of an asset or liability for. accounting purposes and its carrying amount
for tax purposes. Deferred tax:liabilities are generally recognised for all taxable temporary differences
and deferred tax assets are recognised to the extent that it is probable that they will be recovered.
Deferred tax is not recognised on temporary differences that arise from-initial recognition of an asset
or liability in a transaction (other than a ‘business combination) that at the time of the transaction
affects neither accounting nor taxable profit or loss. Deferred tax is calculated using tax rates expected
to apply in the periods when the assets will be realised or the liabilities settled, based on tax rates and
laws enacted or substantuvely enacted, at the balance sheet date.

12



CARE HOMES 2 LIMITED | | | 05771783
NOTES TO THE FINANCIAL STATEMENTS

1. Accounting policies (continued)

d) Cash at bank
Cash at bank comprlses mterest bearing deposits held with banks.

e) Financial assets . ‘ '
On initial recognition, financial assets are cIassnfled |nto loans and receivables and desugnated hedges

. at fair value

Loans and receivables ‘
Loans and receivables are initially recognlsed at fair value plus directly related transaction costs. They
are subsequently measured at. amortised -cost usmg the effective mterest method (see accounting
policy 1(b)) less any impairment losses. .

f) Derivative financial instruments and hedgmg
The Company uses derivative financial instruments to manage interest rate rlsk Such contracts are
initially recognised and subsequently measured at fair value.

Any resulting gain or loss is recognised in profit or loss immediately unless the derivative is designated
and effective as a hedging instrument, .in which event the timing of the recognltlon in proflt or loss
depends on the nature of the hedge relationship.

The Company designates its derivatives as hedges of highly probable forecast transactions (cash flow "
hedges). Changes in fair values of derivative financial instruments which are designated and effective
as hedges of cash flows are recognised directly in equity at each balance sheet date and the
ineffective portion is recognised immediately in the income statement. -

At the inception of the hedge relationship, the Company documented the relationship between the
hedging instrument and the hedged item, along with its risk management objectives and its strategy
for undertaking the hedge transaction. Furthermore, at the inception of the hedge and on an ongoing
basis, the Company documents whether the hedgmg lnstrument is _highly effective in offsettlng
changes in cash flows of the hedged item.

Note 12 sets out details of the fair values -of the derivative instrument used for hedging purposes.
Movements in the hedging reserve in equity are shown in the Statement of Changes in Equity.

g) Financial Ilabllltles
On initial recognition financial liabilities are recognised at fair value and are subsequently measured at
. amortised cost using the effective interest method (see accounting policy 1(b))

2. 'Critical accounting policies and key sources of estimation uncertainty

The reported results of the Company are sensitive to the accounting policies, assumptions and
estimates that underlie the preparation of jts financial statements. UK company law and IFRS require
the directors, in preparing the Company’s financial statements, to select suitable accounting policies,
apply them consistently and make judgements and estimates that are reasonable and prudent. In the
absence of an applicable standard or interpretation, IAS 8 ‘Accounting Policies, Changes. in
Accounting Estimates and. Errors', requires management to develop and apply an accounting policy
that results in relevant and reliable information in the light of the requirements and guidance in IFRS
dealing with similar and related issues and the IASB's Framework for the Preparation and
Presentation of Financial Statements. The judgements and assumptions involved in the Company’s -
accounting policies that are considered by the directors to be the most important to the portrayal of its
financial condition are discussed below. The use of estimates, assumptions or models that dlffer from
-'those adopted by the Company wouId affect its reported resuits.

" Fair value - fmanclal instruments , ‘
Derivative financial instruments are recognised in the financial statements at fair value. Any gain or
loss is recognised in profit or loss immediately unless the derivative is designated and effective as a
hedging instrument, in which event the tlmmg of the recognition in profit or loss depends on the nature
of the hedge relationship. -

13



' CARE HOMES 2 LIMITED

NOTES TO THE FINANCIAL STATEMENTS

3. Revenue

05771783

2014

2015
. £ £
Interest income 1,733,013 1,554,177
Interest rateé swap income - 11,467,621 11,782,649
’ ’ 13,200,634

13,336,826

4. Staff costs, number of employees and directors’ emoluments -

All staff and directors were employed by group companies and the financial statements of The Royal
Bank of Scotland Group plc which contain full disclosure of employee benefit expenses incurred in the
period including share based payments and pensions. The Company has no employees. The directors
of the Company do not receive remuneratnon for specnflc ‘services prowded to the Company.

- The auditor’'s remuneration for statutory audit work of £8 104 (2014 £8 000) for the Company was

borne by The Royal Bank of Scotland plc. Remuneration pald to the auditor for non-audit work for the
Company was £nil (2014:£nil).

5. Finance costs

2015 2014
£ R
Interest expense on debt securmes in issue 16,272,735 16,232,265
Bond amortisation ' (3,113,531) (3,113,531)
13,159,204 13,118,734

6. Tax -
2015 - 2014
£ £

Current tax: _ - '
UK corporation tax charge for the year : - -

The actual tax charge differs from the expected tax charge computed by applylng the blended rate of
UK corporation tax of 20.25% (2014: 21.49%) as follows: . -

2015 . 2014

: : : : £ ' £

- (Loss)/profit on ordinary activities before tax . , (12,630) 164,032

Expected tax charge - (2,557) . 35,256
Non taxable items from amortisation of premiums on debt securities ‘ :
issued - o . {(630,383) (669,196)

"Group relief surrendered for nil con5|deratlon _ . 632,940 633,940

Actual tax charge for the year o : T - -

In recent years the UK Government has steadily reduced the rate of UK corporation tax, with the latest’
rates substantively enacted on 26 October 2015 now standing at 20% with effect from 1 April 2015,

19% from 1 April 2017 and 18% with effect from 1 April 2020. The closing deferred tax assets and
liabilities have been calculated taking into account that existing temporary differences ‘may unwind in
periods subject to the reduced rates

14



CARE HOMES 2 LIMITED

NOTES TO THE FINANCIAL STATEMENTS

7. Loans and receivables.

. 05771783

2014

2015
‘ . £ £
Amounts due from Group undertakings - immediate parent company ___ 294,086,270 297,093,317

Loans and receivables consist of a £294m 6 month deposit with a residual maturity of less than 5

months (2014: £297m 6 month deposit with a residual maturity of less than 5 months).

8. Cash at bank

2015 2014
A : - £ £
Cash at bank - Group - 1,220 1,202

9. ' Deferred tax

The following represents the deferred tax liabilities recognlsed by the Company, and the movements

thereon.
] Cash flow
hedge reserve
£
At 1 January 2014 - 8,134,249
Charge to equity 4,331,121
At 31 December 2014 12,465,370
Release to equity (1,717,907)
At 31 December 2015 10,747,463
10. Debt securities in issue
2015 2014
£ £
Debt securities in issue 315,658,102 315,637,908
Amortisation to date ' (28,277,686)  (25,164,155)
Accrued interest 6,138,852 6,138,851
' 293,519,268 296,612,604

On4 December 2006 Care Homes 2 Limited became an obllgor in respect of certain debt securities
by means of a novation from NHP Group

Each of these debt securities is denominated in sterling and carries a fixed rate of interest as follows,
£180million Class A1 at 5.75% due in 2023, £60million Class M at 6.65% due in 2025 and £25million
. Class B at 7.65% due in 2025. As at the balance sheet date, the total fair value of the debt securities
in issue was £315.2m (2014: £365.9m). These debt securities are listed on Luxembourg Stock
Exchange. The.debt securities in issue fall within level 2 of the valuatlon hierarchy methodologies as
set out on page 17. .

The consideration received on novation was equal to the fair value of these obligations as at the date
of novation and was paid in cash by the NHP Group. :

15



CARE HOMES 2 LIMITED 05771783
NOTES TO THE FINANCIAL STATEMENTS
11. Finahciel instruments

Categorles of Financial mstrument '
The following tables analyse the Companys financial assets and liabilities in accordance with the

categories of financial instruments in IAS 39 “Financial Instruments, Recognition and Measurement
Assets and liabilities outside the scope of IAS 39 are shown separately.

Non
At financial
Hedging Loansand Amortised assets/
derivatives receivables cost liabilities Total
2015 £ £ : £ £ £
Assets
Derivative financial o ‘ ‘ o :
instruments 58,051,006 - - - 58,051,006
Loans and receivables - 294,086,270 ' - - 294,086,270
Cash at bank - - 1,220 ' - - 1,220
‘ 58,051,006 294,087,490 - - - 352,138,496
Liabilities ) : o
Deferred tax - - A - 10,747,463 10,747,463
" Debt securities in issue - - 293,519,268 : - 293,519,268
: - - 293,519,268 10,747,463 304,266,731
Equity ' ' 47,871,765
352,138,496
Non
T At finaneial
Hedging Loansand  Amortised: assets/

: derivatives receivables cost liabilities Total
2014 £ £ £ £ £
Assets '

Derivative financial
instruments 66, 739 479 - - - - 66,739,479
Loans and receivables - 297,093,317 - - 297,093,317
Cash at bank - 1,202 ' - - 1,202
' ‘ 66,739,479 297,094,519 - - 363,833,998
Liabilities a - o
‘Deferred tax - . .- 12,465,370 12,465,370 -
Debt securities in issue .- - 296,612,604 - 296,612,604 -

- - 296,612,604 12,465,370 309,077,974
Equity 54,756,024

363,833,998 |

The directors consider that, with the. exception .of debt securities in issue (note 10), the carrying
amounts of financial assets and financial liabilities recognised in the financial statements approximate
to their fair values. Where the financial mstruments are of short matunty the carrying value is equal to
the fair value.

The company's cash at bank and loans and receivables are short term (havmg a maturity of six
months or less); consequently carrying amount approximates fair value:
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NOTES TO THE FINANCIAL STATEMENTS
1. Fi'nancial instruments (continued)

Valuatlon hlerarchy

. The following tables show the financial mstruments carrled at fair value by h|erarchy level 1, level 2
and level 3:

: . _ Level 1 ‘Level2 ' Level3 Total
2015 3 ' £ £ £
Assets SR . . .

Derivative financial instruments - 58,051,006 |- 58,051,006
‘ " Level 1 Level 2 Level 3 Total

2014 . ~ - : £ £ ‘ £ £

Assets I IR

Derivative financial instruments - 66,739,479 - 66,739,479

Financial assets and liabilities have been classn" ed above accordlng to a valuatuon hierarchy that
reflects the valuatlon techmques used to determine fair value.

- Level 1: valued by reference to unadjusted quoted pnces in active markets for identical
assets and liabilities '
Level 2: valued by reference to observable market data other than quoted market prices
Level 3. valuation is based on inputs other than observable market data

The derivative financial instruments recorded at fair value for the Company are all consideréd Level 2
being valued using pricing models. Inputs for these models are usually observed directly in the market,
or derlved from observed prices.

) Fmanclal Liabilities

The following table shows by contractual maturity the undiscounted cash ﬂows payable from the
balanpe sheet date including future interest payments

0-3 3-12 1-3 3-5 - 510

A _ months months years years years -

2015 - £'000 £000 . - £000 £'000 £'000
Debt securities in issue: - 8,126 - 8,126 32,505 - - 32,505 305,631
0-3 - 1-3 3.5 510

g months 3 - 12 months .years years years

2014 . ' £'000 £'000 £'000 £'000 . £'000
Debt securities in issue 8126 8126 32505 32,505 235,446

12. Derivative finuncial instruments

The Company is party-to an interest rate swap transaction to hedge exposure to variability in cash
-flows arising from its floating rate deposits. As at the balance sheet date, the contract had a nominal
value of £293.1m (2014:.£296.2m) which amortises over time in line with the asset it hedges. The
swap entitles the Company to receive fixed cash flows (based on a rate of 4.6055%) in exchange for
variable -cash flows based on six month sterling LIBOR. The swap matures in February 2023 and at
the balance sheet date had a fair value of £58.01m (2014: £66.7m). The fair value of the interest rate
swap at the reporting date is determined by discounting the future cash flows using the curves at the
reporting date. This derivative is designated as a cash flow hedge of the Company’s- variable cash
ﬂows :
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NOTES TO THE FINANCIAL STATEMENfS ‘ 4
13. Share capital

2015 . 2014

EquityShares” .~ . £ £
Authorised: ' ' o : . A
10,000 Ordinary shares of £1 each . : ) 10,000 " 10,000
AAIIotted, called-up and fully paid: . » S
10,000 Ordinary shares of £1 each ' ‘ o 10,000 10,000

The Cornpany has one class of ordinary shares which carry_no rignt to fixed income.

14. . Capital resources

The Company's capital consists-of equity comprising issued share capital, rétained-earnings, loans
from Group -undertakings and subordinated loans. The Company is a member of The Royal Bank of
Scotland Group of companies which .has regulatory disciplines over the use of capital. In the
management of capital resources, the Company is governed by the RBS'’s policy which |s to maintain
a strong capital base: it is not separately regulated.

" 15. Related partles

UK Government ' :
The UK Government through HM Treasury is the ultimate controllcng party of The Royal Bank of
Scotland Group plc. Its shareholding is managed by UK Financial Investments Limited, a company it
wholly-owns and as a result, the UK Government and UK Government controlled bodies are related
parties of the Company.

The Company enters into transactions with these bodies on an arms’ length basis; they include the
payment of: taxes including UK corporation tax and value added tax; national insurance contributions;
local authority rates; and regulatory fees and levies; together with banking transactions such as loans
and deposits undertaken in the normal course of banker-customer relationships.

Group undertakings
- The Company’'s immediate parent company is Care Homes Holdings lelted a company ‘incorporated
in the UK and reglstered in England and Wales.

As at 31 December 2015 The Royal Bank of Scotland plc heads the smallest group in which the
Company is consolidated, a company incorporated in the UK and registered in Scotland. Copies of the
consolidated financial statements may be obtained from Corporate Governance and Secretariat,
Gogarburn, PO Box 1000, Edinburgh EH12 1HQ

The Company’s ultimate holdmg company is The Royal Bank of Scotland Group plic, a company
incorporated in the UK. As at 31 December 2015, The Royal Bank of Scotland Group pic heads the
largest group in which the Company is consolidated. Copies of the consolidated financial statements"
may be obtained from Corporate Governance and Secretanat The Royal Bank of Scotland plc,
Gogarburn, PO Box 1000, Edunburgh EH12 1HQ. :

Capital Support Deed ‘
. The Company, together with other members of The Royal Bank of Scotland Group plc, is party to a
capital support deed (CSD). Under the terms of the CSD, the Company may be required, if compatible .
with its legal -obligations, to make distributions on, or repurchase or redeem, its ordinary shares, The
amount of this obligation is limited to the Company’s immediately accessible funds or assets, rights,
facilities or other resources that, using best efforts, are reasonably capable of being converted to

cleared, immediately available funds (the Company's available resources). The CSD also provides

that, in certain circumstances, funding received by the Company from other parties to the CSD
becomes immediately repayable, such repayment being limited to the Company’s available resources.
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