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RBS SME INVESTMENTS LIMITED ' ‘ 06838433
STRATEGIC REPORT

.The diréctofs of RBS SME Investments Limited (“the Company’) present .fheir annual report together
with the audited financial statements for the financial year ended 31 December 2015.

_ ACTIVITIES AND BUSINESS REVIEW
Principal activity
The principal actlvnty of the Company is to manage lnvestments

The Company is a subsidiary of The Royal Bank of Scotland Group plc 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 Royal Bank of
Scotland Group plc review these matters on a group basis. Copies can be obtained from Corporate
Governance.and Secretariat, The Royal Bank of Scotland Group plc, Gogarburn, Edlnburgh EH12
1HQ, the Registrar of Companies or at www.rbs.com.

-Review of the year

‘Busuness review .

The Company’s principle mvestments comprise debt and equity partlmpatlons in collectlve investmerit
schemes in unquoted businesses and for that purpose it assumes obligations as a limited partner in
limited partnerships. The Company’s investment. strategy will be guided by its immediate parent
-company. Post balance sheet events are described in note 14 to the financial statements.

The Company has investments in three separate funds Capital for Enterprlse Scottlsh Loan Fund and
Business Growth Fund..

Capital for Enterprlse

Capital for Enterprise has a portfolio of seven companies (2014: eleven companies), havmg exited
from four further investments during the year (2014: nine). Realised losses of £3,896k (2014: £7,179k)
were realised from the exit of two-of the investments and realised profits of £934k from the exit of two
of the investments (2014: £1,883k from exit of four of the mvestments)

The Company invested an additional £26k (2014 £58k) in Capital for Enterpnse during the year
resulting in a total gross investment of £5,752k (2014: £5,726k). After distributions from the fund,
along with total valuation impairments of £1,158k (2014: £1,160k), the carrying value of investments at
31 December 2015 is £967k (2014: £1,230k). . .

Further, Capital for Enterprise has decided to carry out the liquidate, this requires agreement by . -
investors who in aggregate hold more than 50% of total commitments. The extension of the Capital for
Enterprise Fund granted by the investors has expired on 23 March 2016. .

Scottish Loan Fund ‘ ‘

This fund supports small and medium sized busmesses in Scotland by prowdlng debt finance. During
the year, the Company invested a further £2,599k (2014: £1,070k) in the Scottish Loan Fund (“SLF”)- .
and received distributions of £1,102k (2014: £386k).

As at 31 December 2015, SLF had a portfolio of nineteen active (2014: fourteen). Scottish businesses
having invested in a further nine and exited from four during the year. These businesses cover a wide
" range of sectors mcludmg Engineering, Oil & Gas, Telecoms and Manufacturmg All investments were
valued at cost.

Busmess Growth Fund

During the year ended 31 December 2015, the Company invested £58,500k (2014: £54 ,000Kk) in the
Business Growth Fund (“BGF”), with a further investment of £45,250k up to the date of signing. BGF
made a profit of £10,347k during the year (2014: £2 871k) wuth the Company earning its share of the
profit amounting to £2,481k (2014: £2,289Kk). -
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STRATEGIC REPORT

Business Growth Fund (contmued) :

As at 31 December 2015, there wds an unrealised loss against the value of thirty one (2014 eighteen)
investments totalling £96,387k (2014: £41,470k) and an unrealised gain against nineteen investments
(2014: eleven) totalling £73,441k (2014: £29,946k). The fair value of the remaining fifty one
investments was equal to their cost.. .

FINANCIAL PERFORMANCE
The Company’s financial performance is presented on pages 8 to 11. ‘

The operating profit before taxation for the year was £é,719,68_7 (2014 loss of £3,782,615). The
retained profit for the year was £3,088,492 (2014: loss of £3,548,189).

At the end of the year total assets were £174,165,361 (2014: £108,795,309).
Dividends |
The directors do not recommend the payment of a dividend (2014 £nil).

'PRIN.CIPAL RISKS AND UNCERTAINTIES
The Company seeks to minimise its ekposure to financial risks.

Management focuses on both the overall balance sheet structure and thé 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 Commlttee
(RBS ALCO).

The Company is funded by facilities from The Royal Bank of Scotland Group plc.

The Cempanys assets mainly comprise interest in associate, equity shares and cash at bank which
.wouId expose it to interest rate, credit and market risk.

_Interest rate risk
Structural interest rate risk arlses where assets and liabilities have different repncmg maturmes

The financial liabilities of the Company consist of amounts due to group undertakings, borrowings and A
third party payables. The amounts due to group undertakings and borrowings do not have any
significant interest rate risk as they have different repricing maturities and being carried .at fixed rate of
interest. The third party payables do not have any significant interest rate risk as the Company follows
the policy and practice on payment of creditors determined by The Royal Bank of Scotland Group plc.

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 appetite for the rlsk
that customers will be unable to meet their obligations to the Company

.The key principles of the group’s Credit.Risk Management-Framework are set out below: .

o Approval of all credit exposure is granted prior 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 history, capacity to
- repay, sensitivity to economic and market developments and risk-adjusted return; |
e Credit risk authority is delegated by the Board and specifi'cally'granted in writing to all individuals
invoived in the granting of credit approval. In exercising credit authorlty, 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 quahty exposures are subject to a greater frequency of
analysis and assessment.
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PRINCIPAL RISKS AND UNCERTAINTIES (continued)

. Market risk : : ' :
Market risk is defined as the risk of loss as a result of adverse changes in risk factors including interest
rates, foreign currency and equity prices together wrth related parameters such as market volatilities.

Going forward, part of the investment process will be to ensure that this concentration is reduced as
more investments are acquired. The portfolios include investments in unquoted companies, resulting -
in exposure to a higher-degree of risk than if investments were entirely in quoted or listed assets.
Some of this risk can be mitigated by maintaining a dlverse portfollo across various business sectors
and asset classes.

The principal market risks to WhICh the Company is exposed is in relatlon to fluctuation in the value of
equity shares ) f

- Liquidity risk '
" The Company has no significant liquidity risk as it has access to _financing facilities and support
provided by fellow group undertaklngs A

GOING CONCERN

The directors, having made such enquiries as they considered appropriate, have prepared the.

financial statements on a going concern basis. They-considered the financial statements of The Royal

Bank of Scotland Group plc for the half-year ended 30 June 2016, approved on 4 August 2016, which
were prepared ona gomg concern basis. .

DIFIECTORS' RESPONSIBILITIES STATEMENT

The drrectors are responsrble for prepanng the annual report and the flnanC|aI statements in
_ accordance with applicable law and regulations. :

Company law r‘equires the directors to prepare the 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 preparlng these financial statements, the d|rectors are requrred to:

select suitable accounting polrmes and then apply Ihem conS|stently,
" 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 the 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 taking reasonable steps for the
prevention and detection of fraud and other irregularities.

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

SM Thomson
Director
Date: 30 September 2016
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DIRECTORS' REPORT ‘

The Strategic Report includes the review of the year.

DIRECTORS AND SECRETARY

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

From 1 January 2015 to date the following changes have taken place:

Appointed - Re.signed ‘

Directors

MdJenkins - 3July 2015 20 June 2016
ODWatts : ' - 6 July 2015

S M Thomson - S - 25July 2016 - '
Secretary o

R'Beattie : - 30 January 2015
RBS Secretarral Services Limited : ~ 16 February 2015 - T

DISCLOSURE OF INFORMATION TO AUDITOR
Each of the directors at the date of approVat of this report confirms that: -
‘e so far as they are aware, there is no relevant audnt information of whtch the Company‘s audltor is
unaware; and
e the directors have taken all the steps that they ought to have taken to make themselves aware of
- any relevant audit information, and to establrsh that the Company’s auditor is aware of that
information.

This confirmation is given and shall be mterpreted in accordance with the provusuons of section 418 of
the Companies Act 2006

lNDEPENDENT AUDITOFI

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

A resolution to appoint Ernst & Young LLP as the Company’s auditor will be proposed at the
forthcoming meeting of the Board of Drrectors ‘

Approved by the Board of D|rectors and signed on its behalf:

S M Thomson
Director
Date: 30 September 2016



INDEPENDENT AUDITOR’S REt’ORT TO THE MEMBVERS'OF RBS SME INVESTMENTS LIMITED

"We have audited the financial statements of RBS SME Investments 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 14. The financial reporting framework that has been applied in their preparation is applicable law
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 3 of
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 aud.itor

As explained more fully in the Directors’ Responsibilities Statement, the directors are responsible 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 Auditing Practices Board’s Ethical Standards for Auditors.

' Scope‘of the audit of the financial 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 mrsstatements or inconsistencies we consider
~ theim pllcatlons for our report. : :

Opinion on financial statements
In our opinion the financial statements: -

e givea true and fair view of the state of the Companys affairs as at 31 December 2015 and of its
profit for the year then ended;

e have been-properly prepared in accordance wuth Fmancral Reporting Standard 101 Reduced
Disclosure Framework; and

e have beern prepared in accordance with the requrrements of the Compames Act 2006.
R 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 RBS SME INVESTMENTS LIMITED
Matters on which we are required to report by exceptlon

We have nothing to report in respect of the foIIowmg 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
we have not received all the information and explanations we require for our audit.

, et >

Russell Davis, FCA (Senior Statutory Auditor)
for and on behalf of Deloitte LLP

Chartered Accountants and Statutory Auditor,
London, United Kingdom

30 September 2016

L



‘RBS SME INVESTMENTS LIMITED

PROFIT AND LOSS ACCOUNT.
for the year ended 31 December 2015
Income from continuing operations

Interest receivable
Interest payable

_Net interest ex‘pense
Operating expenses
.Operating loss before loss of associate
Reversal of _impairmebnt/(impairment losses)
Profit/(loss) on ordinary activities before tax
Tax credit

Profit/(loss) for the financial year

Notes

06838433

2015 2014
£ £
; 2,016
(1,954,237)  (1,186,298)
(1,954,237) (1,184,282
(333,873) (309,621)
(2,288,110)  (1,493,903)
5,007,797  (2,288,712)
2,719,687  (3.782615)
368,805 234,426
3,088,492 (3,548,189)

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



RBS SME INVESTMENTS LIMITED . | ' 06838433

STATEMENT OF COMPREHENSIVE INCOME
for the year ended 31 December 2015

2015 2014

£ o £

" Profit/(loss) for the 'financial, year B | 3,058,492 (3,54‘8,189)
Other compr"ehensTve ineome ‘ | . .

Fair value edjustment for investments ‘ _ 496,029 - 228,044

Totel comprehensive 'incorﬁe/(loss:) for the financial year ‘ . 3,§84,521‘ ('3,»32'0,1 45)

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



RBS SME INVESTMENTS LIMITED

- BALANCE SHEET
as at 31 December 2015

Fixed assets

Interest in associate

Investments

Amounts due from Group undertakings -

Current assets
Current tax asset

‘Total assets

Credltors amounts falling due within one year

Borrowings

Bank overriea™

Amoun!e
AC{VJ

gelti ¥ gl

rfakings

"Total assets less current liabilities

Credi.. .
year

Borrowings -

Total liabilities

.Net assets

¥4t due after more than one

‘Equity: capital and reserves

Called up share capital
Share premlum account
Available-for-sale reserve
Profit and loss account -

Total shareholder's funds

Total liabilities and shareholder's funds

Notes

6,9

7,9.

© 6,9

10

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

06838433
2015 2014

£ £
168,224,016 104,716,220
" 5,572,539 3,844,664
R 1
173,796,556 108,560,885
368,805 234,424
174,165,361 ° 108,795,309
33,885,041 22.020,044
12,277,493 200,451
498,533 333,604
14,423 297,026
36,675,490  22.851,125
137,489,871 85,944,184
132,264,189 84,303,023
168,939,679 107,154,148
5,225,682 1,641,161

: 3 3
11,999,998 11,999,998
" 1,083,062 587,033 -
(7,857,381) - (10,945,873)
5,225,682 1,641,161 -
174,165,361 . 108,795,309

The financial statements of the Company were approved by the Board of Directors on 30 September
2016 and signed on its behalf by: A

S M Thomson
Director .

10



RBS SME INVESTMENTS LIMITED - S o © 06838433 -

STATEMENT OF CHANGES IN EQUITY
for the year ende;l 31 December 2015

Share - Available- Profit and

Share premium for-sale loss :
capital account reserve - account Total
| £ ot £ gt
At ‘1 January 2014 : o .3 11,999,998 - 358,989 (7,397,684) 4,961,306
Available-for-sale investments - - 228,044 - 228,044
‘Loss for the year : - - - - (3,548,189) (3,548,189)
At 31 December 2014 ' i 3 11,999,998 = 587,033 (10,945,873) 1,641,161
- Available-for-sale investments ) - © - 496,029 - 496,029
Profit for the year ' _ - C. - 3,088,492 3,088,492
At 31 December 2015 S 3 11,999,998 1,083,062 (7,857,381) 5,225,682

Total comprehensive income for the year of £3,584,521 (2014: loss of £3,320,145) was wholly
attributable to the equity holders of the Company. . o

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

11



‘RBS SME INVESTMENTS LIMITED ‘ ‘ ' ‘ 06838433
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 applicable International Financial Reporting Standards issued by the International
Accounting Standards Board and interpretations issued by the International Financial Reporting
Interpretations Committee of the IASB as adopted by the EU (together IFRS) and under Financial
Reporting Standard 101 Reduced -Disclosure Framework (FRS 101). The Company meets the
definition of a qualifying entity under FRS 100 (Frnanmal Reportlng Standard 100) 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 capital management, 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 plc, these financial statements
"are available to the public and can be obtained as set out in note 13.

The financial statements are prepared on the historical cost basis except that the following assets and

liabilities are stated at fair value: financial instruments that are classified as available for sale. Historic

cost is generally based on the fair value of the consideration given in exchange for the assets. The
principal policies adopted are set out below

The Company’s financial statements are presented in Sterllng which |s the functlonal currency of the
Company.

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

The changes to IFRS that were effective from 1 January 2015 have had no- material effect on the
Company’s financial statement for the year ended 31 December 201 5 ’

b) Revenue recognltlon :

Interest expenses on financial I|ab|Irt|es are determined usmg the effective interest method. The
effective interest method is a method of calculating the amortised cost of a financial liability (or group
of financial liabilities) and of allocating the interest expense over the expected life of the 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, 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.

Dividend income is recognised when the paying company is obliged to make the payment.
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 credlted or
charged to other comprehensnve income or.to equity as. appropnate

12



RBS SME INVESTMENTS LIMITED ‘ a o 06838433
NOTES TO THE FINANCIAL STATEMENTS
1. Accounting policies' (continued)

c) Taxatlon (continued)

Current tax is income tax payable or recoverable in respect of the taxable profit or Ioss 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 substantively enacted, atthe balance sheet date.

d) Interest in associate
Interest in associate is stated at cost less any im palrment

e) Fmanclal assets :
On initial recognition, financial assets are classified into loans and recelvables or available-for-sale.

" Loans and receivables

Non-derivative financial assets with fixed or determinable repayments that are not quoted in an active
market are classified as loans and receivables, except those that are classified as available-for-sale.
Loans and receivables are initially recognised at fair value plus directly related transaction costs. They
are subsequently measured at amortised cost using the effective interest method (see accountmg
policy 1(b)) less any impairment losses.

Available-for-sale ,

Financial assets that are not classified as loans and receivables are classified as available-for-sale.
Financial assets can be designated as available-for-sale on initial recognition. Available-for-sale
financial assets are initially recognised at fair value plus directly related transaction costs. They are"
subsequently measured at fair value. Equity investments are initially recognised at cost and are
subsequently re-valued in accordance W|th the International Private Equrty and Venture Capital
(“IPEVC”) valuation guudelmes

Impairment Iosses are recognised in profit or loss together with interest calculated using the effective -
interest method (see accounting policy 1(b)). Other changes' in the fair value of available-for-sale

- financial assets are reported in other comprehensive income until disposal, when the cumulative gain |

or Ioss is reclassrfred from equity to profit or loss.

f) Impalrment of financial assets

The Company assesses at each balance sheet date whether there is any objective evidence that a
financial asset or group of financial assets is impaired. A financial asset or portfolio of finarcial assets
is impaired and an impairment loss incurred if there is objective evidence that an event or events since
initial recognition of the asset have adversely affected the amount or timing of future cash flows from
the asset.

)] Fmanmal Ilabllltles
On initial recognrtlon financial liabilities are cIassrfled into amortised cost.

All other financial liabilities are measured at amortised cost using the effective mterest method (see' ‘
accounting policy 1(b)).. ,

13



RBS SME INVESTMENTS LIMITED ‘ ' . : 06838433
NOTES TO THE FINANCIAL STATEMENTS
1. Accounting policies (continued)

h) Derecognition
A financial asset is derecognised when the contractual right to receive cash flows from the asset has
expired or when it has been transferred and the transfer quallfles for derecognition.

A financial lrablllty is removed from the balance. sheet when the obllgatlon is dlscharged cancelled or
exprres

. i) Cash and cash equrvalents

Cash and cash equivalents comprise cash on hand and demand deposits with banks together with
short-term highly liquid investments that are readily convertlble to known amounts of cash and subject
to msrgmflcant risk of changes in value.

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

. The reported results of the Company are sensitive to the accountmg pollc;les assumptrons and
estimates that underlie the preparation of its 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 accountlng 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 1ASB'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 differ from
those adopted by the Company would affect its reported results .

Fair value - financial instruments

Financial instruments classified as available-for-sale are recogmsed in the financial statements at fair -
value. Unrealised gains and losses on available-for sale frnancral assets are recogmsed drrectly in
equity unless an impairment Ioss is recognised.

_ Financial instruments classified as designated as at fair value through profit or loss are recognised in
the financial statements at fair value. Changes in fair value are recognlsed in profit or-loss as they arise.

Detarls of frnancral instruments carried at fair value are given in note 9 of the financial statements.
3. Operating expenses

2015 . 2014 -

£ £

Managemeéntfees . S A ' 219,354 - 295,221
- Auditor's remuneration - audit services . ‘ 14,400 . 14,400 .
Irrecoverable VAT A _— : ' 100,119 -

333,873 309,621

Staff costs, number of employees and directors’ emoluments '

All ‘staff and directors were employed by The Royal Bank of Scotland Group ple, the accounts for
which contain full disclosure of employee benefit expenses incurred in the period including share
based payments and pensions. The Company has no employees.and pays a management charge for -
services provided by other group companies. The directors -of the Company do not receive
rem uneration for specific services provided to the Company

The auditor's remuneration for statutory audit work for the.Company was_borne by the Company. No
remuneration was paid to the auditor for non- audrt work (2014: £nil).

14



RBS SME INVESTMENTS LIMITED : ' : 06838433
NOTES TO THE FINANCIAL STATEMENTS o

4. Tax
2015 2014
, £ E £
Current tax: _ : . :
UK corporation tax credit for the year ‘ (368,805) .= (234,426).

The actual tax credit differs from the expected tax credit computed by applylng the blended rate of UK
corporation tax of-20.25% (2014: 21.5%) as follows: o

2015 2014

£ £
Profit/(loss) on ordinary activities beforetax . - ) - 2,719,687 (3,782,615)
Expected tax credit . ' o 550,643 (813,003)
Partnership profit 94,459 86,660
Non-deductible items S : - (1,013,907) 491,917
Actual tax credit for the year - ' . (368,805) (234,426).

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

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

5. Investments

2015 2014 . -

' . £ ' £
As at 1 January o ) ' 3,844,664 3,781,736
Additions of available-for-sale assets ‘ 2,625,007 1,127,842 -
Distribution _ A (1,393,162) (1,292,958)
Unrealised gains : - . 496,030 228,044

As at 31 December ’ o ) 5,572,539 - 3,844,664

The Company invested in Capital for Enterprise Fund L.P. which supports small businesses and
projects by providing finance. Under the scheme the UK Government, a related party trading under the
name Department for Business Innovation and Skills, holds the majority shareholdmg with four high
street banks each contributing and holding an 8.33% stake. The banks involved are RBS plc (via the
Company), Barclays Bank PLC, HSBC Bank pic and Lloyds Banking Group pic.

RBS SME holds a 9.999% stake in the Scottish Loan Fund which- supports small and medium sized
busmesses in Scotland by providing debt finance. . A -

6.. Borrowings -

2015 . 2014

- Loans f-rom Group banks - Royal Bank of Scotland plc - 166,149,230 106,323,067
Current fiabilities - : ’ , ‘33,885,041 22,020,044
Non-current liabilities ' — , 132,264,189 84,303,023
Loans from Group banks - Royal Bank of Scotland plc . ' 166,149,230 106,323,067

15



RBS SME INVESTMENTS LIMITED : ' : 06838433
NOTES.TO THE FINANCIAL STATEMENTS

6. Borrowmgs (contmued)

The loans balance from The Royal Bank of Scotland pic detailed above is a combination of loans. The
loans are all unsecured and interest bearing, with rates ranging from 0.9000% to 2.3125% (2014:
0.9000% to 2.3125%) per annum. The loans also have a range of maturity dates, with the earliest
~ maturity being 15 December 2016 (2014: 15 December 2016) and the latest being 14 December 2020
‘(2014 24 March 2020)

The bank overdraft was from The Royal Bank of Scotland pIc and. was repayable on demand. The
‘overdraft limit.is £3,250,000 (2014: £3,250,000) and at the year end the Company had access to a
further £3,250,000 (2014: £3,250,000) of funds.

" Interest on borrowmgs has been disclosed under amounts due to Group undertakings.

7. Accruals

. - | g 2015 2014

£ | g

Audit fees . 14,423 15,600
Accruals o : : Ce 281,426
. 14,423 297,026

8. Interest in associate
Interest in associate is-carried at cost less impairment. Movements during the year were as follows:

2015 2014

. | | , | g £
=~ At1January ' _ 104,716,220 53,004,930
Additions : ) - : 58,500,000 . 54,000,002
Reversal of |mpa|rment/(|mpa|rment Iosses) ' 5,007,796 (2,288,712)

At 31 December , : ' 168,224,016 104,716,220

" Details of the mterest in assomate mcludlng the name, country of mcorporatuon and proportion of
ownership interest is detailed in the followmg table: - -

Place of Proportion of Proportion of

) incorporation ownership voting power Principal
.~ Name of associate - and operation interest% = - held% activity
.Business Growth Fund Plc England and _ 23.98% , 23.98% Provide long-term
: : Wales - : - capital to UK

based companies
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9. Financial instruments

06838433

The following tables analyse the Company’s 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. :

2015

Assets

Interest in associate
Investments

Amounts due from Group
undertakings
Current tax asset

Liabilities
Borrowings
. Bank overdraft -

Amounts due to Group
undertakings .
Accruals

Eduny

2014
Assets
Interest in associate
Investments

~Amounts due from Group
undertakings

- Current tax asset

Liabilities
Borrowings
Bank overdraft

Amounts due to Group
undertakings
Accruals

Equity .

Non

- At financial
Avallable- Loans and . amortised assets/
for-sale receivables cost liabilities Total
£ ' £ £ ' £
- . - 168,224,016 168,224,016
5,572,539 - - - 5,572,539
- 1 - e 1
- - - 368,805 368,805
5,572,539 1 - 168,592,821 174,165,361
- - 166,1‘49,23b - 166,149,230
- - 2,277,493 '-‘ 2,277,493 .
. . - 498533 - 498,533
- - - 14,423 14,423
- ' - 168,925,256 14,423 168,939,679
5,225,682
174,165,361
. Non financial
Available-for- - Loans and At amortised assets/
sale receivables cost liabilities Total
£ £ £ £ £
. ; - 104,716,220 104,716,220
3,844,664 - - - 3,844,664
- 1 - - 1
: - - - 234,424 234,424
3,844,664 1 - 104,950,644 108,795,309
- - 106,323,067 - 106,323,067
- - 200,451 - 200,451
. . 333,604 - 333,604
- - - 297,026 297,026
- - 106,857,122 297,026 107,154,148
1,641,161
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RBS SME INVESTMENTS LIMITED A : 06838433
NOTES TO THE FINANCIAL STATEMENTS
9. Financial instruments (continued)

Valuatlon hierarchy -
The following tables show the financial instruments carried at fair value by valuation method

2015 , Level 1 Level 2 Level3 Total
o . £ £ £ £

Investments ‘ - - 5,572,539 5,572,539
2014 o Level 1 Level2 Level3 Total
- » S g . g £ £
Investments - ‘ - . - 3,844,664 3,844,664

Level 1: valued by reference to unadjusted quoted prlces in active markets for identical
: assets and liabilities A

Level 2: valued by reference to observable market data, other than quoted market prices

Level 3: valuation is based on the IPEVC guudelmes (see’ accountmg pollcy 1(e)) '

There were no transfers between levels in the year.

A reconciliation from the opening balance to the closing balance has been separately disclosed in note
5. ' ‘ o

10. Called up share capital '

2015 2014

£'000 - £'000
Authorised: : A ' LT
-3 ordmary shares of £ 1 each _ : 3 3
" Allotted, called up and fully paid: -
Equity shares . . .
3 ordinary sharesof £ 1 each . - . . -3 3

“The Compény has one class of ordinary shares which carry no right to fixed income.

11. Capital resources

. ‘The Company’s capital consists of equity comprising issued share capital, retained earnings and loans

~ * from Group undertakings. The Company is a member of The Royal Bank of Scotland Group plc which

has regulatory disciplines over the use of capital. In the management of capital resources, the
Company is governed by the Group's: policy which is to maintain a strong capital base: it is not -
separately regulated. The Royal Bank of Scotland Group plc has comphed with the Prudentlal
Regulatlon Authonty’s capital requirements throughout the year.
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" 'NOTES TO THE FINANCIAL STATEMENTS |
12.  Commitments

. At 31 December 2015, the Company was committed to investing a further £7,022 (2014: £524,069) in
Capital for Enterprise Limited till 26 March 2016. The Capital for Enterprise Fund LP terminated on 23
- March 2016. and ‘Capital for Enterprise Fund Managers Limited (the Manager) was appomted as
liquidating trustee to oversee the wind-up of the fund. .

The Company is committed to investing £300m in the BGF by 2021. This will take the form of periodic -
‘subscriptions for shares in the capital of BGF as notified by BGF, subject to an annual maximum
commitment set in advance each calendar year (2016: £90m; 2015: £72.56m). The Company has
subscnbed £176.28m to 31 December 2015 (2014 £117.78m).

The Company also reconfnrmed its mtentlon to consider providing further equity funding to BGF of up
to £250m in due course if BGF provides further evidence that there is sufficient demand for such
further funding on commercial terms.

With regards to the SLF, the Company is committed to investing the lower of £15m or 9.9999% of the
total fund. The commitment at the date of signing is £11,318,865. These amounts can be drawn at
anytime before the fifth anniversary of the first closing date as notified by SLF. The Company had
subscribed £6,368,021 to 31 December 2015 (2014: £2 769,299).

Comm;tments which have been entered into with Capital for Enterprise Limited L.P., Business Growth
Fund plc and Scottish Loan Fund L.P. are not included within assets on the balance sheet.

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 |mmed|ately repayable such repayment being limited to the Company's available
resources. .

13. Related parties

UK Government

The UK Government through HM Treasury is the ultlmate controlling 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 bodres are related
parties of the Com pany.

Transactions between the Company, the UK Government.and UK Government controlled bodies,
consisted solely of corporation tax and equity shares, which are disclosed in notes 4 and 5 respectively.

Group undertakings

The Company’'s immediate parent company is The Royal Bank of Scotland plc, a company
incorporated in the UK and registered in- Scotland. 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 accounts may be obtained from
Corporate Governance and Secretariat, The Royal Bank of Scotland Group plc, Gogarburn PO Box
1000, Edinburgh, EH12 1HQ.

The Company’s ultimate holding company is' The Royal Bank of Scotland Group plc, a company
incorporated in the UK and registered in Scotland. As at 31 December 2015, The Royal Bank of
Scotland Group plc heads the largest group in which the Company is consolidated. Copies of the
consolidated accounts may be obtained from Corporate Governance and Secretariat, The Royal Bank
of Scotland Group plc, Gogarburn, PO Box 1000, Edinburgh, EH12 1HQ.
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NOTES TO THE FINANCIAL STATEMENTS -

14. Post balance sheet everits

Contributions totalling £45,497k have been made since 31 December 2015, split £7k to Capital for
Enterprise, £45,250k to the Business Growth Fund and £240k to the Scottish Loan Fund. These
contributions are non adjusting events and as a result no amounts have been included. within the
financial statements for the year ended 31 December 2015. The extension of the Capital for Enterprise
Fund granted by the investors was due to expire on 23 March 2016 and similarly extensmns granted
to the underlying funds.are due to run their course at around the same time.
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