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DBW INVESTMENTS (11) LIMITED

DIRECTORS’ REPORT

The directors present their Annual Report and the audited Financial Statements for the year ended 31 March 2021.
This dircctors’ report has been prepared in accordance with the provisions applicable to small companies entitled to
the small companies” exemption.

BUSINESS REVIEW AND PRINCIPAL ACTIVITIES

The principal activity of the Company is the provision of financial services to small and medium-sized developers
working on residential, mixed-use and commercial development projects in Wales.

The Wales Self Build fund launched in March 2020, this fund provides supported routes into self-build for prospective
homeowners and opportunities for SME developers to build guality, custom homes across the country. The Company
will work in partnership with the local authorities. respensible for making a series of serviced plots of land ready for
development and available to purchasc. The general public will be able to apply to local authorities to buy plots and
the Development Bank will offer loans to fund the plot purchase and development. The loans will be repaid once the
build is complete. and the property mortgaged.

During the year the Company made the following investments across each of its funds.

Value Number of New
Companies

Fund 2021 2020 2021 2020

Size (£) £ £m
Wales Property Fund | 10m - - - -
Wales Property Fund 11 47m 20,889 20,017 8 11
Wales Stalled Site Fund 35m 22.597 13.560 20 11
Wales Commercial Property 55m 3.140 0.443 3 ]
Fund
Wales Self Build Fund 40m 0.274 - 1 -
Total 207m 46.9 34.02 32 23

GOING CONCERN

The Directors have made an assessment of going concern, taking into account both current performance and the
Company’s outlook which considered the impact of the Covid-19 pandemic (sce below for details) and the UK’s exit
from the European Union (see below for details). As part of the assessment of going concern the Dircetors made
enquiries and reviewed forecasts for the Company including considering the recoverability of the outstanding loan
investments, undrawn funding commitments and investment repayments made. and the Directors believe there are no
material uncertaintics that lead to significant doubt on the Company’s ability to continuc in business over the next 12
months.

The Directors concluded that they have a reasonable expectation that the Company has adequate resources to continue
in operational existence for the 12-month period from the date of signing this report. Accordingly. they continue to
adopt the going concern basis of preparing the financial statements.

COVID-19

During the year significant economic and social disruption arose from the Covid-19 pandemic. This situation has
continued afier the year end and the outlook remains uncertain.

The Company has invoked business continuity plans whilst it secks to serve and support its managed funds
throughout the pandemic while maintaining the safety and well-being of staff. Staff worked from home whilst the
UK Government introduced lockdown mcasures and staff continue to work mainly from home.

The Company took proactive action to help its portfolio companies following the announcement of the Covid-19
lockdowns by seeking approval from investors to provide support for example through the granting of capital
repayment holidays.
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DIRECTORS’ REPORT

COVID-19 {Continued)

During late March 2020, early April 2020, unprecedented levels of business support packages were also unveiled.
The UK Government set up £330bn of funding for businesses across the UK including such things as the
Coronavirus Business Intermyption Loan Scheme {CBILS), the Bounce Back Loan Scheme and a furlough scheme
to contribute to employee pay. The UK Government is continuing to support business by extending the furlough
scheme to 30 September 2021 to help businesses weather the Covid- 19 lockdown. In addition, the Welsh
Government announced its setting up of a £500m economic resilience fund in late March 2020.

The Company continues to work with its stakeholders in order to mimimise any economic disruption that Covid-19
might occasion. The Company believes that its activities are secure, and it is not anticipated that the impact of the
pandemic is likely to be significant or materially increase during the next 12 months.

BREXIT
The Brexit transition peried ended on 31 December 2020. with the UK agreeing a rade deal with the European
Union. The Company continues to work with its stakeholders in order to minimisc any economic disruption that the

process might occasion. The Company believes that its activities are secure. and it is not anticipated that the impact
of the UK’s exit from the ELJ is likely to be significant or materially increase during the next 12 months.

DIRECTORS

The directors of the Company, who served throughout the financial vear and subsequently to the date of the report
unless stated otherwise, are as shown on page |.

DIRECTORS’ INDEMNITIES

The company has made qualifying third-party indemnity provisions for the benefit of all directors. These were in
force during the financial year and remained in force at the date of approval of the financial statements.

POLITICAL DONATIONS
The company made no political donations during 2021 (2020: nil}.

SUBSEQUENT EVENTS

There were no subsequent events 1o report,

AUDITOR
In the case of each of the persons who arce directors of the company at the date when this report is approved:

e 50 faras each of the directors is aware, there is no relevant audit information of which the company’s auditor
is unaware: and

¢ cach of the directors have taken all the steps that they ought to have taken as a director to make themselves
aware of any relevant audit information and to establish that the company’s auditor is aware of that
information.

This confirmation is given and should be interpreted in accordance with the provisions of section 418 of the
Companies Act 2006.

The Group has a policy of tendering the external audit every five years. The last time the audit was tendered was in
2016 when the incumbents Deloitte LLP were reappointed. As a result of the ongoing Covid-19 pandemic, the Group
took the decision 1o extend the external audit contract for a further year. A procurement cxercise will therefore be
undertaken during the 2022 financial year.

Approved by the Board of Directors and signed on behalf of the Board
7 et CPERe

J Oates
Company Secrctary
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DIRECTORS’ RESPONSIBILITIES STATEMENT

The directors are responsible for preparing the Annual Report and the Financial Statements in accordance with
applicable law and regulations,

Company law requires the directors to prepare financial statements for cach financial year. Under that law the
directors have elected to prepare the financial statements in accordance with United Kingdom Generally Accepted
Accounting Practice {United Kingdom Accounting Standards and applicable law), including FRS 101 “Reduced
Disclosure Framework™. Under company law the directors must not approve the financial statements unless they are
satisfied that they give a true and fair view of the state of affairs of the Company and of the profit or loss of the
company for that period.

In preparing these financial statements, the directors are required to:

¢ select suitable accounting policies and then apply them consistently:

¢ make judgements and accounting estimates that are reasonable and prudent; and

e prepare the financial statements on the going concern basis unless it is inappropriate to presume that the
Company will continue in business.

The directors are responsible for keeping adequate accounting records that are sufficient to show and explan the
Company’s transactions and disclose with reasonable accuracy at any time the financial position of the Company and
cnable them to ensure that the financial statements comply with the Companies Act 2006. They are also responsible
for safcguarding the assets of the Company and hence for taking reasonable steps for the prevention and detection of
fraud and other irregularities,



DBW INVESTMENTS (11) LIMITED

INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF
DBW INVESTMENTS (11} LIMITED

REPORT ON THE AUDIT OF THE FINANCIAL STATEMENTS
Opinion

Tn our opinton the financial statements of DBW Investments (11) Limited (the “company’):

s give a true and fair view of the state of the company’s affairs as at 31 March 2021 and of its loss for the year
then ended;

e have been properly prepared in accordance with United Kingdom Generally Accepted Accounting Practice,
including Financial Reporting Standard 101 “Reduced Disclosure Framework™; and

o have been prepared in accordance with the requirements of the Companies Act 2006.

We have audited the financial statements which comprise:

the profit and loss account;

the balance sheet.

the statement of changes in equity: and
the related notes 1 1o 15,

The financial reporting framework that has been applied in their preparation is applicable law and United Kingdom
Accounting Standards, including Financial Reporting Standard 101 “Reduced Disclosure Framework™ (United
Kingdom Generally Accepted Accounting Practice).

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) {ISAs (UK)} and applicable
law. Our responsibilities under those standards are further described in the auditor's responsibilities for the audit of
the financial statements section of our report.

We are independent of the company in accordance with the ethical requirements that are relevant to our audit of the
financial statements in the UK, including the Financial Reporting Council’s (the "FRC’s’) Ethical Standard, and we
have fulfilled our other ethical responsibilities in accordance with these requirements. We believe that the audit
evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Conclusions relating to going concern

In auditing the financial statements, we have concluded that the directors” use of the going concern basis of
accounting in the preparation of the financial statements is appropriate.

Based on the work we have performed, we have not identified any material uncertainties relating te events or
conditions that, individually or collectively. may cast significant doubt on the company’s ability to continue as a
going concern for a period of at least twelve months from when the financial statements are authorised for issue.

Our responsibilities and the responsibilities of the directors with respect to going concern are described in the relevant
sections of this report.

Other information

The other information comprises the information included in the annual report, other than the financial statements
and our auditor’s report thereon. The directors are responsible for the other information contained within the annual
report. Our opinion on the financial statements does not cover the other information and, except to the extent
otherwise explicitly stated in our report, we do not express any form of assurance conclusion thereon.
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF
DBW INVESTMENTS (11) LIMITED

Other information (continued)

Our respensibility is to read the other information and, in doing so, consider whether the other information is
materially inconsistent with the financial statements or cur knowledge obtained in the course of the audit, or
otherwise appears to be materially misstated. If we identify such material inconsistencies or apparent material
misstatements, we are required to determine whether this gives rise to a material misstatement in the financial
statements themselves. If. based on the work we have performed, we conclude that there is a material misstatement
of this other information, we are required to report that fact.

We have nothing to report in this regard.

Responsibilities of directors

As explained more fully in the directors” responsibilities statement, the directors are responsible for the preparation
of the financial statements and for being satistied that they give a true and fair view, and for such internal control as
the direclors determine s necessary to enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error.

In preparing the financial statements. the directors are responsible for assessing the company s ability to continue as
a going concern, disclosing, as applicable, matters related 1o going concern and using the going concern basis of
accounting unless the directors either intend to liquidate the company or to cease operations, or have no realistic
alternative but to do so.

Auditor’s responsibilities for the audit of the financial statements

Qur objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from
material misstatement. whether due to fraud or error, and to issue an auditor’s report that includes our opinion.
Reasconable assurance is a high level of assurance. but is not a guarantee that an audit conducted in accordance with
[SAs (UK) will always detect a material misstatement when it exists. Misstatements can arise from fraud or error and
are considered material if, individually or in the aggregate, they could reasonably be expected to influence the
economic decisions of users taken on the basis of these financial statements.

A further description of our responsibilities for the audit of the financial statements is located on the FRC’s website
at: www. fre.org.uk/anditorsresponsibilities, This description forms part of our auditor’s report.

Extent to which the audit was considered capable of detecting irregularities, including fraud

Irregularities, including fraud, arc instances of non-compliance with laws and regulations. We design procedures in
line with our responsibilitics, outlined above, to detect material misstatements in respect of irrcgularities, including
fraud. The extent to which our procedures are capable of detecting irregularities, including fraud is detailed below.

We considered the nature of the company’s industry and its control environment, and reviewed the company’s
documentation of their policies and procedures relating to fraud and compliance with laws and regulations. We also
enquired of management about their own identification and assessment of the risks of irregularities.

We obtained an understanding of the legal and regulatory frameworks that the company operates in. and identified
the key laws and regulations that;

»  had a direct effect on the determination of material amounts and disclosures in the financial statements. This
included the UK Companies Act 2006; and

* do not have a direct effect on the financial statements but compliance with which may be fundamental to the
company’s ability to operate or 1o avoid a material penalty.

We discussed among the audit engagement team regarding the opportunities and incentives that may exist within the
organisation for fraud and how and where fraud might occur in the financial statements.

In common with all audits under ISAs (UK), we are also required to perform specific procedures to respond to the
risk of management override. In addressing the risk of fraud through management override of controls, we tested the
appropriateness of journal entries and other adjustments; assessed whether the judgements made in making
accounting estimates are indicative of a potential bias: and evaluated the business rationale of any significant
transactions that are unusual or outside the norma! course of business.
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF
DBW INVESTMENTS (11) LIMITED

Extent to which the audit was considered capable of detecting irregularities, including fraud (continued)
In addition to the above, our procedures to respond to the risks identified included the following:

s reviewing financial statement disclosures by testing to supporting documentation to assess compliance with
provisions of relevant laws and regulations described as having a direct effcet on the financial statements;

o performing analytical procedures to identify any unusual or unexpected relationships that may indicate risks
of material misstatement due to fraud;

e cnquiring of management concerning actual and potential litigation and claims, and instances of non-
compliance with laws and regulations: and

¢ reading minutes of meetings of thosc charged with governance.

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS

Opinions on other matters prescribed by the Companies Act 2006
In our opinion, based on the work undertaken in the course of the audit:

¢ the information given in the directors” report for the financial year for which the financial statements are
prepared is consistent with the linancial siatements: and
s the directors’ report has been prepared in accordance with applicable legal requirements,

In the light of the knowledge and understanding of the company and its environment obtained in the course of the
audit, we have not identified any material misstatements in the directors” report.

Matters on which we are required to report by exception
Under the Companies Act 2006 we are required to report in respect of the following matters if, in our opinien:

s adequate accounting records have not been kept, or returns adequate for our audit have not been reccived
from branches not visited by us; or

e the financial statements are not in agreement with the accounting records and retumns: 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; or

s the directors were not entitled to take advantage of the small companies’ exemptions in preparing the
directors’ report and from the requirement to prepare a sirategic report.

We have nothing to report in respect of these matters.

Use of our report

This report is made solely fo 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 arc 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.

David Rozier (Senior statutory auditor)
For and on behalf of Deloitte LLP
Statutory Auditor

Cardiff, United Kingdom

24 November 2021



PROFIT AND 1.0SS ACCOUNT
For the year ended 31 March 2021

Turnover

Administrative Expenses:
Impairment

Other administrative expenses
Total Administrative expenses
PROFIT/{LLOSS) BEFORE FINANCE INCOME

Interest receivable and similar income
Interest payable and similar charges

LOSS BEFORE TAXATION

Taxation

LOSS FOR THE FINANCIAL YEAR ATTRIBUTABLE TO
OWNERS OF THE COMPANY

DBW INVESTMENTS (11) LIMITED

Note

Restated*
2021 2020
£ £
5.063,560 3.460.969
(4.659.026}) (4,014,839)
(4.659.026) (4,014,839
404.534 (553.870)
377,055 891,563
{1.483.750) (1.365,996)
(702,161} (1,028,301)
(702.161) (1028301}

*Certain amounts shown here do not correspond to the 2020 financial statements and reflect adjustments detailed in

Notes 1 and 15.

All activities derive from continuing operations.

There have been no recognised gains or losses for the current or prior financial year other than as stated in the profit
and loss account. Accordingly, no separate Statement of Comprehensive Income is presented.



BALANCE SHEET
As at 31 March 2021

NON-CURRENT ASSETS
Trade and other receivables

CURRENT ASSETS

Trade and other receivables
Cash at bank and in hand

TOTAL ASSETS
CURRENT LIABILITIES

NET CURRENT ASSETS

NON-CURRENT LIABILITIES
NET ASSETS

CAPITAL AND RESERVES
Public equity

Catled up share capital

Profit and loss account

TOTAL SHAREHOLDER’S FUNDS

DBW INVESTMENTS (11) LIMITED

11

Restated™*

2021 2020

£ £
57,066,108 35.464,226
459,000 53,478

151,460,205

143.245,863

151,919,205

142,299,341

208,985,311

178,763,567

(23.290.656)

(23,850,429)

128,628,549

119448912

(137.315.,586)

(108,821.353)

48.379.071 46,091,783
50,416,065 47,426,618
1 !
{2.036,995) (1,334,834)
48.379,071 46,091,785

*Certain amounts shown here do not correspond to the 2020 financial statements and reflect adjustments detailed in

Notes 1 and 15.

The financial statements of DBW Investments {11) Limited, registered number 08516240, were approved by the

Board of Directors and authorised for issue on 24 November 2021.

Signed on its behalf by

D Staziker
Director



STATEMENT OF CHANGES IN EQUITY

For the year ended 31 March 2021

Balance at 1 April 2019
Restatement

Balance at 1 April 2019 restated

Total comprehensive loss for the year

Sub Total

Balance at 31 March 2020 restated
Total comprehensive loss for the year
Increase in public equity

Sub Total

Balance at 31 March 2021

DBW INVESTMENTS (11) LIMITED

Public Called up Profit and Total
equity share loss £

£ capital account

£ £
10,000,000 1 490,475 10,490,476
37,426,618 - (797.008) 36.629,610
47,426,618 ! (306.533) 47,120,086
- - {L.028301)  (1,028,301)
- - (1.,028.301) (1,028,301
47.426,618 1 (1.334.834) 46,091,785
- - (702,161 (702.161)
2,989,447 - - 2,989,447
2,989,447 - (702,161} 2.287,286
50,416,065 1 (2.036,995) 48.379.071

L}



DBW INVESTMENTS (11) LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 March 2021

1.

ACCOUNTING POLICIES

The principal accounting policies are summarised below. They have been applied consistently throughout the
current and prior financial year.

Basis of accounting

DBW Investments (11) Limited is a company incorporated in the United Kingdom under the Companies Act
2006. The Company is a private company limited by shares and is registered in England & Wales. The address
of the registered office is given on page 1. The nature of the company s operations and its principal activities
are set out in the Directors” Report on page 2.

The Company mects the definition of a qualifying entity under FRS 100 {Financial Reporting Standard 100}
issucd by the Financial Reporting Council. These financial statements were prepared in accordance with FRS
101 (Financial Reporting Standard 101} *Reduced Disclosure Framework™ as issued by the Financial Reporting
Council.

The financial statements have been prepared on the historical cost basis and on a going concern basis as
discussed in the Director’s report on page 2. Historical cost is gencrally based on the fair value of the
consideration given in exchange for the goods and services. The principal accounting policies adopted are set
out below.

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. regardless of whether that price is directly
observable or estimated using another valuation technique. In estimating the fair value of an asset or liability,
the Company takes into account the characteristics of the asset or liability if market participants would take
those characteristics nto account when pricing the asset or liability at the measurement date. Fair value for
measurement purposes in these financial statements is determined on such a basis. In addition, for financial
reporting purposes fair value measurements are categoriscd into Level 1, 2 or 3 based on the degree to which
the inputs to the fair value measurements are observable and the significance of the inputs to the fair value
measurement in its entirety, which are described as follows:

¢ level | inputs arc quoted prices (unadjusted) in active markets for identical asscts or liabilities that the
entity can access at the measurement date;

¢ Level 2 inputs are inputs, other than quoted prices included within Level 1, that are observable for the
assct or liability, either directly or indirectly; and

¢ [Level 3 inputs are unobservable inputs for the asset or hability.

As permitted by FRS 101, the Company has taken advantage of the disclosure exemptions available under that
standard in relation to business combinations, presentation of a statement of cash flows, revenue disclosures,
standards not yet effective and related party transactions. Where required, equivalent disclosures are given in
the Group financial statements of Development Bank of Wales ple. The Group financial statements of
Development Bank of Wales plc are available to the public and can be obtained as set out in Note 14.

New and revised IFRS Standards in issue but not yet effective

At the date of authorisation of these financial statements, the Company has not applied the following new
and revised IFRS Standards that have been 1ssued but are not yet effective:

[FRS 10 and 1AS 28 Sale or Contribution of Assets between an Investor and its Associate or Joint
(amendments) Venture

Amendments to 1AS 1 Classification of Liabilities as Current or Non-current

Amendments to IFRS 3 Reference to the Conceptual Framework

Amendments to 1AS 37 Onerous Contracis - Cost of Fulfilling a Contract

Annual Improvements to Amendments to TFRS 9 Financial Instruments and IFRS 16 Leases
{FRS Standards 2018-2020
Cycle

The directors do not expect that the adoption of the Standards listed above will have a material impact on the
financial statements of the Company in future periods.

11



DBW INVESTMENTS (11) LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 March 2021

1.

ACCOUNTING POLICIES (continued)
Restatement of Prior Year

Management identified a prior period adjustment during the year resulting in a restatement of the
comparative period in the current year financial statements as detailed in Note 15.

Taxation
Current tax

Current tax is provided at amounts expected to be paid (or recovered) using the tax rates and laws that have
been enacted or substantively enacted by the balance sheet date. The tax currently payable is based on taxable
profit for the year. Taxable profit differs from net profit as reported in the profit and loss account because it
excludes items of income or expense that are taxable or deductible in other years and it further excludes items
that are ncver taxable or deductible.

Deferred tax

Deferred tax is the tax expected to be payable or recoverable on differences between the carrying amount of
assets and liabilitics in the financial statements and the corresponding tax bases used in the computation of
taxable profit and is accounted for using the balance sheet liability method. Deferred tax liabilities arc generally
recogniscd for all taxable temporary differences and deferred tax assets are recognised to the extent that it is
probable that taxable profits will be available against which deductible temporary differences can be utilised.
Such assets and liabilities are not recognised if the temporary difference arises from the initial recognition of
goodwill or from the initial recognition (other than in a business combination) of other assets and liabilities in
a transaction that affects neither the taxable profit nor the accounting profit.

The carrying amount of deferred tax assels is reviewed at each balance sheet date and reduced to the extent
that it 1s no longer probable that sufficient taxable profits will be available o allow all or part of the asset to be
recovered.

Deferred tax is calculated at the tax ratcs that are expected to apply in the period when the liability is settled,
or the asset 18 realised based on tax laws and rates that have been cnacted or substantively enacted at the balance
sheet date.

The measurement of deferred tax liabilities and asscts reflects the tax conscquences that would follow from the
manner in which the company expects. at the end of the reporting period, to recover or settle the carrying
amount of its assets and liabilities.

Deferred tax assets and liabilities are offsct when there is a legally enforceable right to set ofT current tax assets
against current tax liabilities and when they relate to income taxes levied by the same taxation authority and
the company intends to settle its current tax assets and liabilities on a net basis.

Current tax and deferred tax for the year

Current and deferred tax are recognised in profit or loss, except when they relate to items that are recognised
in other comprehensive income or directly in equity, in which case, the current and deferred tax are also
recognised in other comprehensive income or direcily in equity respectively.

Turnover

Turnover represents interest receivable on loans, application and arrangement fees. All turnover relates to one
class of business and arises in the UK on imvestments made in Welsh businesses.

Interest income is recognised when it is probable that the cconomic benefits will flow to the Company and the
amount of revenue can be measured reliably. Interest income and loan arrangement fees are accrued on a time
basis. by reference to the principal outstanding and at the cffeetive interest rate applicable, which is the rate
that exactly discounts estimated future cash receipts through the expected life of the financial asset to that
assct’s net carrying amount on initial recognition.

Dividends

Dividend income is recognised when the right to receive payment is established. This is the ex-dividend date
for listed equity securities, and usually the date when shareholders approve the dividend for unlisted equity
securities,



DBW INVESTMENTS (11) LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 March 2021

1.

ACCOUNTING POLICIES (continued)
Foreign currency

The financial statements are presented in pounds sterling, which is the currency of the primary economic
environment in which the Company operates {its functional currency).

Transactions in currencies other than the functional currency are recorded at the rate of exchange at the date of
the transaction. Monetary assets and liabilities denominated in foreign currencies at the balance sheet date are
reported at the rates of exchange prevailing at that date. Non-monetary items that are measured in terms of
historical cost in a foreign currency are not retranslated.

Financial Instruments

Financial asscts and financial liabilitics are recognised in the Company’s balance sheet when the Company
becomes a party to the contractual provisions of the instrument.

Recognised financial assets and financial liabilities are inimially measured at fair value. Transaction costs that
are directly attributable to the acquisition or issuc of financial assets and financial liabilities (other than
financial assets and financial [abilitics measured at fair value through profit and loss (FVTPL)}) arc added or
deducted fram the fair value of the financial asscts or financial liabilities, as appropriate, on initial recognition,
Transaction costs directly attributable to the acquisition of financial asscts or financial liabilitics at FVTPL are
recognised immediately in profit or loss,

Financial assets are derecognised when the rights to receive benefits have expired or been transferred. and the
Company has transferred substantially all risks and rewards of ownership. Financial liabilities are derecognised
when the obligation is extinguished.

Financial Assets

All financial assets are recognised and derecognised on a trade date where the purchase or sale of a financial
asset 1s under a contract whose terms require delivery of the financial asset within the timeframe cstablished
by the market concerned, and are initially measured at fair value, plus transaction costs, except for those
financial asgets classified as at FVTPL, which are initially measured at fair valuc. Transaction costs directly
attributable to the acquisition of financial asscts classified as FVTPL are recognised immediately in profit or
loss.

All recognised financial assets that are within the scope of IFRS 9 are required to be subsequently measured at
amortised cost or fair value on the basis of the entity’s business model for managing the financial assets and
the contractual cash flow characteristics of the financial asscts.

Specifically:

o debt instruments that are held within a business model whose objective is to collect the contractual
cash flows, and that have contractual cash flows that are solely payments of principal and interest on
the principal amount outstanding (SPPI), are subsequently measured at amortised cost;

e all equity investments are subsequently measured at FVTPL.

Loans and advances to customers

The Company assesscs the classification and mcasurement of a financial asset bascd on the contractual cash
flow characteristics of the asset and the Group’s business model for managing thc asset.

For an asset to be classified and mecasured at amortised cost, its contractual terms should give rise to cash flows
that arc SPPI on the principal outstanding.

For the purpose of the SPPI test, principal is the fair valuc of the financial asset at initial recognition. That
principal amount may change over the life of the financial asset {e.g. if there are repayments of principal).
Interest consists of consideration for the time value of money, for the credit risk associated with the principal
amount outstanding during a particular period of time and for other basic lending risks and costs. as well as a
profit margin.

Contractual cash flows that are SPPI are consistent with basic lending arrangements.

An assessment of business models for managing financial assets is fundamental to the classification of a
financial asset.

13



DBW INVESTMENTS (11) LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 March 2021

1,

ACCOUNTING POLICIES (continued)
Financial Instruments (continued)
Loans and advances to customers (continued)

[nterest income is calculated by applying the effective interest rate to the amortised cost of the asset. Interest
recognised is taken as the calculated amount except for those assets deemed 1o be credit-impaired. In the case
of these assels, interest recognised is reduced to the amount which would be calculated by applying the effective
intcrest rate to the carrying value of the asset.

Loan Commitments

The Company has no loan conuuitietits as at the balance sheet date. Initiat loans and follow-on loans arc
granted basced on conditions at the point of drawdown. The Company will always reserve the right not to invest
if agreed conditions are not mect.

Effective Interest Method

Interest income in relation to customer loans and advances is calculated using the effective interest rate method
(ETR). The effective interest method is a method of calculating the amortised cost of a financial assct and of
allocating interest income over the relevant period. The effective interest rate is the rate that exactly discounts
cstimated future cash receipts (including all fees on points paid or received that form an integral part of the
effective interest rate, transaction costs and other premiums or discounts) through the expected life of the
financial asset, or, where appropriate. a shorter period, to the net carrying amount of the financial asset. The
future cash flows are estimated taking into account all the contractual terms of the instrument.

The interest ncome is calculated by applying the EIR to the gross carrying amount of non-credit-impaired
financial assets (i.e. at the amortised cost of the financial asset before adjusting for any expected credit loss
allowance). For credit-impaired financial assets the interest income 1s calculated by applying the EIR to the
amoriised cost of the credit-impaired financial assets (i.e. the gross carrying amount less the allowance for
expected credir losses (ECLs)).

For purchased or originated credit-impaired assets (POCI), the EIR reflects the ECLs in determining future
cash flows expeeted to be received from the financial assct.

Incame is recognised on an effective interest basis for debt instruments other than those financial asscts
classified as at FVTPL.

Financial Assets at FVTPL
Financial assets at FVTPL are:

assets with contractual cash flows that are not solely payments of principal and interest:
assets that are held in a business model other than held to collect contractual cash flows or held to
coltect and sell; or

s assets designated as FVTPL using the fair value option.

These assets are measured at fair value, with any gains/losses arising on re-measurement recognised in profit
or loss. Fair value is determined in the manner described in Note 12,

Reclassifications

If the business model under which the Company holds financial assets changes, the financial assets atfected
are reclassificd. The classification and measurement requirements related to the new category apply
prospectively from the first day of the first reporting period following the change in business model that results
in reclassifying the Company’s financial assets. During the current financial year and previous accounting
period there was no change in the business model under which the Company helds financial assets and therefore
1o reclassifications were made.
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1.

ACCOUNTING POLICIES (continued)
Financial Instruments {continued)
Impairment

The Company assesses on a forward-looking basis. the expected credit losses (ECLs) associated with its debt
instrument assets carried at amortised cost being loans and advances to customers.

No impairment loss is recognised on equity investments.

IFRS 9 outlines a three-stage model for impairment based on changes in credit quality since initial recognition.
At initial recognition, financial assets are categorised as Stage 1 and an impairment provision is made for ECLs
resulting from defaull events projected within the next 12 months (12-month ECL). Subsequently, financial
asscts are considered to be in Stage 2 when their credit risk has mcreased significantly since initial recognition,
at which point it is considercd appropriate to recognise lifetime ECL. Financial assets are included in Stage 3
when there is objective evidence that the asset is credit-impaired, with expected credit losses still calculated on
a lifetime basis,

ECL's are a probability-weighted estimate of the present value of credit losses. These are measured as the
present value of the difference between the cash flows due to the Company under the contract and the cash
flows that the Company expects to reccive, arising from discounting the cash flows at the asset’s EIR.

Moyre information is provided in Note 3. including details on how instruments are grouped to assess the correct
inputs for the ECL calculation.

Credit-impaired financial assets

A financial asset is *credit-impaired” when one or more events that have a detrimental impact on the estimated
future cash flows of the financial asset have occurred. Evidence of credit-impairment includes observable data
about the performance of the borrower. The Company uses its portfolio risk grading system {grades A to E) to
identify credit-impaired financial assets. Indicators of credit-impairment used by the Company are presented
in the portfolio grade descriptors on page 21. Assets classified within grade D and E are considered to be credit-
Impaired.

It may not be possible to identify a single discrete event — instead, the combined cffect of several events may
have caused financial assets to become credit-impaired. The Company assesses whether debt instruments that
are financial assets measured at amortised cost are credit-impaired at each reporting date. See page 16 for the
Company’s definition of default.

Purchased or originated credit-impaired (POCI) financial assets

POCI financial assets are treated differently because the asset is credit-impaired at initial recognition. For these
assets, the Company recognises all changes in lifetime ECL since initial recognition as a loss allowance with
any changes recognised in profit or loss. A favourable change for such assets creates an impairment gain.

Originated credit-impaired (OCI)

The IFRS 9 definition of credit-impaired acknowledges that a financial asset may be credit-impaired at initial
recogmition when the purchase or origination of a financial asset is at a deep discount that reflects the incurred
credit losses.

Without a decp discount reflecting incurred credit losses at origination, it would not be appropriate to account
for a new (modificd) financial asset as an OCT financial asset. This is becausc OCI financial assets are an
exception from the general model for impairment that requires a loss allowance to be recognised at initial
recognition. In contrast to this, no loss allowance is recognised for OCI financial asscts at initial recognition
because the deep discount alrcady reflects the incurred credit losses.

There are two circumstances where the Company needs to consider whether an investment is OCI or not. These
are, firstly. where the Company invests through the Rescue and Restructure Fund, and secondly, where the
Company has a follow-on investment in a company in which the existing investments are already credit-
impaired. In both cases the Company is investing in a company which is in financial difficulty and events may
have already occurred which would normally be considered objective evidence of impairment.
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1.

ACCOUNTING POLICIES (continued)
Financial Instruments {continued)
Originated credit-impaived (OCI) (continued)

However, under all the Company's funds’ [nvestment Guidelines. the Investment Committee 1s obliged to
consider all the risks of the investment and only to sanction investments where there is a reasonable prospect
of a return given the risk profile and investment parameters of the fund making the investment. As such, the
Company does not consider any of its investments made under these circumstances to be originated credit-
impaired.

This may well 1cad to situations where the Company has some older investments in a ¢lient which are credit-
impaired whereas a ncw investment in the same client is not credit-impaired. This is considercd consistent with
[FRS 9.

Definition of defanlt

Critical to the determination of ECL is the definition of default. The definition of default is used in measuring
the amount of ECL and in the determination of whether the loss allowance is based on 12-month or lifetime
ECL, as default is a component of the probability of default (PD) which affects both the measurement of ECLs
and the identification of a significant increase in credit risk see Note 3.

The Company considers the following as constituting an event of default:

*  The borrower is unlikely to pay its credit obligations to the Company in full.
¢  The borrower has incurred unauthorised arrears.

Significant increase in credit risk (SICR)

The Company menitors all financial assets that are subject to impairment requirements to assess whether there
has been SICR since initial recognition. If there has been SICR the Company will measurc the loss allowance
based on lfetime rather than 12-month ECL.

In asscssing whether the credit risk on a financial instrument has increased significantly since initial
recognition, the Company considers both quantitative and qualitative informauon that is reasonable and
supportable, including historical experience and forward-looking information that is available without undue
cost or effort, based on the Company’s historical experience and expert credit assessment including forward-
looking information, and regional or sectoral information. Sec Note 3 for more details about forward-looking
information.

Modification and De-recognition of a Financial Asset

Modification of a financial asset is considered to have occurred under IFRS 9 if the contractual cash flows of
a financial asset are renegotiated or otherwise modified between initial recognition and maturity of a financial
asset. A modification affects the amount and/or timing of the contractual cash flows either immediately or at a
future date. The change to the original contractual terms must be legally binding and enforceable by law.

Additionally, an assessment needs to be made at the time of modification as to whether the modification
warrants the financial asset being de-recognised and a new financial asset originated. The Company makes this
assessment either on the basis of:

e The extinguishing of the contractual rights to the cash flows from the assets; or
¢ By a substantial change to the contractual terms of the assets.

Modification

The Company renegotiates and reschedules loans to customers for a number of reasons, The most common
reason is to assist customers in financial difficulty in order to maximise our collections and minimise the risk
of default. A loan forbearance is granted in cases where although the borrower made all reasonable efforts to
pay under the original contractual terms, there is a high risk of default or default has already happened and the
borrower is expected to be able to meet the revised terms. The revised terms in most cases include an extension
of the maturity of the loan or changes to the timing of the cash flows of the loan (principal and interest
repayment).
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1.

ACCOUNTING POLICIES (continued)
Financial Instruments (continued)
Modification (continued)

In practice, the Company deems a financial asset to have been modified if the net present value (NPV) of the
rescheduled asset has changed by more than 10%. The NPV of the modified loan is calculated using the EIR
of the pre-meodified loan. However, because, under normal circumstances, when rescheduling the interest rate
remains unchanged and interest continues to accrue on a daily basis, the NPV of the asset will be substantially
unchanged and so not deemed to have been modified under IFRS 9,

Where the movement in NPV is >10% it will be deemed to have been modified and in such cases a gain or loss
will be recognised in profit or loss.

De-recognition

The Company would de-recognise a financial asset where the moditication of that financtal asset would lead
to any of the following scenarios:

s the extinguishing of the contractual rights 1o the cash flows from the asscts; or

s the transfer of the financial asset and substantially all the risks and rewards of ownership of the asset
to another entity: or

s  asubstantial change to the contractual terms of the assets,

A change is deemed to be substantial if the movement in NPV due to modification is >10%. In these cases. the
original financial asset will be de-recognised and, where appropriate, a new financial asset originated at the
date of modification. The assessment of the credit risk of the new financial asset will start again and the ECL
will initially be calculated on a 12-month basis.

Where a loan is de-recognised and a new loan originated, a gain or loss being the difference between the fair
value of the new loan recognised and the carrying amount of the original loan de-recognised (including the
cumulative loss allowance) will be recognised in profit or loss.

Write-off

Loans and cquity investments are written off when the Company has no reasonable expectations of recovering
the financial asset (either in its entirety or a portion of it). This is the case when the Company dctermines that
the borrower does not have assets or sources of payment that could generate sufficient cash flows to repay the
amounts subject to the write-off. A write-off constitutes a derecognition event. The Company may apply
cnforcement activities to financial assets written off. Recoveries resulting from the Company’s enforcement
activities will result in impairment gains being recognised in profit or loss.

Financial Liabilities and Equity

Debt and equity instruments are classified as either financial liabilities or equity instruments according to the
substance of the contractual arrangements.

Financial Liabilities

Financial liabitities are recognised as either financial liabilities at FVTPL or other financial labilities. Other
financial liabilities, including borrowings, are initially measured at fair value, net of transaction costs. Other
financial liabilities arc subsequently measured at amortised cost using the effective interest method.

Egquity Instruments

An equity instrument is any contract that evidences a residual interest in the assets of the Company after
deducting all of its liabilities. Equity instruments issued by the Company are recorded at the proceeds reccived,
net of direct 1ssue costs.

Embedded Derivatives

Embedded derivatives that are not closely related will be separated from host contracts in accordance with
IFRS 9, where a scparate derivative is recorded it will be held at FVTPL.

Cash and Cash Equivalents

Cash and cash equivalents comprise cash on hand and demand deposits and are subject to an insignificant risk
of changes in value.
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ACCOUNTING POLICIES (continued)

Related party transactions

In accordance with the exemption conferred by paragraph 8 (j) of FRS 101 “Reduced Disclosure Framework”
the Company has not disclosed transactions with other Group companies, where 100% of the voting rights are
controlled by the Group.

Public equity

The Welsh Ministers, acting through the Welsh Government, have from time to time provided funds for
Investment purposes. Some of this Welsh Government funding was originally made as Public Dividend Capital
{PDC) whilst the remainder is classified as Grant in Aid or Core Funding for Investment purposes.

This non-repayable funding is to invest in the long-term sustainability of Deveclopment Bank of Wales, and
within the Welsh Government’s own accounting arrangements, the funds are regarded as being an investment.
Additional public equity arises where the Company receives loans from its parent company and relate to
amounts received from the Welsh Government at below market rates as described below.

Welsh Government Loans

The Weish Government has also provided funding to the parent company which are passed to the Company
via interest free loans, these loans are specific to each created with repayment levels linked to the performance
of the fund.

Initial recognirion

On initial recognition the financial liability is recognised at fair value, calculated in accordance with IFRS 13,
with the difference between fair value and the transaction value (funds received) being treated as a capital
contribution. In line with previous capital contributions, we will include this in ‘Public Equity” within equity
on the Balance Sheet.

As it is not possible to identify market transactions involving similar {inancial instruments and apply a market
approach, the Company uses the income approach and a present value technique which uses the future
cashflows associated with the loan discounted to give the present value of these cashflows and the fair value
of the liability. The key inputs to this technique are the expected cashflows associated with the loan and the
discount rate applied to those cashflows. See Note 2 for further information.

Subsequent treatment

Loans arc held at amortised cost with a notional interest charge being recorded in each period to reflect the
unwinding of the initial discount using the EIR of each loan.

In the event of a revision to expected repayments, the Company shall adjust the amortised cost of a financial
liability to reflect the revised estimated contractual cash flows. The amortised cost of the financial liability wili
be recalculated as the present value of these cash flows using the original EIR of the loan. any adjustment will
be recognised in the profit or loss as income or expense.

2. CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION
UNCERTAINTY

In the application of the Company’s accounting policies, which are described in Note 1, the directors are
required to make judgements, estimates and assumptions about the carrying amounts of assets and liabilities
that are not readily apparent from other sourccs, The estimates and associated assumptions are based on
historical experience and other factors that are considered to be relevant. Actual results may differ from these
cstimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting cstimates
are recognised in the period in which the estimate is revised if the revision affects only that period, or in the
period of the revision and future periods if the revision affects both current and future periods.

Critical Judgements in Applying the Company’s Accounting Policies

The following are the critical accounting judgements that the directors have made in the process of applying
the Company’s accounting policies and that have the most significant effect on the amounts recognised in the
financial statements.
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2.

CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION
UNCERTAINTY (continued)

Critical Judgements in Applying the Company’s Accounting Policies (continued)
Welsh Government Loans

Under IFRS 9. financial instruments are inttially to be recorded at fair value with adjustments for transaction
costs in cerlain circuinstances. As described in Note 1. the Company has received from its parent company,
interest free loans received from the Welsh Government where in somne instances full repayment of the loan
principal is not contractually required, as such the initial fair value of the liability recogniscd is not equal to the
transaction value i.e. the loan principal.

IFRS 9 states that ordinarily the difference between the transaction valuc and the fair value should be
recogniscd as an expense or reduction of income unless it qualifies for recognition as another type of asset
however, treatment of the below-market rate clement of an intercompany loan is not directly addresscd by
[FRS 9. 1AS 20 deals with government loans at a below-market rate of interest with the difference treated as a
government grant however it does not address the situation where the government entity is a related party.

Whilst the loans pravided by the Welsh Government are intended to support their policy objectives.
Management’s view with reference to the IASB’s Conceptual Framework for Financial Reporting is that the
substance of these transactions is that a subsidy has been given by a parent company to its subsidiary. This
interest subsidy should be recognised as a component of equity in the subsidiary i.c. a capital contribution in
the financial statements of the Company. If the interest subsidy had instead been treated as a grant, this would
have been recogmsed in profit or loss on a basis that reflected the substance of that grant.

Deferred Tax

A deferred tax asset has not been recognised on the basis that there is insufficient certainty over the evidence
of the recovery of these 1ax losses in future.

[f delerred tax assets were recognised in full this would amount to an asset of £5,121 (2020 restated: £259,533)
being recognised before any potential liabilities are taken into account.

Key Sources of Estimation Uncertainty

There are no key assumptions concerning the future, or other key sources of estimation uncertainty at the
balance sheet date, that have a significant risk of causing a material adjustment to the carrying amounts of
assets and liabilities within the next financial year.

CREDIT RISK

Credit risk 1s the risk that a customer will default on their contractual obligations resulting in financial loss to
the Company. The Company’s main income generating activity is lending to customers and therefore credit
risk 1s a principal risk. Credit risk arises from loans and advances to customers.

Credit risk management
The Company’s Risk and Compliance team is responsible for managing the Company’s credit risk by:

¢ Ensuring the Company has appropriate credit risk practices, including an effective system of control,
1o consistently determine adequate allowances in accordance with the Company's stated pelicies and
procedures. and IFRS.

s ldentifying assessing and measuring credit risk across the Company, from an individual instrument to
a portfolio level,

¢ Creating credit policies to protect the Company against identified risks including the requirements to
obtain collateral from borrowers, to perform robust ongoing credit assessment of borrowers and to
continually monitor exposures against internal risk limits.

o  Establishing a robust control framework regarding the authorisation structure for the approval and
renewal of credit facilities.

¢ Developing and maintaining the Company’s risk grading to categorise exposures according to the
degree of risk of default. Risk grades are subject to regular revicws.

s  Developing and maintaining the Company’s processes for measuring ECL including monitoring of
credit risk. incorporation of forward-looking information and the method to measure ECL.

¢  Ensure that the Company has policies and procedures in place to appropriately maintain and validate
models used 16 assess and measure ECL.
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3.

CREDIT RISK
Credit visk management (continyed)

&  Establishing a sound credit risk accounting assessment and measurement process that provides it with
a strong basis for common systems, tools and data to asscss credit risk and to account for ECL.

&  Providing advice, guidance and specialist skills to business units to promote best practice throughout
the Company in the management of credit risk.

As part of their three-year iniernal audit plan. audits are performed to ensure that the established controls and
procedures are adequately designed and implemented.

Significant increase in credit risk (SICR)

As explained in Note 1, the Company monitors all financial assets that are subject to impairment requirements
10 assess whether there has been a SICR since initial recognition. If there has been a SICR the Company will
measure the loss allowance bascd on lifetime rather than 12-month ECL..

Internal credit visk ratings

In order to minimise credit risk, the Company operates a portfolio grading system that categorises assct
exposure according to the degree of risk of default. The Company’s grading framework comprises 5 categories
and allocates an appropriate grade to each asset which realistically reflects the change in credit risk over the
life of the investment,

This approach was implemented as part of the portfolio controls in order to ensure appropriate strategies are
deployed on assets given their particular circumstances, and in order to ensure those assets requiring a specific
proevision are identified. The portfolio grading approach is well embedded in the various portfolio teams, with
several controls in place 1o ensure grading is appropriate.

Assets are classified as grade A to E, with grades A to C representing “healthy’ assets (albeit with grade C
showing signs of underperformance and a significant increase in credit risk), grade D being sick with objective
cvidence of impairment, and grade E carrying a specific provision.

Assets in the Micro loan team (up to £50,000) are not allocated a specific portfolio prade as the Company does
not obtain sufficient regular information to accurately grade these investments. These cases are therefore
graded ‘MICRO". These loans are however monitored through payment history and Equifax alerts and are
graded D or E if risk factors arc identified. Similarly, assets in the Covid-19 Wales Business Loan Scheme
fund are initially graded CWBLS until sufficient information has been obtained to accurately grade these
investments.

We would normally expect mainstream investments to start life as a grade B and typically those investments
which are exceeding expectations at the point of drawdown would be graded A. We consider that grade A, B.

MICRO and CWBLS assets are low risk and healthy and remain with the portfolio team. Together, they are
regarded as Stage 1.

Grade C assets, whilst still considered healthy. do show a significant increase in credit risk and are normally
managed within the risk team. They are regarded as Stage 2 assets,

Assels in grades D and E show a further increase in credit risk with objective evidence of impairment and are,
therefore, regarded for IFRS 9 as Stage 3 assets.

The table below shows a summary of the descriptors for each asset class. The list is not exhaustive, but
indicative of the characteristics that “rypical” assets in a particular asset class might be expected to display.
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3 CREDIT RISK (continued)

Internal credit risk ratings (continued)

Asset Class

Typical Descriptors

-Objective evidence of risk of loss identified warranting a specific
provision,

Calculation of ECL 12 month Lifetime

A — Healthy -Good quality financial information subnitted on time. Arrears<30 | Arrcars>3{
-Performance exceeding or more or less in line with business plan. days: days:
-Risk position fot m;reased since investment made. Stage 1 Stage 2
-Payments made in timcly manner.

-No negative credit alerts.

B — Healthy -Irregular financial information. Arrears<30 | Arrears>30
-Performance is broadly in line with business plan. days: days:
-ll:erformance Is wlthm_ covenants. Stage 1 Stage 2
-Payments made in a timely manner.

-No negative credit alerts.

Micro Assets in the Micro loan team (up to £50.000) arc not allocated a | Arrcars<30 | Arrears=30
specific portfolio grade as we do not obtain sufficient regular days: days:
informatton to accurately grade these investments. These cases are

. . ‘ i . Stage | Stage 2
therefore graded *MICRO’. These loans are however momtored
through payment history and Equifax alerts and are graded D or E if
risk factors are identified.

CWBLS Assets in the CWBLS classification arc not initially allocated a | Arrears<30 | Arrcars>30
specific portfolio grade as we did not have sufficient regular days: days:
information to accurately grade these investments. These cases are Stage 1 Stage 2
therefore graded ‘CWBLS’. These loans arc graded A-E once g g
sufficient information has been obtained through management
information and payment history.

C —Early Warning | -Financial information difficult to obtain or not available.

-Business §t1]l appcars to I_Je Y1able but difficult to assess the risk. Stage 1* Stage 2
-Unauthorised arrears capitalised.

-Request for authorised repayment holiday.

-Satisfactory explanation to negative credit alert.

-Evidence of creditor payments being stretched.

-Breach of covenant for two consecutive months.

D - Sick -Material underperformance.

-Business ;Fuanged dxrecllon or strategy. Stage 3
-Unauthorised arrears.
-Breach of covenant for more than two consecutive months.
-No formal Time to Pay agreement in place with HMRC.
-Payment plans with creditors breached.
E — Terminal -No recovery from D. Stage 3

*Some Covid-19 business loans classified as Grade C do not show indicators of SICR and remain in Stage 1.
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3.

CREDIT RISK (continued)
Overdue accounts
The Company measures investments in arrears in two ways:

e Net Arrears — amounts which are past due and unauthorised.
e Gross Arrears — amounts which are past due compared to the original loan schedule whether
authorised or not.

For the purposes of the IFRS 9 approach the gross arrears calculation will be used to identify those assets which
arc 30 days past due. Asscts in Stage 1 which are over 30 days past due are flagged as having a significant in
credit risk and moved to Stage 2.

Within I'RS 9 there is a rebuttable trigger tor assets which are over 90 days past due to be moved to Stage 3.
Assets in Stages 1 and 2 which are over 90 days past duc will already have been reviewed and assessed within
our grading procedures. The asset may have been modified and rescheduled and payments may now be in line
with the revised schedule, but the grading will also have been reviewed and if it is appropriate and there is
objective evidence of impairment will have been moved to either a grade D or E and therefore be in Stage 3.

Where the review process indicates there is no objective evidence of impairment, despite the gross arrears in
excess of 90 days, assets will remain in Stage 2 and the 90-day trigger is considered to have been rebutted.

Capital repayment holidays, initially lasting 3 months, were offercd across the portfolio in response to the
impact of the Covid-19 pandemic. Whilst these holidays are considered alongside other key observable data in
grading assets and the SICR assessment. the granting of a Covid-19 repayment holiday is not taken as a sole
indicator of SICR. Eligibility criteria was broad, and borrowers may have requested a repayment holiday in
order to manage liquidity due to short-term cash-tflow disruption. Further holidays after the initial 3-month
period were given in line with our existing policies and are taken as a SICR trigger.

Incorporation of forward-looking information

The Company uses forward-looking information that is available without undue cost or effort in ils assessment
of significant increase of credit risk as well as its measurement of ECL.

An initial assessment was made to discover if there is a correlation between any of the principal macroeconomic
indicators and the Company’s default rate. The principal macroeconomic indicators considered were the Bank
of England basc rate, the unemployment rate, Consumer Prices Index measure including owner occupiers
housing costs (CPIH) annual rate, Gross Domestic Product (GDP) quarter on quarter growth, and the annual
house price rates of change for all UK dwellings. It was considered that whilst all these indicators might have
an influence. there is no direct correlation between them and the Company’s default rate which could be
established.

There are additional factors which can influence the credit risk of DBW’s investment portfolio for example,
the failure of a major employer could have a significant impact on business in the local area and beyond. Such
events are considered as part of the Risk Committee’s assessment of forward-looking information. In the prior
year an additional review took place on the impact of the pandemic on the portfolio, focussing on highly
impacted sectors such as retail and hospitality, resulting in additional assets being identified as credit-impaired
with additional allowances recorded as a result. These assets were reviewed in the current year to assess if they
were credit-impaired.

During the year the Company moved from using historic incurred loss rates alongside overlay adjustments
which draw on current market conditions to using external data for probability of default which is a forward-
looking measure based on current market conditions as discussed in more detail below.

Measurement of expected credit loss (ECL)

The portfolio of loans and advances to customers held at amortised cost has been disaggregated into categories
of loans with shared credit risks. The Company then uses a loss rate model to calculate the 12-month and
lifetime ECL for each category. Four categories of loan with different risk profites have been identified: micro
loans, property loans, rescuc and restructure loans and mainstream loans.

)
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CREDIT RISK {(continued)
Measurement of expected credit loss (ECL)(continued)

The disaggregation is reconsidered from time to time and amended to fit the risk profiles apparent at that time
resulting in the identification of two new categories in the year, mutual investment model loans and Covid-19
Wales business loans.

Expected loss rates are calculated for each category of the Company s pertfolio with the following main inputs:

s  Probability of default — Data is obtained from an ¢xternal credit specialist which analyses expeeted
default frequencics based on the characteristics of UK companies, such as size and sector, and current
market conditions. This data is then mapped to our internal risk gradings using historic loss data to
provide a forward-looking expectation for the probability of default.

»  Exposure at default — Exposure at the point of default 1s estimated using historic data from the
Group’s portfolio and movements in capital balances across each default horizon considered.

»  Loss Given default — Expected losses on Grade E assets are used to estimate the loss given default for
similar assets held at higher grades.

At the point of ECL measurement, loans are summarised by portfolio grade and the loss rates for each portfolio
grade (cither 12-month or lifctime, as appropriate) within cach of the six categories is applied and the ECL
calculated. The calculation is on a discounted cash flow basis where the cash flows are discounted by the
original EIR of the loan.

The carrying amount of the financial asset is reduced by the impairment loss through the use of an allowance
account. Subsequent recoveries of amounts previously written off are credited against the allewance account.
Changes in the carrying amount of the allowance account are recognised in the profit or loss.

If, in a subsequent period, the amount of the impaimment loss decreases and the decrease can be related
objectively to an event cccurring after the impairment was recognised, the previously recognised impairment
loss is reversed through the profit or loss to the extent that the carrying amount of the investment at the date
the impairment is reversed docs not exceed what the amortised cost would have been had the impainment not
been recognised.

Groupings based on shared characteristics

When ECL are measured on a collective basis. the financial instruments are grouped on the basis of shared risk
characteristics, specifically:

e Portfolio grade; and
* Investment type.

The groupings are reviewed on a regular basis to ensure that each group is comprised of homogenous
EXpOsures.

Credit quality
Class of financial instrument

The Company monitors credit tisk per class of financial instrument. An analysis of the Company’s credit risk
concentrations per class of financial assct 1s provided in the following tables:

2021 2020
Concentration by category £ £
Property Fund 57,515,477 35,476,696
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NOTES TO THE FINANCIAL STATEMENTS
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3. CREDIT RISK (continued)
Exposure by class, internal rating and stage

An analysis of the Company’s “credit risk” exposure per class of financial asset, internal rating and *stage’ is
provided below:

Loans and advances to customers at amertised cost

2021
£
Stage 1 Stage 2 Stage 3 Total
Grade A-B: Low to fair risk 40.416.459 - - 40,416,459
Grade A-B: Low to fair risk - in - - - -
arrears
Grade C: Early waming 3.140,246 8,033,312 - 11.173.558
Grade C: Early warning — in arrears - - - -
Grade D: Significant increase in - - 5.925.460 5.925.460
credit risk and objective evidence of
impairment
Grade D Significant increase in - - - -
credit risk, objective evidence of
impairment and in arrears
Grade E: Objective evidence of - - - -
impairment
Total Gross carrying amount 43,556,705 8,033312 5.925,460 57.515.477
Loss allowance * - - - -
Net Carrying amount 43,556,705 8033312 5,925,460 57.515.477
Provision coverage ratio 0% 0% 0% 0%

*There is no loss allowance because the probability of the loss given default {LGD) being greater than nil is
negligible given the nature of the loan portfolio where significant security is held on all facilities.
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3.

CREDIT RISK (continued)
Exposure by class, internal rating and stage (continued)

Loans and advances to customers at amortised cost

DBW INVESTMENTS (11) LIMITED

2020
£
Stage 1 Stage 2 Stage 3 Total
Grade A-B: Low to fair risk 33,046,153 - - 33,046,153
Gradc A-B: Low to fair risk - in - - . -
arrecars
Grade C: Early warning - 306,965 - 306,965
Grade C: Early warning — in arrears - - - -
Grade D: Significant increase in - - 2.123.578 2,123,578
credit risk and objective evidence of
impairment
Grade D: Significant increase in - - - -
credit risk, objective evidence of
impairment and in arrears
Grade E: Objective evidence of - - - .
impairment
Total Gross carrying amount 33,046,153 306,965 2,123,578 35,476,696
Loss allowance * - - - -
Net Carrying amount 33.040,153 306,965 2,123,578 35,476,696
Provision coverage ratio 0% 0% 0% 0%

*There is no loss allowance because the probability of the loss given default (LGD) being greater than nil is
negligible given the nature of the loan portfolio where significant security is held on all facilities,

t
tn
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3.

DBW INVESTMENTS (11) LIMITED

CREDIT RISK (continued)
Movement of the gross carrying amount during year
More information about the significant changes in the gross carrying amount of financial assets during the
period that contributed to changes in the loss allowance is provided in the table below:
Loans and advances to customers at amortised cost
Stage 1 Stage 2 Stage 3 Total
£ £ £ £
Gross carrying amount as 33.046.153 306,965 2,123,578 35.476.696
at | April 2020
Changes in the gross
carrving amount:
New financial assets 46,899,590 - - 46.899,590
originated
Transfers to Stage 1 - - - -
Transfers to Stage 2 (5.993.829) 5,993,829 - -
Transfers to Stage 3 (182.915) 182,915 -
Financial assets - - - -
derecognised in the vear
Write offs - - - -
Other changes (30,212.294) 1,732,518 3,618,967 (24.860,809)
Gross carrying amount as 43,556,705 8.033.312 5,925,460 57.515.477

at 31 March 2021

Other changes in the table above predominantly relates to repayments received during the year that have
reduced outstanding balances on assets that remain held at year end.

The contractual amount outstanding on financial asscts that were written off during the reporting period and
are still subject to enforcement activity is £nil (2020: £nil}.

Modified financial assets

As a result of the Company’s forbearance activities financial asscts might be modified. There are no net
modification gains or losses from financial assets where modification docs not result in derecognition.
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4.

h

TURNOVER
An analysis of the Company’s turnover. all of which arises in the UK, is as follows:
2021 2020
£ £
Fees 1,803,683 1,567,310
Loan interest 3.259.875 1,893,659
Turnover 5,063,560 3,460,969
OPERATING PROFIT
2021 2020
£ £

Operating profit has been arrived at after crediting:
Impairment -

There 12 no loss allowance because the probability of the loss given default (LGD) is negligible given the nature
of the loan portfolio. See Note 3 for further information.

Auditor’s remuneration

2021 2420
£ £

Fees payable to the Company’s auditor for the audit of the Company’s
financial statements 12,799 6.800
Tax compliance 3.061 3.553

INFORMATION REGARDING DIRECTORS AND EMPLOYEES

None of the directors received any emcluments from the Company in the current or prior financial year. It 15
not practicable to allocate their remuneration between their services as directors of this Company and other
Group companies. Further details of directors’ remuneration are presented in the financial statements of
Development Bank of Wales ple and DBW FM Limited.

The directors were the only employees of the Company during the current and prior financial year.

INTEREST RECEIVABLE AND SIMILAR INCOME

2021 2020
£ £

Interest receivable:
- Bank deposits 377.055 891,565
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8. INTEREST PAYABLE AND SIMILAR CHARGES

Restated
2021 2020
£ £

Interest payable:
Notional interest on Welsh Government loans 1.483.681 1,365 963
Overdrawn interest 69 33

1,483,750 1,365,996

9. TAX
Restated
2021 2020
£ £
Current taxation
UK coerporation tax charge for the year - -
The charge for the year can be reconciled to the loss in the profit and loss account as follows:
£ £
Loss before tax (702,161) (1,028,301)
Tax on loss at standard UK corporation tax rate of 19% (2020: (133411) (195,377
19%)
Effects of:
Expenses not deductible 11,526 -
Amounts not recognised 5.121 259,533
Group relief/other reliefs 116,764 (64,156}

Total taxation charge

The main rate of corporation tax is 19%. The UK Budget on 3 March 2021 provided the main rate of
corporation tax to rise to 25% from 1 April 2023 in Finance Bill 2021. This legislation was substantively
enacted on 24 May 2021. As the date of substantive enactment was after the balance sheet date the 25% rate
has not been used to calculate deferred tax in these financial statements.

10. FINANCIAL ASSETS

Trade and other receivables 2021 2020
£ £

Current asscts
Loans reccivable carried at amortised cost 449,369 12,470
Other debtors 9,631 41,008
459,000 53,478

Non-current assets
Loans receivable carried at amortised cost 57.066,108 35,464,226

57.066.108 35,464,226

The Company enters into agreements to advance loans to Small and Medium Enterprises (SMEs) in Wales.
The average term of loans entered into is two years. The interest rate inherent in the loans is fixed at the contract
date for all of the loan term. The average effective interest rate contracted is approximately 6.4% per annum

(2020: 6.7%).
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10,

11,

12.

FINANCIAL ASSETS (continued)

The loans advanced are a mixture of unsecured and securcd loans. Security is over counterparty assets. The
maximum exposure to credit risk of loans receivable for the current and prior peried is the carrying amount.

Before accepting any new customer, the Company follows its investment operating guidelines to assess the
potential customer’s credit quality and define customer acceptance. Recoverability of loans advanced is
reviewed monthly.

Loans receivable disclosed above include amounts which are past duc at the reporting date but against which
the Company has not recognised an allowance for doubtful receivables because there has not been a significant
change in credit quality and the amounts (which include interest accrued after the rececivable is overdue)
continue to be considered recoverable.

FINANCIAL LIABILITIES

Restated
Trade and other pavables 2o 2020
£ £
Current liabilities

Trade creditors 27.678 104.531
Accruals 103,997 369.770
Amounts owed to parent company 23.000.000 23.000.000
Other creditors 158,981 376,128
23,290,656 23,850,429

Non-current liabilitics
Amounts owed to parent company 137,315,586 108.821.,353
137,315.586 108,821,353

The Company’s financial liabilities are carried at amortised cost. The directors consider that the carrying
amount of trade creditors approximates their fair value. There are no trade creditors past due and the trade
creditors and other creditors will be settled within the credit period offered by the counterparty.

Amounts falling due to parent company relates to amounts due to Development Bank of Wales plc in relation
to Financial Transaction Reserve (FTR} and Core Capital funding money received from the Welsh
Government. No formal repayment tenns are in place with the Welsh Government at present: however. there
1s no expectation that this will be repaid within the next 25 years. These amounts are not interest bearing.

FINANCIAL INSTRUMENTS
Significant accounting policies

Details of the significant accounting policies and methods adopted, including the criteria for recognition, the
basis of measurement and the basis on which income and expenses are recognised, in respect of each class of
financial assct, financial liability and equity instrument are disclosed in Note 1 to the financial statements.

Capital risk management

The capital stucture of the Company consists of cash and cash equivalents and equity. comprising issucd
capital, public equity, reserves and retained earnings as disclosed in the statement of changes in equity.

Categories of financial instruments

The Company’s financial instruments comprise investments in SMEs in the form of loans, and trade
recejvables and payables arising from its operations. The purpose of the instruments is to raise finance for the
Company. and to invest in SMEs in Wales. The accounting policy note describes how the c¢lasses of financial
instrument are measured. and how income and expenses, including fair value gains and losses, are
recognised. The following table analyses the financial assets and liabilities in the balance sheet by class of
financial instrument to which they are assigned and by the measurement basis.
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12.

FINANCIAL INSTRUMENTS (continued)

Carrying value
as at 31 March 2021
£

Assets
Cash and cash equivalents
Loans to customers
Amounts owed by parent
company
Other receivables
Total financial assets
Non-financial asscts
Total assets

Liabilities
Amount owed to parent
company
Trade and other payables
Total financial liabilities
Reserves

Total reserves and liabilities

Restated Carrying value
as at 31 March 2020
£

Assets
Cash and cash equivalents
Loans to customers
Amounts owed by parent
company
Other receivables
Tatal financial assets
Non-financial assets
Total assets

Liabilities
Amount owed to parcnt
company
Trade and other payables
Total {financial liabilities
Reserves

Total reserves and liabilities

Note

Note

ii

i

DBW INVESTMENTS (11) LIMITED

Financial
assets and
Iiabilitle.s at Total
amortised
cost
151,460,205 151,460,205
57,515,477 57,515477
9,631 9,631
208,985,313 208,985,313
208,985,313
160,315.586  160.315,586
290.656 290,656
160,606,242  160.606.242
48,379.071

208,985313

Financial
assets and Restated
llab]lltlc's at Total

amortised

cost
143,245,863 143,245 863
315,476,696 35,476,696
41,008 41,008
178,763,567 178,763,567

_178.763,567_

131,821,353 131,821,353
850,429 850.429
132.671,782  132,671.782
46,091,785

178,763,567
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12.

13.

FINANCTIAL INSTRUMENTS (continued}

The carrying value of the Company’s financial instruments is considered to approximate fair value and hence
a separate disclosure of carrying value versus fair value is not presented. The method of valuation of each
financial instrument is described overleaf.

The fotlowing methods and assumptions have been applied i determining fair value.
Note:

i} Loans to customers and other receivables are measured using an amortised cost basis and calculated
using the effective interest rate method in accordance with [FRS 9.

ii) The fair valuc of amounts owed to our ultimate parent, other third parties, share capital and public equity
are assumed to approximate to their carrying amount at the balance sheet date. Financial Transaction
Reserve (FTR)} and Core Capital funding is not carried at fair value (sce Liquidity Risk Management
for fair value consideration of FTR and Core Capital funding).

The Company hierarchy for measuring at fair value disclosures is as follows:
Level Hierarchy for fair value disclosures
1. Quoted prices (unadjusted) in active markets for identical asscts or liabilities.

2, Inputs other than quoted prices included within level 1 that are observable for the asset or liability
either directly or indirectly.

3. Inputs for the assel or lHability that are not based on observable market data. For investmenis in non-
quoted securities, the observable inputs are derived from recent transactional events, where these
are constdered reliable, These methods include using a recent valuation of the business for a funding
round or using a recent offer from a prospective purchaser.

Liquidity risk management

Ultimate responsibility for liquidity risk management rests with the Board of Directors, which has built an
appropriate liquidity risk management framework for the management of the Company’s short, medium and
long-term funding and liquidity management requirements. The Company manages liquidity risk by
maintaining adequate reserves and banking facilities by continuously monitoring forecast and actual cash flows
and matching the maturity profiles of financial assets and liabilitics.

The majority of financial liabilities are amounts owed to parent company and relate to amounts due 1o
Development Bank of Wales ple in respect of FTR and Core Capital funding received from the Welsh
Government. No formal repayment terms are in place with the Welsh Government at present, however there is
no expectation that this will be repaid within the next 25 years.

CALLED UP SHARE CAPITAL

2021 2020
£ £
Authorised and allotted
1,000 ordinary shares of £1 cach 1.000 1,000
Allotted, called up and fully paid
| ordinary share of £1 ] 1

The Company has one class of ordinary shares which carry no right to fixed income.
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14.

15.

ULTIMATE PARENT COMPANY AND CONTROLLING PARTY

The Company’s immediate parent undertaking is DBW Holdings Limited, a company incorporated in the
United Kingdem. Development Bank of Wales plc is the smallest group within which the Company is a
member, and for which consolidated financial statements are prepared. Welsh Ministers is the largest group
within which the Group results are consolidated. The registered office address of Development Bank of Wales
ple i1s Unit ], Yale Business Village, Ellice Way, Wrexham, LL13 7YL. Copies of the Group financial
statements of Development Bank of Wales plc are available from Companies House, Crown Way, Maindy,
Cardiff CF14 3UZ. The consolidated financial statcments of Welsh Ministers may be obtained from its
registered address, Cathays Park, Cardiff, CF10 3NQ.

Developiuent Bank of Wales ple regards the Welsh Ministers, acting through the Welsh Government, as the
ultimatc parent company and ultimate controlling party.

PRIOR YEAR ADJUSTMENT
The previous ycar has been restated for the following:

Historically the Company recognised the loans received from Welsh Government via its ultimate parent
company. Development Bank of Wales plc in line with their cashflows i.e. recognising a liability equal to the
cash received and no interest charge through the income statement as these loans are issued at 0%. As these
loans have been issued at a below market rate, they are subsidised loans between parent and subsidiary and
should have been recognised at their initial fair value with any difference in the loan value and fair value shown
as a capital contribution increasing Public Equity reserves rather than as part of the liability.

Subsequently, the WG loan liabilities shown as amounts owing o parent company i Note 11 are held at
amortised cost with interest being charged based on the initial discount rate and any change to the estimated
repayable amount as a result of the link between contractual repayments and the performance of underlying
investments. Where non-closely related derivatives exist within the loan contract these are separately
recognised as described in Note 1. The accounting treatment of these loans and critical judgement in applying
accounting policies are discussed in more detail in Notes | and 2 respectively.

The 2020 financial statements have been restated to reflect the accounting described above, resulting in a £1.4m
cxpense impact on proefit for that year and an increase an increase in nct asscts of £35.2m.

PROFIT AND LOSS ACCOUNT - Restated Lines Previously Impact of Restated

Reported Adjustment
2020 2020
£ £ £

Finance costs (33) (1,365,963} (},365.996)

PROFIT/(LOSS) BEFORE TAXATION 337.662 (1.365.963) {1,028.301)

PROFITALOSS) FOR THE FINANCIAL
YEAR ATTRIBUTABLE TO OWNERS OF 337,662 {1.365,963) (1,028,301)
THE COMPANY
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15. PRIOR YEAR ADJUSTMENT (continued)

BALANCE SHEET — Restated Lines

NON-CURRENT LIABILITIES
Trade and other payables

NON-CURRENT LIABILITIES
TOTAL LIABILITIES

NET ASSETS

EQUITY
Public equity
Retained profit

TOTAL EQUITY

DBW INVESTMENTS (11) LIMITED

Previously Impact of Restated
Reported Adjustment
31 March 31 March
2029 2020
£ £ £
(144,085,000} 35,263,647 (108,821,353)
{144,085,000) 35,263,647 (108,821.353)
(167,935,429) 35,203,647 (132,671.782)
10,828.138 35.263.647 46,091,785
10,000.000 37426618 47426618
828.137 (2.162.971) (1,334.834)
10,828,138 35,263.647 46,091,785
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