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MACHILL INVESTMENTS LIMITED
Year ended 30 September 2011

Report of the Directors

The Directors of Machill Investments Limited (the “Company”) submit their report and Financial Statements for the year
ended 30 September 2011

Prinopal activities

The Company 1s a wholly owned subsidiary of Yorkshire Bank investments Limited (“YBIL”) its immediate parent company
YBIL 1s a subsidiary of Clydesdale Bank PLC (“CB PLC”} National Austrahia Bank Limited {(“NAB”} 1s the ultimate parent of the
Company

The Company provides finance te other group companies The Company did not enter inta any new transactions during the
year ended 30 September 2011

Profits and appropnations

The profit attrnibutable to the shareholders for the year ended 30 September 2011 amounted to £849,000 {2010 £698,000)
Interim dividends totalling £486,000 (2010 £489,000) were pa'd during the year The Directors do not recommend the
payment of a final dvidend in respect of this financial year {2010 £Nil)

Business review and future developments

There have been no significant changes to the business during the year The principal nsks and uncertainties are set out in
the nsk overview note to the Financial Statements {note 10) The Company does not expect any significant changes in the
near future

The Directors do not rely on any key performance indicators at the company level to monitor performance The nature of
the business means 1t 1s more relevant to perform a review of the KPIs at the NAB Greup level

Directors and Directors’ interests
The names of the current Directors are hsted on page 2
Directors’ interests

No Director had any interest in the shares or debentures of the Company at any time during the year As the Companyisa
wholly owned subsidiary of NAB, which i1s incorporated in Australia, any interest which the Directors may have in NAB does
nct need to be notified to the Company so i1s not disclosed in this report

Directors’ habilities

Dunng the year the NAB Group paid a premium for a contract insuning the directors and officers of NAB, its substdianies and
controlled entities against personal habihities which may arise in the course of the performance of their duties, as well as
protecting the NAB Group itself to the extent that 1t 15 obliged to indemmify directors and officers for such liability

Directors’ remuneration

The Directors of the Company are remunerated as employees of other NAB group companies, and do not receive incremental
remuneration in respect of their duties as Directors of the Company As there has been no substantial new activity in the
year requinng executive input, the Directors believe it would be inappropnate to apportion part of their remuneration as
being in respect of their duties to the Company

Company secretary

The company secretary 1s shown on page 2




MACHILL INVESTMENTS LIMITED
Year ended 30 September 2011

Report of the Directors (continued)
Employee involvement

The Company does not have any employees (2010 Nil} All staff are provided by controlled entities of the ultimate parent
company, NAB

Charitable and political donations
No charitable or political donations were made during the year (2010 £Nif)
Corporate governance

It 15 the Company's palicy not to include all of the disclosures in respect of voluntary Corporate Governance Codes of Practice
as it 15 a wholly owned subsidiary of NAB  The NAB Group’s Annual Financia! Report details the corporate governance
framework applicable to the Company These disclosures are made after consideration of authoritative pronouncements on
audit committees and associated disclosures in Australia, the USA and UK

Going concern

The Birectors consider the going concern basis of preparation of the Financial Statements to be appropriate  The Company
has generated satisfactory profits and has an adequate capital base for the Company to continue in operation for at least the
next 12 months from the date of approval of the Financial Statements To the best of the Directors’ knowledge, there are no
events or condtions that exist that cast any doubt on the Company’s ability to continue as a going concern

Events since the balance sheet date

There has been no information which has been identified since the balance sheet date about conditions existing at the
balance sheet date, which 15 required tc be disclosed in these Finangial Statements

Auditors
A resolution to reappoint Ernst and Young LLP will be proposed at the next meeting of the board of Directors
Directors’ statement as to disclosure of information to auditors

The Directors who were members of the board at the time of approving the Directors’ report are listed on page 2 Having
made enquines of fellow Directors and of the Company’s auditors, each of these Directors confirms that

»  tothe best of each Director’s knowledge and belief, there 1s no information relevant to the preparatton of ther
report of which the Company’s auditors are unaware, and

e  each Director has taken all the steps a Director might reasonably be expected to have taken to be aware of relevant
audit information and to establish that the Company’s auditors are aware of that information

By order of the board
J Duffy

Director
19 june 2012



MACHILL INVESTMENTS LIMITED
Year ended 30 September 2011

Statement of Directors’ Responsibilities

The Directors are responsible for preparing the Directors’ report and the Financial Statements in accordance with applicable
law and regulations

Company law requires the Directors to prepare Financial Statements for each financial year Under that law the Directors
have elected to prepare the Financial Statements in accordance with International Financial Reporting Standards {“IFRSs"}
and applicable law  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

o select surtable accounting policies in accordance with International Accounting Standard 8 Accounting Policies,
Changes in Accounting Estimates and Errors and then apply them consistently,

* present information, including accounting policies, in @ manner that provides relevant, rehiable, compa rable and
understandable information,

e provide additional disclosures when compliance with the specific requirements in IFRSs 1s insufficient to enable
users to understand the impact of particular transactions, other events and conditions on the financial
performance, and

e state that the Company has complied with IFRSs, subject to any matenal departures disclosed and explained in the
Financial Statements

The Directors are responsible for keeping adeguate 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 enable them to
ensure that the Financial Statements are compliant 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
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INDEPENDENT AUDITOR’S REPORT TO THE DIRECTORS OF MACHILL INVESTMENTS LIMITED

We have audited the financial statements of Machill Investments Limited for the year ended 30
September 2011 which comprise the incoime Statement, the Balance Sheet, Statement of Change in
Equity, Statement of Cash Flows, and the related notes 1 to 12 The financial reporting framework
that has been applied in their preparation i1s the International Ftnancial Reporting Standards (IFRSs)
as adopted by the European Union

This report is made solely 1o the company’s directors, as a bedy, in accordance with our engagement
letter dated 16 September 2011 Qur audit work has been undertaken so that we might state to the
company’s directors 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 directors as a body, for our audit work, for this
report, or for the opinions we have formed

Respective responsibilities of directors and auditor

As explained more fully in the Directors’ Responsibilities Statement set out on page 5, the directors
are responsible for the preparation of the financial statements and for betng satisfied that they give a
true and fair view Qur responsibility 1s to audit and express an opimion 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 invalves obtaining evidence about the amounts and disclosures in the financial statements
sufficient to give reasonable assurance that the financial statements are free from matenal
misstatement, whether caused by fraud or errer 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 directors’ report to identify matenal inconsistencres
with the audited financial statements If we become aware of any apparent matenal misstatements
or inconsistencies we consider the implications for our report
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Opinion on financial statements

In our opinion the financial statements

¢ give atrue and fair view of the state of the company’s affairs as at 30 September 2011 and
of 1ts profit for the year then ended, and

¢ have been properly prepared in accordance with International Financial Reporting
Standards {IFRSs) as adopted by the European Union

em & v’omj e

Ernst & Young LLP
London
22 June 2012




MACHILL INVESTMENTS LIMITED
Year ended 30 September 2011

Income Statement for the year to 30 September 2011

2011 2010

Note £°000 £'000

Interest income 3 14,783 14,817
Interest expense 9 (9,940) {9,968}
Administrative expenses (4) (3)
Profit on ordinary actvities before tax 4,839 4,846
Tax expense 4 {3,990) {4,148)
Profit for the financial year 849 698

The Company has no recognised gains or fosses other than those disclosed above

All iterns dealt with in arriving at the profit before tax for 2011 and 2010 relate to continuing operations




MACHILL INVESTMENTS LIMITED
Year ended 30 September 2011

Balance Sheet as at 30 September 2011

2011 2010
Note £'000 £°000
Nan current assets
Due from related entities 9 - 276,000
Current assets
Due from related entities ] 285,861 9,442
Cash and cash equivalents 8 4 15
285,865 9,457
Total assets 285,865 285,457
Current liabilities
Current tax {2,001) {1,984)
Due to refated entities 9 (2,424) {2,396)
{4,425) {4,380)
Non current habuhities
Due to related entities 9 {200,000) (200,000)
Total iabilities {204,425) (204,380)
Net assets 81,440 81,077
Shareholders’ equity
Share capital 6 80 80
Share premium 7 79,920 79,920
Retained earnings 1,440 1,077
Total shareholders’ equity 81,440 81,077

The Financial Statements were approved by the Directors on 19 June 2012 and were signed on their behalf by

14T MR~

K Malkin
Director




MACHILL INVESTMENTS LIMITED
Year ended 30 September 2011

Statement of Changes in Equity for the year to 30 September 2011

Share Share Retained Total
Capital Premium Earnings

£'000 £'000 £'000 £'000
Balance at 1 October 2009 80 79,920 868 80,868
Profit for year ended 30 September 2010 - - 698 698
Dmidends paid - . (489) (489}
Balance at 30 September 2010 80 79,920 1,077 81,077
Profit for year ended 30 September 2011 - - 849 849
Dmdends paid - - {486) {486)
Balance at 30 September 2011 80 79,920 1,440 81,440

10




MACHILL INVESTMENTS LIMITED
Year ended 30 September 2011

Statement of Cash Flows for the year to 30 September 2011

Cash flows from operating activities
Profit before taxation

Adjustments for non cash movements
Interest iIncome

Interest expense

Adrministrative expense

Tax paid

Net cash used in operating activities

Cash flows from financing activities

Interest received

Preference share interest paid

Ordinary dividends paid

Net increase in Amounts due from related entities

Net cash provided by financing activities
Net decrease in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

11

2011 2010
£/000 £/000
4,839 4,846

{14,783} {14,817)
9,940 5,968

- 3

(a} -
{3,973} {4,158)
{(3.977) {4,158)
14,740 14,858
{9,912) {9,994)
(a86) (489)
(376) (230)
3,966 4,145
{11) (13)

15 28

4 15




MACHILL INVESTMENTS LIMITED
Yeor ended 30 September 2011

Notes to the Financial Statements
1)  Authorisation of Financial Statements and statement of compliance with International Financial Reporting Standards

The Financial Statements of Machill Investments Limited for the year ended 30 September 2011 were authonised for i1ssue by
the Directors on 19 June 2012 and the balance sheet was signed on their behalf by K Malkin

The Company 15 incorporated in the Cayman Islands

The ulumate parent undertaking 1s NAB, a company incorporated in the State of Victoria, Australla NAB also heads the
largest group 1n which the results of the Company are consohdated The smallest group in which the results of the Company
are consolidated 1s that headed by CB PLC which 15 incorporated in Great Britain and registered in Scotland

Copies of group accounts prepared in respect of CB PLC may be obtained from the Company Secretary at Corporate Affairs
Department, Clydesdale Bank PLC, 20 Waterloo Street, Glasgow, G2 6DB Copies of the group accounts prepared in respeact
of NAB may be obtained from National Austraba Bank Linited (London Branch), 88 Wood Street, London, EC2V 7QQ

The Financial Statements of the Company have been prepared in accordance with International Financial Reporting
Standards (“IFRSs”) The principal accounting policies adopted by the Company are set out in note 2

2}  Accounting policies
Basis of preparation

The preparation of Financial Statements 1n conformity with IFRSs requires the use of certam critical accounting estimates and
assumptions that affect the reported amounts of assets, iabilities, revenues and expenses and the disclosed amount of
contingent habilities Assumptions made at each balance sheet date are based on best estimates at that date Although the
Company has internal control systems in place to ensure that estimates can be reliably measured, actual amounts may differ
from those estimates It s not anticipated that such differences would be material

The Financial Statements have been prepared on the going concern under the historical cost convention, as modified by the
application of fair value measurements as required by the relevant accounting standards

Significant accounting judgements and estimates

In the process of applying the Company's accounting policies, management has exercised judgements and estimates in
determining the amounts recogmsed in the Financial Statements The most significant use of judgement and estimates are
as follows

Going concern

The Company's management has made an assessment of the Company's ability to continue as a going concern and is satisfied
that the Company has the resources to continue in business for the foreseeable future

The Company's business activities, together with the factors likely to affect its future development, performance and position
are set out in the Report of the Directors on page 3 In addition, notes 10 and 11 to the Financial Statements includes the
Company's objectives, policies and processes for managing 1ts capital, financial risk management objectives, and i1ts exposure
to hquidity rnisk

After making enquiries, the Directors have a reasonable expectation that the Company has adequate resources to continue in
operational existence for the foreseeable future Accordingly, the Directors adopt the going concern basis in preparnng the
annual report and Financial Statements

12



MACHILL INVESTMENTS LIMITED
Year ended 30 September 2011

Notes to the Financial Statements (continued)

2}  Accounting policies {continued)

Functional and presentational currency

The Financial $tatements are presented in pounds sterling, which 1s the Company’s functional and presentational currency
All values are rounded to the nearest thousand pounds unless otherwise stated

Income tax

Income tax expense or revenue 1s the tax payable {or receivable) on the current period’s taxable income based on the
applicable tax rate

Income tax on the profit or loss for the year comprises current tax Income tax s recogrused in the income statement except
to the extent that it s related to items recognised in equity, in which case the tax s also recognised in equity

Current tax s the expected tax payable on the taxable income for the year, using tax rates enacted or substantially enacted
at the balance sheet date, and any adjustment to tax payable in respect of previous years

Recognition of fee income including loan related fees and costs

Interest income 1s reflected in the income statement using the effective interest method The effective interest method is a
method of calculating amortisation using the effective interest rate of a financial instrument The effective Interest rate 1s
the rate that exactly discounts the estimated stream of future cash payments or receipts over the expected hfe of the
financial instrument or, when appropriate, a shorter period to the net carrying amount of the financial instrument

Recognition of fee expenses from funding activities

When fees relate to specific transactions or events, they are recognised as an expense in the period that services are
received When they are charged for services provided over a penod, they are recognised as an expense on an accruals basis

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an
active market and are not classed as ‘available for sale’ or designated at fair value through profit and loss

Loans and recewables are recorded at amortised cost using the effective interest method, adjusted for imparment losses and
unearned income They are derecognised when the rights to receive cash flow have expired or transferred substantially all
the rnisks and rewards of ownership

Cash and cash equivalents

For the purposes of the Statement of Cash Flows, cash and cash equivalents comprise balances with less than three months
matunity from the date of inception Cash and cash equivalents are brought to account at the face value or the gross value of
the cutstanding balance where appropnate

Dividend

Dwidends are recorded in the Income Statement when the Company’s night to recewve the dividend 1s established Under 1AS
39 the preference shares are classified as non current liabilities, and the dividend expense 1s recorded within interest
expense Interest expense 1s reflected in the Income Statement using the effective interest method

13




MACHILL INVESTMENTS LIMITED
Year ended 30 September 2011

Notes to the Financial Statements (continued)
2}  Accounting policies {continued)
Fair values

The fair value 1s the amount for which an asset could be exchanged, or a liability settled, between knowledgeable, willing
parties in an arm'’s length transaction

The carrying amounts of cash and cash equivalents, amounts due from and due to related entities, and other trade
recewvables and payables are considered to approximate fair value This 1s due to their short term nature

Accounting developments

The Company has adopted the following standards, interpretations and amendments which have been endorsed by the
European Umion None of the followng standards, interpretations and amendments had a matenal impact on the Company’s
Financiaf Statements

(1} Applied in the current reporting period

* Improvements to IFRSs 2009, 1ssued 16 April 2009, make numerous non-urgent but necessary changes to
accounting standards ansing from the 1ASB's annual improvement project Certain amendments are effective for
financial periods beginning on or after 1 January 2010

s« Improvements to IFRSs 2010, 1ssued & May 2010, make numerous non-urgent but necessary changes to accounting
standards arising from the |ASB's annual improvement project Certain amendments are effectve for financial
penods beginning on or after 1 July 2010

{n) Early adopted and applied in the current reporting period
The Company has not early adopted any standard, interpretation or amendment
{in) To be applied in a future reporting period

The following standards, interpretations and amendments were available for adoption in the European Urion, but not
mandatory, for the current reporting perniod Those amendments which are applicable to the Company and which are not
hkely to have an iImpact on the Company's Financial Statements and have not yet been applied by the Company as follows

o  Rewised IAS 24 Related Party Disclosures, issued 4 November 2009, 1s effective for financial periods beginning on or
after 1 January 2011

The following standards, interpretations and amendments were not available for adoption in the European Union as at the
reporting date  Those amendments which are applicable to the Company and, which are not likely to have an impact on the
Company's Financial Statements, and have not yet been applied or early adopted by the Company in preparning this financial
report are

*  Amendment to IFRS 7 Financial Instruments Disclosures, tssued 7 October 2010, 1s effective for financial periods
beginning on or after 1 July 2011

+ IFRS5 9 Financial Instruments, 1ssued 12 November 2009, s effective for financial periods beginning on or after 1
January 2015 The Company has not yet assessed the potential impact of the standard, although changes which
include the removal of the Available for Sale Asset category will affect the Company’s accounting for financial
assets

14




MACHILL INVESTMENTS LIMITED
Year ended 30 September 2011

Notes to the Financial Statements (continued)
2)  Accounting policies {continued)
Accounting developments (continued)

s |FRS 13 Farr Value Measurement, 1ssued May 2011 and effective for financial periods beginning on or after 1
January 2013

3} Interestincome

2011 2010
£'000 £'000
Interest income from related entity 14,783 14,817
4)  Income tax expense
a)  Analysis of charge in the year
2011 2010
£'000 £'000
Current tax
Corporation tax payable 3,990 4,148
b}  Factors affecting tax charge for the year
2011 2010
£000 £°000
Profit before tax 4,839 4,846
Profit multiplied by standard rate of corporation tax
in the UK of 27% (2010 28%) 1,307 1,357
Effects of
Permanent differences 2,683 2,791
Total iIncome tax charge for the year 3,990 4,148

On 21 March 2012 the UK Government announced a further reduction te the standard rate of corporation tax from the
already announced 25% to 24% and this will be effective from 1 April 2012 The UK Government also confirmed its intention
to reduce the corporation tax rate by a further 1% per annum, falling to 23% from 1 Apnl 2013 and 22% from 1 Apnil 2014
The 23% rate 1s expected to be substantively enacted in July 2012

15



MACHILL INVESTMENTS LIMITED
Year ended 30 September 2011

Notes to the Financial Statements {continued)

5) Dwidends paid

Equity — interim ordinary dividends paid
£6 08 per share {2010 £6 11 per share)

6)  Share capital

Authorised
80,000 Class “B” Ordinary shares of £1 each
8,889 Class “A” Ordinary shares of £0 01 each

Allotted, cafted up and fully paid
80,000 Class “B” Ordinary shares of £1 each
8,889 Class "A” Ordinary shares of £0 01 each

2011 2010
£'000 £'000
486 4389
2011 2010

£ £
80,000 80,000
89 89
80,089 80,089
2011 2010
Number Number
80,000 80,000
89 89
80,089 80,089

The Class “A” ordinary shares do not give the holders any entitlement to ordinary dvidends

The Class “A” ordinary shares give the holders an entitlement to vote at general meetings up to a maximum of 10 percent of
the votes on any resolution voted upon at such meeting of the Company

The Class “B” ordinary shares give the holders an entitiement to ordinary dividends

The Class “B” ordinary shares give the holders an entitlement to vote at general meetings up to a maximum of 90 percent of
the votes on any resolution voted upon at such meeting of the Company

7)  Share premium

Share premium on 80,000 Class “B” Ordinary Shares
at £999 per share

2011
£'000

79,920

2010
£000

79,920

16



MACHILL INVESTMENTS LIMITED
Year ended 30 September 2011

Notes to the Financial Statements {continued)

8) Cash and cash equivalents

For the purposes of the Statement of Cash Flows, cash and cash equivalents compnise the following balances with less than
three months maturity from the date of inception

2011 2010
£°000 £°000
Due from related entities {note 9} a4 15

9) Related party transactions

The Company 1s a wholly owned subsichary of YBIL its immediate parent company The ultimate parent of the Company 1s
NAB

During the year there have been transactions between the Company and controlled entities of the ultimate parent

In the normal course of business the Campany maintains and conducts transactions with other members of the NAB Group
This business 1s conducted at prevailing market rates and terms

2011 2010
£000 £000
Amounts due from related entities
Non current assets
Deposits and loans to parent companies - 276,000
Current assets
Amounts due from intermediate parent 282,256 5,880
Accrued interest receivable from intermediate parent 3,605 3,562
285,861 9,442
Cash held at ultimate parent {note 8) 4 15
’ 285,865 9,457
Amounts due to related entittes
Current habilities
Preference share interest accrued due to immediate parent 2,424 2,39
2,424 2,396
Non current habhlities
Preference shares issued to immediate parent 200,000 200,000

The fixed rate (S 34%) deposit of £276r matured on 3 January 2012, after which it rolled forward on a LIBOR-based fioating
rate

17



MACHILL INVESTMENTS LIMITED
Year ended 30 Septermber 2011 |

Notes to the Financial Statements (continued}
9}  Related party transactions {continued)

The preference shares may be redeemed at any time, at the request of the Company {up to a maximum of £200,000,000 at
any one time), at the nominal value including premium paid plus all arrears, deficiency or accruals of the preferential
dvidend, by giving notice 1n writing to the holders of the preference shares The holders of the preference shares shall be
entitied to receve notice of, but not attend or vote at any general meeting of the Company The preference shares shall

rank ahead of the holders of the Class A and Class B ordinary shares for the purposes of dividends and in the event of a
winding up

Transactions during the year with related parties

2011 2010
£'000 £'000
Interest income from intermediate parent undertaking 14,783 14,817
Interest expense on preference shares to immediate parent 9,940 9,968
Dividends paid on ordinary shares to immediate parent 486 489

The Company’s audit fees are borne by the ultimate parent company, NAB

Transactions with Directors, key management and their close family members
There are no amounts outstanding at 30 September 2011 (2010 £Nil} for transactions, arrangements and agreements
between the Company and its Directors, key management and their close family members during the year

Compensation of key management personnel
All compensation received by key management personnel relates to their duties on behalf of other NAB Group companies
Thus no disclosure 1s presented 1n these Financial Statements

Directors’ emoluments

The Directors are employed as executives of other NAB Group companies The aggregate emoluments of the Directors of the
Company were £NIl (2010 £Mil)

10) Risk overview
Management of risk

Effective management of nsk 1s a key capability for a successful financial services provider, and 1s fundamental to the
Company's strategy as well as that of its intermediate parent, YBIL and that of its ultimate parent entity NAB

The Company manages risk within an established 'three lines of defence’ framework consistent throughout the NAB Group

Control 1s exercised through clearly defined delegation of authonty, with clear and rapid communication and escalation

channels throughout the organisatton The first hine of defence comprises the business units managing the risks associated

with their activities  The second line encompasses dedicated risk functions who are accountable for monitoning and

oversight The third line of defence relates to Internal Audit independently reviewing, monitoring, and testing bustness unit

compliance with nsk policies and procedures, and regularly assessing the overall effectiveness of the risk management

framework i
|
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MACHILL INVESTMENTS LIMITED
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Notes to the Financial Statements {continued)
10} Risk overview (continued)
Management of risk (continued)

These company leve! defences are overlaid by a broader UK group risk management framework and procedure This
framework includes a European Boards' Risk Comrmittee ("EBRC") and a UK Risk Commuttee ("UKRC")

The EBRC focuses on all elements of nsk, including compliance risk, operatienal nisk, matenal nsk, credit nsk and balance
sheet management

The UK risk management team monttors and systematically assesses the risk profile within the region against established risk
appetite parameters They also assist the ‘front-line’ businesses in the design and implementation of approprate risk
management policies/strategies, and work with the businesses to promote awareness of the need to manage nsk Together
with the NAB Group Risk Management function, efforts continue to evolve the organisational culture and staff behaviours

Operational risk and comphance

Operational risk 1s the nsk of loss resulting from inadequate or falled processes, people or systems, or from external events
This includes risk relating to the management of ongoing activities, as well as to organisational changes such as project and
change initiatives

Comphance 1s the requirement to comply with external regufatory and legal obligattons in addstion to operating within the
Group and regional policies and standards This includes risk relating to reputational impact, tncurring restrictive conditions
and undertakings by regulators on how the Group does business

Various reports are produced at management, Board sub-committee and Board level to assist with their oversight and
monitoring obligations This incorporates regional reporting of nsk profiles, key operational nisk and events, as well as
consideration of external events and their relevance to the NAB Group This process generates visibilty and understanding
of the NAB Group’s overall operational risk profile

The Operational Risk Framework (“ORF”) 15 based on a set of core principles and defines the NAB Group's standards for
operatronal nsk management and complhiance Its design recognises the importance of embedding operational tisk and
comphiance into ‘business-as-usual’ activities 1t has particular focus on defining and implementing the right behaviours
and incorporating risk consideration into Group's systems and processes

The ORF is an essential element of the business strategy, which underpins all operational nisk management activities It
includes

+ an established governance structure that is used to ensure consistent application, management and reporting of
the operational risk management process This element also includes the establishment and communication of the
Company’s operational nsk appetite, and

s astructured risk management process to facilitate the identification, guantification and management of risks

The NAB Group 1s committed to sound risk management and comphance and continues to improve 1ts capabilities in these
areas
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Notes to the Financial Statements {continued)
10) Risk overvtew (continued}

Credit risk

Credit risk 1s the potential that a borrower or a counterparty will fail to meet its obligations in accordance with agreed terms

NAB places imits around the amount of nisk accepted to one borrower, which are monitored on a frequent basis

Given the majority of balances are with related entities the credit risk 1s deemed to be minimal

The maximum exposures to credit risk for the components of the balance sheet are set out below

Assets
Cash and cash equivalents — ultimate parent
Due from related entities — intermediate parent

Total credit risk exposure

2011 2010
£°000 £'000

4 15
285,861 285,442
285,865 285,457

The Company does not have any collateral or other credit enhancements supporting these assets The credit qualities of
assets are neither past due or impaired There are no undrawn commitments that the Company 1s exposed to

Liqurdity risk

Liquidity risk 1s the nisk that the Company will encounter difficulty in meeting obhigaticns associated with financial habilities

when they fall due

The hiquidity risk monitoring and maintenance 1s managed on a monthly basis from reviews performed on management

information to ensure that all iabilities can be met when they fall due

The Directors do not believe there is a significant exposure to hiquidity risk due to the related party nature of funding and

liability exposures with fellow NAB Group companies

3 months or 3-12  Nospecified Total
less months maturity
Cash flows maturity profile for liabiiities as they fall due £1000 £/000 £'000 £°000
2011
Current tax - 2,001 - 2,001
Due to related entities 2,424 . 200,000 202,424
2,424 2,001 200,000 204,425
Cash flows maturity profile for habiiities as they falf due 3 months or 3-12  No specified Total
2010 less months matunty
£'000 £000 £'000 £'000
Current tax - 1,984 - 1,984
Due to related entities 2,396 - 200,000 202,396
2,396 1,984 200,000 204,380

2010 comparatives have been restated to provide enhanced disclosure
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Notes to the Financial Statements (continued)
10) Risk overview {continued)

interest rate risk
Part of the Company’s exposure to interest rate risk 1s in relation to the mismatching of the dates on which interest
receivable on assets and interest payable on labihties are next reset

The table below summarises these pricing mismatches as at 30 September 2011 and 30 September 2010

Interest rate sensitivity Weighted 3- 12 months No specified Non Total
analysis average maturity interast
2011 effective bearing
Interest rate
% £°000 £'000 £'000 £'000
Assets
Cash and cash equivalents - - - 4 4
Due from related entities 54 282,256 - 3,605 285,861
Total assets 282,256 - 3,609 285,865
Liabilities
Current tax - - - 2,001 2,001
Due to related entities 50 200,000 2,424 202,424
Shareholders equity - - . - 81,440 81,440
Total liabilities and - 200,000 85,865 285,865
shareholders’ equity
Gap 282,256 (200,000} (82,256) -
Interest rate sensrtivity analysis Weighted 3-12 1-2 years No Non Total
2010 average months Specified interest
effective maturity bearing
interest
rate %
£000 £'000 £000 £/000 £000
Assets
Cash and cash equivalents - - - - 15 15
Due from related entities 54 5,880 276,000 - 3,562 285,442
Total assets 5,880 276,000 - 3,577 285,457
Ligbilities
Current tax - - - - 1,984 1,984
Due to related entities 50 - - 200,000 2,396 202,396
Shareholders equity - - - - 81,077 81,077
Total liabilities and shareholders’ equity - - 200,000 85,457 285,457
Gap 5,880 276,000 (200,000} (81,880} -

2010 comparatives have been restated to provide enhanced disclosure
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Notes to the Financial Statements (continued)}

11) Capital management
The Company 1s governed by NAB Group’s capital management policy The objectives of the NAB Group's capital
management policy are to efficiently manage the capital base to optimise shareholder returns whilst maintaining capital

adequacy and satisfying key stakeholders such as regulators and ratings agencies This s managed and monitored at a group
level and not at a Company level

12} Events since the balance sheet date

No other information has been identified since the balance sheet date about conditions existing at the balance sheet date
which 1s required to be disclosed in these Financial Statements

22



