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Chairman’s statement

The principal achievement of 2012 was the incorporation of the UK operations of our Parent into a separate subsidiary, Bank
of Cyprus UK Limited Incorporation will bring long-term benefits to the customers and staff of the Company and to the
Parent

The bailout of Cyprus and its banking system has demonstrated the value of incorporation in protecting our UK customers
from the direct impact of these events As a result of its incorporated status, the Company was also able to assist in
mitigating the effects of the resolution of Laiks on that bank’s UK savers by taking over the deposits and current accounts In
credit of Laik) UK

As part of the Cypnot ballout, the Parent 15 being significantly restructured and recapitalised so as to satisfy capital adequacy
requirements under an adverse stress scenario

Whilst these continue to be challenging times, I am confident that the Company has a great deal to offer its customers For
individuals and businesses we have for many years offered an attractive home for savings For our entrepreneurial borrowers,
the Company can offer a level of service and flexibility that the larger banks simply do not prowide

Our business has operated in the UK market since 1955, and we have shown that we can respond successfully to difficult
economic condittons We have a strong and focused management team, and hard working and committed employees They
are more than capable of facing the challenges that he ahead

I would like to thank my fellow directors, past and present, both for their valuable contribution throughout 2012 and the role
they have played in helping to position our business for a successful future

Philip Nunnerley
Acting Chairman
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Chief Executive’s review

The Company’s business model 1s straightforward accepting retall deposits, mamnly from UK savers, to fund lending to UK-
based small and owner-managed businesses, including property entrepreneurs

In recent years our business operated as a branch of our Parent until, on 25 June 2012, the business was incorporated within
a separate UK legal entity On that date, following requlatory and court approval, substantially all the assets and lhabilities of
the UK branch of the Parent (mainly cash, customer loans and customer deposits) were transferred to the Company Since
incorporation we have operated as an authorised UK bank with our own capital and hquid assets, and ring-fenced from our
Parent

As part of our preparation for incorporation we needed to reduce significantly the total amount of customer advances, to
mimmise the capital and funding burden that would be placed on the Parent We took the opportunity to reduce the level of
concentration in cur loan book by bringing down some of the largest exposures to levels that are more appropriate for a
separately capitalised UK subsidiary

For savers, our incorporation gives them the comfort that their eligible deposits are now protected by the UK Financial
Services Compensation Scheme For borrowers, there i1s the confidence that the Company has dedicated financial resources to
support their business and their plans We are not dependent on the Parent for iquidity and we plan to generate enough
capital internally to support ocur requirements for the foreseeable future

As a UK bank we were well positioned to assist in mitigating the effects of the resolution of Laiki on its UK savers by taking |
over the deposits and current accounts in credit at Laiki UK 1n April 2013, this further strengthened our Company’s hquidity
The loans of Laiki UK were transferred to our Parent

The audited financial statements set out on pages 9 to 36 relate to the legal entity Bank of Cyprus UK Limited and cover the
results of our UK banking business from 25 June 2012, when that business was transferred to the Company

Following the transfer, the Company decided to take a conservative approach to providing for loan impairments n light of the
continuing difficult economic conditions In the UK As a result it has increased its collective provision by £2 4m and its specific
provisions by £4 7m These increases, accounting for £7 1m out of the total impairments charge of £8 4m, relate to loans
transferred from the Parent’s UK branch and do not anse from events that took place after incorporation

I would hke to give special thanks to our customers for their continued loyalty and to our employees for their hard work and
dedication

Iacovos Koumi
Chief Executive
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Directors’ report

The directors present their report and financial statements for the year ended 31 December 2012

Principal activity
The principal activity of the Company Is business and personal banking

Financial results
The results of the Company for the year ended 31 December 2012 are set out In the income statement on page 9 The directors
endorse the information and views set out In the Chairman’s statement and Chief Executive's review

The directors are satisfied that the capital and hquidity posttions of the Company more than meet regulatory requirements
and are adequate for the foreseeable future

Going concern

The directors believe that the Company has adequate resources to continue in operational existence for the foreseeable future
For this reason, they continue to adopt the going concern basis in prepaning the financial statements A statement of
responsibilities of the directors in relation to the financial statements 1s shown on page 7

The Company has its own capital and iquidity and is not dependent on the Parent for support Nevertheless, the directors note
the recapitalisaticn of the Parent which 1s taking place as part of the Cypriot ballout Details of the recapitalisation are set out In
note 30

Dividends
The Company did not declare or pay a dividend :n 2012 (2011 mil)

Hedging policy
The Company uses appropniate interest rate swaps to hedge against interest rate risk where appropriate Hedging is covered
in more detail in note 15 of the financial statements

Additional capital

Until shortly before the Company became an authorised UK bank on 25 June 2012, it operated with £1 of issued share capital
To provide adequate capital for the business and in order to meet regulatory requirements with regard to capital, the
following ordinary shares of £1 each were i1ssued at par for cash to the Parent

4,999,999 on 7 June 2012
60,000,000 on 22 June 2012

Tier 2 regulatory capital was injected into the Company by way of a subordinated loan of £30,000,000 from the Parent on
20 June 2012 The current regulatory capital is shown in note 28 of the financial statements

Regulatory developments

The Company’s authonsation in June 2012 as a UK bank has meant it has had to comply with the demanding regime of the
PRA, which among other things sets minimum requirements for the level of capital and hquid assets that must be held The
Company remains a member of the British Bankers’ Asscciation, which requires it to comply with a number of codes of
practice, and remamns a signatory to the voluntary Lending Code Far from seeing these as restrictions on the business, the
directors welcome working to the highest standards that ensure customers are treated fairly and remain loyal

Human resources
The Company had 157 permanent employees at 31 December 2012 During the year, the Company invested £99,000 on staff
development

Board of directors
Full detaits of the board of directors are shown on page 2 Since 1 January 2012 the following appointments and resignations
have taken place

Name of director Date of appointment Date of resignation
Sotens Antoniades 21 June 2012

Andreas Artemis 21 June 2012 26 March 2013
John Buddle 21 June 2012 26 July 2012
Stephen Byrne 21 June 2012
Dawvid Green 20 July 2012

Chnistis Hadjimitsis 21 lune 2012 12 Apnl 2013
Kypros Kyprianou 21 June 2012

Spyros Neophytou 21 June 2012

Philip Nunneriey 21 June 2012

Vassilis Rologis 21 June 2012 30 March 2013
Costas Severis 21 June 2012 2 Apnl 2013

No director who resigned 1n 2012 received any compensation for ceasing to be a director
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Directors and their interests
None of the directors had any beneficial interest in the share capital of the Company or any other group company within the UK
at any bme dunng the year No option to purchase shares in the Company has been granted to any director

Change of company name
On 25 June 2012 the Company changed its name from Bank of Cyprus Advances Limited to Bank of Cyprus UK Limited This
coincided with the Company starting to operate as a UK bank

Suppliers
It 1s the Company’s policy to pay its suppliers within the agreed period from the date of their invoice

Disclosure of information to the auditors

So far as each person who was a director at the date of this report 1s aware, there 15 no relevant audit information, being
information needed by the auditor in connection with preparing its report, of which the auditor 1s unaware Having made
enguines of fellow directors and the Company’s auditor, each director has taken all the steps that he 1s obliged to take as a
director in order to make himself aware of any relevant audit information and to establish that the auditor 1s aware of that
information

Auditors
Ernst & Young LLP continue as auditors of the Company The Company Is a private imited company and under the Companies
Act 2006 1s not required to appoint auditors annually

Future developments and events after the balance sheet date

The Company plans to continue with its current business model of raising retaill deposits, mainly in the UK market, and lending
those deposits to UK business customers and property entrepreneurs It intends to grow its lending business sustainably
throughout 2013, raising additional deposits where necessary to fund such lending growth

As mentioned in note 30, on 1 April 2013 the customer deposits of Laiki UK totalling £274m were transferred to the Company
together with an equivalent amount of cash on deposit at the Bank of England

Corporate governance and risk management

The board 1s collectively responsible for governance and risk management It meets as and when required and at least quarterly
It sets the overall nsk appetite of the Company and ensures that acceptable nsks are carefully managed and controlled The
following are In place to ensure that this happens

At board level, the Audit & Risk Committee has within its terms of reference the oversight of all nsks inherent in the business
This committee meets as and when required and at least quarterly

The main nsk 1s credit nsk which 15 the nsk that customers will be unable to repay therr loans and advances and will fail to
perform under their contractual comrmitments Credit nsk 1s managed by credit policies which include credit approval procedures
and controls and analysis in refation to quality, sector and geographical area. Credit nsk 1s overseen at executive level by the
Advances Committee, which meets monthly

Liquidity, cash flow and market nisks are monitored at executive level by the Asset & Labiity Committee, which meets monthly
Systerns nsk, including nsk relating to IT secunty, 1s monitored at executive level by the Systems Committee, which meets
quarterly Resources risk in terms of our people and succession planning 1s monitored at executive level by the Human Resources
Committee, which meets quarterly

At executive level all relevant nsks are reviewed and managed by the Risk Committee, an executive committee which meets
quarterly In addition to the nsks covered by the above mentioned executive committees, the Risk Committee oversees the
management of operational, legal, regulatory, conduct, compliance and reputational nsk

Matters which in larger companies would be overseen by separate board committees, such as remuneration and board
appointments, are overseen by the board as a whole

More information on nsk management 1s set out in note 26 of the financial staternents

Subsidiary

Prior to incorporation of the UK banking business, the Company’s Parent was the sole shareholder of a UK company, Bank of
Cyprus Financial Services Limited (BOCFS), an appointed representative of Legal & General Partnership Services Limited BOCFS
sells insurance and protection products of Legal & General The Court order referred to in note 1 1n the financial statement
transferred the Parent’s UK banking business and all the shares of BOCFS to the Company Consequently, the Company 1s now
the immediate shareholder of BOCFS

Charitable donations
During 2012 the Company made chantable donations totalling £6,000 (2011 nul)

Third party indemnity provisions for the benefit of directors
Until 15 March 2013, the Parent arranged directors’ and officers’ iability tinsurance for all companies in the Group, including the
Company Such arrangements have now ceased and the Company 15 in the process of arranging Its own insurance

By order of the board

Stephen Byrne
Secretary
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Directors’ responsibilities in respect of the financial statements

The directors are responsible for preparing the directors’ report and the financial statements i accordance with applicable law
and regulattons

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

» select sutable accounting policies In accordance with International Accounting Standard 8 *Accounting Polictes, Changes
in Accounting Estimates and Errors’ and then apply them consistently,

* present information, including accounting policies, in a manner that provides relevant, reliable, comparable and
understandable information,

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

* state that the Company has complied with IFRSs, subject to any material departures disclosed and explained in the
financial statements

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain the Company’'s
transactions and disclose with reasonable accuracy at any time the financial position of the Company and enable them to
ensure that the financial statements compty with the Cornpanies Act 2006 They are also responstble 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 members of Bank of Cyprus UK Limited

We have audited the financial statements of Bank of Cyprus UK Limited for the year ended 31 December 2012 which comprise
the income statement, statement of comprehensive income, balance sheet, statement of changes in equity, statement of cash
flows and the related notes 1 to 30 The financial reporting framework that has been applied in their preparation i1s applicable
law and IFRS as adopted by the European Union, as applied in accordance with the provisions of the Companies Act 2006

This report 1s made solely to the Company‘s members, as a body, 1n accordance with Chapter 3 of Part 16 of the Companies
Act 2006 Our audit work has been undertaken so that we might state to the Company’s members those matters we are
required to state to them in an auditor’s report and for no other purpose To the fullest extent permitted by law, we do not
accept or assume responsibility to anyone other than the Company and the Company’s members as a body, for our audit
work, for this report, or for the opinions we have formed

Respective responsibilities of directors and auditor

As explained more fully in the directors’ responsibilities statement set out on page 7, the directors are responsible for the
preparation of the financial statements and for being satisfied that they give a true and fair view Our responsibility 1s to audit
and express an opinion on the financial statements in accordance with applicable law and International Standards on Auditing
(UK and Ireland) Those standards require us to comply with the Auditing Practices Board's Ethical Standards for Auditors

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements suffictent to qive
reasonable assurance that the financial statements are free from matenal misstatement, whether caused by fraud or error
This includes an assessment of whether the accounting policies are appropriate to the Company’s circumstances and have
been consistently applied and adeguately disclosed, the reasonableness of significant accounting estimates made by the
directors, and the overall presentation of the financial statements In addition, we read all the financial and non-financial
information in the annual report to identify mateniat inconsistencies with the audited financial statements If we become
aware of any apparent matenal misstatements or inconsistencies we consider the implhications for our report

Opinion on financial statements
In our opimion the financial statements

= give a true and fair view of the state of the Company's affairs as at 31 December 2012 and of its loss for the year then
ended,

= have been properly prepared in accordance with IFRSs as adepted by the European Union, and

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

Opinion on other matter prescribed by the Companies Act 2006
In our opinton the information given 1n the directors’ report for the financial year for which the financial statements are
prepared 1s consistent with the financial statements

Matters on which we are required to report by exception
We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to report to you If, in
our opinicn

= adequate accounting records have not been kept, or returns adequate for our audit have not been received from
branches not visited by us, or

* the financial statements are not in agreement with the accounting records and returns, or

»  certain disclosures of directors’ remuneration specified by law are not made, or

. we have not received all the information and explanations we require for our audit

ngﬂa?ace LL-P

Senior Statutory Auditor
For and on behalf of Ernst & Young LLP, London

25 APR 2013

Notes

The maintenance and integnity of the Bank of Cyprus UK Limited website 1s the responsibility of the directors, the work camed
out by the auditors does not involve consideration of these matters and, accordingly, the auditors accept no responsibility for
any changes that may have occurred to the financial staternents since they were inittally presented on the website

Legislation in the United Kingdom governing the preparation and dissemination of financial statements may differ from
legisiation 1n other junsdictions
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Income statement and statement of comprehensive income
For the year ended 31 December 2012

2012 2011

Notes £000 £000

Interest income 4 21,129 445
Interest expense 5 (14,492) (445)
Net interest income 6,637 -
Fee and commissicn income 6 1,502 -
Foreign exchange gains 7 161 -
Net gains on financial instrument transactions 61 -
Total operating income 8,361 -
Staff costs 9 {3,272) -
Depreciation and amortisation 10 (774) -
Other operating expenses 11 (2,461) -
Profit before provisions for impairment of loans and advances 1,854 -
Provisions for impairment of loans and advances 12 {8,371) -
Loss before tax {6,517) -
Taxation 13 1,612 -
Loss after tax {4,905) -
Other comprehensive income - -
Total comprehensive loss for the year attributable to the equity holders (4,905) -

The notes on page 13 to 36 form an integral part of these financial statements
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Balance sheet
At 31 December 2012

1 January
2012 2011 2011
Notes £000 £000 £000

Assets
Cash and balances with central banks 14 334,725 - -
Placements with related entities 14, 29 11,532 - -
Placements with banks 14 48,126 - -
Investment n subsrdiary 27 400 - -
Loans and advances to customers 16 621,329 7,506 11,844
Property and equipment 17 10,245 - -
Intangible assets 18 426 - -
Other assets 19 2,236 - -
Total assets 1,029,019 7,506 11,844

Liabilities

Placements by related entities 29 19,866 7,506 11,844
Amounts due to banks 11 - -
Customer deposits 20 911,695 - -
QOther habilities 21 7,352 - -
Subordinated loan 22 30,000 - -
Total liabilities 968,924 7,506 11,844

Equity
Share capital 23 65,000 - -
Accumulated losses (4,905) - -
Total equity 60,095 - -
Total liabilities and equity 1,029,019 7,506 11,844

The notes on pages 13 to 36 form an integratl part of these financial statements

The opening balance sheet for 2011 1s shown In accordance with the requirements of IFRS 1 on first time adoption of IFRSs

These financial statements were approved by the board of directors on 25 A

Philip Nunnerley
Acting Chairman
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Iacovos Koumi
Chief Executive

1l 2013 and were signed on its behalf by
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Statement of changes in equity
For the year ended 31 December 2012

2012 2011
Accumuliated

Share capital losses Total Total

£000 £000 £000 £000

1 January - - - -

Issue of equity shares 65,000 - 65,000 -
Total comprehensive loss for the year

attributable to the equity holders - (4,905) (4,905) -

31 December 65,000 (4,905) 60,095 -

The notes on pages 13 to 36 form an integral part of these financial statements
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Statement of cash flows
For the year ended 31 December 2012

2012 2011

Notes £000 £000
Loss before tax {6,517) -
Adjustments for
Provisions for impairment of loans and advances 8,371 -
Depreciation of property and egquipment 598 -
Amortisation of intangible assets 176 -
Interest on subordinated lcan 1,223 -
Tax pad {667) -
Changes in operating assets and liabilities
Decrease in amounts due to banks {1,376) -
Increase/{decrease) in amounts due to related entities 9,022 {4,339)
Increase In customer deposits 8,480 -
Decrease In loans and advances to customers 75,210 4,339
Increase in other assets (664) -
Decrease in accrued income and prepaid expenses 1,750 -
Decrease in cther habilities (3,907) -
Increase in accrued expenses 1,372 -
Net cash flow from operating activities 93,071 -
Cash flows from investing activities
Consideration received for assumption of net habilities on transfer 1 4,902 -
Purchase of property and equipment (59) -
Purchase of intangible assets {(90) -
Net cash flow from investing activities 4,753 -
Cash flows from financing activities -
Issue of share capital 23 65,000 -
Issue of subordinated loan 22 30,000 -
Net cash flow used in financing activities 95,000 -
Net Increase in cash and cash equivalents for the year 192,824 -
Cash and cash equivalents
1 January - -
Cash and cash equivalents received on transfer 201,559 -
Net increase in cash and cash equivalents for the year 192,824 -
31 December 14 394,383 -

The notes on pages 13 to 36 form an integral part of these financial statements
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Notes to the financial statements

1 Corporate information

The Company was incorporated in England and Wales as a private company with imited hability on 9 April 2003 under 1its
previous name of Bank of Cyprus Advances Limited On 25 June 2012 the Company changed its name to Bank of Cyprus UK
Limited The Company is authonsed by the PRA and regulated by the FCA and the PRA

The Company 1s wholly owned by Bank of Cyprus Public Company Limited, the Parent in which the financial statements of the
Company are consolidated The Parent 1s incorporated in Cyprus and its consolidated financial statements may be obtaned
from www bankofcyprus com

The Company has taken advantage of the exemption from prepanng consolidated financial statements afforded by Section
400 of the Companies Act 2006 because the Company and its subsidiary are included in the consolidated financial statements
of the ultimate parent company, Bank of Cyprus Public Company Limited, which are publicly available These financal
statements have been prepared on a standalone basis The accounting policies used by the Company that are relevang to an
understanding of the financial statements are stated in note 2

Transfer of business
On 19 June 2012 the Company was authonsed as a bank by the FSA

On 25 June 2012, substantially all the assets and habilities of the UK branch of the Parent were transferred to the Company in
accordance with an order by the High Court under Part VII of the Financial Services and Markets Act 2000 The obligations of

the UK branch of the Parent under a defined benefit pension scheme which had closed to further accrual in 2008 did not form

part of the transfer The Parent continues to be the sponsoring employer of that scheme

The assets and liabilities transferred from the UK branch of the Parent to the Company were as follows

£000
Assets transferred
Cash and balances with central banks 201,559
Loans and advances to customers 697,405
Property and equipment 11,297
Investment In subsidiary 400
Other assets 1,043
Total assets transferred 911,704
Liabilities transferred
Placements by related entities 1,387
Amounts due to banks 3,337
Customer deposits 803,215
Other habihties 8,667
Total liabilities transferred 916,606
Net liabilities transferred 4,902

The business combination 1s exempt from acquisition accounting under IFRS 3 since it 1s a combination invoiving businesses
under common control The Company received payment for the net habilities assumed through an adjustment to inter-
company balances
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2 Accounting policies

Basis of preparation

These standalone financial statements have been prepared on a historical cost basis, except for revaluation of land and
buildings and derivative financial instruments that have been measured at fair value through profit and loss The carrying
values of recognised assets and liabilties that are hedged items In fair value hedges, and otherwise carmed at cost, are
adjusted to record changes in fair value attnbutable to the risks that are being hedged

Statement of compliance

The standalone financial statements have been prepared in accordance with the IFRSs as adopted by the EU and the
requirements of the Companies Act 2006

First-time adoption of IFRS

The Company has changed the basis of its accounting from UK Generally Accepted Accounting Principles to IFRS The revised
accounting framework has been applied with effect from 1 January 2011. The Company applied IFRS 1 First-time Adoption of
International Financial Reporting Standards in preparing these financial statements There 1s no matenal effect of the
transition to IFRS on equity, total comprehensive income and cash flows.

Presentation of financial statements

The financial statements are presented in sterling, which 1s the Company's functional and presentation currency All values
are rounded to the nearest thousand, except where otherwise indicated

The Company presents its balance sheet broadly in order of decreasing hiquidity An analysis regarding expected recovery or
settlement of financial assets and Labihties within twelve months after the batance sheet date and more than twelve months
after the balance sheet date 1s presented n note 26

Financial assets and financial habihities are offset, and the net amount reported in the balance sheet, only when there 1s a
legally enforceable right to offset the recognised amounts and there 1s an intention to settle on a net basis, or to realise the
assets and settle the habiity simultanecusly Income and expenses are not offset in the income statement unless required or
permitted by any accounting standard or interpretation, and as specifically disclosed in the accounting policies of the
Company

Foreign currency translation

Transactions in foreign currencies are recorded using the functional currency rate of exchange ruling at the date of the
transaction

Monetary assets and liabiities denominated in foreign currencies are translated at the reporting currency rate of exchange
ruling at the balance sheet date All differences are taken to ‘Foreign exchange gains’ in the income statement

Non-monetary items that are measured at histonc cost In a foretgn currency are translated using the exchange rates ruling as
at the dates of the imitial transactions Non-monetary items measured at fair value in a foreign currency are translated using
the exchange rates ruling at the date when the far value was determined

Standards and interpretations that are issued but not yet effective

The standards and interpretations that are tssued, but not yet effective, up to the date of 1ssuance of the Company’s financial
statements are disclosed below The Company intends to adopt these standards, iIf applicable, when they become effective

Standards and interpretations issued by the IASB and adopted by the EU

IAS 32 ‘Financial Instruments Presentation’ (Amended) - Offsetting Financial Assets and Financial Liabilities

The amendment 1s effective for accounting periods beginning on or after 1 January 2014 This amendment clanfies the
meantng of ‘currently has a legally enforceable right to set off’ and also clanfies the apphcation of the 1AS 32 offsetting
cntena to settlement systems (such as central clearing house systems) which apply gross settlement mechanisms that are
not simultaneous The Company’s management does not expect that this amendment will have a significant impact on the
Company's financial position

IFRS 7 *Financial Instruments Disclosures’ (Amended) - Offsetting Financial Assets and Financial Liabilities

The amendment 1s effective for accounting periods beginning on or after 1 January 2013 The amendment intreduces common
disctosure requirements on nights of set off and related arrangements These disclostres will provide users with information
that 1s useful 1n evaluating the effect or potential effect of netting arrangements on an entity’s financial position The
amendments to IFRS 7 are to be retrospectively applied The Company’s management does not expect that this amendment
will have a significant impact on its financial position

IFRS 13 ‘Fair Value Measurement’

The new standard 1s effective for accounting periods beginning on or after 1 January 2013 IFRS 13 establishes a single
source of guidance under IFRS for all fair value measurements IFRS 13 does not change when an entity 15 required to use
fair value, but rather provides guidance on how to measure fair value under IFRS when fair value 1s required or permitted
This standard 1s to be applied prospectively and early adoption 1s permitted Based on the current portfolio of assets and
habilities, the Company’s management does not expect that this amendment will have a material impact on its financial
positicn
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IFRS 12 'Disclosures of Involvement with Other Entities’

The new standard s effective for accounting penods beginning on or after 1 January 2013 IFRS 12 tncludes all of the
disclosures that were previously in JAS 27 and related to financial statements, as well as all of the disclosures that were
previously included in IAS 31 and IAS 28 These disclosures relate to an entity’s interests in subsidianes, joint arrangements,
associates and structured entities A number of new disclosures are also required The Company’s management does not
expect that this amendment will have a matenal impact on the financial position

Standards and interpretations 1ssued by the IASB but not yet adopted by the EU

IFRS 9 *Financial Instruments - Classification and Measurement’

The new standard 1s effective for accounting periods beginning on or after 1 January 2015 IFRS 9 as i1ssued reflects the first
phase of the IASB’s work on the replacement of IAS 39 and apples to the classification and measurement of financial assets
and financial habihties as defined in IAS 39 The first phase of IFRS 2 will have a significant impact on the classification and
measurement of financial assets and reporting for those entities that have designated financial labilities using the fair value
option In subsequent phases, the IASB will address hedge accounting and impairment of financial assets The Company will
quantify the effect of the adoption of the first phase of IFRS 9 in conjunction with the other phases, when 1ssued However,
the impact of adoption depends on the assets and habilities of the Company at the date of adoption

Segmental information
The Company operates in the United Kingdom 1n one principal activity, namely business and personal banking

Revenue recognition

Revenue 15 recognised when 1t 1s probable that economic benefits will flow to the Company and the revenue can be reliably
measured

Interest income

For all financial assets measured at amortised cost and interest-bearing financial assets classified as available-for-sale
investments, interest iIncome 1s recognised using the effective interest rate method The effective interest rate is the rate that
discounts the estimated future cash payments or receipts over the expected life of the financial asset or hability, where
appropriate, to the net carrying amount of that financial asset or iability The calculation takes into account contractual terms
of the financial asset and liability (eg prepayment options) excluding future credit losses

Fee and commussion income

Fees and commussions are recognised on an accruals basis to match the cost of providing the services except for advances
arrangement fees which are amortised over the life of the advances in accordance with the effective interest rate method

Retirement benefits

The cost of providing retirerment pensions 1s charged to the profit and loss account at the amount of the defined contnbuticns
payable for each year Differences between contributions payable and those actually paid are shown as accruals or
prepayments

Taxation

Taxation on income 1s provided in accordance with fiscal regulations and 1s recogmsed as an expense In the period In which
the incorme arses Deferred tax 1s provided using the lhability method

Deferred tax habilities are recognised for all taxable temporary differences between the tax basis of assets and habilities and
their carrying amounts at the balance sheet date which will give rise to taxable amounts in future periods

Deferred tax assets are recogmsed for all deductible temporary differences and carry-forward of unutlised tax losses to the
extent that it 1s probable that taxable profit will be available against which the deductible temperary differences and carry-
forward of unutihsed tax losses can be utiised The carrying amount of deferred tax assets I1s reviewed at each balance sheet
date and reduced to the extent that it 1s no longer probable that sufficient taxable profit will be available to utihse all or part
of the deductible temporary differences or tax losses

Deferred tax assets and habilities are measured at the amount that is expected to be paid to or recovered from the tax
authorities, after taking into account the tax rates and legislation that have been enacted or substantially enacted by the
balance sheet date

Financial instruments
Date of recognition

The Company inttially recognises advances and deposits on the date that they are onginated All other financial assets and
liabities are inially recogrised on the trade date at which the Company becomes party to the contractual provistons of the
instruments

Initiaf recogmition and measurement of financial instruments

The classification of financial instruments at initial recognition depends on the purpase for which the financial instruments
were acquired and their characteristics All financial instruments are measured inibially at their fair value plus any directly
attnbutable incremental costs of acquisition or 1ssue except 1n the case of loans and receivables and subordinated loan stock
not measured at fair value through profit or loss
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Derivative financial instruments

The Company uses derivatives such as Interest rate swaps and exchange rate contracts to manage market nsk Derivatives
are recorded at fair value and carried as assets when their far value 1s positive and as lrabtlities when their fair value 1s
negative Changes in the fair value of derivatives are included n *Net gains on financial instrument transactions’

Derivatives embedded in other financial instruments are treated as separate derivatives and recorded at fair value if their
economic charactenstics and nsks are not closely related to those of the host contract, and the host contract 1s not itself held
for trading or designated at fair value through profit or loss The embedded denvatives separated from the host are carnied at
fair value in the trading portfolio with changes in fair value recogrised in the income statement

Financial assets or financial habiities designated at fair value through the profit and foss account

Financial assets and financtat habilities classified in this category are designated as such by management on initial recognition
when any of the following cnteria are met (a) the designation eliminates or significantly reduces the inconsistency that would
otherwise anse from the measurement of the assets or habilities or the recognition of gains or losses on them on a different
basis, or (b) the assets and habilities are part of a group of financial assets, financial liabilities or both which are managed and
whose performance 15 evaluated on a fair value basis, In accordance with a documented risk management framework, or (c)
the financial instrument contains one or more embedded denvatives, which significantly modify the cash flows that would
otherwise be required by the contract

Financial assets and financial habihties designated at fair value through the profit and loss are recogmised in the balance sheet
at fair value Changes \n fair value are recognised In *Net gains or losses on financial instrument transactions’ in the income
statement Interest income and expense are included in the corresponding captions in the iIncome statement according to the
terms of the relevant contract using the effective interest rate method

Loans and receivables

Loans and recewvables are financiat assets with fixed or determinable payments that are not quoted in an active market They
are not entered into with the intention of iImmediate or short-term resale and are not classified as ‘Trading investments’,
‘Investments avallable for sale’ or ‘Investments at fair vatue through profit or loss’ After their imtial recognition, foans and
recewvables are subsequently measured at amortised cost, less any provision for impairment The losses ansing from
impairment are recognised in the iIncome statement in *Provisions for imparrment of loans and advances’ in the case of loans
and advances to customers.

Subordinated loan

The subordinated loan in 1ssue 1s initially measured at the fair value of the consideration recewved, net of any i1ssue costs Itis
subsequently measured at amortised cost using the effective interest rate method, 1n order to amortise the difference
between the cost at inception and the redemption value, over the period to the earliest date at which the Company has the
right to redeem the subordinated loan stock Interest on subordinated loan stock n 1ssue 15 included in ‘Interest expense’ In
the income statement

Derecognition of financial assets and financial liabllities
Financial assets

A financial asset or where applicable a part of a financial asset or part of a group of similar financial assets 1s derecognised
when (a) the contractual nghts to receive cash flows from the asset have expired, or {b) the Company has transferred its
contractual nghts to receive cash fiows from the asset or {c} the Company has assumed an obligation to pay the received
cash flows in full to a third party and either (1) has transferred substanbially all the risks and rewards of the asset, or (1) has
neither transferred nor retained substanttally all the risks and rewards of the asset, but has transferred control of the asset

Financial habifities
A financial habiity 1s derecognised when the obligation under the hability 1s discharged, cancelled or expires

Impairment of financilal assets

The Company assesses at each balance sheet date whether there 1s any objective evidence that a financial asset or a group of
financial assets 1s 1impaired A financial asset or a group of financial assets 1s impaired If there 15 objective evidence of
impairment as a result of one or more events that have occurred after the initial recognition of the asset (an incurred ‘loss
event’) and that loss event or events have an impact on the estimated future cash fiows of the financial asset or the group of
financial assets that can be reliably estimated

Individual impairment

For loans and advances to customers carnied at amortised cost, the Company first assesses individually whether objective
evidence of iImpairment exists

The collectability of indwidually significant loans and advances Is evaluated based on the customer’s overall financial
condition, resources and payment record, the prospect of support from creditworthy guarantors and the realisable value of
any collateral There is objective evidence that a loan i1s impatred when it 1s probable that the Company will not be able to
collect all amounts due according to the oniginal contract terms

Objective evidence of impairment may include indications that the borrower or group of borrowers 1$ experiencing significant
financial difficulty, default or delinquency in interest or principal payments, the probabtlity that the borrower rmight be
declared bankrupt or proceed with a financial restructuring and where observable data mdicate that there 1s a measurable
decrease in the estimated future cash flows, such as changes in arrears or the economic conditions that correlate with
defaults or a decline In the value of collateral
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If there 1s objective evidence that an impairment loss has been incurred, the amount of the loss Is measured as the difference
between the carrying amount of the lcan and the present value of the estimated future cash flows (excluding future credit
losses not yet incurred) incfuding the cash flows which may arise from guarantees and tangible collateral, irespective of the
outcome of foreclosure To assess the future cash flows from tangible collateral in the form of land and buildings the Company
obtains up to date professional advice on the sale value

Future cash flows are based upon prudent assumptions about the value of the property representing the underlying security,
costs that might be incurred i realising the value in the property, and the time It takes to repossess and sell properties The
property value 1s updated at regular intervals to ensure the Company has a good understanding of the change n the market
value of the property held as collateral

The carrying amount of the loan 1s reduced through the use of a provision account and the amount of the loss 1s recognised In
the income statement Interest income continues to be accrued on the reduced carrying amount and 1s accrued using the rate
of interest used to discount the future cash flows for the purpose of measuring the impairment loss The interest income Is
recorded as part of ‘Interest and similar income’

The present value of the estimated future cash flows 15 calculated using the loan’s original effective interest rate If a loan
bears a vanable interest rate, the discount rate used for measuring any impairment loss i1s the current reference rate plus the
margin specified in the initial contract

Collective impairment

If the Company determines that no objective evidence of impairment exists for an individually assessed financial asset, it
includes the asset in a group of financial assets with similar credit nsk characteristics and collectively assesses them for
impairment Assets that are individually assessed for impairment and for which an impairment loss 1s, or continues to be,
recognised are not included in a collective assessment of impairment

For the purposes of a collective evaluation of impairment, loans are grouped based on similar credit risk charactenistics taking
into account the type of the loan, past-due days and other relevant factors Future cash flows for a group of loans and
advances that are collfectively evalvated for impairment are estimated on the basis of hustorical loss experience for foans with
similar credit nisk characteristics Historical loss experience is adjusted on the basis of current observable data to reflect the
impact of current conditions that did not affect the period on which the historical loss experience 1s based and to remove the
impact of conditions mn the historical period that do not currently exist The methodology and assumptions used for estimating
future cash flows are reviewed regularly to reduce any differences between loss estimates and actual loss experience

Loan renegotiations and forbearance

In certain arcumstances, the Company wilt renegotiate the onginal terms of a customer’s loan, either as part of an ongoing
customer relationship or in response to adverse changes in the circumstances of the borrower There are a number of
different types of loan renegotiation, including the capitalisation of arrears, payment holidays, temporary transfer to interest-
only terms and extensions of the due date of payment Where the renegotiated payments of interest and principal will not
recover the onginal carrying value of the asset, the asset continues to be reported as past due and 1s considered impaired
Where the renegotiated payments of interest and principal will recover the original carrying value of the asset, the loan 1s no
longer reported as past due or impaired provided that payments are made n accordance with the revised terms and are
expected to continue to be paid tn accordance with the revised terms

Renegotiation may lead to the loan and associated provision being derecognised and a new loan being recognised inmitially at
fair value

Write-offs

Loans together with the associated provisions are written off when there i1s no realistic prospect of recovery If a previously
written off loan 1s subsequently recovered, any amounts previously charged are credited to ‘Provisions for impairment of loans
and advances’ in the income statement

Changes after recognition of impairment

Loans are monitored conttnuously and are reviewed for impairment at each reporting period If, in a subsequent period, the
amount of the estimated impairment loss decreases and the decrease Is due to an event occurring after the impairment was
recognised, when the creditworthiness of the customer has improved to such an extent that there 1s reasonable assurance
that all or part of the principal and interest according to the original contract terms of the loan will be collected on timely
basis, the previously recognised impairment loss 1s reduced by adjusting the impairment provision account

Hedge accounting

The Company uses derivative financial instruments to hedge exposures to interest rate and foreign exchange risks The
Company apphes hedge accounting for transactions which meet the specified critera

At inception of the hedging relationship, the Company formally documents the relationship between the hedged item and the
hedging instrument, including the nature of the risk and the objective and strategy for undertaking the hedge The method
that will be used to assess the effectiveness of the hedging relationship also forms part of the Company’s documentation

At each hedge effectiveness assessment date, a hedge relationship must be expected to be highly effective on a prospective
basis and demonstrate that it was effective retrospectively for the designated period in order to qualify for hedge accounting
A formal assessment 1s undertaken to ensure that the hedging relationship 1s highly effective in offsetting the changes in fair
value or the cash flows attnbutabie to the hedged nsk A hedge 1s regarded as highly effective if the changes in fair vatue or
cash flows attributable to the hedged rnisk of the hedging mstrument and the hedged item dunng the period for which the
hedge 1s designated, are expected to offset in a range of 80% to 125%
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Fair value hedges

In the case of fair value hedges that meet the crnitenia for hedge accounting, the change in the fair value of a hedging
instrument 1s recognised in the income statement in *Net gains on financial instrument transactions” The change in the fair
value of the hedged item attributable to the nisk hedged 1s recorded as part of the carrying value of the hedged item and I1s
also recogrused In the income statement in *Net gains on financial instrument transactions’

If the hedging instrument expires or is sold, terminated or exercised, or where the hedge no longer meets the cnteria for
hedge accounting, the hedging relationship 1s terminated

For hedged items recorded at amortised cost, the difference between the carrying value of the hedged item on termination
and the face value 1s amortised over the remaining term of the original hedge If the hedged item I1s derecognmised, the
unamortised fair value adjustment i1s recognised immediately in the income statement

Cash flow hedges

In the case of cash flow hedges that meet the criteria for hedge accounting, the effective portion of the gain or loss on the
hedging instrument 1s recognised directly in equity in the ‘Cash flow hedge reserve’ The ineffective portion of the gain or loss
on the hedging instrument 1s recognised 1n *Net gains on finanaial instrument transactions’ in the iIncome statement

When the hedged cash flows affect the income statement, the gain or loss previously recognised in the *Cash flow hedge
reserve’ Is transferred to the income statement When a hedging instrument expires, or I1s sold, terminated or exercised, or
when a hedge no longer meets the critena for hedge accounting, any cumulative gain or loss that has been recognised In
other comprehensive income at that ttme remains in other comprehensive iIncome and Is recognised when the hedged
forecast transaction is ultimately recognised in the income statement

Offsetting financial instruments

Financial assets and financial liabilibies are offset and the net amount reported in the balance sheet If there 1s a currently
enforceable legal nght to offset the recognised amounts and there 1s an intention to settle on a net basis, or to realise the
asset and settle the hability simultaneously

Cash and cash equivalents

Cash and cash equivalents for the purposes of the statement of cash flows consist of cash, non-obligatory balances with
central banks, placements with banks and other securities that are readily convertible into known amounts of cash or are
repayable within three months of the date of their acquisition

Property and equipment

Property Is originally measured at cost and subsequently measured at fair value less accumulated depreciation Valuations are
carried out on a three year cycle by independent qualified valuers on the basis of current market values Revaluation
increments are credited to the asset revaluation reserve, unless these reverse deficits on revaluations charged to the income
statement in prior years To the extent that they reverse previous revaluation gains, revaluation losses are charged against
the asset revaluation reserve This policy is applied to assets individually Revaluation increases and decreases are not offset,
even within a class of assets, unless they relate to the same asset

Computer hardware and furniture and equipment are carried at cost, less accumulated depreciation and impairment losses
Historical cost includes expenditure that 1s directly attrnibutable to acquisition

Property and equipment carrying amounts are reviewed for impairment whenever events or changes in circumstances indicate
that the carrying amount rmay not be recoverable An asset's carrying amount 1s wntten down immediately to its recoverable
amount if the asset's carrying amount 1s greater than its estimated recoverable amount The recoverable amount 1s the higher
of (1) the asset's fair value less costs to sell and (1) the asset's value in use

Depreciation of buildings and equipment 1s calculated on a straight line basis over its estimated useful iife, as follows
buildings 30 years, computer equipment 5 years, furniture and fixtures 10 years

Asset residual values and useful ives are reviewed, and adjusted if appropriate, at each reporting date Gains or losses on the
disposal of property and equipment, which are determined as the difference between the net sale proceeds and the carrying
amount at the time of sale, are included 1n the income statement Any realised amounts in the asset revaluation reserve are
transferred directly to retained earnings

Intangible assets

Software acquired 1s measured on initial recognition at cost when its cost can be measured rehiably and it 1s probable that the
expected future economic benefits that are attributable to it will flow to the Company Following initial recognition, intangible
assets are carried at cost less any accumulated amortisation and any accumulated impawrment losses Amortisation 1s
calculated on a straight line basis over the estimated useful hfe of the assets which 1s three years

Intangible assets are reviewed for impairment when changes in circumstances indicate that the carrying value may not be
recoverable If the carrying amount exceeds the recoverable amount then the intangible assets are wntten down to their
recoverable amount

Provisions for pending litigation or claims

Provisions for pending htigation or claims aganst the Company are made when (a) there I1s a present obhgation (legal or
constructive) ansing from past events, (b) the settlement of the cbligation 1s expected to result in an outflow of resources
embodying economic benefits, and (c) a rehable estimate of the amount of the obligation can be made
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3 Significant accounting judgements, estimates and assumptions

The preparation of the financial statements requires the Company’s management to make judgements, estimates and
assumptions that can have a material iImpact on the amounts recogrised n the financial statements The accounting policies
that are cnitical to the Company’s results and financial position in terms of the matenality of the items to which the policy I1s
applied, and which involve a high degree of judgement including the use of estimates and assumptions are set out below

Going concern

The Company’s directors have made an assessment of 1ts ability to continue as a going concern and are satisfied that it has
the resources to continue in business for the foreseeable future

The Company’s capital position remains strong Stress tests carried out in January 2013 demonstrate that the Cormpany holds ‘
sufficient capital to continue in business, even If subjected to a severe stress scenario which includes substantial reductions in
the value of property held as secunty for advances

The Company’s lquidity position has been strengthened by the transfer of £274m of deposits from Laiki UK as explained in
note 30 Since the imitial Eurogroup agreement for the Cypnot balout on 15 March 2013 there has been an inevitable spike in
the outflow of deposits, but even following this outflow there is sufficient iquidity for the Company’s requirements for the
foreseeable future

The assessment of the Company’s ability to continue as a going concern does not rely on the availabtlity of parental support
The directors are not aware of any matenal uncertainties that may cast significant doubt upon the Company’s ability to
continue as a going concern

Accordingly, the financial statements for the year ended 31 December 2012 have been prepared on a going concern basis

Provision for impairment of loans and advances to customers

The Company reviews its loans and advances to customers to assess whether a provision for impairment should be recorded
in the income statement In particular, management 1s required to estimate the amount and timing of future cash flows in
order to determine the amount of provision required

The amount of provision 1s affected by the value of collateral held which mainly comprises land and bulldings Any decreases
in the fair value of this coliateral will translate to increases in the required provisions for impairment of Ioans and advances
For example, a 5% decrease in the value of collateral for impaired advances would lead to an increase in the provision for
tmpairment by £1,562,000

In addition to provisions for impairment on an individual basis, the Company also makes collective impairment provisions The
Company bases 1ts calculation of collective provisions on loss rates arising from historical experience This methodolegy ts
subject to estimation uncertainty, partly because it 1s not practicable to identify losses on an indivtdual loan basis because of
the large number of loans in the portfolio In addition, the use of histoncal information I1s supplemented with significant
management judgement to assess whether current economic and credit conditions are such that the actual level of incurred
losses 1s likely to be greater or less than that suggested by historical experence

In normal circumstances, historical expenence provides the most objective and relevant information from which to assess
inherent loss within each portfolio In certain circumstances, historical loss expertence provides less relevant information
about the incurred loss in a given portfclio at the balance sheet date, for example, where there have been changes In
economic, regulatory or behavioural conditions such that the most recent trends 1n the portfolio risk factors are not an
accurate indicator of likely future trends

In these arcumstances, such risk factors are taken into account when calculating the appropriate levels of impairment
allowances, by adjusting the provision for impairment derived solely frem histonical loss experience The assumptions
underlying this Judgement are highly subjective The methodology and the assurmptions used in calculating impairment losses
are reviewed regularly

Taxation

The Company operates in the United Kingdom and s therefore subject to United Kingdom corporation tax Estimates are
required in determining the provision for taxes at the balance sheet date The Company recognises tax liabilities for
transactions whose tax treatment 1s uncertain Where the final tax 1s different from the amounts initially recogmised in the
income statement, such differences will impact the income tax expense, the tax habilities and deferred tax assets or habilities
of the period in which the final tax 15 agreed with the relevant tax authonities In relation to current year tax there are no
assumptions or estimates that significantly affect the tax provision

Deferred tax assets are recognised by the Company in respect of tax losses to the extent that it 1s probable that future
taxable profits will be available against which the losses can be utilised Judgement Is required to determine the amount of
deferred tax assets that can be recogmsed, based upon the hkely timing and level of future taxable profits, together with
future tax-planning strategies These vaniables have been established on the basis of significant management judgement and
are subject to uncertainty
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2012 2011

4 Interest income £000 £000
Loans and advances to customers 20,205 445
Placements with banks and central banks 611 -
Placements with related entities 313 -

21,129 445

Interest income from loans and advances to customers includes interest from impaired loans and advances amounting to
£385,000 {2011 nd)

5 Interest expense

Customer deposits 12,339 -
Amounts due to related entities 440 445
Subordinated loan 1,223 -
14,002 445
Denvative financial instruments 490 -
14,492 445

6 Fee and commission income

Credit-related fees and cornm:ssions 307 -
Other banking fees and commissions 1,195 -
1,502 -

7 Foreign exchange gains

Foreign exchange gains arise from the re-translation of monetary assets In foreign currency at the balance sheet date,
realised exchange gains from transactions in foreign currency which have been settled dunng the year, and the revaluation
of foreign exchange derivatives

8 Net gains on financial instrument transactions

Net gains ansing from fair value hedges 61 -

9 Staff costs

Salanes 2,478 -
Seccial secunty costs 273 -
Retirement benefit costs - defined contribution scheme 521 -

3,272 -

The number of staff employed (including three executive directors) by the Company as at 31 December 2012 was 157
(2011 ml)
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2012 2011
10 Depreciation and amortisation £000 £000
Cepreciation 598 -
Amortisation of intangible assets 176 -
774 -

11 Other operating expenses
Information technology 892 -
Professional fees 408 -
Communication 227 -
Other operating expenses 934 -
2,461 -

Professional fees include fees (including taxes) to the independent auditors of the Company, for audit and other professional

services provided to the Company as follows

Fees for the audit of the financial statements 198 -
Fees for tax compliance services 39 -
237 -
12 Provisions for impairment of loans and advances
The movement of provisions for impairment of loans and advances to customers s as follows
2012 2011
£000 £000 £000 £000
impaliment impairment 7Ot Tota/
1 January - - - -
Assumed on transfer of business 11,845 1,077 12,922 -
Applied in wnting off impaired loans and advances {(313) - (313) -
Interest accrued on impaired loans and advances 1,921 - 1,921 -
Charge for the period 5,948 2,423 8,371 -
31 December 19,401 3,500 22,901 -
13 Taxation 2012 2011
£000 £000
UK corporation tax
Charge for the year - -
Adjustments Iin respect of prior years 67 -
67 -
Deferred tax
Credit for the year {1,618) -
Adjustments In respect of pricr years (61) -
{1,679) -
Tax credit for the year (1,612) -
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The tax credit In the iIncome statement for the year differs from the standard rate of corporation tax in the United Kingdom of
24 5% (2011 26 5%) The differences are reconciled below

2012 2011
£000 £000
Loss before tax (6,517) -
Tax calculated at 24 5% (2011 26 5%) (1,596) -
Tax effect of

Expenses not deducuble for tax purposes 42 -
Non-taxable income {169) -
Tax rate change 105 -
Adjustment in respect of prior years — current tax 67 -
Adjustment in respect of prior years - deferred tax {61} -
(1,612) -

The net deferred tax asset anises from
Difference between capital allowances and depreciation 105 -
Property revaluation (121) -
Tax losses carried forward 1,607 -
Net deferred tax asset 1,591 -

Business projections indicate that there will be sufficient taxable profits against which to offset the deferred tax asset on
losses within the next three years

The movement in the net deferred tax asset 1s set out below

1 January - -
Assumed on transfer of business (88) -
Deferred tax recognised in the income statement 1,679 -
31 December 1,591 -

The analysis of the net deferred tax credit reccgnised 1n the income statement 1s set out below

Difference between capital allowances and depreciaticn 58 -
Tax loss carmed forward 1,712 -
Other temporary differences (47) -
Change n tax rates (105) -
Adjustment in respect of prior years 61 -

1,679 -

Deferred tax assets have been stated at the corporation tax rate of 23% (2011 25%) reflecting the reduction in the UK
corporation tax rate which took effect from 1 Apnl 2013 and which was substantially enacted on 3 July 2012, on the basis
that the Company’s deferred tax assets will unwind after 1 Apnl 2013

In the Budget of 20 March 2013, the Government announced that the UK rate of corporation tax will reduce to 20% from 1
Apnil 2015 As the further reduction was not substantially enacted as at 31 December 2012, the corperation tax rate of 20%
has not been applied in calculating the deferred tax asset The aggregate impact of the proposed reduction in corporation tax
rate from 23% to 20% on the closing recognised deferred tax asset 1s a reduction of £219,000 which could reduce the closing
recognised deferred tax asset to £1,460,000
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14 Cash, balances with central banks and placements with banks

2012 2011
£000 £000
Cash 405 -
Balances with the Bank of England 334,320 -
334,725 - i
Placements with related entities 11,532 - ‘
Placements with banks 48,126 -
Cash and cash eguivalents 394,383 -

Placements with banks earn interest based on the inter-bank rate for the relevant term and currency

Balances with central banks include mandatory deposits of £224,000 (2011 nil) which are not avallable for use in the
Company‘s day to day business These compnise cash ratio deposits which are non-interest bearing deposits placed with the
Bank of England under the provisions of the Bank of England Act 1998 The balances at related entities were not affected by
the provisions of the Cyprus bailout agreement referred to in note 30

15 Derivative financlal instruments

The use of derivatives 1s an integral part of the Company’s activihes Derivatives are used to manage the Company’s own
exposure to fluctuations in interest rates and exchange rates

Forward exchange rate contracts are irrevocable agreements to buy or sell a specified quantity of foreign currency on a
specified future date at an agreed rate

Interest rate swaps are contractual agreements between two parties to exchange fixed rate and floating rate interest by
means of periodic payments based upon a notional principal amount and the interest rates defined in the contract :

Interest rate caps and floors protect the holder from fluctuations of interest rates above or below a specified interest rate for
a specified period of time

The fair value of derivative financial instrurnents represents the cost of replacement of these contracts at the balance sheet
date The credit exposure arising from these transacttons 1s managed as part of the Company’s market risk management

The fair value of the derivatives can be either positive (an asset) or negative {a hability) as a result of fluctuations in market
interest rates or foreign exchange rates in accordance with the terms of the relevant contract The aggregate net fair vatue of
denvatives may fluctuate significantly over time

The Company applies fair value hedge accounting using denvatives when the required critena for hedge accounting are met
The Company also uses derivatives to hedge the changes In interest rates or exchange rates which do not meet the cntena

for hedge accounting As a result, these derivatives are accounted for as trading derivatives and the gains or losses arising

from revaluation are recognised in the income statement

Changes n the fair value of derivatives designated as fair value hedges are recognised in the income statement The
Company’s fair value hedge relationships are principally interest rate swaps used to hedge the interest rate nisk of fixed rate
loans to customers

Gains or losses due to changes on fair value hedges for the year are as follows

2012 2011

£000 £000

Gains from change in fair value of trading denvatives 32 -
Gains from change in fair value of hedging instruments 363 -
Losses from change tn fair value of hedged items (334) -
61 -
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The table below shows the fair values of derivative financial instruments recorded as assets or abilities together with their
notional amounts The notiona! amount, recorded gross, 1s the amount of a denvative’s underlying asset and 1s the basis upon
which changes in the value of denvatives are measured The noticnal amounts indicate the volume of transactions

outstanding at the year end and are indicative of neither the market risk nor the credit nsk

2012 2011
Contract Fair value Contract Fair value
amount Assets  Liabilities amount Assets  Liabilitres
£000 £000 £000 £000 £000 £000
Interest rate related contracts
Swaps 37,582 - (1,472) - - -
Collar 2,896 2 (332) - - -
Spot foreign exchange rate contracts 625 3 - - - -
Total dervative contracts 41,103 5 (1,804) - - -
16 Loans and advances to customers
2012 2011
Loans Overdrafts Total Loans Overdrafts Total
£000 £000 £000 £000 £000 £000
Gross loans and advances 622,169 22,061 644,230 7,506 - 7,506
Provisions for impairment of loans
and advances (21,847) (1,054) (22,901) - - -
600,322 21,007 621,329 7,506 - 7,506
The credit quality of gross loans and advances to customers 1s as follows
Neither past due nor impaired 510,014 17,178 527,192 7,506 - 7,506
Past due but not impamred 65,317 1,936 67,253 - - -
Impaired 46,838 2,947 49,785 - - -
622,169 22,061 644,230 7,506 - 7,506

The length of arrears of past due but not impaired loans and advances to customers i1s as follows

Up to 30 days 23,673 334 24,007 - - -
31 to 90 days 15,065 256 15,321 - - -
91 to 180 days 8,285 97 8,382 - - -
181 to 365 days 8,280 1,042 9,322 - - -
Over one year 10,014 207 10,221 - - -

65,317 1,936 67,253 - - -

Loans 1n arrears over 90 days are not considered impaired if there 15 sufficient collateral to give reasonable certainty that the

loan will be recoveread in full
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17 Property and equipment

2012 2011
Freehold Leasehold Computer Furniture & Total
property property equipment equipment Total
£000 £000 £000 £000 £000 £000
Cost or valuation at 1 January - - - - - -
Assurmed on transfer of business 5,801 290 2,703 7,628 16,422 -
Additions or valuation - - 35 23 58 -
Cost or valuation at 31 December 5,801 290 2,738 7,651 16,480 -
Accumulated deprectation assumed _
on transfer of business (65) (5) {1,986) (3,585) (5,641}
Depreciation charge for the year (60) (5) (147) (382) (594) -
Accumulated depreciation at 31 }
December (125) (10) (2,133) (3,967) {6,235)
Net book value at 31 December 5,676 280 605 3,684 10,245 -

Property includes land amounting to £2,045,000, of which £1,950,000 relates to freehold property and £95,000 relates to

leasehold property No depreciation i1s charged for land The property of the Company was acquired under the business
transfer durtng the year and it was last revalued at 31 December 2011 The valuations were carried out by independent

qualified valuers, on the basis of market value using observable prices and recent market transactions in accordance with
guidance published by the Royal Institubion of Chartered Surveyors The carrying value of the property on the histonical cost
basis and on the revaluation basis are deemed to be the same as all property was acquired on the transfer of business dunng
the year and no material change has been noted in the value of property post acquisition

18 Intangible assets

2012 2011
Computer software £000 £000
Cost at 1 January - -
Assumed on transfer of business 512 -
Additions 290 -
Cost at 31 December 602 -
Amortisation charge for the year (176) -
Net book value at 31 December 426 -
19 Other assets
Debtors 104 -
Prepaid expenses 529 -
Deferred tax asset 1,591 -
Other assets 12 -
2,236 -
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20 Customer deposits

2012 2011
£000 £000
Customer deposits by category

Demand 169,562 -
Notice 122,980 -
Term 619,153 -
911,695 -

Customer deposits by geographical area
Unmited Kingdom 522,614 -
Cyprus 272,229 -
Greece 85,467 -
Other countries 31,385 -
911,695 -

Customer deposits include cash collatera!l of £1,861,000 against agvances as at 31 December 2012 (2011 mil}

21 Other liabilities

Trade creditors 1,371 -
Financial Services Compensation Scheme levy 808 -
Accrued subordinated loan interest 1,223 -
Interest rate swaps (held for trading) 753 -
Interest rate swaps (designated as fair value hedges) 1,051 -
Taxes payable 296 -
Items in the course of settlement 1,388 -
Other habihties 462 -

7,352 -

The movement for the year in the provision for pending litigation or claims 1s as follows

1 January - -
Assumed on transfer of business 81 -
31 December 81 -

22 Subordinated loan

Unsecured subordinated loan 30,000 -

The unsecured subordinated loan 1s due to the Parent Interest on the loan 1s payable at 7% above the London Interbank
Offered Rate The loan has no matunty date, and 1s repayable at the option of the Company at any time after 22 June 2017,
subject to the prior consent of the PRA The loan 1s subordinated to the claims of other creditors and 1s unsecured
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23 Share capital

2012 2011
Number of shares £000 Number of shares £000
Issued and fully paid
Ordinary shares of £1 each 65,000,000 65,000 1 -

The Company i1ssued 4,999,999 ordinary shares at £1 each on 7 June 2012 and 60,000,000 crdinary shares at £1 each on
22 June 2012

24 Contingent liabilities and commitments

As part of the services provided to its customers, the Company enters into various revocable commitments and contingent
habihties These consist of financial guarantees and undrawn commitments tc lend

Guarantees include those given on behalf of a customer to stand behind the current cbligations of the customer and to carry
out those obligations should the customer fail to do so

Where guarantees are issued on behalf of customers, the Company usually holds collateral against the exposure and has a
right of recourse to the customer

In relation to acceptances and guarantees, the table below shows the Company’s maximum exposure should contracts be
fully drawn upon and customers default without taking account of any possible recoveries from customers for payments made
in respect of such guarantees under recourse provisions or from collateral held

2012 2011

£000 £000

Acceptances and guarantees 1,248 -
Commitments toc advance 15,266 -
16,514 -

Contingent obhgations and commitments are managed in accordance with the Company’s credit nsk management policies
Even though these obligaticns may not be recognised on the balance sheet, they do contain credit risk and are therefore part
of the overall nsk of the Company

Capital commitments

Capital commitments for the acquisition of property, equipment and intangible assets as at 31 December 2012 amount to
£233,000 (2011 nil)

Litigation

The Company’s provision for pending litigation or claims 1s set out 1n note 21 There are no other significant pending htigation
claims or assessments against the Company the ocutcome of which would have a material effect on the Company’s financial
position or operations

25 Financial Services Compensation Scheme levy

The FSCS provides compensation to eligible depositors up to £85,000 in the event that a financial institution 1s unable to
repay amounts due Following the faillure of a number of finanoial institutions 1in 2008, the FSCS raised borrowings from the
UK government to cover compensation 1n relation to protected deposits These borrowings are expected to be repaid from the
realisation of the assets of the institutions Under the FSCS levy rules, all deposit takers will be required to pay a proportion
of any irrecoverable losses Deposit takers are also obligated to share the interest costs of the loans and the management
expenses of the FSCS The proportion of the total levy charged to each bank i1s determined by the Company's market share of
deposits protected under the FSCS at the time of crisis

The Company accrued £808,000 at 31 December 2012 in respect of its estimated share of the management expenses and
interest cost for 2012 and its estimated share of the expected irrecoverable losses

The ultimate cost of the FSCS levy to the industry as a result of the banking collapses in 2008 i1s dependent upon various still

uncertain factors, including the value of potential recoveries of assets by the FSCS, the level of protected deposits and the
population of FSCS members at the time
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26 Risk management

Through its normal operations the Company Is exposed to a number of rnisks, the most significant of which are hgquidity nisk,
credit nsk, operational nsk and market risk To manage these risks the Company has established clear nisk policies, including
hmits, reporting lines and control procedures Adherence to these policies and procedures is independently monitored by the
Company's credit risk, market risk, operational risk, comphance and internal audit functions The Company's risk
management processes and internal controls are subject to regular review by the appropnate executive and board
committees, including the Advances, Risk, Asset & Liability and Audit & Risk committees

Faur value of financial assets and habilities

The following tables analyse the Company's financial assets and habilities in accordance with the categories of financial
instruments 1n IAS 39 For the purposes of this note, carrying value refers to amounts reflected in the balance sheet

2012 2011
Notes Carrying value Fair value Carrying value  Fair value
£0600 £000 £000 £000
Financial assets
Cash and balances with central banks (a) 334,725 334,725 - -
Placements with banks (b) 48,126 48,126 - -
Placements with related entities (b} 11,532 11,532 - -
Loans and advances to customers {c) 621,329 621,329 7,506 7,506
Financial liabilities
Amounts due to banks (b) 11 11 - -
Amounts due related entities (b) 19,866 19,866 7,506 7,506
Customer deposits (d) 911,695 911,695 - -
Derivative financial habilities (e) 1,805 1,805 - -
Subordinated loan (f 30,000 30,000 - -

The fair value estimates are based on the following methodologies and assumptions

{a) The carrying amounts of these financial assets and financial habilities approximate fair value

(b} The carrying value of placements with banks and amounts due to banks 15 considered to approximate fair value
Placements with banks are repayable on demand or within twelve months Amounts due to banks are re-priced every
three months relative to market rates As a result, the carrying value approximates the far value

(¢) The carrying value of loans and advances to customers is net of allowance for impairment losses and unearned income
The majonty of loans are vanable rate and re-price in response to changes in market rates and hence the fair value has
been estimated as the carrying value

(d) The carrying value of customer deposits I1s considered to approximate fair value The estimated fair value of deposits with
no stated maturnty, which includes non-interest-bearing deposits, 1s the amount repayable on demand

(e) The fair value of derivatives {including foreign exchange contracts and interest rate swaps) designated as being carried at
fair value through profit or loss are based on quoted market prices and data or valuation techniques based on observable
market data as appropriate to the nature and type of the underlying instrument

(f} The subordinated loan i1s non-traded and re-prices in response to changes in market rates, hence the fair value has been
estimated as the carrying value

The following table shows an analysis of derivative financial instruments recorded at fair value by level of the fair value
hierarchy

2012 2011
Total fair
Level 1 Level 2 Level 3 vaiue
£000 £000 £000 £000 £000
Denvative financial assets - 5 - 5 -
Denvative financial habihties - {1,805) - (1,805) -

Level 1 inputs are those with quoted prices for similar instruments, level 2 inputs have directly observable market inputs
other than level 1 inputs, and level 3 inputs are not based on observable market data
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Liquidity risk

Liquidity nisk is the risk of failure to realise assets or raise funds to meet current and future commitments To manage

ligudity nsk the Company maintains a portfolio of high quahty hquid and marketable assets sufficient to meet iquidity ratios
stipulated by the PRA and the Company’s internal policies Actual and projected cash fiows of the Company are monitored on

a continuing basis to ensure that the Company preserves a satisfactory hquidity position at all times

Analysis of assets and habilities by expected maturity

31 December 2012 Carrying Upto3 3 months 1 year to Over
value Demand months to 1 year 5 years 5 years
£000 £000 £000 £000 £000 £000

Assets

Cash and balances with central banks 334,725 307,643 27,082 - - -

Placements with banks 48,126 32,848 15,278 - - -

Placements with related entities 11,532 128 11,404 - - -

Investment in subsidiary 400 - - - - 400

Loans and advances to customers 621,329 38,120 47,587 88,759 253,620 193,243

Property and equipment 10,245 - - - - 10,245

Intangible assets 426 - - - - 426

Other assets 2,236 - - 2,236 - -

Total assets 1,029,019 378,739 101,351 90,995 253,620 204,314

Liabilities and equity

Amounts due to banks 11 11 - - - -

Amounts due to related entities 19,866 8,571 - 11,295 - -

Customer deposits 911,695 169,562 251,960 335,433 154,740 -

Other habilities 7,352 - - 7,352 - -

Subordinated loan 30,000 - - - - 30,000

Total habihties 968,924 178,144 251,960 354,080 154,740 30,000

Total equity 60,095 - - - - 60,095

Total liabiities and equity 1,029,019 178,144 251,960 354,080 154,740 90,095

Acceptances and guarantees 1,248 1,248 - - - -

31 December 2011

Assets

Loans and advances to customers 7,506 - 627 951 3,479 2,449

Total assets 7,506 - 627 951 3,479 2,449

Liabilities and equity

Amounts due (o related entities 7,506 - 627 3§51 3,479 2,449

Total habihties 7,506 - 627 951 3,479 2,449

Total equity - - - - - -

Total habilihes and equity 7,506 - 627 951 3,479 2,449

Acceptances and guarantees - - - - - -
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The tables below have been drawn up based on the undiscounted contractual matunties of the financial habilities including
interest that will accrue to those habilities except where the Company 1s entitled and intends to repay the hability before its

maturity

The following table details the Company's remaining contractual maturity for its non-derivative financia! kabilities

Non-derivative financial fiabilities

2012 2011
1 year 1 year
Upto3 3 months to5 Over5s Upto3 3 months ta5 Overs
Demand months to 1 year years years Demand months to 1 year years years
£000 £000 £000 £000 £000 £000 £000 £000 £000 £000
Amounts due
to banks 11 - - - - - - - -
Amounts due to
related entities 8,571 - 11,320 - - - 627 Q57 3,479 2,449
Customer
deposits 169,562 252,438 342,294 163,798 - - - - -
Subordinated
loan - - - 2,259 38,540 - - - -

The following table details the Company’s contractual matunty for its denvative financial instruments When the amount
payable or receivable i1s not fixed, the amount disclosed has been determined by reference to the projected interest rates as
determined by the yield curves existing at the reporting date

Dernvative financial habilities

2012 2011
Upto3 3 months 1 year to Over 5 Upto3 3 months 1 yearto Over 5
months to 1 year 5 years years months  to 1 year 5 years
£000 £000 £000 £000 £000 £000 £000
Interest rate swaps 231 659 931 - - - -

The balances in the cash flow tables above will not agree directly to the balances in the balance sheet as the table
incorporates all cash flows, on an undiscounted basis, related to both principal and future interest payments

Credit risk

Credit nsk arises principally from lending activities, but also from other on and off balance sheet transactions where there 1s a
risk that the counterparty may not meet its obligations to the Company Credit nsk occurs mainly in customer advances To
control credit nisk, the Company establishes exposure mits by various categones including counterparty, sector and country,
which are reviewed on a continuing basis

Credit policies are approved by the board of directors on recommendation from the executive Advances Committee, which has
management oversight of credit nsk The Company mantains a dedicated credit nisk function with responsibility for reviewing
credit proposals and menitonng management of advances by the Company’s business units

The Advances Committee meets monthly and reviews reports on credit concentration, portfolto performance and provisions
The Advances Committee approves credit facihties within its authonty or makes recommendations to the board of directors
for approval

An analysis of impairments and watch hst customer advances s shown below

2012 2011

Loans Overdrafts Total Loans Overdrafts Total
£000 £000 £000 £000 £000  £000
Individually impaired 46,836 2,949 49,785 - - -
Allowance for imparment {18,458) (943) (19,401) - - -
28,378 2,006 30,384 - - -

Watch list advances
High risk 26,580 1,345 27,925 - - -
Medium risk 38,737 591 39,328 - - -
65,317 1,936 67,253 - - -
Not subject to tmpairment nor on watch list 510,014 17,178 527,192 7,506 - 7,506
Allowance for collective impairment (3,387) (113) (3,500) - - -
Carrying amount 600,322 21,007 621,329 7,506 - 7,506
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The following table shows the risk concentration by sector for customer advances

2012 2011
£000 FOO0
Business sector
Property investment 396,918 6,758
Property development 31,198 -
Hotel, catering and leisure 92,143 -
Manufactunng 11,708 -
Retall and wholesale 27,611 -
Other business sectors 41,228 269
Personal sector 43,424 479
644,230 7,506
Allowance for impairment (22,901) -
Carrying amount 621,329 7,506
The amount of loans and advances subject to forbearance i1s analysed below
2012 2011
Total NeiE:?Es ,’:::‘hg:: 2t Impaired
£000 £000 £000 £000 £000
Interest-only conversions 804 157 405 242 -
Extension of bndging penod 3,044 1,162 1,219 663 -
Term extensions - capital repayment
and interest only 61 61 - - -
Payment holidays 1,430 544 886 - -
Capitalisation of arrears 616 476 140 - -
5,955 2,400 2,650 905 -

Operational risk

Operational risk 1s the risk of loss or reputational damage ansing from inadequate systems, errors, poor management,

internal control breaches, fraud and external events Procedures and controls are in place to manage these risks throughout
the Company and are supplemented by contingency planning to ensure business continuity, as well as the maintenance of

Insurance cover where appropriate

Market risk

Market nisk i1s the risk that changes in the level of interest rates, exchange rates and other financial contracts, including
derivatives, will have an adverse financial impact

The Company 1s exposed to interest rate risk as a result of mismatches n its balance sheet between the dates on which

Interest receivable on assets and interest payable on liabilities next reset to market rates or the dates on which the assets

and lhabilities mature The Company aims to manage this risk through controlling such mismatches within imits set by

reference to the maximum potential loss of earnings under given changes of interest rates In managing these mismatches
the Company makes use of appropriate interest rate derivative contracts including interest rate swaps
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A summary of the Company's interest rate gap position 1s as follows

31 December 2012 Carrying Non-interest Upto3 3 months 1Iyearto5 Over 5
value bearing months to 1 year years years
£000 £000 £000 £000 £000 £000

Assets

Cash and bank advances 382,851 27,583 355,044 224 - -

Placements with related entities 11,532 23 11,509 - - -

Investment in subsidiary 400 400 - - - -

Loans and advances to customers 621,329 2,258 558,239 22,918 37,914 -

Fixed assets 10,671 10,671 - - - -

Other assets 2,236 2,236 - - - -

Total assets 1,029,019 43,171 924,792 23,142 37,914 -

Liabilities

Amounts due to banks 11 - 11 - - -

Amounts due to related entities 19,866 36 19,830 - - -

Customer deposits 911,695 70,875 354,265 334,673 151,882 -

Other labihties 7,352 6,682 670 - - -

Subordinated loan 30,000 - 30,000 - - -

Total habilities 968,924 77,593 404,776 334,673 151,882 -

Dervatives - 3) 34,985 (3,540) {(31,442) -

Interest rate gap 60,095 {34,425) 555,001 {315,071) (145,410) -

31 December 2011

Assets

Loans and advances to customers 7,506 - 7,506 - - -

Total assets 7,506 - 7,506 - - -

Liabilities

Amounts due to related entities 7,506 - 7,506 - - -

Total liabilities 7,506 - 7,506 - - -

Denvatives

Interest rate gap

The Company monitors its exposure to interest rate nsk The impact of a potential 1% change, both increase and decrease, tn
the interest rates against the Company’s interest bearing assets and habilities is as follows

Increase of 1%
Decrease of 1%

2012 2011
£000 £000
2,868 -
(1,416) -

The interest rate sensitivities set out above are illustrative only and are based on simplfied scenanos The figures represent
the effect on net interest income ansing from a parallel rise or fall in all market interest rates and do not take into account the
effect of any further actions to mitigate the effect

Exchange rate risk

Foreign currency nsk anses from mismatches between assets and habilities in foreign currencies arising from the Company's
lending, deposit taking and currency dealing activities The majonty of currency dealings are carned out for the purpose of
facilitating customer transactions The Company's treasury department 1s responstble for managing currency nisk within intra-
day and overnight imits The Company’s currency net exposures remain low at the balance sheet date
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27 Investment in subsidiary

Bank of Cyprus Financial Services Limited 1s a wholly owned subsidiary of the Company BOCFS 1s a representative of Legal &
General Partnership Services Limited, which 15 authonsed and regulated by the FCA for the purposes of recommending, advising
on and selfing life assurance and other insurance products bearing the Lega! & General name

28 Capital management

Pilar 3 of the Basel 2 accord covers the external communication of risk and capital information by banks as specfied in the
Basel rules The Pillar 3 disclosures for the Company are set out below

Capital adequacy

The Company 1s supervised by the PRA, as a UK authonsed bank, and is required to satisfy the liquidity and capital
requirements of the PRA on a standalone basis It i1s required to demonstrate to the PRA that it can withstand liquidity and
capital stress tests without parental support

The Company carries out a full annual review of the adequacy of its capital to support its current and future activities,
including during periods of stress, using the standardised approach for credit risk The review 1s documented in the Internal
Capitat Adequacy Assessment Process document, which 1s approved by the board of directors and submitted to the PRA
(before April 2013 the FSA) The FSA reviewed the Internal Capital Adequacy Assessment Process document that was
produced in preparation for the authorisation of the Company and i1ssued Individual Capital Guidance (ICG) setting out the
minimum capital requirements for the Company

The Company manages its capital so as to ensure that 1t will have adequate capital resources to support its plans and to meet
the regulatory requirements as set out in the 1CG, including during periods of stress For this purpose it maintains its own
buffer in excess of the regulatory requirements The preparation of annual plans, budgets and forecasts includes a projection
of the capital position and capital requirements to ensure that capital resources will continue to be adequate At 31 December
2011 there were no capital requirements as the Company became a regulated bank on 25 June 2012

Composition of regulatory capital and ratios

31 December 2012

£000
Core Tier 1
Shareholders’ equity 60,095
Core Tier 1 deduction Intangible assets {(426)
Core Tier 1 capital 59,669
Qualifying Ter 2 cap:tal
Undated subordinated debt 30,000
Collective provisions 3,500
93,169
Deductions from the totals of Tier 1 and Tier 2
Investment in subsidiary (400)
Total regulatory capital 92,769
Ter 1 ratio % 15.8%
Total capital ratio % 24.5%

The Parent, Bank of Cyprus Public Company Limited, i1s supervised by the Central Bank of Cyprus on a consolidated basis
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The nisk weighted assets by category are as follows

31 December 2012 Balances weig:;:s Capital
assets requirement
£000 £000 £000
Central governments and central banks 334,725 - -
Institutions 48,126 9,625 770
Related entities 11,532 - -
Corporate 93,028 86,815 6,945
Retail exposures
Exposures to small and medium size enterprises 108,883 67,837 5,427
Retaill exposures secured by residential real estate collateral 281,630 98,217 7,857
Other retail exposures 34,622 20,206 1,617
Exposures secured on residential real estate 49,948 17,482 1,399
Past due exposures 56,718 65,068 5,205
Other assets 9,807 12,879 1,030
1,029,019 378,129 30,250
Off balance sheet exposures 16,715 424 34
Credit risk totals 1,045,734 378,553 30,284
Operational rnisk capital requirement 3,439
Total mintmum capital requtrement 33,723
Operational nsk business lines and capital requirements are as follows
Average Capitai
income requirement
£000 £000
Commercial banking 8,662 1,299
Retall banking 16,707 2,005
Payment and settlement 750 135
Total average income and capital requirement 26,119 3,439

29 Related party transactions

The Company 1s a wholly-owned subsidiary of Bank of Cyprus Public Company Lirited, which is incorporated in Cyprus The
Parent i1s the iImmediate and ultimate parent and the controlling party The smallest and largest group into which the results
of the Company are consoldated is the Parent’s group, whose annual report s available at www bankofcyprus com

The Company has one wholly-owned subsidiary company, BOCFS, which advises on and sells life assurance and other
protection products

Dunng 2012, the Company entered into the following transactions with the Parent
« The purchase of the assets and business of the UK branch of the Parent on 25 June 2012 as set out in note 1

*  An unsecured subordinated loan agreement dated 20 June 2012 for £30m The interest rate under this agreement s set
at rates related to the London Interbank Offered Rate, and interest 1s payable annually At 31 December 2012 the
outstanding balance was £30m and there was accrued interest of £1,223,000 The loan has no maturity date, and 1s
repayable at the option of the Company at any time after 22 June 2017

* A deposit agreement dated 4 July 2012 under which either party may deposit an amount with the other party up to a
maximum of £45m The total deposits of each party are to equal the total deposits of the other party within a tolerance
of 2% The deposits of the Parent with the Company are subject to a withdrawal notice of 100 days At 31 December
2012 the Company’s deposits with the Parent totalled £11,381,000 and there was accrued interest on them of £23,000
The Parent’s deposits with the Company at the same date totalled £11,260,000 and there was accrued interest of
£35,000 Under the deposit agreement there 1s a night of set-off for each party in case of default or insolvency by the
other party

* Nostro accounts held by the Company with the Parent with a total credit balance of £128,000 at 31 December 2012
= Vostro accounts held by the Parent with the Company with a total credit balance of £3,860,000 at 31 December 2012
*  Service level agreements for the provision of services by the Parent in connection with online banking, Swift payments

and the Company's website By the balance sheet date the Service Level Agreements in connection with Swift and the
website had been terminated There was no charge for these services
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* Upto 25 June 2012, the Parent, acting through its UK branch, admimstered the loan portfolio of the Company at no
charge

= Upto 25 June 2012, the Parent, acting through its UK branch, provided funding to the Company at the same matunty
and interest rate and in the same currency as the loans made by the Company to its customers The total interest paid
by Bank to the Parent was £181,000

During 2011, the Company entered into the following transactions with the Parent

*«  The Parent, acting through its UK branch, administered the loan portfolio of the Company at no charge

=  The Parent, acting through its UK branch, provided funding to the Company at the same matunty and interest rate and in
the same currency as the loans made by the Company to its customers At 31 December 2011 the outstanding balance
was £7,506,000 and the total interest paid was £445,000

During 2012, the Company levied a management charge of £3,000 on its subsidiary, BOCFS, for the provision of staff and
other support services At 31 Decernber 2012 there was an interest-free debt of £400,000 to BOCFS

During 2012, the Company entered into the following transactions with fellow subsidianes of the Parent (2011 none)

*  Vostro accounts held by Bank of Cyprus Channel Islands Limited, a wholly owned subsidiary of the Parent, with a total
balance of £3,142,000 at 31 December 2012

= Vostro accounts held by Tefkros Investments (CI) Limited, a wholly owned subsidiary of the Parent, with a total balance
of £1,169,000 at 31 December 2012

Placements with and by related entities were as follows

2012 2011
£000 £000
Placements with related entities -
Balance under deposit agreement of 4 July 2012 including accrued interest 11,404 -
Credit balances on nostro accounts 128 -
11,532 -

Placements by related entities
Balance under deposit agreement of 4 July 2012 including accrued interest 11,295 -
Credit balances on vostro accounts held by Parent 3,860 -
Credit balance on Bank of Cyprus Channel Islands Limited vostrg account 3,142 -
Credit balance on Tefkros Investments (CI) Limited vostro account 1,169 -
Balance owed to BOCFS 400 -
Funding from Parent for customer loans - 7,506
19,866 7,506

The Company made contributions to an employee savings plan during the year ended 31 December 2012 totalling £100,000
(2011 ml) The contributions are held as a deposit tn the Company

The total personnel compensation of key management personnel paid by or on behalf of the Company was as set out below
Key management personnel are defined as persons who are or have been members of the board or the Management
Committee of the Company or the board of the Parent during 2012

2012 2011
£000 £000
Directors’ emoluments 307 -
Short-term employee benefits of key management personnel 147 -
Post-employment benefits 3 -

The total remuneration of the highest paid director was £118,000 (2011 nil) The ameount of pension contributions paid by
the Company to the pension scheme on behalf of the highest paid director was £25,000 (2011 ml)
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v Key management personnel and their connected persons have undertaken the following transactions with the Company in the
normal course of business (2011 none)

Number of key
management Amounts
personnel £000
Secured loans, unsecured loans and overdrafts

1 January 2012 - -
Net movements in the year 3 17
31 becember 2012 3 17

Deposit accounts and current account credit balances
1 January 2012 - -
Net movements in the year 9 461
31 December 2012 9 461

30 Events after the balance sheet date

On 25 March 2013 the Eurogroup of Finance Ministers of countries in the eurozone reached an agreement with Cyprus to
restore the viability of the Cypnot financial sector and to restore sound public finances The measures included the resolution
of Laiki and the restructuring of the Parent The restructuring of the Parent involves a recapitalisation through a bail-mn
deposit-to-equity conversion of deposits in excess of €100,000 to ensure that the Group fully satisfies capital adequacy
requirements and maintains a Core Tier 1 ratio of 9% under an adverse stress scenano Customers of Bank of Cyprus UK
Limited, which 1s a UK bank, are not affected

As part of the resolution of Laiki, the deposits of its UK branch totailing £274m were transferred to the Company on
1 April 2013 pursuant to a decree 1ssued by the Central Bank of Cyprus and an agreement between the Company and Laiki
An equal amount of funds on deposit at the Bank of England was transferred to the Company at the same time
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