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BRISTOL & WEST PLC
STRATEGIC REPORT

The Directors present the Strategic Report of Bristol & West plc (the ‘Company’) for the year ended 31
December 2016.

Purpose

The Strategic Report is a statutory requirement under the Companies Act 2006 (Strategic Report and
Directors’ Report) Regulations 2013 and is intended to be fair and balanced and to provide information that
enables the Directors to be satisfied that they have complied with Section 172 of the Companies Act 2006
(which sets out the Directors’ duty to promote the success of the Company).

Principle Activities

The Company is a wholly owned subsidiary of Bank of Ireland UK Holdings plc (the ‘Parent’). The ultimate
Parent of the Company is The Governor and Company of the Bank of Ireland (the ‘Bank’). On 1 October
2007, the business of the Company, to provide lending and savings products via various distribution
channels, was transferred to other statutory entities within the Bank of Ireland Group (the ‘Bol Group”).

The Company holds interest-bearing cash deposits with the Bol Group, in order to meet its liabilities,
principally the payment of future preference share dividends. These preference shares are listed on the
London Stock Exchange.

Review of Business
The key performance indicator applied by management regarding the activity of the Company is to ensure
that sufficient interest income is generated to meet the cost of the preference share dividends as they fall due.

The key performance measures are outlined below:

Year ended Year ended
31 December 31 December
2016 2015
£000 £°000

Statement of Comprehensive Income:
Interest income 3,827 3,856
Interest expense (2,491) (2,503)
1,336 1,353

Balance Sheet:

Loans and advances to banks 113,357 113,210
Preference shares (32,593) (32,593)
Amounts due to Parent (70,000) (70,000)

For the year ended 31 December 2016 the Company made a profit before tax of £387,000

(31 December 2015: £1,313,000) which after a taxation credit of £73,000 (year ended 31 December 2015:
£704,000 charge) resulted in a profit for the year of £460,000 (year ended 31 December 2015: Profit of
£609,000). The Statement of Comprehensive Income for the year is on page 10.

On 27 April 2016, a final court judgment was issued in favour of Her Majesty’s Revenue and Customs
(HMRC) in respect of an appeal that the Company had taken against an adverse court judgement issued in
2013 pertaining to a tax dispute involving the Company. As the full tax liability under dispute had been paid
to HMRC in earlier years, and potential interest had already been provided for, this judgment has not resulted
in any additional tax or interest liability for the year ended 31 December 2016. Professional fees of £940,000
associated with the dispute have been incurred in the year.



BRISTOL & WEST PLC
STRATEGIC REPORT

Risk Management

The Company’s activity exposes it to financial risks that include changes in general market conditions, credit
risk, liquidity risk and interest rate risk. The Directors monitor and manage these risks in a manner
appropriate to the nature of the risk and the potential threat to the Company.

Credit Risk

Credit risk is the risk of loss resulting from a counterparty being unable to meet its contractual obligations to
the Company in respect of loans or other financial transactions. The financial assets of the Company
comprise primarily of amounts placed on deposit with the Bank. There are also other amounts due from the
Parent. There is no significant credit risk exposure outside the Bol Group. The Directors monitor the ability
of the Bol Group to meet its obligations. Credit exposure arising from loans and advances to banks relate to
amounts placed with Bank of Ireland Group. Bank of Ireland Group’s credit rating is set out as follows:

31 December 31 December
2016 2015

Rating Agency
Moody’s Baa2 Baa2
Standard and Poor’s BBB- BBB-

Liquidity Risk

Liquidity risk is the risk that a credit institution will experience difficulty in financing its assets and meeting
its contractual payment obligations, or will only be able to do so at substantially above the prevailing market
cost of funds. It is the policy of the Company to ensure that resources are available during all reasonably
foreseeable circumstances to meet its obligations. The Company lends cash to the Bank at fixed interest rates
to meet its liabilities as they fall due, including the payment of preference share dividends. The Company is
dependent on the ongoing support of the Parent, which has provided interest free funding to enable the
Company to place sufficient deposits with the Bank such that the interest income earned on those deposits is
sufficient to meet its liabilities as they fall due, including the payment of preference share dividends. The
Directors monitor the ability of the Bol Group to support the funding requirements of the Company.

Market Risk
Cash flow interest rate risk is the risk that future cash flows of financial instruments will fluctuate because of
changes in market interest rates.

Interest rate risk on the fixed rate preference shares is mitigated through the placement of fixed rate long
term deposits, the interest on which exceeds or matches the dividends payable on the preference shares.
Therefore there is no significant net interest rate risk.

The Bol Group’s Risk Management objectives and policies and principal risk exposures facing the business
are set out in note 16.

In addition to the above, the Company is subject to income taxation where the ultimate taxation charge may
be uncertain, in particular if taken to litigation, the outcome of which can be unpredictable. The Company
recognises current tax liabilities based on estimates of the taxes that are likely to fall due, taking into account
statutory, judicial and regulatory guidance and, where appropriate, external advice. There is a risk that the
final taxation outcome could be different from the amounts that are currently recorded.

On behalf of the Board

Desmond E Crowley
Director
03 April 2017



BRISTOL & WEST PLC
DIRECTORS’ REPORT

The Directors present their Report and audited financial statements of the Company for the year ended 31
December 2016. A Statement of Directors’ Responsibilities is included on page 7.

Dividends
No ordinary share dividend was proposed or paid during the year ended 31 December 2016 by the Directors
(year ended 31 December 2015: £nil).

The preference shares carry a fixed coupon rate of 8.125% and are classified as financial liabilities. The
dividends on these preference shares are recognised in the Statement of Comprehensive Income as interest
expense.

Directors’ Indemnities

The Company has put in place Directors’ and Officers’ liability insurance in respect of legal actions against
its Directors: this insurance cover does not extend to fraudulent or dishonest behaviour. A qualifying third
party indemnity provision was in force covering all Directors in place during the year ended 31 December
2016 for the Company and other companies within the Bol Group and this is still in force as at the date of
approval of the financial statements.

Post balance sheet events
There were no significant post balance sheet events identified requiring disclosure prior to the approval of
the financial statements.

Going concern

The Company is dependent on the Bol Group for liquidity and the funding of its Balance Sheet and for
maintaining sufficient levels of capital. Having considered the key dependencies as outlined in note 1.2, the
Directors consider it appropriate to continue to adopt the going concern basis in preparing the financial
statements.

Corporate Governance

Bristol & West plc is a statutory entity within the Bol Group and is subject to the Bol Group’s Corporate
Governance framework. The Bol Group’s Corporate Governance Statement is available in the Bol Group
Annual Report for year ended 31 December 2016 on page 134. A copy of this report can be obtained from
https://investorrelations.bankofireland.com/2016-results-announcement/

A key objective of the Bol Group’s governance framework is to ensure compliance with applicable legal and
regulatory requirements. The Bol Group is subject to the Central Bank of Ireland’s Corporate Governance
Code for Credit Institutions and Insurance Undertakings (the Central Bank of Ireland’s code is available on
www.centralbank.ie) and the UK Corporate Governance Code (the UK code is available on www.frc.org.uk)

Information concerning the principal risks and uncertainties facing the Company is set out in the Strategic
Report and note 16. A description of the Bol Group’s risk management framework is contained in the Bol
Group Annual Report Statement for the year ended 31 December 2016, pages 62 to 133.

Given the limited activities carried on by the Company, all material transactions are considered by the Board
of Directors (or a quorum thereof) and are executed under delegated authority from the Board of Directors.
The Directors who served during the year ended 31 December 2016 and up to the date of signing the
Financial statements were:

Desmond E Crowley
Andrew G Keating

Lorraine Smyth Resigned 09 December 16
Thomas McAreavey Appointed 09 December 16
Company Secretary

Hill Wilson Secretarial Limited


https://investorrelations.bankofireland.com/2016-results-announcement/
http://www.centralbank.ie/
http://www.frc.org.uk/

BRISTOL & WEST PLC

DIRECTORS’ REPORT

Future Developments
The Directors do not anticipate any significant change in the principal activities of the Company.

Provision of Information to Auditors
All the Directors at the time of approving this report confirm the following:

a) so far as each Director is aware, there is no relevant audit information of which the Company’s
auditors are unaware; and

b) they have taken all the steps that they ought to have taken as a Director in order to make themselves
aware of any relevant audit information and to establish that the Company’s auditors are aware of
that information.

Directors’ Statement Pursuant to the Disclosure and Transparency Rules
Each of the Directors, whose names are listed in the Directors’ Report confirm that, to the best of each
person’s knowledge and belief:

¢ the Financial Statements, prepared in accordance with International Financial Reporting Standards
(IFRSs) as adopted by the European Union, give a true and fair view of the assets, liabilities,
financial position and profit of the Company; and

o the Strategic Report contained in the Annual Report includes a fair review of the development and
performance of the business and the position of the Company, together with a description of the
principal risks and uncertainties that it faces.

On behalf of the Board

Desmond E Crowley
Director
03 April 2017



BRISTOL & WEST PLC

STATEMENT OF DIRECTORS’ RESPONSIBILITIES

Statement of Directors’ responsibilities in respect of the financial statements
The Directors are responsible for preparing the Annual Report and the financial statements in accordance
with applicable law and regulation.

Company law requires the Directors to prepare financial statements for each financial year. Under that law
the Directors have prepared the financial statements in accordance with International Financial Reporting
Standards (IFRSs) as adopted by the European Union. 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 the financial statements,
the Directors are required to:

o select suitable accounting policies and then apply them consistently;

o state whether applicable IFRSs as adopted by the European Union have been followed, subject to
any material departures disclosed and explained in the financial statements;

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

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

The Directors are responsible for keeping adequate accounting records that are sufficient to show and 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 comply with the Companies Act 2006.

The Directors are also responsible for safeguarding the assets of the Company and hence for taking
reasonable steps for the prevention and detection of fraud and other irregularities.

The Directors are responsible for the maintenance and integrity of the Company’s website. Legislation in the
United Kingdom governing the preparation and dissemination of financial statements may differ from
legislation in other jurisdictions.

On behalf of the Board

Desmond E Crowley
Director
03 April 2017



BRISTOL & WEST PLC
INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF BRISTOL & WEST PLC

Report on the financial statements

Our opinion
In our opinion, Bristol & West plc’s financial statements (the “financial statements”):

e give atrue and fair view of the state of the Company’s affairs as at 31 December 2016 and of its
profit and cash flows for the year then ended;

e have been properly prepared in accordance with International Financial Reporting Standards
(“IFRSs”) as adopted by the European Union; and

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

What we have audited

The financial statements, included within the Annual Report, comprise:
o the balance sheet as at 31 December 2016;
o the statement of comprehensive income for the year then ended;
o the cash flow statement for the year then ended;
o the statement of changes in equity for the year then ended; and

¢ the notes to the financial statements, which include a summary of significant accounting policies and
other explanatory information.

The financial reporting framework that has been applied in the preparation of the financial statements is
IFRSs as adopted by the European Union, and applicable law.

In applying the financial reporting framework, the Directors have made a number of subjective judgements,
for example in respect of significant accounting estimates. In making such estimates, they have made
assumptions and considered future events.

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

e the information given in the Strategic Report and the Directors’ Report for the financial year for
which the financial statements are prepared is consistent with the financial statements; and

o the Strategic Report and the Directors’ Report have been prepared in accordance with applicable
legal requirements.

In addition, in light of the knowledge and understanding of the Company and its environment obtained in the
course of the audit, we are required to report if we have identified any material misstatements in the Strategic
Report and the Directors’ Report. We have nothing to report in this respect.

Other matters on which we are required to report by exception

Adequacy of accounting records and information and explanations received
Under the Companies Act 2006 we are required to report to you if, in our opinion:
¢ we have not received all the information and explanations we require for our audit; or

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

o the financial statements are not in agreement with the accounting records and returns.

We have no exceptions to report arising from this responsibility.
8



BRISTOL & WEST PLC

INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF BRISTOL & WEST PLC

Directors’ remuneration

Under the Companies Act 2006 we are required to report to you if, in our opinion, certain disclosures of
directors’ remuneration specified by law are not made. We have no exceptions to report arising from this
responsibility.

Responsibilities for the financial statements and the audit

Our responsibilities and those of the Directors

As explained more fully in the Statement of Directors’ Responsibilities 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 is to audit and express an opinion on the financial statements in accordance with
applicable law and International Standards on Auditing (UK and Ireland) (“ISAs (UK & Ireland”). Those
standards require us to comply with the Auditing Practices Board’s Ethical Standards for Auditors.

This report, including the opinions, has been prepared for and only for the Company’s members as a body in
accordance with Chapter 3 of Part 16 of the Companies Act 2006 and for no other purpose. We do not, in
giving these opinions, accept or assume responsibility for any other purpose or to any other person to whom
this report is shown or into whose hands it may come save where expressly agreed by our prior consent in
writing.

What an audit of financial statements involves

We conducted our audit in accordance with ISAs (UK & Ireland). An audit involves obtaining evidence
about the amounts and disclosures in the financial statements sufficient to give reasonable assurance that the
financial statements are free from material misstatement, whether caused by fraud or error. This includes an
assessment of:

e whether the accounting policies are appropriate to the Company’s circumstances and have been
consistently applied and adequately disclosed;

¢ the reasonableness of significant accounting estimates made by the directors; and
o the overall presentation of the financial statements.

We primarily focus our work in these areas by assessing the Directors’ judgements against available
evidence, forming our own judgements, and evaluating the disclosures in the financial statements.

We test and examine information, using sampling and other auditing techniques, to the extent we consider
necessary to provide a reasonable basis for us to draw conclusions. We obtain audit evidence through testing
the effectiveness of controls, substantive procedures or a combination of both.

In addition, we read all the financial and non-financial information in the Annual Report to identify material
inconsistencies with the audited financial statements and to identify any information that is apparently
materially incorrect based on, or materially inconsistent with, the knowledge acquired by us in the course of
performing the audit. If we become aware of any apparent material misstatements or inconsistencies we
consider the implications for our report. With respect to the Strategic Report and Directors’ Report, we
consider whether those reports include the disclosures required by applicable legal requirements.

Hamish Anderson (Senior Statutory Auditor)

for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
London

03 April 2017



BRISTOL & WEST PLC

STATEMENT OF COMPREHENSIVE INCOME FOR THE YEAR ENDED

31 DECEMBER 2016

Year ended Year ended

31 December 31 December

2016 2015

Note £000 £000

Interest income 3 3,827 3,856
Interest expense 3 (2,491) (2,503)
Net interest income 1,336 1,353
Other operating expenses 4 (949) (40)
Profit for the year before taxation 387 1,313
Taxation credit/ (charge) 7 73 (704)
Profit for the year and total comprehensive income 460 609

The notes on pages 14 to 33 are an integral part of these financial statements.

10



BRISTOL & WEST PLC

BALANCE SHEET AS AT 31 DECEMBER 2016

Note
Assets
Loans and advances to banks 8
Other assets 9
Total Assets
Liabilities
Preference shares 10
Amounts due to banks 11
Amounts due to parent 12
Other liabilities 13
Current tax liabilities
Total Liabilities
Equity
Share capital 14
Retained earnings
Total Equity

Total Equity and Liabilities

31 December

31 December

2016 2015
£000 £000
113,357 113,210
471 472
113,828 113,682
32,593 32,593
6,722 3,373
70,000 70,000
1,200 3,926
500 1,437
111,015 111,329
50 50
2,763 2,303
2,813 2,353
113,828 113,682

The notes on pages 14 to 33 are an integral part of these financial statements.

The financial statements and accompanying notes on pages 10 to 33 were approved by the Board of

Directors on 03 April 2017 and signed on its behalf by:

Desmond E Crowley
Director
03 April 2017

Company Registered Number 2124201

11



BRISTOL & WEST PLC

STATEMENT OF CHANGES IN EQUITY FOR THE YEAR ENDED 31 DECEMBER 2016

Year ended Year ended
31 December 31 December
2016 2015
£000 £000
Share capital

Balance at the beginning and at the end of the year 50 50

Retained earnings
Balance at the beginning of the year 2,303 1,694
Profit and total comprehensive income for the year 460 609
Balance at the end of the year 2,763 2,303
Total Equity 2,813 2,353

The notes on pages 14 to 33 are an integral part of these financial statements.

12



BRISTOL & WEST PLC

CASH FLOW STATEMENT FOR THE YEAR ENDED 31 DECEMBER 2016

Cash flows from operating activities
Profit before taxation
Interest expense on preference shares

Cash flows from operating activities before changes in
operating assets and liabilities

Net change in loans and advances to banks
Net change in other assets

Net change in amounts due to banks

Net change in other liabilities

Net cash generated from / (used in) operating assets and
liabilities

Net cash generated from operating activities before
taxation

Taxation paid
Net cash generated from operating activities

Financing activities
Interest paid on preference shares

Net decrease in cash and cash equivalents
Opening cash and cash equivalents
Closing cash and cash equivalents

Note

20

Year ended
31 December
2016

£000

387
2,491

2,878

(147)
1)
3,349
(2,567)

634

3,512

(864)

2,648

(2,648)

11,653

11,653

The notes on pages 14 to 33 are an integral part of these financial statements.
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Year ended
31
December
2015

£°000

1,313
2,503
3,816

(177)
391
2,511

(3,828)

(1,103)

2,713

(582)
2,131

(2,648)

(517)
12,170
11,653



BRISTOL & WEST PLC

NOTES TO THE FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

1.1 Basis of presentation

The Company is incorporated and domiciled in the United Kingdom. The Company is a Company limited by
shares.

The financial statements comprise the Statement of Comprehensive Income, the Balance Sheet, the Statement
of Changes in Equity, the Cash Flow Statement, the accounting policies and the notes to the financial
statements. The notes include the Risk Management section of the Strategic report.

The financial statements of the Company are prepared in accordance with International Financial Reporting
Standards (IFRS) and IFRS Interpretations Committee (IFRS IC) interpretations as adopted by the European
Union (EU) and with the provisions of the Companies Act 2006 as applicable to companies using IFRS.

The financial statements have been prepared under the historical cost convention.

The preparation of the financial statements in conformity with IFRS requires the use of estimates and
assumptions that affect the reported amounts of assets and liabilities at the date of the financial statements and
the reported amounts of revenues and expenses during the reporting period. Although these estimates are
based on management’s best knowledge of the amount, event or actions, actual results ultimately may differ
from those estimates. A description of the critical estimates and judgements is set out in note 2.

The principal accounting policies applied in preparation of the financial statements are set out below. These
policies have been consistently applied to all years presented unless otherwise stated.

1.2 Going concern

The time period that the Directors have considered in evaluating the appropriateness of the going concern
basis in preparing the financial statements for the year ended 31 December 2016 is a period of twelve months
from the date of approval of these financial statements (‘the period of assessment’).

Context

The Company is a direct subsidiary of Bank of Ireland UK Holdings plc which is an indirect subsidiary of The
Governor and Company of the Bank of Ireland. The Directors have considered the going concern of the
Company and to the extent that the Company is dependent on the Bol Group for funding, have considered the
going concern assessment of the Bol Group.

Going concern assessment of the Bol Group
The Company is reliant on the Bol Group for liquidity and funding.

The Directors note that during 2016 there were a number of developments regarding profitability, capital,
liquidity and funding that further enhanced the position of the Company’s ultimate Parent.

On the basis of the above the Board of the Company’s ultimate Parent has concluded that there are no material
uncertainties that may cast significant doubt about the Bol Group’s ability to continue as a going concern and
that it is appropriate to prepare the financial statements on a going concern basis. The audit report on the
financial statements of the Company’s ultimate Parent is not qualified and does not contain an emphasis of
matter paragraph in respect of going concern.

Taking into account the above the Directors of the Company are satisfied that any risk attaching to the
continued ability of the ultimate Parent to provide support to the Company is satisfactorily addressed.

14



BRISTOL & WEST PLC

NOTES TO THE FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
1.2 Going concern (continued)
Considerations specific to Bristol & West plc

Profitability

For the year ended 31 December 2016 the Company made a profit after tax of £460,000. The Company holds
interest-bearing cash deposits in order to meet its liabilities, principally the payment of future preference share
dividends. For the year ended 31 December 2016, the Company made a profit before taxation of £387,000
generating sufficient income to meet these obligations and to cover its operating expenses. The Directors are
satisfied that the Company will be profitable for the period of assessment. Profitability depends on the
continued interest free funding provided by the Parent Company and this is considered below.

Capital

At 31 December 2016, the Company has total equity of £2,813,000 comprising share capital of £50,000 and
retained earnings of £2,763,000. The Company has an interest free loan of £70 million from the Parent, Bank
of Ireland UK Holdings plc, which provides funding to ensure that future financial obligations can be met.
There are a number of safeguards in place as referred to in the liquidity and funding section below which have
been considered by the Directors in assessing the capital position of the Company.

Liquidity and funding

The primary, external non-Bol Group liability of the Company is the payment of dividends on its preference
shares and the repayment of the preference shares. The Company has an interest free loan of £70 million from
its Parent, Bank of Ireland UK Holdings plc. The Company has placed the funds from its Parent on perpetual
deposit with The Governor and Company of the Bank of Ireland, and this deposit earns sufficient interest to
meet its liabilities for the period of assessment. The Directors have also obtained representation from The
Governor and Company of the Bank of Ireland that sufficient funds will be made available to ensure the
Company can meet its obligations as they fall due for the foreseeable future.

Conclusion

On the basis of the above, and given that the Bol Group financial statements for the year ended 31 December
2016 have been prepared on a going concern basis, the Directors consider it appropriate to prepare the
financial statements of the Company on a going concern basis having concluded that there are no material
uncertainties related to events or conditions that may cast significant doubt on the Company’s ability to
continue as a going concern over the period of assessment.

15



BRISTOL & WEST PLC
NOTES TO THE FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
1.3 Adoption of new and amended accounting standards

The Company has not adopted any new standards or amendments to standards during the year ended 31
December 2016.

1.4 Comparatives

Comparative figures have been adjusted where necessary, to conform with changes in presentation or where
additional analysis has been provided in the current period.

1.5 Interest income and expense

Interest income and expense are recognised in the Statement of Comprehensive Income and all instruments
measured at amortised cost using the effective interest method.

The effective interest method is a method of calculating the amortised cost of a financial asset or a financial
liability and of allocating the interest income or interest expense over the relevant period. The effective interest
rate is the rate that exactly discounts estimated future cash payments or receipts through the expected life of
the financial instrument or, when appropriate, a shorter period to the net carrying amount of the financial asset
or liability. When calculating the effective interest rate, the Company estimates cash flows considering all
contractual terms of the financial instrument (for example, prepayment options) but does not consider future
credit losses. The calculation includes all fees and points paid or received between parties to the contract that
are an integral part of the effective interest rate, transaction costs and all other premiums or discounts.

Once a financial asset, or group of similar financial assets, has been written down as a result of an impairment
loss, interest income is recognised using the rate of interest used to discount the future cash flows for the
purposes of measuring the impairment loss.

Where the Company revises its estimates of payments or receipts on a financial instrument measured at
amortised cost, the carrying amount of the financial instrument (or group of financial instruments) is adjusted
to reflect actual and revised estimated cash flows. The Company recalculates the carrying amount by
computing the present value of estimated future cash flows at the financial instrument’s original effective
interest rate. The adjustment is recognised in profit or loss as income or expense.

In line with the terms and conditions of the preference shares, dividends that have remained unclaimed for
more than 12 years from the date that they become payable are no longer a liability of the Company. The
amount of preference share dividends that become unclaimed for more than 12 years during the financial year
are recognised as a reduction of interest expense in the Statement of Comprehensive Income.

1.6 Financial assets

Financial assets are initially measured at fair value. The Company’s financial assets consist mainly of
intercompany balances that are designated as loans and receivables. Management determines the classification
of its financial assets at initial recognition.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not
guoted in an active market. They arise when the Company provides money, goods, or services directly to a
debtor with no intention of trading the receivable. Loans are recorded at fair value plus transaction costs when
cash is advanced they are subsequently accounted for at amortised cost, using the effective interest method.

Derecognition
Financial assets are derecognised when the rights to receive cash flows from the financial assets have expired
or where the Company has transferred substantially all risks and rewards of ownership.

16



BRISTOL & WEST PLC

NOTES TO THE FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
1.7 Financial liabilities

Financial liabilities are initially recognised at fair value, (normally the issue proceeds i.e. the fair value of
consideration received) less transaction costs. Any difference between the proceeds, net of transaction costs,
and the redemption value is recognised in the Statement of Comprehensive Income using the effective interest
method.

Preference shares, which carry a mandatory coupon, are classified as financial liabilities. The dividends on
these preference shares are recognised in the Statement of Comprehensive Income as interest expense using
the effective interest method.

Derecognition
Financial liabilities are derecognised when they are extinguished, that is when the obligation is discharged,
cancelled or expires.

1.8 Valuation of financial instruments

Financial assets and financial liabilities are initially measured at fair value. The fair values of financial assets
and liabilities traded in active markets are based on unadjusted bid and offer prices respectively. If an active
market does not exist, the Company establishes fair value using valuation techniques. These include the use of
recent arm’s length transactions, discounted cash flow analysis, option pricing models and other valuation
techniques commonly used by market participants. To the extent possible, these valuation techniques use
observable market data. Where observable data does not exist, the Company uses estimates based on the best
information available.

The best evidence of the fair value of a financial instrument at initial recognition is the transaction price, in an
arm’s length transaction, unless the fair value of that instrument is evidenced by comparison with other
observable current market transactions in the same instrument (i.e. without modification or repackaging) or
based on a valuation technigue which uses only observable market inputs. When such evidence exists, the
initial valuation of the instrument may result in the Company recognising a profit on initial recognition. In the
absence of such evidence, the instrument is initially valued at the transaction price. Any day one profit is
deferred and recognised in the Statement of Comprehensive Income to the extent that it arises from a change
in a factor that market participants would consider in setting a price. Straight line amortisation is used where it
approximates to the amount. Subsequent changes in fair value are recognised immediately in the Statement of
Comprehensive Income without the reversal of deferred day one profits or losses. Where a transaction price in
an arm’s length transaction is not available, the fair value of the instrument at initial recognition is measured
using a valuation technique.

The fair values of the Company’s financial assets and liabilities are disclosed within note 15, together with a
description of the valuation technique used for each asset or liability category.

17



BRISTOL & WEST PLC

NOTES TO THE FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
1.9 Impairment of financial assets

The Company assesses at each balance sheet date whether there is objective evidence that a financial asset, or
group of financial assets, is impaired. A financial asset, or a group of financial assets, is impaired and
impairment losses are incurred if, and only if, there is objective evidence of impairment as a result of one or
more events that occurred after the initial recognition of the asset (a ‘loss event”) and that loss event (or
events) has an impact on the estimated future cash flows of the financial asset or group of financial assets that
can be reliably estimated.

Obijective evidence that a financial asset, or group of assets, is impaired includes observable data that comes to

the attention of the Company about the following loss events:

(i)  delinquency in contractual payments of principal or interest;

(if)  cash flow difficulties;

(iii)  breach of loan covenants or conditions;

(iv) granting a concession to a borrower for economic or legal reasons relating to the borrower’s financial
difficulty that would otherwise not be considered,

(v)  deterioration of the borrower’s competitive position;

(vi) deterioration in the value of collateral;

(vii) external rating downgrade below an acceptable level; and

(viii) initiation of bankruptcy proceedings.

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

If there is objective evidence that an impairment loss on loans and advances carried at amortised cost has been
incurred, the amount of the loss is measured as the difference between the asset’s carrying amount and the
present value of estimated future cash flows (excluding future credit losses that have not been incurred),
discounted at the financial asset’s original effective interest rate. The carrying amount of the asset is reduced
through the use of an allowance account and the amount of the loss is recognised in the Statement of
Comprehensive Income. If a loan has a variable interest rate, the discount rate for measuring any impairment
loss is the current effective interest rate determined under the contract. As a practical expedient, the Company
may measure impairment on the basis of an instrument’s fair value using an observable market price. The
calculation of the present value of the estimated future cash flows of a collateralised financial asset reflects the
cash flows that may result from foreclosure less costs for obtaining and selling the collateral, whether or not
foreclosure is probable.

For the purposes of a collective evaluation of impairment, financial assets are grouped on the basis of similar
credit risk characteristics (i.e. on the basis of the Company’s grading process that considers asset type,
industry, geographical location, collateral type, past due status and other relevant factors). Those
characteristics are relevant to the estimation of future cash flows for groups of such assets by being indicative
of the debtors’ ability to pay all amounts due according to the contractual terms of the assets being evaluated.
Future cash flows in a group of financial assets that are collectively evaluated for impairment are estimated on
the basis of the contractual cash flows of the assets in the Company and historical loss experience for assets
with credit risk characteristics similar to those in the Company. Historical loss experience is adjusted on the
basis of current observable data to reflect the effects of current conditions that did not affect the period on
which the historical loss experience is based and to remove the effects of conditions in the historical period
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that do not exist currently. The methodology and assumptions used for estimating future cash flows are
reviewed regularly by the Company to reduce any differences between loss estimates and actual loss
experience.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can