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EXECUTIVE CHAIRMAN'S STATEMENT

INTRODUCTION AND OVERVIEW OF EVENTS

DURING 2009

{ am obwviously very disappointed to have to report our 2008
audited loss before tax of £745 2 million {2007 restated loss
before tax £96 5 mihon) which gives a loss per share of 156 38p
{2007 restated loss per share 23 56p)

On 20 February 2009, we announced a delay in the release of
the Group's 2008 Preluninary Results This announcement
marked the beginning of a process, including an Impairment
Review and a Forensic Review, which led us to the discovery of
a very significant shortfall in the Group’s impairment provistons
As a result of the circumstances surrounding this very matenal
shortfall in the level of impairment provisions, on 30 June 2009
we dismissed a number of Cattles ple (Cattles) executive
directors and other Welcome Financial Services Limited (WFS}
senior executives At the same time, the Charrman and Chief
Executive resigned It was at this point that | became Executive
Chairman of a restructured Board

The events which unfelded after 20 February led us o the
conclusion that we were in breach of covenants under our
borrowing arrangements Our financial creditors therefore had
the nght to demand immediate repayment of their loans

We decided not to continue lending to our Welcome Finance
{Weicome) customers {other than on a mimimal renewal basis)
during 2009 Instead, we had to devate a great deal of our ime
and energy to stabilising the Group so that we could negotiate
and obiain a standstill agreement with our key financial
creditors

As part of the process of obtaining our creditors’ agreement to
the standstill, we were required to put out an announcement of
our 2008 results on 25 November 2009 These numbers, which
were unaudited and described as being subject to materal
change, showed a very substanttal loss for the year ended

31 December 2008 This announcement represented the Board's
best estimate of the likely result at that time and reflected the
impact of the Impairment Review, which 1s described 1n more
detall below

During the second half of 2009, we undertook a thorough
analysis of the Group’s bustnesses This analysis led us to
recommend that there should be no further lending 1n Welcome
and that instead the book should be collected out This
conclusion was announced to shareholders an 16 December
2009

In the same period, given the accounting 1ssues faced by the
Group, the Board also considered the issue of whether it was
appropriate for PricewaterhouseCoopers LLP (Pw() to audit the
Company’s and subsidiaries’ 2008 financial statements In
November 2009, the Board concluded that it was not
appropriate and therefore asked PwC to resign as auditor

Shortly afterwards, Grant Thornton UK LLP (Grant Thornton) was
appointed as the Group's statutory auditor Grant Thornton
started work on the audit of the 2008 financral statements in
December 2009 Following cornpletion of Grant Tharnten's
audit, we were finally ahle to announce audited results

These results are different from the unaudited results previously
published in November 2009 The discussions we have had with
our new audrtor have resulted in a further increase in impairment
provisions, and in the need to make certain other provisions as
at 31 December 2008 and in respect of prior years

THE IMPAIRMENT REVIEW

in February 2009, as soon as it became clear that there was

an 1ssue with the Group’s impairment provision, the Audit
Committee commisstoned Delortte LLP {Deloiite} o conduct

an independent review of the Group’s impairment policies and
their application in the Company’s accounts (the Impairment
Review) Deloitte were wistructed to assist the Audit Comnutiee
in order to estabiish the quantum of the impairment proviston
Deloitte’s principal finding was that, as a result of a breakdown
in internal controls, our impairment policies had been incerrectly
applied This resulted in imparrment provisions being materially
understated and profit matenally overstated Further details of
the financial impact of Deloitte’s findings are set out in the
Business and Financial Review

THE FORENSIC REVIEW

In addition to the Impairment Review, the Audit Committtee
commissioned an independent forensic review {the Forensic
Review) which was carried out by Freshfields Bruckhaus
Deringer LLP (Freshfields) with the assistance of Deloitte The
predominant reason for the Forensic Review was to enable the
Audit Cemmittee to assess and take legal advice on hability and
related 1ssues The Audit Committee also thought the Forensic
Review was important for a number of other reasons

» to enable the Company te understand what happened and to
take steps to ensure 1t could not happen again,

to enable the Company to identify any individuals who either
posed a nisk to the Company or who were otherwise culpable
in what had happened, and to determine what action should
be taken against individual employees, and

- 10 be able to give an independent account of the matter to the
Financial Services Authority (FSA) and any other interested
regulatory badies

RESULTS OF THE FORENSIC REVIEW

The Forensic Review demonstrated that certain of the former
executive directors of Cattles and certain of the former senior
executives of WFS, over a penod of time, had provided
ncomplete and misleading information and documents and/or
failed to escalate matters of concern relating to impairment to
the full Board and Audit Committee The provision of such
incomplete and misleading infoermation and documents to the
full Board and Audit Committee in conjunction with the
withholding of certain other information and documents
combined toc mask the true state of Welcome's loan book and,
in partscular, the correct level of arrears within that book

Notwithstanding the Group's reported strong record of growth
with stable credit quality and strong earnings performance, the
non-executive directors had regularly challenged certan
executives about key matters such as the leve! of cash betng
penerated by the business, the quality of the rapidly expanding
loan book and the adequacy of the loan loss provision

In response to these challenges, certain executives had provided
a range of presentations, documents and verbal reassurances to
the non-executive directors that everything was entirely as it
should have been and that there was no reason for concern In
addition to this robust and consistent reassurance from such
executives, the Audit Committee regularly sought and received
reassurances on a number of matters, including specific
assurance about the adequacy of the lean provision, from the
external audrtors te the Company’s accounts at that time
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EXECUTIVE CHAIRMAN'S STATEMENT continued

ACTION TAKEN IMMEDIATELY FOLLOWING THE
CONCLUSION OF THE FORENSIC REVIEW

As a result of the Forensic Review, as we announced on 1 July
2009, the employment of each of the six senior executives who
had been suspended pending the final outcome of the review
was terminated with immediate effect and the Group Treasury
& Risk director left the Company, also with immediate effect
None of the departing executives received any compensation for
loss of office

We 2lso made the following changes to the operating structure
of the Group and to the composition of both the Board and the
board of WFS

+ I was appointed Executrve Chairman of Cattles with
immediate effect, supported in this role by Robert East our
Chief Restructuning Officer, who leads our discussions with our
key financial creditors and James Drummond Smith, who had
become our Finance Director in Aprd 2009,

the board of WFS was also restructured with the appoiniment
of Laura Barlow as Executive Chairman in an interim capacity
and Pau Mackin as Managing Director The Risk and
Comphance function was strengthened with a number of
external senior appointments Laura Barlow left the business
at the end of January 2010 at which time 1 also became
Executive Chairman of WFS and Dawid Lovett joined that board
on 25 February 2010, and

- we focused on a programme of action to stabilise the Group's
financial positron including a controlled process of debt
recovery and cash collection and the simplification of the
Group’s operating model te reduce costs

OTHER BOARD CHANGES WHICH TOOK PLACE ON

30 JUNE 2009

There were two other changes in the composition of the Board
on 30 June 2009 to enable the new Board structure descrnbed
above to be put in place Norman Broadhurst stepped down as
Chairman and as a director of Cattles (the Board having
previously announced that Norman Broadhurst would not seek
re-election at the forthcorming Annual General Meeting of the
Company, either as Chairman or as a director of Cattles) Dawvid
Postings stepped down as Chief Executive and as a director of
Cattles and left the Group with immedate effect

MANAGEMENT OF THE GROUP AND ITS OPERATIONS
SINCE 1 JULY 2009

Following the changes to the Board described above we have
taken a number of steps to ensure that the Execute Board
members have an appropriate level of information and control
over the activities and operations of the business and to ensure
that the whole Board has sufficient wisibility of these matters
The Board's Executive Directors, together with the Group Risk
and Comphance Director and the Managing Director of WFS
{together referred to as the Executive Team), have a formal
weekly meeting to review management and operational
information, and to discuss and approve all significant operating
and other deaisions This meeting also receives and reviews a
report on nsk and comphance issues that may have arisen in the
previous week The same group meets monthly to consider risk
and complance issues and internal control 1ssues and to review
progress in the resolution of these issues The full Board recewves
copies of the minutes of all these meetings

The Audit Committee and the Group Risk Committee have met
frequently since 1 July 2009 A particular area of focus for both
of these commuttees has been the results of a thorough review
of key controls which was carried out by Deloitte in the second

Annual Report and

2
Cattles plc  Financial Statements 2008

half of 2009 on the instruction of the Executive Team The
committees have carefully monitored the Executive Team's
progress in dealing with the issues raised by this review and this
has created a good framework for the fimely resolution of many
of these 1ssues The Board has met even more frequently than
these committees and has also reviewed a full management
information pack at these meetings The non-executive directors
continue o provide a very valuable insight and challenge on the
many difficult 1ssues we have had to address during this penod

BUSINESS UNIT PERFORMANCE

WFS

WFS 1s Cattles’ principal operating subsidiary During 2008, WFS
comprised Welcome and Shopacheck, the Group's non-standard
consumer lending businesses, and Welcome Car Finance, our car
retail operation Pre-tax loss was £746 4 million (2007 restated
pre-tax loss £95 0 million} Total net recewvables were £2 3 billion
(2007 restated £2 3 biflion)

Welcome

As noted above the key feature of the 2008 results is the
significant increase in loan loss provisions which has been

the ma:n cause of the large loss reported The loan loss charge
tncreased to £737 3 milhon (2007 restated £368 0 million)

Total net receivables were £2 2 billion (2007 restated

£2 2 billion} Qur current estimate of the fair value of Welcome's
loans and recevables s £1 4 bilhion at 31 December 2008, which
15 calculated by discounting expected future cash flows from the
loans and recevables Loans and receivables have continued to
impair post year end as the business 15 in run-off

Shopacheck Financial Services (Shopacheck)

Shopacheck, our home collected credit business, reduced its
net receivables o £79 8 milhien (2007 £101 3 milhion) As part
of the review of impairment provisions noted above and
subsequent review work, we also increased the loan loss charge
in Shopacheck by an additionai £ 2 million to £54 5 milhion
(2007 £45 3 million)

Welcome Car Finance

Income from Welcome Car Finance grew by 39% to

£1102 mihion {2007 £106 1 mullion} as 1t increased unit sales
by 51% to 14,461 vehicles (2007 13,763) Welcome Car Finance
was closed in April 2009 as a result of funding constraints

The Lewis Group

The Lewis Group reported a pre-tax loss in 2008 of £5 2 million
(2007 pre-tax profit £10 2 mitlion) This reflected a reduction in
cash collections as well as a more cautious view on the cuilook
for the UK economy and the housing market in particular,
which fed to a devaluation of the debt portfolios owned by

The Lewis Group of £14 1 muillion {2007 upwards revaluation
of £4 5 million} Debt purchases dunng the year totalled

£75 5 million (2007 £74 3 million) The Lewis Group will refocus
iks strategy on contingent debt collection and by the end of
2010 its commitments to acquire further debt wall have been
completed

Cattles Invoice Finance

Income grew 11 3% to £23 7 mullion (2007 £21 3 msthon), and
client numbers remained steady at 727 (2007 725) Pre-tax
profit reduced by 8 0% to £2 3 million {2007 £2 5 million}
largely as a result of further provisions on three specific
accounts noted in 2007 The loan loss charge was £2 5 million
(2007 £25 million} On 14 September 2009, the Group sold this
business for a cash consideration of £70 4 rmillion

Mare detailed information on the performance of cur
businesses can be found in the Business and Financial Review




DIVIDENDS

During 2008 an intenim dividend of 6 51p per share (2007 & 20p
per share) was paid As a result of the losses for the year, no final
dividend will be declared (2007 13 10p per share)

RESTRUCTURING

On 25 November 2009, we announced that Cattles had agreed
a Standstili and Equalisation Agreement (SEA} with its key
financial creditors, and that this should improve the hikelihood
of us achueving our restructuring objectives, namely

« to stabilise the financial position of the Company and its
subsidiaries, and

- against this background, to continue discussions with the
Company's key finanaal creditors with a view to agreeing a
consensual restructunng of the Group

On 16 December 2009 at the General Meeting called to consider
Cattles’ senous loss of capital and the actions taken by the
Board, | confirmed that, since the SEA announcement, we had
met with representatives of our financial creditors to update
them on the Group’s recent financial performance and to review
with them a range of strategic opticns These meetings followed
extensive strategic, operational and financeal analysis of the
Group's businesses Based on this analysis and against the
background of the significant losses incurred to date by
Welcome, the directors were unable to recommend a business
plan to financial creditors which would allow Welcome to lend
to existing or new customers

The Board therefore recommended a plan which would focus on
collecting out Welcome's customer loans It 1s envisaged that the
collection of the Welcome loan book could take two to three
years and, durning this period, the Group's cost base will contract
to reflect the reducing size of the book

The Group's smaller businesses, Shopacheck and The Lewis
Group, will carry on trading as normal We continue to explore
the scope o develop these businesses further

We are engaged 1n ongoing discussions with representatives
of our key financial creditors in order to progress proposals for
a consensual restructuring Thase discussions have been
constructive and demonstrate continuing progress towards

a consensual restructuring On this basis, we have concluded
that there Is a reasonable expectation that the Company will
continue to be able to pay its operational debts as they fall due
for the foreseeable future and that we have a reasonable
prospect of achieving a consensual restructuring We therefore
continue to adopt the going concern basis n preparing the
financtal statements

We intend to announce our results for 2009 1n the near future
Shareholders should be aware that again we will be reporting
a significant loss for the year ended 31 December 2009 and a
negative value for shareholders’ funds As we stated on

16 December 2009, the shares are likely to have little or no
value The cash collection performance of Welcome’s loan book
has been as forecast for the first quarter of 2010 Shopacheck
and The Lew:s Group have made satisfactory starts to 2010

LISTING

The filing of the 2008 Annual Report and Financial Statements
with Companies House does not affect the current suspension of
the listing of the Company's secunties, which was imposed at the
Company's request in Apnil 2009 Any Lifting of the suspension
would require the approval of the UK Listing Authonty and could
not, in any event, take place before the publication of the 2009
Annual Report and Financial Siatements

SHAREHOLDERS

As | said in my intreduction to this statement, | am very
disappointed to have to report audited losses for 2008,
particularly on the scale shown in this annual report and
financial statements

I know that some of our shareholders had a substanbial
propartion of their savings invested in Cattles’ shares Many of
you have lost money that you have told me you could il afford
to lose These facts make it ali the more painful for me to
present this annual report

| share your anger about what has happened Like you, | feel
very let down by certain former executives | also share your
frustration about the time that 1t 1s taking to establish
responsibility for the problems which we have experienced
However, these matters are extremely complex and cannot be
resolved quickly 1 can only assure you that the current Board
continues to co-operate as fully as possible with all interested
regulators and to consider with our legal advisers all possible
avenues for potential claims against third parties in relation to
the impairment problems which finally came to light in February
2009

PEOPLE

The events that unfolded during 2009 have been extremely
difficult for the Group and its employees As part of our
programme to simplify the Group’s operations we have had to
release a significant number of people during 2009 and again in
the first quarter of 2010 Furthermore, at the end of 2009 we
had to inform the Welcome employees that we intend to pursue
a strategy of collecting out the customer loans over the next
two to three years, as a result of which they are untikely to have
a long-term future with the business i have been impressed
with the professionalism and dedication of our employees in
very difficult aircumstances and, on behalf of the Board, [ wish
to thank them for their continuing contribution to the business

Margaret Young

Executive Chawrman
11 May 2010
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BUSINESS AND FINANCIAL REVIEW

OVERVIEW OF THE GROUP AND ITS BUSINESSES
Cattles 1s a financial senvices group speciabsing in providing
consumer credit to non-standard customers in the UK

The Group's pnincipal subsidhary 1s WFS, which compnised three
businesses during 2008 Welcome, Shopacheck ang Welcome
Car Finance

- Welcome, the principal lending business in 2008, served more
than 500,000 customers, providing direct repayment loans
from 182 branches across the UK Its product range m 2008
included unsecured personal leans, second charge secured
loans and hire purchase for cars Further details surrounding
theissues in Welcome which have come to light since
31 December 2008 are set out below

Shopacheck provided short-term home collected leans to some
235 000 customers through 52 branches

« Welcome Car Finance sold around 14,000 used cars a year
from 11 sites and was the largest introducer of hire purchase
business to Welcome Due to funding constraints the business
was closed on 30 Apnil 2009

The Group also provides debt recovery services to external
chents and 1ts own censumer credit business through The Lewis
Group The Lewis Group is a UK leader in debt recovery and
investigation services, servicing both external chients and WFS
Duning 2008, The Lews Group purchased £75 5 million of debt
portfolios {2007 £74 3 milhon) TLG will refocus its strategy on
contingent debt collection and by the end of 2010 1ts
commitments to acquire further debt will have been completed

During 2008, the Group also provided working capital finance
for small and medium sized businesses in 1ts Cattles invoice
Finance business The business was sold on 14 September 2009

BACKGROUND TO THE ISSUES RESULTING IN THE DELAY
OF THE 2008 RESULTS AND THE RESTATEMENT OF THE
2007 RESULTS

As explained in the Executive Chairman’s Statement, on

20 February 2009, the Company announced a delay in the
release of its 2008 Preliminary Results Announcement pending
the completion of a review of the adequacy of its impairment
provisions Subsequently, the Impairment Review commissioned
by the Audit Committee, and conducted by Delcitte, confirmed
the Board s belief that there had been a breakdown of internal
controls which resulted in the Group’s impairment poltcies being
applied incorrectly Six senior executives of the Group, including
two directors of Cattles, were suspended pending the final
outcome of the Forensic Review

The Board reported on 10 March 2009 that, based on
informatien recerved to that date, and subject to completion

of its external audit, 1t believed that the Group had incurred a
significant loss before tax for the year ended 31 December 2008,
and that 1t would be necessary to restate the Group's financial
statements for the year ended 31 December 2007 The Board
also reported on 10 March 2009 that it believed Cattles was 1n
breach of covenants under its borrowing arrangements

On 1 Apnil 2009, the Company announced that a report by
Deloitte estimnated that the Group would need to make a
provision of around £700 million in excess of that onginally
anticipated with respect to the value of customer loans held as
at 31 December 2008 At that date, the amount of this provision
that should be reflected in the profit and loss account for the
year ended 31 December 2008 versus earlier years remained to
be determimed However, the Board believed that such a
provistan would result in the Group reporting a significant loss
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before tax for the year ended 31 December 2008 and 1 a
requiremnent to restate the Group's financial statements for the
year ended 31 December 2007

On 1 Apnil 2009, the Board also reported that it was considering
whether to include an additional incurred but not reported
{IBNR} provision consistent with accounting standard IAS39 The
work carried out to 1 April 2009 indicated that an additional
prowvision of £150 million would be required if such a policy were
to be adopted The Board has now decided to adopt such a
policy As a result, the financial staterments from pages 37 to 90
include an IBNR tmpairment provision of £150 million as at

31 December 2008

On 23 April 2009, Cattles announced 1t was not in a position to
publish its report and accounts for the year ended 31 December
2008 by 30 April 2009 as requived by Disciosure and
Transparency Rufe (DTR} 41 3 In those circumstances,

the Company believed that the FSA would ordimartly require the
suspension of trading of the Company s shares and bonds with
effect from 1 May 2009 Therefore, in order to avoid a disorderly
market and to protect investors, Cattles requested an
immedtate suspension of trading in its secunities pending
publication of its audited report and accounts for the year ended
31 December 2008, which was granfed

Once the Board had reported on 10 March 2009 that it believed
Cattles was in breach of covenants under its borrowing
arrangements, Cattles entered into constructive discussions with
its debt providers with a view to obtaining a formal standstill
agreement The Board's focus was on working closely with the
Company’s debt providers to secure their support for the Group’s
programme of action to stabilise its financial position The core
actions mncluded

- restructuning the Board and senior management team as
explained in the Executive Chairman’s Statement,

- the considerabion of selected disposals of businesses and
assets including the sale of Cattles Invoice Finance,

- a controlled process of debt recovery and cash collection, and
- the simphfication of the Group’s operating model to reduce costs

As explained in the Executive Chairman’s Statement, on

25 November 2009, Cattles announced that it had agreed

the Standstill and Equalisation Agreement (SEA) with its key
financial creditars, and that this should improve the likelihood
of Cattles achteving tts restructuring objectives

On 16 Decernber 2009 at the General Meeting of Cattles, called
to consider Cattles serious loss of capital and the actions taken
by the Board, it was stated that, since the SEA announcement,
Cattles had met with representatives of its financial creditors to
update them on its recent financial performance and to review
wath them a range of strategic options These meetings followed
extensive strategic, operational and financial analysis of the
Group's businesses Based on this analysis and against the
background of the significant losses incurred to date by Welcome,
the Group’s princapal business, the directors were unable to
recommend a business plan to financal creditors which would
allow Welcome {o lend to existing or new customers

The Board therefore recommended a plan which would focus on
collecting out Welcome's customer loans [t 1s envisaged that the
collection of the Welcome loan book could take two to three
years and, duning this penod, the Group’s cost base wilt contract
to reflect the reducing size of the book The Group’s smaller
businesses, Shopacheck and The Lewis Group, will continue

to trade as normal The Board continues to explore the scope

to develop these businesses further




PwC commenced the audit of the financial statements for the
year ended 31 December 2008 However on 20 February 2009
after the Company announced a delay in the release of its
prebhminary results announcement for the year ended

31 December 2008 pending the completion of the Impairment
Review, Pw('s work on the audit of the finanaial statements for
the year ended 31 December 2008 was put on hold by the

Audit Committee Following the agreement of the SEA on

25 November 2009, the Board asked PwC to resign as auditor as,
given the accounting issues faced by the Company, the Board did
not consider it apprapnate for PwC te avdit the Company’s 2008
accounts The directors subsequently appointed Grant Thornton
as auditor to audit the 2008 accounts

PERFORMANCE REVIEW

WEFS

WFS’ pre-tax loss was £746 4 million (2007 restated pre tax
loss £950 million) The losses reported in WFS are largely as a
result of the significant additional loan loss charges made, as
explained 1n the Executive Chairman’s Statement

Welcome

The number of Welcomne s customers increased by 66,000

te 579,000 (2007 513 000), representing growth of 12 8%
(2007 257%) The nurnber of new agreements written during
2008 fell by 64,000 to 154,000 {2007 218,000) and resulted in
a reduction in total loan volumes of 18 5% to £1 1 bilion
{2007 £14 billien)

There was also a reduction in the number of its customers
settling their agreements early This fell by 11,000 to 23,000
{2007 34,000), reducing the early settlement ratio to 4 5%
{2007 83%)

There was no significant change m the value of average
advances to new customers across each product unsecured
personal loans £2,400 (2007 £2,100), hire purchase for cars sold
by Welcome Car Finance £9,500 (2007 £5,600) and secured
loans £9,300 (2007 £9,300}

» Unsecured personal loans

Mainstream lenders continued to tighten therr underwriting
critena during 2008, or withdrew from segments of the
unsecured personal loans market altogether, as they continued
to experience deteriorating credit quality Welcome s unsecured
personal ioan volumes reduced by 18 0% to £458 1 mithon
{2007 £558 8 mullion)

» Hire purchase

in April 2008, Welcome ceased writing any third party hire
purchase business largely as a result of the risk and returns not
matching the criteria set by the Board at the time Welcome
continued to write hire purchase business for its own distribution
channel, Welcome Car Finance As a resuit hire purchase volumes
fell by 35 3% to £269 2 million (2007 £415 8 million}

- Secured loans

Welcome reduced ils secured lending volumes by 3 1% to

£420 5 mulhon (2007 £434 0 mullion) during 2008 as the
business attempted to conserve borrowings during the difficuit
funding conditions in the year

Welcome Car Finance

Welcome Car Finance rematned the Group's largest sntroducer
of hire purchase customers It increased its total unit sales for
the year by 5 1% to 14,461 (2007 13,763) During 2008,
Welcome Car Finance closed one site and at 31 December 2008
operated from 11 sites Welcome Car Finance was closed in Aprd
2009 as a result of funding constraints

Shopacheck

Durtng 2008, the Group continued with its strategy at the time
of withdrawing from uneconomic sectors of the home collected
credit market Total advances by Shopacheck reduced by 31% to
£115 1 milhion {2007 £118 8 mithon) and the number of its
customers decreased to 235,000 (2007 266,000} Average
advance to customers amounted to £269 (2007 £274)

The Lewts Group

The Lewis Group incurred a pre-tax loss of £5 2 million

(2007 pre-tax profit £10 2 milhon) during 2008 This reflected a
reduction in cash collections as well as a more cautious view
on the outlook for the UK economy and housing market in
particular and a devaluation of £14 1 miflion (2007 revaluation
of £4 5 mithon) ansing on the debt portfolios purchased by

The Lewis Group Debt porchases duning the year totailed

£75 5 million {2007 £74 3 million} TLG will refocus its strategy
on contingent debt collection and by the end of 2010 1ts
commutments to acquire further debt will have been completed

The Lew:s Group’s commission on thiré-party debt collection
declined 11 1% to £6 4 million {2007 £7 2 million) Turnover
from commuission clients fell reflecting the increasing trend in
2008 for chients to sell debt rather than placing debt on a
contingent basis

The net interesi margin earned by The Lewrs Group reduced to
3 0% {2007 15 9%) as a result of the revaluation of debt
portfolios referred to above

Cattles invoice Finance

Cattles Invoice Finance’s chent base at 31 December 2008

was stable at 727 (2007 725) Its net receivables fell by 12 9% to
£86 6 milhon (2007 £99 4 miilion) as the business managed its
chients’ facilities within reduced cash targets set by the Group
Cattles Invoice Finance’s income increased by 11 3% to

£23 7 mithon {2007 £21 3 million} and its net interest margin
fellto 3 4% (2007 4 3%)

Cattles Invoice Finance’s pre-tax profit fell to £2 3 million
(2007 £25 millian), reflecting additional provisions of

£0 8 million taken on three specific accounts The loan loss
charge was £2 5 million {2007 £2 5 million} and 1ts loan loss
ratio rose to 2 9% (2007 2 2%)

Cattles tnvoice Finance was sold on 14 September 2009 for
£704 million

FINANCIAL REVIEW
A review of the Group s performance during 2008 1s summarised
in the Executive Chairman’s Statement

INCOME STATEMENT

Revenue felt by 7 1% to £847 ¢ mithon (2007 £912 2 million)
Net interest income (after deducting interest expense) fell by

37 7% to £290 6 million (2007 restated £466 3 million), largely
as a resuli of the adjustments ansing from the increased loan
loss provisions Non-interest income decreased by 12 4% to
£2701 million {2007 £308 3 million), largely due to a significant
reductron in fee income 1n Welcome Finance

Purchase of goods, prirnarily relating to the cost of vehicles
sold by Welcome Car Finance, remained constant at
£67 1 mulhon {2007 restated £68 0 million)

The loan loss charge has increased significantly to £794 3 mullion
{2007 restated £415 8 rmullion) largely as a result of the
correction of the misapphcation of Group accounting policies
identified in the Impairment Review and described 1in more
detail in the Execuiwve Chairman’s Statement
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BUSINESS AND FINANCIAL REVIEW continued

INCOME STATEMENT continued

Operating expenses, including staff costs, at £444 5 million,
increased by 14 8% (2007 restated £387 3 mullion}, following

an increase In provisions and administrative expenses partially
offset by intangible asset impairment charges made in 2007 and
not recurring in 2008 Administrative expenses include legal

and professional costs as a result of the application for a banking
licence and discussions regarding a possible acquisition of a
substantial consumer finance business, both of which did not
take place

The loss before tax of £745 2 melhion (2007 restated

£96 5 million} reflected the significant increase in the loan

loss charge plus other consequential adjustments Basic loss
per share, adjusted for the 2008 rights issue, increased to a loss
of 156 38p (2007 restated loss 23 56p), based on an effective
tax rate of 28 5% (2007 30 0%}

INCOME

» Interest income

Demand for Welcome s products remained high duning 2008
although the business tightened credit and affordabrlity critena
to new applications taking account of the pressure on
household budgets This led to a planned lower acceptance rate
of 51% {2007 6 3%} and reduced volumes compared to previous
years New business volumes reduced by 18 5% to £1 1 billion
{2007 £1 4 billion) whilst customer numbers increased by 12 7%
to 578,000 (2007 513,000)

Interest income from the Group's weekly home collected

credit business, Shopacheck, decreased to £92 0 million

(2007 £97 9 milfion) reflecting the continuing strategy n 2008
of disengagement from uneconomic sectors of the market and
the consequent reduction in the recewables book

In The Lewrs Group, the Group's debt recovery busimness, interest
income fell by 38 3% to £14 5 million {2007 £23 5 million) as a
result of a devaluation of thetr purchased debt portfolios of
£141 millron (2007 revaluation of £4 5 million) anising on the
debt portfolios purchased by The Lewis Group reflecting reduced
cash collections and a more cautious view on the outlook for the
UK economy and the housing market in particular

Cattles Invoice Finance generated a 4 8% increase in interest
income from £8 3 million to £8 7 mitlion, driven by a 10 0%
increase 1n the value of invoices factored

Interest income for the Group as a whole, therefore at
£576 9 million, fell by 4 5% (2007 restated £603 9 mullion)

Net interest mcome (after deducting £286 3 milhon interest
expense) for the Group, at £290 6 mullion, reduced by 37 7%
from £466 3 million in 2007 The number of customers settling
therr lcan agreement early fell to 23,000 (2007 36,000}, largely
as a consequence of the reducing availabidity of alternative
finance in the market

The Group's average cost of borrowing (excluding amortisation
of facility fees) fell shghtly from 6 86% to 6 64%

* Non-interest income

Fee and related income, at £151 8 million (2007 restated
£179 4 million)}, fell by 15 4% due principally to a reduction in
COMMISSION InCOmMe
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Revenue from sale of goods remained steady at £110 2 milhon
(2007 £1105 million} This includes revenue from the sale of
vehicles by Welcome Car Finance Vehicle sales increased by 5 1%
to 14,461 vehicles (2007 13,763) Revenue from sale of goods
also includes other retail sales at Shopacheck, which fell by

72 5% to £1 4 miliion {2007 £51 mullion} as this actwity was
terminated in early 2008

Commuission earned by The Lewis Group for collecting other
lenders’ debt and providing investigation services, at

£11 2 mullion {2007 £16 4 midlion), iIncreased marginally as
the business continued to pursue its strategy of investing
resources in the purchased debt market

In 2007, the Group earned £3 3 milhion brokerage commussion
from its Welcome Mortgages business which was not repeated
in 2008, following the withdrawal from this market at the end
of 2007

The Group’s accounting policies relating to revenue recognition
are set out in the notes to the accounts on pages 42 to 49

COsTS

+ Purchase of goods

A 5 1% growth in unit sales volumes at Welcome Car Finance,
affset by a change in customers’ buying patterns altering the
mix of vehicles sold to smaller mare fuel effictent cars, resulted
in the cost of purchasing goods rematning broadly similar at
£67 1 million (2007 £68 0 million)

« Loan loss charge

The Welcome loan loss charge increased by £369 3 mullion in
the year to £737 3 million {2007 restated £368 0 million} As
described 1n the Executive Chairman’s Statement, during 2009
we commuissioned the Impairment Review which found that the
Group's impairment pelicies had been incorrectly applied This
resufted in impairments being matenally understated and
profits matenally overstated

Shopacheck’s loan loss charge increased by £9 2 million in the
year to £54 5 million {2007 £45 3 million), as a result of
additional charges ansing from the Impairment Review and a
subsequent review of loan loss provisioning by the Board

The loan loss charge at Cattles invoice Finance, at £2 5 million
{2007 £2 5 million), remained constant The loan loss ratio
increased from 2 2% 102 7%

The Group's accounting policy in relation to loan loss
provisioring 1s set out in the notes to the accounts on pages 42
to 49 Application of this policy 15 subject to the estimation of
future cash flows associated with impaired loans as descnbed
in note 3 to the financial statements

= Operating expenses {including staff costs)
Total operating expenses (including staff costs} increased by
14 8% to £444 5 mithon (2007 restated £387 3 million}

Staff costs were 6 8% higher in 2008, nsing from £145 3 milhon
to £155 2 mullion The average monthly number of people
employed by the Group during the year was 5,183 compared
t0 4,719 during 2007, an increase of 9 8%

Other operating expenses increased by 19 5% from £242 0 malhion
(restated) to £289 3 milhon mainly as a result the reduction in
impairment costs previously charged in 2007 offset by increases
in provisions and administrative expenses




TAXATION

The Group's total tax charge for the year of £8 4 million

(2007 restated £1 2 milkon) represents an effective tax rate of
11% (2007 restated 12%) The tax charge for the year primanily
reflects adjustments in respect of previous years

Prior to becoming aware, 1n February 2009, of 1ssues with the
Group's impairmeni provision, the Group had continued to pay
normal quarterly payments on account in respect of corparation
tax, based on its anttcipated taxable profiis

Since the extent of the adjustments to the 2008 and prior results
became apparent, the Group has been able {o secure certamn
repayments from HM Revenue & Customs (HMRC) of corporation
tax previously paid 1n respect of 2008 and prior years

In addition, during 2009, discussions tcok place with HMRC to
reach a settlement in relation to the Group s histonc tax
exposures These discussions were successfully concluded,
resulting in the closure of tax computations for all Group
companies up to and including the accounting peniod ended
31 December 2006

In total, net tax repayments of £94 mullion were received from
HMRC during 2009

BALANCE SHEET

The Group balance sheet shows a deficiency of shareholders’
equity at the year end of £411 4 miilion {2007 restated surplus of
£234 3 million} This 1s as a result of the significant additional foan
loss impairment charges and other adjustments required to imparr
other assets because of the loss making position of the Group

Coodwill and intangibles fell by £4 5 million te £1 6 million
(2007 restated £6 1 million) As a result of the loss making
position of the Group in 2007, goodwill and other intangible
assets have been impaired in the restated 2007 balance sheet
The total impairment charge 1n 2007 was £91 1 mitlion
Goodwill and the Group's investment in Siebel {its customer
relationship management IT system), included 1n intangibles,
have been impaired down to zero The remaining intangibles
balance of £3 6 million, being software licences, 1s being
amortised over a period of five to seven years

Other assets {excluding loans and recevables) amounted to
£156 4 milhon at 31 December 2008 (2007 restated £185 1 muihion)

The relatively small increase in the retirement benefit obligation
from £14 1 million at 31 December 2007 to £15 O milhion at

31 December 2008 was due to a reduction in the fair value of
the pension fund's assets {despite additional lump sum
contrnibutions of £7 9 mullion being made during 2008}
impacting shghtly more than a reduction in the present value

of the fund’s habiliies Further details of the movement in

the year are set out 1n note 27 to the financial statements

All cther liabihities, excluding barrowings, deferred income and
provisions, amounted to £154 4 milhon at 31 December 2008
(2007 restated £100 8 mullion} The increase reflects the
higher denvative financial instruments balance anising from
the increase in liabdities ansing from an adverse movement

in the Group's exposure to foreign currencies

+ Leans and recervables
Group net loans and receivables fell by 2 1% over the year from
£2 6 billionto £2 5 ullion

Welcome, which accounted for 94% of Group gross loans

and recevables, increased its gross receivables by 18 6% to

£3 4 bilion {2007 restated £2 9 billion} although the loan loss
provision increased to £1 2 billion (2007 restated £0 7 billion)

Shopacheck reduced its gross loans and receivables by 10 0% to
£134 3 mulhon (2007 £149 3 milhon} as the division maintained
the Group’s strategy in 2008 of disengaging from customers
that were considered uneconomic to serve

The Lewis Group increased ifs purchased debt book in the year
by 15 8% from £132 9 million to £153 9 milhon This reflected
the continuing investment in forward flow debt portfolios
from existing contracts and additional purchases of new debt
portfolios partly offset by a downwards revaluation in the
portfolios Debt purchases i 2008 totalled £75 5 miilion
(2007 £74 3 million} In 2008 there was a downwards
revaluation of the portfolios of £14 1 million (2007 upwards
revaluation of £4 5 mullion} reflecting reduced cash collections
and a more cautious view on the outlook for the UK economy
and the housing market i particuiar

Cattles Invoice Finance managed 1ts gross recewvables down by
14 1% from £102 3 million to £87 9 million 1n the year, as the
focus switched to improving gross margin and controlling
lending within tighter cash constraints

= Credit qualty

Loans neither past due nor impaired fell by 9 7% to £1 5 billion
{2007 restated £1 7 billion) representing 40 1% (2007 restated
50 9%} of the outstanding customer balances loans that are
past due, increased to £0 9 billion (2007 restated £0 7 biflion)
and represent 22 7% (2007 restated 20 2%} of outstanding
customer loans Impaired loans have increased by 47 3% to

£1 4 billion (2007 restated £1 0 biflion) and represented 37 2%
(2007 restated 28 9%} of outstanding customer loans The man
Increase in the proportion of past due and impaired loans reflect
the fact the business is not making any new loans

In accordance with [FRS 7 ‘Finzncial instruments Dhsclosures’,
the Group sets out tts processes for the management of credit
nsk on page 10

« Borrowings
Details of the Group’s funding during 2008 15 set out In the
Funding section on page 8

CASH FLOW

The Group's net operating cash outflow durning 2008 was
£434 0 millien {2007 restated £537 4 mullion) This principally
reflected a reduced level of investment in loans and advances
during 2008

PREVIOUSLY PUBUSHED UNAUDITED FINANCIAL
INFORMATION

The class 1 circular to shareholders dated 10 August 2009 (the
Circular) in respect of the proposed disposal of Cattles Invoice
Finance Limited (together with its subsidiary Cattles Invoice
Finance {Oxford) Limited} {referred to as the CIF Group) included
the unaudited income statements and balance sheets of the
CIF Group, prepared under IFRS and extracted from the
consolidation schedules wiich support the unaudited interim
financial statements of Cattles for the six months ended 30 June
2008 and the consolidation schedules which support the
audrted financial statements of Cattles for the years ended

31 December 2007, 2006 and 2005

As required by Listing Rule 9 218 {2) {a), the unaudited financal
information extracted from the Circular 1s reproduced below
There 15 no difference between that unaudited financial
information and the actual figures for the same peniod, as
required to be disclosed under LR 9 2 18 (2} (b)
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