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About Us
At the Hinckley and Rugby the
safety and security of our members’
savings has always been of paramount
importance. This is embodied in the
Society’s prudent approach to mortgage
lending (resulting in a mortgage book
of the highest quality) and we continue
to benefit from a very low level of
mortgage arrears.

Member of the Building Societies Association
Established 1865
Principal Office
Upper Bond Street, Hinckley,
Leicestershire LE10 1DG
Tel: 01455 251234
www.hrbs.co.uk
email: enquiry@hrbs.co.uk
The Society is authorised and regulated
by the Financial Services Authority
The Society’s registration number is 206043
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Business Review

We remain
confident that
the Society’s high
quality balance
sheet and robust
capital ratios
will continue
to underpin its
financial strength.

This section of the annual report reviews
the current position and performance of the
Society. Throughout this section information
is provided on key performance indicators
monitored by the Board. Other operational
key performance indicators are set out in
the Directors’ Report.

Operating environment

The UK economy has barely grown over the
past 2 years, as it has laboured against the
consequences of the financial crisis and its
impact on global demand, a sharp squeeze
in domestic spending power and a necessary
fiscal consolidation. Indeed the economy dipped
back into recession in 2012 and the future path
will depend critically on developments in the
global environment, with strains in the euro area
posing the greatest risk to a sustained recovery.
Therefore, it was no surprise that the
Bank of England’s Monetary Policy Committee
chose to maintain Bank Base Rate at its
historically low level of 0.50% throughout the
year and that activity levels in the housing and
mortgage markets have remained subdued.

Financial Statements

We are pleased to report that the Society has achieved growth in its
mortgage book in these difficult market conditions whilst remaining
true to the core values of a traditional building society, with a focus
on mortgage lending funded principally from the retail markets.
In this challenging environment the Society has remained profitable
and maintained very strong liquidity and capital ratios.
The Society’s borrowers will have welcomed
the fact that the Bank of England decided
to keep Bank Base Rate at 0.50% throughout
the year, its lowest level by far for over
300 years. Although low interest rates are
good news for borrowers they are not
appreciated by savers, who will have been
disappointed by the Bank of England’s
continuing stance. The Society has done what
it can to protect savers from this squeeze
on their income by offering an attractive range
of savings accounts.
The directors consider that market conditions
will remain challenging in 2013 and beyond
and that in particular, the low interest rate
environment will continue to impact profit
margins. However, we remain confident that
the Society’s high quality balance sheet and
robust capital ratios will continue to underpin
its financial strength and place it in a strong
position to trade through these conditions.

We are pleased to report that the Society has
achieved growth in its mortgage book in these
difficult market conditions whilst remaining
true to the core values of a traditional building
society, with a focus on mortgage lending
funded principally from the retail markets.
In this challenging environment the Society
has remained profitable and maintained
very strong liquidity and capital ratios.
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Business Review continued
Over the last 5 years funding from
our members in the form of retail
deposits has consistently represented
around 85% of the Society’s funding.

Overall Funding (£ million)

651.6

600.2

542.7

530.8

538.1

30.11.08 30.11.09 30.11.10 30.11.11 30.11.12

Summary financial position

• Gross capital ratio of 7.23% (2011 7.59%).

The following list sets out key financial measures
as at 30th November, 2012 compared with the
position at 30th November, 2011.

• Retail deposits of £458.7 million
(2011 £462.0 million), equal to 105%
of total loans outstanding (2011 109%).

• Increase in net interest income to
£4.47 million (2011 £3.96 million).

• Funding from the wholesale market
£79.4 million (2011 £68.8 million).

• Improvement in the net interest margin
to 0.77% (2011 0.68%).

• Liquid assets of £141.1 million
(2011 £145.8 million) representing
26.2% of shares and deposits
(2011 27.5%). Of this, £18.0 million
is held in UK Government stock,
£33.1 million on deposit at the Bank
of England and £30.0 million on overnight
call with UK clearing banks.

• Non-interest income of £0.49 million
(2011 £0.76 million, including a one-off
£0.22 million profit on the sale of property).
• Administrative expenses held steady
at £4.61 million (2011 £4.53 million).
• Profit before tax, bad debt provisions
and the levy from the Financial Services
Compensation Scheme (FSCS)
£0.35 million (2011 £0.19 million).
• Charge for the levy from the FSCS
£0.25 million (2011 £0.18 million).
• Profit after tax and the levy from the
FSCS £0.09 million (2011 £0.07 million).

• Growth of £11.8 million in the Society’s
mortgage portfolio to £435.6 million
(2011 £423.8 million), including Buy
to Let mortgages totalling £43.8 million
(2011 £25.0 million).
• Mortgage advances totalled £87.6 million
(2011 £76.8 million) including advances
on Buy to Let mortgages totalling
£21.8 million (2011 £13.9 million).
• Only 38 borrowers in arrears with
their monthly mortgage repayments by
1 month or more (2011 29) representing
just 0.58% of all borrowers (2011 0.42%).
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Funding

In accordance with its role as a mutual building
society the Society draws the majority of its
funding from its members in the form of retail
deposits. This approach has allowed the Society
to limit the impact of the reduced availability
of wholesale funding caused by the credit
crunch. Over the last 5 years funding from
our members in the form of retail deposits
has consistently represented around 85%
of the Society’s funding.
The Society’s overall level of funding
reduced at the outset of the credit crunch
but has remained very stable over the last
3 years, increasing from £530.8 million
at 30th November, 2011 to £538.1 million
at 30th November, 2012.

Liquidity management

Since the remarkable events of late 2008,
which saw the failure of a number of
major banks around the world and in the
light of concerns about the resilience of
European banks, the Society’s directors have
considered it prudent to hold a good level
of liquidity invested exclusively in low risk UK
institutions, including the Bank of England, and
in UK Government securities. At the year
end, liquid assets totalled 26.2% of shares and
borrowings. This short-term liquidity has earned
a lower yield in an environment of very low
interest rates and this has inevitably limited
the Society’s profitability.

22/01/2013 15:11
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Total Assets (£ million)
7.23
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Capital

Capital is held to provide protection for
members’ deposits against losses from lending
beyond which the Society already holds
provisions. The Society generates capital from
profit made by normal business activities
and does not rely on costly external sources
of capital to support its business.
At 30th November, 2012 the Society’s gross
capital ratio (general reserves expressed
as a percentage of total shares and deposits)
was 7.23% (2011 7.59%). The reduction
in this ratio was largely the result of an actuarial
loss of £1.5 million on the Society’s defined
benefit pension scheme that was closed
in 2010. This ratio is still considerably higher
than the ratio of 6.29% recorded at the end
of 2008 at the onset of the credit crunch.
As the Society’s gross capital represents general
reserves generated from retained profit there
is no ongoing cost to service this capital, putting
the Society in a strong position for future
activity. The Society’s capital ratios remain above
the industry average, giving added reassurance
to regulators, members and depositors alike.

699.6

644.2

585.7

573.4

580.5
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Assets and mortgage balances

The Society’s total assets and mortgage
balances reduced at the outset of the credit
crunch, as existing borrowers increased the rate
at which they paid down their debt, but have
stabilised over the last 3 years. Total assets were
£580.5 million at 30th November, 2012 having
stood at £585.7 million at 30th November,
2010. Over this period the Society has
reduced its liquid assets by £10.5 million,
but has improved the quality of these assets,
and increased its mortgage book by £5.6 million.
Mortgage advances in 2012 totalled
£88 million, up from £77 million last
year. This lending included a modest amount
of Buy to Let business as margins on this
type of business were attractive. The Society
restricts its lending on Buy to Let to lower
loan to value ratios than it allows for owner
occupied loans. At the year-end, Buy to Let
mortgages totalled 10% of the Society’s total
mortgage book. It also included residential
loans at up to 90% loan to value, including
to First Time Buyers, where the borrower’s
ability to pay has been carefully underwritten.
All lending in excess of 80% loan to value
is backed by mortgage indemnity insurance,
which protects the Society’s interests in the
event of the borrower going into default.

Net interest margin

The difference between the interest rates paid
on savings and wholesale funding compared
with those earned from mortgages and liquid
assets is called the net interest margin and
is a key measure of the underlying performance
of the Society.
When interest rates started to fall the
Society reduced its savings rates by less than
the reduction in Bank Base Rate in order
to do what it could to protect the income
of its savers and this contributed to a narrowing
of the net interest margin. The performance
of the underlying business has been improving
over the last 2 years and in 2012 the net
interest margin was 0.77% (2011 0.68%),
higher than it was in 2009 when Bank Base
Rate was first cut to 0.50%.

The Society is making an application for funding
from the Bank of England’s Funding for Lending
Scheme which will, when the necessary IT, audit
and legal work has been completed, provide
low cost funding to help the Society increase
mortgage lending in 2013.
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Business Review continued
The Society’s administrative costs remain
amongst the lowest for any building society
of its size but not at the expense of
customer service as our customer satisfaction
surveys continue to produce positive results.

Credit risk performance

At the Hinckley and Rugby the
safety and security of our members’
savings has always been of paramount
importance. This is embodied in the Society’s
prudent approach to mortgage lending
(resulting in a mortgage book of the highest
quality) and we continue to benefit from
an extremely low level of mortgage arrears.
As a result of the quality of the Society’s
mortgage book it is very well placed to take
advantage of any upturn in the market once
confidence improves and we do not expect
arrears and bad debts to increase appreciably
when Bank Base Rate eventually does begin
to rise.
At 30th November, 2012 only 38 borrowers
were in arrears with their monthly mortgage
repayments by 1 month or more (2011 29)
representing just 0.58% of all borrowers
(2011 0.42%). This is just one-fifth of the
industry average as reported by the Council
of Mortgage Lenders.

Administrative expenses

Over the last 3 years administrative expenses
have been contained at a level last achieved
in the late 1990s. As our income reduced
in response to lower interest rates and subdued
economic activity we had to have a careful
approach and close control of our costs.
The Society’s administrative costs remain
amongst the lowest for any building society
of its size but not at the expense of customer
service as our customer satisfaction
surveys continue to produce positive
results. Customers consistently comment
on questionnaires that they like our personal
approach, often singling out individual staff
members for praise. The message keeps coming
through loud and clear that customers dislike
call centres and the anonymity of the larger
banks and building societies.
Our good cost management is demonstrated
by the fact that administrative expenses
were almost the same in 2012 as they were
in 2011 despite the additional costs associated
with the rebranding and branch refurbishment
programme and a major IT systems upgrade.

Administrative Expenses
including Depreciation (£ million)
5.667

5.191
4.503

4.532

4.611

30.11.08 30.11.09 30.11.10 30.11.11 30.11.12

Financial Services Compensation
Scheme (FSCS)

The Society continues to contribute to the
significant cost of the FSCS bailout of the
failed banks. The FSCS has borrowed many
billions of pounds from the Government to
meet its liabilities. The FSCS has agreed a
schedule of repayments with H M Treasury
and levies the industry, including the Society,
accordingly. Building societies are currently
paying about 20% of the total industry levy,
resulting in a considerable increase in their own
expenses – an increase that inevitably has had
an impact on building societies’ interest rate
decisions. To date the Society has already had to
set aside just over £1.0 million to cover its share
of the FSCS levies. While the amounts levied
so far and those likely to be levied in the future
do not pose a threat to the Society’s business
model the directors remain concerned that the
FSCS charge is not linked to the level of risk
posed to the financial system by individual
institutions but instead is allocated by share
of the retail savings market.
Up to now FSCS levies have only been made
in respect of the interest due on outstanding
loans from H M Treasury but they are due
to increase in the coming years as capital
repayments commence for past bank failures
and legislation emanating from Europe results
in ‘pre-funding’ of the FSCS to ensure that
it is better prepared to manage any future
failures. We are in a stronger position than many
institutions to cope with these increased costs,
as unwelcome as they are, given the strength
of our capital base.
The directors are pleased to see that legislation
is being contemplated that will eventually
ensure that the retail operations of the largest
banks are ‘ring fenced’ to better protect them
from losses arising from failures in other riskier
banking activities. This will more closely align the
business model of a bank’s retail operations with
that of a building society.
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Borrowers 1 month or more
in arrears (%)

1.07
0.74

0.68

0.77

CML
Industry
Average
3.56

CML
Industry
Average
4.03

CML
Industry
Average
3.57

CML
Industry
Average
3.51

CML
Industry
Average
3.38

HRBS
0.34

HRBS
0.42

HRBS
0.58
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0.52
HRBS
0.39
30.11.08 30.11.09 30.11.10 30.11.11 30.11.12

Rebranding and branch
refurbishment programme

For some time the directors had been
reflecting upon the image that the Society
portrayed as a business to our members and
to people who were not currently members
of the Society.
The Hinckley and Rugby visual identity had
looked virtually the same for many years,
a dark blue and light blue colour scheme
had been in use and we had not made any
significant changes to the look and feel of our
branches for a considerable period of time.
It was therefore agreed that the time for
change was overdue and to give customers
and potential customers something new.
Consequently, the Society has launched
a brand new image including a modern and
attractive new visual identity and a vibrant
(and very different) colour scheme. A new
staff uniform has also been introduced,
together with new savings and mortgage
account literature, branch posters and website,
all incorporating the new colours.
A programme of branch refurbishments
has also started, with the branches at South
Wigston and Nuneaton the first to feature the
new look. In 2013 the other 8 branches will
be refurbished in turn to the same standard.

HRBS
0.33

30.11.08 30.11.09 30.11.10 30.11.11 30.11.12

Community involvement

The fact that our roots are firmly anchored
in the local community is demonstrated
by our active involvement both by making
donations where they can best assist those
most in need and by providing support
to the many of our staff who have volunteered
to give their time to local groups and charities.
In addition to local campaigns we have
continued our strong support to national
campaigns including Children in Need.
Once again, many schemes and charities have
benefited from the assistance given by the
Society during 2012 with special attention being
paid to voluntary groups providing help and
guidance to the more disadvantaged sections
of the community.

In 2012 the Society was also proud to become
an active member of Leicestershire Cares
which helps bring businesses and communities
together, for the benefit of all, through employee
volunteering. As a result of this initiative
a number of staff helped in local schools
and colleges.
The Society also teamed up with WizeUp,
a not-for-profit group of financial education
experts, to assist 2 local schools to help pupils
prepare for their life beyond lessons.

We also donated 20 pence to charity for each
vote cast by post and 40 pence for each vote
cast online at our 2012 Annual General Meeting,
with £1,250 donated to Rainbows, the East
Midlands Children’s Hospice, to enable them
to continue their vital work.
The Society is also proud of its affinity
savings account from which 3 local hospices
benefit; LOROS, Mary Ann Evans and
Myton. This account pays 1% of the average
balances held in the account split equally
between the three hospices and in 2012 nearly
£11,000 was accrued for their benefit bringing
the total amount donated since the launch
of the account to more than £36,000.
The Society’s Chief Executive also teamed
up with the Chief Executive of the Market
Harborough Building Society to undertake
a joint challenge as part of Leicestershire’s
Executive Quest programme and in doing
so raised over £6,000 for Leicestershire
hospice LOROS and Prostaid, a charity
which helps to fight prostate cancer.
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Business Review continued
We will stay at the heart of our local
communities, helping people to build
savings and buy their own homes, as an
employer of choice and a partner to
local businesses and by investing in and
supporting the areas in which we work.
Other developments in 2012

The Society’s Coventry branch closed
in May 2012 with staff transferring
to Nuneaton branch after the
closure. The street in Coventry in which the
branch was located had been in decline for
some time leading to the closure of several
branches of other financial institutions.
Customer footfall into the branch had been
falling steadily and as might be expected the
costs associated with running a city centre
branch were relatively high. Consequently,
when the Society was approached by
another business to take over the lease of the
premises the Board decided that the time
was right to accept their offer. The Society
remains committed to its branch network
and no further changes are planned in the
foreseeable future. Indeed, the Society is
currently investing in the branch refurbishment
programme.
In the final quarter of 2012 the Society
launched an initiative which offers customers
the opportunity to purchase a funeral plan from
Golden Charter, the UK’s largest independent
funeral plan provider. Funeral plans are
of potential benefit to customers who are
interested in taking care of their own funeral
arrangements, relieving their families of the
stress of doing this with the added benefit
of fixing costs at today’s prices using a personal,
caring service from a local independent
funeral director.

Mutuality

We make our current mortgage schemes
available to every customer, including existing
borrowers and this is just one example of the
way in which the Society demonstrates its
commitment to treating all of its customers
fairly, a philosophy to which the Society has
always subscribed.
The Society has an active Members Panel which
meets bi-annually with several Board members
present at these meetings. Panel meetings have
been well attended by member volunteers and
have been a very useful way of seeking views
and ideas on how we should be developing
our products and services. We are always keen
to hear from members who are interested
in attending meetings of this kind. The Society
also holds member events around its branch
network with Board members on hand
to engage with members and these have
proved very informative.
For the Society, and the rest of the building
society sector, the fundamental mutual
model remains intact. The Building Societies
Association undertakes research on building
society and bank customers’ perceptions
of the service levels which they obtain
from their institutions. Time and time
again we see that building societies are
out in the lead in customer perceptions of
trust, value for money, fairness, and quality
of service. This is consistent with the feedback
that we receive on a regular basis from our
own members.

Future developments

Our vision is to be seen as the leading local
building society, based upon a reputation
for providing customers with good value
savings, mortgages and related products
backed up by excellent personal service.
We aim to have a successful business which
has a sustainable level of profitability and
a growing customer base because we are
seen as a relevant and natural choice locally
and a credible choice nationwide.
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We will continue to operate through a branch
network serving local communities and by using
the internet and postal channels. Our digital
offering will improve in response to customer
demands and interests and in response
to improvements in technology.
We will stay at the heart of our local
communities, helping people to build savings
and buy their own homes, as an employer
of choice and a partner to local businesses
and by investing in and supporting the areas
in which we work.
With 10 branches and 4 agencies, the Society
is not only represented in some of the
larger towns and cities of the East and West
Midlands, but we are also strongly committed
to having outlets in smaller village communities.
Here we are often the only financial services
provider for miles around. Our future strategy
remains centred on the traditional building
society model focused on prime residential
lending funded predominantly from retail savings.
We have always firmly believed in putting the
safety and security of our members’ funds above
the need to make higher short-term profits and
will continue to do so. There has been further
consolidation within the building society sector
over the past few years but we are a strong
independent society and it is the Board’s
intention to remain so.
2013 will herald the introduction of a new
(dual regulator) regulatory structure with the
creation of the Prudential Regulatory Authority
(PRA) and the Financial Conduct Authority
(FCA) in place of the Financial Services
Authority (FSA). This will add to the Society’s
costs, both financial, as the Society is obliged
to contribute to funding the operations of
2 regulators, and in terms of management time
in dealing with the regulatory requirements
of both new regulators.
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Directors’ Report for the year ended 30th November, 2012

The directors have pleasure in presenting their
147th report and the accounts for the year
ended 30th November, 2012.

Business objectives and activities

The principal purpose of the Society is that
of making loans which are secured on residential
property and are funded substantially by its
members. The primary business objectives
are to continue to promote savings and home
ownership through competitive rates of interest
and a high quality of service.
The Society’s business activities and future
plans are reviewed in the Business Review
on pages 1 to 6.

Results for the year and key
performance indicators

Loans and advances

Profit after tax

At 30th November, 2012, there were
no cases in which borrowers were in arrears
with their repayments for 12 months or more
(2011 1 case, with a total amount outstanding
on this account of £44,747 including arrears
of £2,461).

The Board monitors the overall progress of the
Society against a number of financial measures
that are set out below. Other non financial
measures include customer satisfaction surveys,
complaints statistics and staff turnover.
The profit for the year after taxation was
£94,000 compared to £73,000 in the previous
year. Whilst as a mutual organisation the
maximisation of profits is not paramount, the
Society needs to maintain sufficient reserves
to ensure its ongoing financial strength, which
it continues to do.

Capital

At 30th November, 2012, the Society’s
gross capital, shown in the balance sheet
as general reserves, was £38.9 million, being
7.2% of shares and borrowings (2011 7.6%).
Free capital was £37.5 million, being 7.0%
of shares and borrowings (2011 7.4%).
Free capital is the general reserve and
general loss provision less fixed assets as shown
in the balance sheet. The reduction this year
in our capital ratios was largely the result
of an actuarial loss of £1.5 million on the
Society’s defined benefit pension scheme
that was closed in 2010.

Interest margin

In the year ended 30th November, 2012,
the interest margin was 0.77% (2011
0.68%). The interest margin represents net
interest receivable as a percentage of mean
total assets.

Management expenses

For the year ended 30th November, 2012, the
Society’s ratio of administrative expenses and
depreciation in relation to mean total assets
was 0.80% (2011 0.78%). Expenses need
to be controlled so that the Society operates
as efficiently as possible while providing the
service that members require. Administrative
expenses and depreciation totalled £4.6 million
(2011 £4.5 million).
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The principal purpose of the Society is that of making loans
which are secured on residential property and are funded
substantially by its members. The primary business objectives
are to continue to promote savings and home ownership through
competitive rates of interest and a high quality of service.

£87.6 million was advanced on first charge
mortgages of freehold and leasehold premises
during 2012 (2011 £76.8 million). At the end
of the year loans and advances to customers
net of provisions totalled £435.2 million
(2011 £423.3 million).

Total assets

Total assets increased during the year
by £7.1 million (in 2011 there was
a reduction of £12.3 million) and at 30th
November, 2012 amounted to £580.5 million
(2011 £573.4 million). This represented
an increase in total assets during the year
of 1.2% (2011 reduction of 2.1%).

Shares and deposits

The balances held by shareholders and
depositors increased during the year
by £7.3 million (2011 reduced by £11.9 million).
Their combined balances at 30th November,
2012, amounted to £538.1 million
(2011 £530.8 million). This represented
an increase during the year in balances
held by shareholders and depositors
of 1.4% (2011 reduction of 2.2%).

Liquid assets

The total of investments and cash at bank and
in hand at 30th November, 2012, amounted
to £141.1 million (2011 £145.8 million) and
represented 26.2% of shares and borrowings
(2011 27.5%).
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Directors’ Report continued

Principal risks and uncertainties

reports monthly to the Board on credit risk
issues. Details of the number of the Society’s
customers 1 month or more in arrears are
given on page 02. The breakdown of the
Society’s provision for bad and doubtful debts
is reported in note 10.

Risk management objectives
and policies

Credit risk within the treasury function
arises from the risk that counterparties will
be unable to repay loans and other financial
instruments that the treasury function holds
as part of its liquidity portfolio. This risk
is managed by restrictions on the type
of assets held, an assessment of the credit
worthiness of counterparties and by
working within exposure limits for each
counterparty. These issues are reported
at meetings of the Assets and Liabilities
Committee (ALCO), with a copy of all ALCO
papers distributed to the Board. The Society
has no provisions for bad and doubtful debts
against any treasury counterparties.

The Society seeks to understand and
manage the various risks that arise from its
operations. The principal risks facing the Society
and the procedures put in place to manage
them are described below.

The Society defines the risks it faces
in 4 categories. These are credit risk, interest
rate risk, liquidity risk, and operational risk
(including compliance and financial crime).

Credit risk

Credit risk is the risk that customers
or counterparties will not meet their financial
obligations to the Society as they fall due.
For a building society, this risk is most likely
to present itself in the potential inability
of customers or treasury counterparties
to repay their mortgage or other loan
commitments.
Mortgage credit risk is managed through
the Society’s underwriting process which
seeks to ensure that customers only assume
a debt that they can afford to repay, thereby
safeguarding both themselves and the
Society. Should customers find themselves
in financial difficulty, the Society has established
procedures to ensure that it responds
appropriately. Usually, this involves working
with the customer to clear arrears or making
other arrangements commensurate with the
customer’s circumstances; should the situation
deteriorate significantly, it can involve the
Society taking possession of the underlying
property. Whether the Society incurs a loss
as a result of taking possession is critically
dependent on the value realised from the
property. The Society monitors the impact of
house price movements by carrying out stress
tests of its mortgage book to take account
of actual and projected movements in house
price indices on the expected value of any
properties taken into possession. The Society’s
exposure to mortgage credit risk is managed
by the Mortgage Services Department, which
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Interest rate risk

Interest rate risk is the risk that the value
of income arising from the Society’s assets
and liabilities may change adversely as a result
of changes in interest rates. The Society’s
policy is to manage its exposure to this risk
within prudent limits. It does this through
a combination of matching assets and liabilities
with offsetting interest rate characteristics
and by the use of interest rate swaps and
caps. Control of interest rate risk exposure
is managed by the ALCO and through that
Committee is reported to the Board.
Interest rate risk arises from the different
interest rate characteristics of the Society’s
mortgages, savings products and other
financial instruments.

A particular category of interest rate risk
is basis risk. This is the risk that assets and
liabilities that are linked to different variable
rate indices (such as Bank Base Rate and
LIBOR) may not move in accordance with
each other. This risk is managed by placing
limits on the volumes of assets and liabilities
not held at administered rates, which are
subject to change at the Society’s discretion.
Administered rate balances therefore provide
the Society with an opportunity to avoid basis
risk, subject to considerations around the fair
treatment of customers and the commercial
impact of implementing rate changes that have
an adverse customer impact.
The issue of fixed rate mortgages and fixed
rate savings products exposes an organisation
that principally operates within a variable rate
environment (such as the Society) to the risk
that interest rate fluctuations could cause either
a reduction in interest income or an increase
in interest expense relative to the other interest
flows. Where the Society has issued fixed rate
mortgages, the risk is that a general increase
in interest rates would leave the Society facing
higher interest expense as the rates paid
on members savings goes up, but without
a compensating increase in interest income.
In these circumstances, the Society would
typically take out an interest rate swap with
a counterparty bank under which the Society’s
fixed rate income is exchanged for one based
on a variable rate which would be expected
to follow the general pattern of interest
rate movements and thereby reduce the
Society’s exposure.
Similarly, in cases of issuing fixed rate savings
products, the Society would typically take out
an interest rate swap under which the Society
receives a fixed rate of interest and pays
a variable rate.
Further details of how the Society manages
interest rate risk are given in note 22.
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Liquidity risk

Liquidity risk is the risk that the Society will
be unable to meet its financial obligations
as they fall due. The risk is managed principally
by the holding of cash and other easily realisable
liquid assets. The FSA has set minimum levels
of liquidity that have to be held in certain
specified forms to ensure sufficient funds would
be available in an emergency. The Society meets
this requirement by holding funds on deposit
with the Bank of England and other large
UK clearing banks that are realisable at very
short notice and by making investments
in UK Government securities. These holdings
are monitored on a daily basis. The Society also
carries out regular stress tests that simulate cash
outflows under varying degrees of assumed
liquidity stress. The Society also forecasts its
cash flows, taking account of expected inflows
and outflows of funds from retail and wholesale
funding sources and of expected loan advances
and repayments. The results of the stress tests
and forecasts are reported to ALCO and via
that Committee to the Board.
Further details of how the Society manages
liquidity risk are given in note 22.

Operational risk

Operational risk is the risk of loss arising
from inadequate or failed internal processes,
people and systems or from external events,
including legal risks. These risks are managed
as an integral part of the operations of each
of the Society’s business units. The Society’s
management has a responsibility to understand
how operational risk impacts their area of the
business and for putting in place controls
or mitigating activities.

The Society’s risk governance
procedures

Operational risk management is the
responsibility of the Operational Risk
Committee, which reports to the Board Risk
Committee. The Board Risk Committee
is responsible for identifying the key risks facing
the Society and determining their importance
given their potential impact and likelihood
of occurrence. The Committee also ensures
that the Society’s response to all identified risks
is appropriate. The risks that the Society faces,
its stated risk appetite and the capital it allocates
against those risks are documented as part
of the Internal Capital Adequacy Assessment
Process (ICAAP). The ICAAP is reviewed
and approved by the Board Risk Committee.
Members and other external stakeholders are
able to view a summary of the Society’s risks,
its risk management approach and its capital
position in the Pillar 3 Disclosure Document
which is prepared to comply with the Capital
Requirements Directive and is available on the
Society’s website. Specific issues around
liquidity risk management are documented
as part of the Society’s Internal Liquidity
Systems Assessment (ILSA), which is reviewed
by ALCO and the Board. Both the ICAAP
and the ILSA are subject to periodic review
by the FSA.

Financial risk management,
objectives and policies

The Society uses financial instruments for risk
management purposes. The nature of these
instruments, together with financial risk
management objectives and policies, are set
out in note 22 to the accounts.

Creditor payment policy

For all trade creditors it is the Society’s
policy to agree the terms of payment
at the start of trading with that supplier and
to pay in accordance with its contractual
and other legal obligations.
The creditor days were 13 days at
30th November, 2012 (2011 10 days).

Donations

During the year, charitable donations
totalling £8,537 were made mainly to local
organisations. There were no donations for
political purposes.

Directors

The following members were directors
of the Society during the year:
Nigel G. Frostick

(Chairman)

John P. Day

(Senior Independent
Director)

Andrew R. Astin
Paul D. Parmenter
Andrew Payton

(Finance Director and
Deputy Chief Executive)

Jeffrey J. Pritchard

(appointed 17th October,
2012)

Patrick J. Scannell
Christopher White (Chief Executive)
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Directors’ Report continued

Mr. Day will retire from the Board at the
conclusion of the Annual General Meeting
in 2013 and having served 3 terms of 3 years
will not be seeking re-election. The Board
would like to place on record its appreciation
of his invaluable contribution to the Society’s
development over the last 9 years. His wise
counsel and experience will be missed. Mr. Day
is Senior Independent Director and Chairman
of the Board Marketing & Development
Committee and Mr. Parmenter will take
over both of these roles following Mr. Day’s
retirement.
The directors retiring by rotation and being
eligible offering themselves for re-election
in accordance with the rules are Messrs Payton
and Parmenter.
Mr. Scannell has now served a 10 year term
and was due to stand down from the Board
at the Annual General Meeting in 2013.
However, Mr. Scannell is willing to stand for
re-election for a further 1 year term and the
Board will be recommending to members
that Mr. Scannell be re-elected for a further
1 year term.
Mr. Pritchard was appointed to the Board
on 17th October, 2012 and being eligible will,
in accordance with the Society’s Rules, offer
himself for election at the Annual General
Meeting in 2013.

Staff

The Society would not enjoy the level
of success that it does without the
wholehearted efforts and dedication of our
staff. The directors really appreciate all those
efforts from everyone and have great pleasure
in recording their appreciation and thanks.

Auditors

The auditors, PricewaterhouseCoopers
LLP have expressed a willingness
to continue in office and a motion for their
reappointment will be proposed at the
Annual General Meeting.

Corporate governance

The Board of Directors is committed to
best practice in corporate governance and
where applicable applies the principles in the
UK Corporate Governance Code, issued
by the Financial Reporting Council. The Code
is addressed to publicly quoted companies
but the Board has regard to the Code when
establishing and reviewing its own corporate
governance arrangements and this report
on Corporate Governance explains how the
Society applies the principles of the Code.

Directors
The Board

The principal functions of the Board are
to determine the strategy and policies of the
Society, to set out guidelines within which the
business is managed and to review business
performance. The Board is collectively
responsible for the long-term success of the
Society and as part of their role as members
of a unitary board, non-executive directors
constructively challenge and help develop
proposals on strategy. It also has a duty
to ensure that the Society operates within
the Society’s constitution and relevant
legislation and regulation and that proper
accounting records and effective systems
of business control are established, maintained,
documented and audited.
The Board has 5 main committees; the Audit
and Compliance Committee, the Nomination
Committee, the Board Risk Committee, the
Remuneration Committee and the Marketing
and Development Committee. The terms
of reference of each committee are published
on the Society’s website. Each committee
reviews its terms of reference and performance
and effectiveness on an annual basis. The Board
reviews the minutes of all committees.
The Board itself meets formally on a monthly
basis. The non-executive directors meet
without the executive directors present and
also without the Chairman present at least
once a year. The attendance record of Board
members at formal meetings of the Board
and its committees is shown at the end of
this report.
All Board members have the benefit
of appropriate liability insurance at the Society’s
expense and all have access to independent
professional advice if required.
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Chairman and Chief Executive

The offices of Chairman and Chief Executive
are held by different people with their roles set
out in their terms of appointment or contract
respectively.
The Chairman is responsible for leading the
Board, ensuring its effectiveness on all aspects
of its role. The Chairman is also responsible
for setting the Board’s agenda and ensuring
that adequate time is available for discussion
of all agenda items, in particular strategic
issues. The Chairman ensures that the directors
receive accurate, timely and clear information
in a form and of a quality appropriate to enable
the Board to discharge its duties. The Chairman
also promotes a culture of openness and
debate by facilitating the effective contribution
of non-executive directors in particular and
ensuring constructive relations between
executive and non-executive directors.
The Chief Executive is responsible for managing
the Society’s business within the parameters
set by the Board and is a director on the
Society’s Board.

Senior Independent Director

The Board has appointed Mr. John
Day to be the Senior Independent
Director to provide a sounding board
for the Chairman and to serve as an
intermediary for the other directors when
necessary. The Senior Independent Director is
also available to members if they have concerns
which contact through the normal channels
of Chairman, Chief Executive or Finance
Director has failed to resolve or for which
such contact is inappropriate.
Mr. Day will retire from the Board at the
conclusion of the Annual General Meeting
in 2013 and having served 3 terms of
3 years will not be seeking re-election.
Mr. Paul Parmenter will assume the role
of Senior Independent Director following
Mr. Day’s retirement.

016064_Hinckley_Rugby_Ar12_V5.indd 11

Board balance and independence

The Board comprises 2 executives,
5 non-executives and the Chairman.
All non-executives (to include the Chairman
on appointment) are considered by the Board
to be independent in character and judgement
and free of any relationship or circumstance
that could interfere with the exercise
of their judgement.

Appointments to the Board

There is a formal, rigorous and transparent
procedure for the appointment of new
directors to the Board. The Nomination
Committee, which is chaired by the Chairman
of the Board, considers the balance of skills
and experience on the Board as required
by the Society’s business strategy and having
regard to the Succession Plan a description
of the role and capabilities required for a
particular appointment is prepared in the light
of that evaluation. All appointments are made
on merit, against objective criteria and with
due regard for the benefits of diversity on the
Board. The Board normally advertises externally
for candidates for Board appointments and
members can nominate their own candidates
subject to the Society’s rules. All directors, both
on appointment and thereafter, must meet the
tests of fitness and propriety laid down by the
Financial Services Authority and are required
to be registered with it as approved persons.
Mr. Jeffrey Pritchard was appointed to the
Board on 17th October, 2012. Mr. Pritchard was
formerly director of finance and risk at Norwich
& Peterborough Building Society and his
skill set closely matched the requirements
of the Board as identified by the Nomination
Committee. His appointment was not the
result of a recruitment process involving
external advertising. Instead many individuals
were considered for the vacancy drawing from
a wide pool of interested candidates with
appropriate skills.

Information and professional
development

All new Board members receive a full, formal
and tailored induction when they join the
Board. The Chairman reviews non-executive
directors training and development needs at
their annual appraisal and ensures that directors
continually update their skills, knowledge and
understanding of the Society’s business in order
that they can properly fulfil their roles.

Performance evaluation

The Board evaluates the performance and
effectiveness of individual directors, and of
the Board as a whole and its committees.
Executive directors are evaluated within
the Society’s appraisal framework generally,
to include a review of their performance
objectives which are set each year, and the
Remuneration Committee approves their
remuneration and bonus scheme as set out
in the Remuneration Policy. The Directors’
Remuneration Report (on page 15) explains
the policy and practices adopted.
The performance and effectiveness of each
non-executive director is evaluated by the
Chairman, taking into account the views
of other directors and ensuring that all
non-executive directors are able to allocate
sufficient time to the Society to discharge
their responsibilities effectively. The Chairman
is similarly evaluated by the Senior Independent
Director taking into account the views of the
other directors.
The Board evaluates its own overall
performance annually and in 2011 also
commissioned an independent review of its
performance and effectiveness. This review
concluded that the Society is compliant
in each of the five sections of the UK
Corporate Governance Code, with significant
good practice throughout.

The letters of appointment of non-executive
directors and service contracts of executive
directors are available for inspection on request.
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Re-election

The Society’s Rules require that all directors
be submitted for election at the Annual General
Meeting following their first appointment
to the Board or at the Annual General
Meeting in the following year where they
were appointed between the end of the
Society’s financial year and the Annual General
Meeting itself. Thereafter, in accordance with
the Society’s Rules directors are required
to seek re-election every 3 years.
The Nomination Committee’s main
responsibilities are to manage Board
appointments and Board succession plans,
ensuring that the Board comprises sufficient
directors who are independent, fit and
proper and who can meet their collective
and individual responsibilities efficiently and
effectively. The Committee considers and
recommends to the Board whether a director
should be submitted for re-election. Nonexecutive directors are not normally expected
to serve more than 3 full 3 year terms. Any
term lasting beyond 6 years will be subject to
a rigorous review and in addition, for any term
lasting beyond 9 years for a non-executive
director that director will offer themselves
for re-election on an annual basis.

016064_Hinckley_Rugby_Ar12_V5.indd 12

Marketing and Development
Committee

The Committee comprises at least
2 non-executive directors as well as
the Chief Executive, Finance Director
and the Society’s Marketing & PR
Manager. The Committee is chaired
by Mr. John Day and, following his retirement
from the Board, he will be succeeded by
Mr. Paul Parmenter.
The Committee considers and recommends
to the Board the Society’s overall marketing
and distribution strategies, as well as potential
product initiatives and strategic partners.
The Committee also has oversight of the
Society’s conduct risk strategy ensuring
that business proposals are aligned with
its stated conduct risk appetite, ensuring
risks to customers have been identified
and appropriate actions are put in place
to mitigate and monitor such risks.
The Committee meets at least quarterly
and more frequently if considered
necessary. The Committee evaluates
its performance and effectiveness
on an annual basis.

Remuneration

The Directors’ Remuneration Report
is on page 15.

Accountability and Audit
Financial reporting

The responsibilities of the directors in relation
to the preparation of the Society’s accounts
and a statement that the directors consider
that the Society is a going concern are set out
on page 16.

Internal control and risk management

The Board is responsible for the Society’s
systems of risk management and internal
control. Senior management are responsible for
identifying, evaluating, managing and monitoring
significant risks and systems of internal control
and the Board Risk Committee and the
Audit and Compliance Committee, on behalf
of the Board, are responsible for reviewing
the effectiveness of these processes. Risks are
identified on an ongoing basis and evaluated
over the business as a whole with appropriate
action taken to manage and control any
emerging new risks. The Board has reviewed
and is satisfied that the Society has sound risk
management and internal control systems.
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Audit and Compliance Committee
and Auditors

The Audit and Compliance Committee
comprises the non-executive directors chaired
by Mr. Patrick Scannell. The Board is satisfied
that at least one member of the Committee
has recent and relevant financial experience.
It considers and recommends the appointment
of the internal and the external auditors and
monitors their effectiveness and independence.
Additionally it ensures that there are effective
whistle-blowing arrangements in place to enable
employees to raise, in confidence, any concerns
about possible improprieties.
The Audit and Compliance Committee meets
at least quarterly. All directors are members
of this Committee with the exception of the
Chairman, Chief Executive and Finance Director
who are in attendance. The Committee meets
at least annually with the external auditors and
evaluates its performance and effectiveness
on an annual basis. Executive directors and
the Chairman are excluded from a part
of each meeting.

Board Risk Committee

The Board Risk Committee comprises all
the directors and is chaired by Mr. Paul
Parmenter. The Committee is responsible
for ownership of the Society’s risk governance
arrangements, risk appetite, risk monitoring
and capital management framework including
the Society’s ICAAP and Capital Requirements
Directive Pillar 3 disclosures.

Relations with Members
Dialogue with Members

As befits a mutual organisation, the Board
as a whole takes responsibility for ensuring
that a satisfactory dialogue takes place with
its members. As well as the Annual General
Meeting mailing to investors and borrowers
the Society also produces newsletters and
writes to every new borrower seeking their
views. The views of existing investors and
borrowers are also sought by individual
questionnaires. A Members’ Panel has also been
set up enabling the Society to communicate
with members on matters of interest and
where members can ask questions of senior
management and directors. Open days are
also held at branch offices where directors are
available to answer questions from members.

Constructive use of the Annual General
Meeting

All members of the Board are normally
present at the Annual General Meeting each
year and are all available to answer questions,
particularly the chairpersons of the 5 main
committees.Votes on Annual General Meeting
resolutions can be cast online as well as by post,
by proxy or in person and the results of all
votes at the Annual General Meeting are made
available online.

The Committee meets at least quarterly
and more frequently if considered
necessary. The Committee evaluates its
performance and effectiveness on an
annual basis.
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Committee members’ attendance at Board and Board Committee meetings during the year ended 30th November, 2012
Board

Nomination

Remuneration

Audit and
Compliance

Marketing and
Development

Risk

12

4

*

*

*

6

John P. Day
Senior Independent Director

11

3

1

4

3

6

Andrew R. Astin

10

3

–

4

*

5

Nigel G. Frostick
Chairman

Andrew Payton
Finance Director and Deputy Chief Executive

12

*

*

*

3

6

Paul D. Parmenter

12

4

1

4

3

6

Jeffrey J. Pritchard
(appointed 17th October, 2012)

2

1

1

–

*

1

Patrick J. Scannell

12

3

1

4

*

6

Christopher White
Chief Executive

12

*

*

*

3

6

*Not a member of this committee
During the year ended 30th November, 2012, there were 12 Board meetings, 4 Nomination Committee meetings, 1 Remuneration Committee
meeting, 4 Audit and Compliance Committee meetings, 3 Marketing and Development Committee meetings and 6 Board Risk Committee meetings.
On behalf of the Board

Nigel Frostick
Chairman

16th January, 2013
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Directors’ Remuneration Report

Full details of individual directors’ remuneration
are contained in note 7 to the accounts.

Remuneration Committee

The Committee is responsible for determining,
on behalf of the Board, the policy and the
level of remuneration of the executive
directors and other senior managers and
for ensuring that the Society’s remuneration
policy is compliant with the Financial Service
Authority’s Remuneration Code.
The Committee meets at least once a year with
additional meetings as necessary. Independent
external advice is sought when required and
information on comparative remuneration
packages within the building society industry
and wider UK financial sector is also used.
The Committee comprises all the independent
directors of the Society.

Policy for independent directors

The remuneration of all independent directors
and the Chairman is reviewed on an annual
basis by the executive directors using external
data from other building societies and
comparable financial organisations.
The Chairman and the independent directors
are only entitled to fees and do not participate
in any performance pay scheme, pension
arrangements or other benefits. Nor do they
have service contracts.

Policy for executive directors
The overall policy of the Board
as recommended by the Committee
is set out below:
i)

the remuneration of executive directors
(consisting of basic salary, performance
related bonus, pension arrangements and
other benefits) should be competitive with
those of other comparable organisations
in the financial sector in order to attract
and retain high calibre individuals with the
necessary skills and experience for the
Society to succeed;

ii) part of the remuneration should be based
on the Society’s financial, business
and service performance compared
to a range of objectives (including
compliance with the Board’s risk appetite)
so as to encourage and reward behaviours
which are in the interests of members
and other stakeholders;
iii) personal reviews of the executive
directors should be carried out at least
annually in order to assess their
performance in meeting individual
and strategic objectives.

Basic salary The Society’s reward strategy for
all employees aims to pay competitive market
salaries and to recognise individual development
and progression through the annual salary and
personal review processes.
Performance-related bonus The executive
directors are eligible for a non-pensionable
performance bonus, the elements of which
reflect the Society’s key measures of financial
strength, cost control, operational efficiency and
customer satisfaction.
Pensions The executive directors are
deferred members of the Society’s defined
benefit pension scheme that was designed
to provide a pension of a maximum
of two-thirds of pensionable salary
on retirement. This scheme was closed to future
accrual on 1st January, 2010. The executive
directors are active members of the Society’s
defined contribution pension scheme and the
Society makes contributions to the scheme
of 14.25% of pensionable salaries, with the
cost equivalent to 4% of pensionable salaries
recovered through a salary sacrifice scheme.
Other benefits Each executive director
is provided with a company car
(or an equivalent allowance), private
medical insurance and permanent
health insurance.
Service contracts The general policy for
appointments at executive director level
includes a contractual notice period of
12 months, with executive directors required
to give a notice period of 6 months.
On behalf of the Remuneration Committee

Andrew Astin

Committee Chair
16th January, 2013
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Responsibilities of the Directors

Directors’ responsibilities for
preparing the annual accounts

The following statement, which should be read
in conjunction with the statement of the
auditors’ responsibilities on page 17, is made
by the directors to explain their responsibilities
in relation to the preparation of the annual
accounts, annual business statement and
directors’ report.
The Building Societies Act (’the Act’) requires
the directors to prepare for each financial year,
annual accounts which give a true and fair view
of the state of affairs of the Society as at the
balance sheet date and of the income and
expenditure for the year. In preparing those
accounts, the directors are required to:
• s elect suitable accounting policies and
then apply them consistently;
• m
 ake judgements and estimates that are
reasonable and prudent;
• s tate whether applicable accounting
standards have been followed, subject to any
material departures disclosed and explained
in the accounts; and
• p
 repare the accounts on the going concern
basis, unless it is inappropriate to presume
that the Society will continue in business.
In addition to the accounts, the Act requires
the directors to prepare, for each financial year,
an annual business statement and a directors’
report, each containing prescribed information
relating to the business of the Society and its
connected undertakings.

Directors’ responsibilities
for accounting records and
internal control

The directors are responsible for ensuring that
the Society:
• k eeps accounting records in accordance with
the Building Societies Act 1986; and
• takes reasonable care to establish, maintain,
document and review such systems and
controls as are appropriate to its business
in accordance with the rules made by the
Financial Services Authority under the
Financial Services and Markets Act 2000.
The directors have general responsibility for
safeguarding the assets of the Society and for
taking reasonable steps for the prevention and
detection of fraud and other irregularities.

Directors’ responsibilities for the
maintenance and integrity of the
Society’s website

The directors are responsible for the
maintenance and integrity of the Society’s
website.The Society’s auditors therefore accept
no responsibility for any changes that may have
occurred to the financial statements since they
were initially presented on the Society’s website.
It should be noted that legislation in the
United Kingdom governing the preparation
and dissemination of financial statements may
differ from legislation in other jurisdictions.

Going concern

The directors are satisfied that the Society has
adequate resources to continue in business
for the foreseeable future. For this reason, the
accounts continue to be prepared on the going
concern basis.
On behalf of the Board

Nigel Frostick
Chairman

16th January, 2013
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Independent Auditors’ Report to the members
of Hinckley and Rugby Building Society

We have audited the annual accounts
of Hinckley and Rugby Building Society
(the Society) for the year ended
30th November, 2012 which comprise
the Income and Expenditure Account, the
Statement of Total Recognised Gains and
Losses, the Balance Sheet, the Cash Flow
Statement and the related notes. The financial
reporting framework that has been applied
in their preparation is applicable law and
United Kingdom Accounting Standards
(United Kingdom Generally Accepted
Accounting Practice).

Respective responsibilities
of directors and auditors

As explained more fully in the Directors’
Responsibilities Statement, the directors
are responsible for the preparation
of annual accounts which give a true
and fair view. Our responsibility is to audit
and express an opinion on the annual
accounts 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
(APB’s) Ethical Standards for Auditors.
This report, including the opinions, has been
prepared for, and only for, the Society’s
Members as a body in accordance with section
78 of the Building Societies Act 1986 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.

Scope of the audit of the
annual accounts

An audit involves obtaining evidence about the
amounts and disclosures in the annual accounts
sufficient to give reasonable assurance that
the annual accounts are free from material
misstatement, whether caused by fraud
or error. This includes an assessment of:
whether the accounting policies are appropriate
to the Society’s circumstances and have been
consistently applied and adequately disclosed;
the reasonableness of significant accounting
estimates made by the directors; and the overall
presentation of the annual accounts. In addition,
we read all the financial and non-financial
information in the Annual Report to identify
material inconsistencies with the audited annual
accounts. If we become aware of any apparent
material misstatements or inconsistencies
we consider the implications for our report.

Opinion on other matters
prescribed by the Building Societies
Act 1986
In our opinion:

• the Annual Business Statement and the
Directors’ Report have been prepared
in accordance with the requirements
of the Building Societies Act 1986;
• the information given in the Directors’
Report for the financial year for which the
annual accounts are prepared is consistent
with the accounting records and the annual
accounts; and
• the information given in the Annual Business
Statement (other than the information
upon which we are not required to report)
gives a true representation of the matters
in respect of which it is given.

In our opinion the annual accounts:

Matters on which we are required
to report by exception

• give a true and fair view, in accordance
with United Kingdom Generally Accepted
Accounting Practice, of the state of the
Society’s affairs as at 30th November, 2012
and of the Society’s income and expenditure
and cash flows for the year then ended; and

• proper accounting records have not been
kept by the Society; or

Opinion on annual accounts

• have been prepared in accordance with
the requirements of the Building Societies
Act 1986.

We have nothing to report in respect of the
following matters where the Building Societies
Act 1986 requires us to report to you if,
in our opinion:

• the Society annual accounts are not in
agreement with the accounting records; or
• we have not received all the information and
explanations and access to documents we
require for our audit.

Andrew Mair
(Senior Statutory Auditor)

for and on behalf of
PricewaterhouseCoopers LLP
Chartered Accountants and
Statutory Auditors
Birmingham, 17th January, 2013
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Income and Expenditure Account
For the year ended 30th November, 2012

Notes

2012
£’000

Interest receivable and similar income

2

12,841

11,203

Interest payable and similar charges

3

(8,370)

(7,240)

4,471

3,963

Net interest receivable
Fees and commissions receivable
Fees and commissions payable
Other operating income
Other finance income

4

Depreciation and amortisation

960

833

(565)

(544)

35

285

63

188

4,964

4,725

5

(4,435)

(4,373)

13

(176)

(159)

353

193

23

Total income
Administrative expenses

2011
£’000

Operating profit before provisions
Provisions

10

132

100

Financial Services Compensation Scheme

21

(251)

(176)

234

117

8

(140)

(44)

20

94

73

Profit on ordinary activities before tax
Tax on profit on ordinary activities
Profit for the financial year
The notes on pages 21 to 35 form part of these accounts.
Profit for the financial year arises from continuing operations.

Statement of Total Recognised Gains and Losses
For the year ended 30th November, 2012

Notes

Profit for the financial year
Actuarial (loss)/gain recognised in the pension scheme
Movements in deferred tax relating to the pension scheme
Total gains and losses recognised since last annual report
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2012
£’000

2011
£’000

94

73

(1,861)

35

408

(35)

(1,359)

73
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Balance Sheet
As at 30th November, 2012

Notes

2012
£’000

2011
£’000

33,338

14,397

Assets

Review & Governance
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– Cash in hand and balances with the Bank of England
– Loans and advances to credit institutions

9

63,889

62,170

– Debt securities

9

43,848

69,226

– Loans fully secured on residential property

11

434,769

422,770

– Loans fully secured on land

11

478

533

Tangible fixed assets

13

1,814

1,773

Loans and advances to customers

Other assets

14

923

948

Prepayments and accrued income

15

1,394

1,569

580,453

573,386

446,130

460,625

Total assets

Financial Statements

Liquid Assets

Liabilities

Shares

16

Amounts owed to credit institutions

17

39,268

32,803

Amounts owed to other customers

17

52,734

37,373

Other liabilities

18

1,271

1,254

Accruals and deferred income

19

553

544

Net pension liability

23

1,583

514

General reserve

20

38,914

40,273

580,453

573,386

Total liabilities

The notes on pages 21 to 35 form part of these accounts.
Approved by the Board of Directors on 16th January, 2013
Nigel G. Frostick
Chairman
Christopher White
Chief Executive
Andrew Payton
Finance Director
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Cash Flow Statement
For the year ended 30th November, 2012

2012
£’000

2011
£’000

Profit on ordinary activities before tax

234

117

Depreciation and amortisation

176

159

Reconciliation of operating profit to net cash outflow from operating activities

(63)

(188)

(438)

(400)

13

(216)

Movement in provisions

(132)

(100)

Net cash outflow from trading activities

(210)

(628)

362

(163)

Pension credits
Pension contributions
Net loss/(profit) on sale of tangible fixed assets

Net decrease/(increase) in prepayments and accrued income

843

197

Net (increase)/decrease in loans and advances to customers

(11,844)

6,182

Net decrease in shares

(15,170)

(6,303)

(1,000)

(13,000)

6,331

–

15,336

(5,957)

49

82

(5,303)

(19,590)

(5,303)

(19,590)

–

308

(230)

(228)

Net decrease in accruals and deferred income

Net increase in loans and advances to credit institutions
Net increase in amounts owed to credit institutions
Net increase/(decrease) in amounts owed to other customers
Net increase in other liabilities
Net cash outflow from operating activities
Cash flow statement

Net cash outflow from operating activities
Taxation
Capital expenditure and financial investments
– Purchase of tangible fixed assets

–

286

– Net disposal/(purchase) of debt securities (see Note 9)

25,138

(16,617)

Increase/(decrease) in cash

19,605

(35,841)

– Proceeds from disposal of tangible fixed assets

Analysis of increase/(decrease) in cash
2012
£’000

Increase/
(decrease)
£’000

Cash in hand and balances with the Bank of England

33,338

18,941

14,397

(15,816)

30,213

Loans and advances to credit institutions repayable on demand

30,004

664

29,340

(20,025)

49,365

63,342

19,605

43,737

(35,841)

79,578
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2011
£’000

Increase/
(decrease)
£’000

2010
£’000
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Notes to the Accounts
1. Principal accounting policies
(a) Basis of accounting

The accounts are prepared under the historical cost convention and in accordance with the Building Societies (Accounts and Related Provisions)
Regulations 1998, and in accordance with UK Generally Accepted Accounting Principles and with the British Bankers’ Association Statements
of Recommended Practice.

(b) Taxation

The charge for corporation tax is based on the profit for the year and takes into account deferred taxation.
Deferred tax is recognised in respect of timing differences that have originated but not reversed at the balance sheet date where transactions
or events that result in an obligation to pay more tax in the future or a right to pay less tax in the future have occurred at the balance sheet
date. Timing differences are differences between the Society’s taxable profits and its results as stated in the accounts that arise from the inclusion of
gains and losses in tax assessments in periods different from those in which they are recognised in the accounts. Deferred tax assets are recognised
only to the extent that it is probable that future profits will be available against which timing differences can be utilised. Deferred tax is measured at
the average rates that are expected to apply in the periods in which timing differences are expected to reverse, based on tax rates and laws that have
been enacted or substantively enacted by the balance sheet date. Deferred tax is measured on a non-discounted basis.
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(c) Fixed assets and depreciation

With the exception of freehold land, fixed assets are depreciated over their estimated useful lives at the following rates:
Freehold buildings and leasehold land and buildings with more than 50 years unexpired:
2% per annum on straight line basis
Leasehold land and buildings with less than 50 years unexpired:
Equal annual instalments to expiry of the lease
Fixtures and fittings:
15% per annum on straight line basis
Computer equipment:
20% to 33% per annum on straight line basis
Motor vehicles:
25% per annum on reducing balance basis
Office equipment:
25% per annum on straight line basis

(d) Liquid assets

Liquid assets are stated at cost together with accrued interest to the balance sheet date. At the date of purchase the cost is adjusted where relevant
to exclude accrued interest and a similar adjustment is made on realisation. Debt securities are held with the intention of use on a continuing basis and
are therefore classified as financial fixed assets. Premiums and discounts arising on the purchase of financial fixed assets are amortised on a straight line
basis over the period to the maturity date of the asset.

(e) Provisions for losses on loans and advances

Specific provisions are made for loans and advances on a case by case basis to cover anticipated losses in respect of all accounts that are more than
3 months in arrears and where a probable future loss has been identified due to impairment. Anticipated losses on such accounts are calculated as the
difference between the current achievable market value (net of costs) of the security and the outstanding loan balance. These forecast shortfalls are
aggregated using historical data to estimate the propensity for individual accounts to migrate through to possession based on conditions at the balance
sheet date, including the extent of arrears and borrower circumstances where relevant. Where a mortgaged property is taken into possession and it
is considered that all future interest will be irrecoverable the interest charge is suspended and is not included in interest receivable in the income and
expenditure account or in the balance sheet.
In addition, general provisions are made on a portfolio basis to reflect the probability that other loans (including short-term arrears and negative equity
cases) may also be impaired at the balance sheet date, with the result that the amount advanced may not be recovered in full. Such provisions are
calculated (excluding cases already specifically provided for) according to risk profiles reflecting product characteristics, borrower credit-worthiness
and loan-to-value ratios, and applying estimated rates of loss based on historical experience and anticipated market conditions.
In calculating both general and specific provisions, allowance is made for external loss insurance cover where appropriate. No provision is made for
future interest.
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Notes to the Accounts continued
1. Principal accounting policies (continued)
(f) Other provisions

The Society recognises other provisions where there is a present obligation as a result of a past event, it is probable that the obligation will be settled
and the amount can be estimated reliably. The Society is currently providing for costs associated with the Financial Services Compensation Scheme
as disclosed in note 21.

(g) Operating leases

Rentals under operating leases are charged to administrative expenses on a straight line basis over the lease term.

(h) Pension costs

The Society operates a defined benefit pension scheme where the assets are measured at market value at each balance sheet date and the liabilities
are measured using the projected unit valuation method, discounted using an appropriate corporate bond rate. The resulting pension scheme surplus
or deficit is recognised immediately on the balance sheet net of deferred taxation and any resulting actuarial gains and losses are recognised immediately
in the statement of recognised gains and losses. The defined benefit scheme was closed to future accrual during 2010.
The Society also operates a defined contribution scheme. The Society’s contributions are recognised as a cost within the income and expenditure
account as they become payable.

(i) Off-balance sheet instruments

All interest related contracts are classified at the balance sheet date as hedging contracts. All hedging contracts are valued and gains or losses recognised
on an equivalent basis to the assets and liabilities that are being hedged. Amounts accrued on such contracts are included within prepayments and
accrued income or accruals and deferred income. Where a hedge is terminated early the realised gain or loss is amortised over the residual life
of the underlying asset or liability. If the underlying asset or liability is redeemed, the remaining unamortised amount is charged or credited immediately
to the income and expenditure account.

(j) Incentives to new borrowers

Interest discounts reduce interest receivable over the period of the relevant discounted rate.
Amounts paid to borrowers in the form of cash backs and other expenses related to new borrowers are accrued for in the period in which they
arise and are charged against other operating charges. Fees and other amounts receivable in respect of new advances are credited to the income
and expenditure account as received, unless a refund is anticipated at completion.

(k) Valuation fees receivable and payable

Valuation fees receivable from mortgage applicants and fees payable to third parties are included under fees and commissions receivable and fees
and commissions payable respectively.

(l) Income recognition

All of the Society’s material sources of income including interest receivable, fees and commissions receivable and rental income are accounted
for as earned on an accruals basis.

2. Interest receivable and similar income
2012
£’000

2011
£’000

On loans fully secured on residential property and other loans

9,824

8,648

On debt securities

1,116

1,113

895

558

1,061

888

(55)

(4)

12,841

11,203

2012
£’000

2011
£’000

On shares held by individuals and other shares

7,925

7,345

On deposits and other borrowings

1,142

913

Net income on financial instruments

(697)

(1,018)

8,370

7,240

Profit on sale of debt securities
On other liquid assets
Net expense on financial instruments

3. Interest payable and similar charges

016064_Hinckley_Rugby_Ar12_V5.indd 22

22/01/2013 15:11

23

4. Other operating income
2012
£’000

2011
£’000

46

69

(13)

216
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Rental income
(Loss)/profit on sale of fixed assets

During 2011 the Society sold the freehold of one of its premises for a consideration of £290,000. The property was partly occupied by the
Society as a branch office and partly divided into other units that were let to commercial tenants. The Society continues to occupy the branch
office on a long-term lease at a peppercorn rent.

Financial Statements

Other operating income includes:

5. Administrative expenses
2012
£’000

2011
£’000

2,264

2,246

219

220

Employee costs
– Wages and salaries
– Social security costs
– Defined contribution pension costs
Other administrative expenses

209

152

2,692

2,618

1,743

1,755

4,435

4,373

Other administrative expenses include:
Auditors’ remuneration and expenses
35

34

– Audit fees for the Society’s pension scheme

7

7

– Fees payable for tax compliance

4

4

100

113

2012

2011

Principal office

47

47

Branch offices

22

23

69

70

Principal office

14

11

Branch offices

12

12

26

23

– Audit fees for the Society

Operating lease charges
– Land and buildings

6. Employees
The average number of persons employed (including executive directors) during the year was:
Full time

Part time
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Notes to the Accounts continued
7. Directors’ emoluments

Emoluments of the Society’s directors are detailed below:
(a) To the Chairman and independent directors for services as directors
Fees
2012
£’000

Fees
2011
£’000

38

37

John P. Day (Senior Independent Director)

31

30

Andrew R. Astin

27

27

Teresa W. French*

–

8

Paul D. Parmenter

27

27

5

–

27

27

155

156

Total
£’000

197

Nigel G. Frostick (Chairman)

Jeffrey J. Pritchard**
Patrick J. Scannell
No pension contributions were made in respect of these directors.
* Teresa French retired from the Board on 23rd March, 2011.
** Jeffrey Pritchard was appointed to the Board on 17th October, 2012.
(b) To executive directors for services in connection with the management of the Society

2012

Christopher White
Andrew Payton

Salary
£’000

Bonus
£’000

Benefits
£’000

Contribution
to defined
contribution
pension
scheme
£’000

178

3

–

16

120

2

–

11

133

298

5

–

27

330

Contribution
to defined
contribution
pension
scheme
£’000

Total
£’000

Salary
£’000

Bonus
£’000

Benefits
£’000

Christopher White

174

3

1

15

193

Andrew Payton

118

2

1

10

131

292

5

2

25

324

2012
£’000

2011
£’000

485

480

2011

Total directors’ emoluments including benefits and pension contributions
(c) Directors’ loans and transactions:

At 30th November, 2012, there were outstanding mortgage loans to 6 (2011 6) directors and connected persons that had been granted
in the ordinary course of business, amounting in aggregate to £856,483 (2011 £922,786).
In accordance with Section 68 of the Building Societies Act 1986, the Society maintains a register in respect of certain loans, transactions and
arrangements, if any, between the Society and its directors, and persons connected with them. Requisite particulars will be available for inspection
by members, at the Society’s Principal Office in Hinckley for 15 days ending with the day of the Annual General Meeting and also at that meeting.
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8. Tax on profit on ordinary activities
2012
£’000

2011
£’000

Review & Governance

Hinckley & Rugby Building Society
Annual Report and Accounts 2012

Current tax – adjustment in respect of overprovision in previous year
Total current tax
Deferred tax (see note 14)
Impact of change in tax rate on deferred tax balances

–

(13)

–

(13)

61

36

114

–

Prior year adjustment

(35)

21

Tax on profit on ordinary activities

140

44

2012
£’000

2011
£’000

234

117

58

30

Financial Statements

Corporation tax charge for the year comprises:

The actual corporation tax charge for the year differs from that calculated using the standard rate of corporation tax.
The differences are explained below:

Profit on ordinary activities before tax
Current taxation at 25% (2011 26%)
Expenses not deductible for tax purposes
Capital allowances in excess of depreciation
Capital gains/shortfall on asset disposals

8

7

(4)

(1)

–

(26)

(123)

(153)

Timing differences in relation to trading performance

106

169

Other timing differences

(45)

(26)

Adjustment in respect of overprovision in previous year

–

(13)

Corporation tax on profit for the year on ordinary activities

–

(13)

Timing differences in relation to pensions

During the year, as a result of the change in the UK main corporation tax rate to 25% that was effective from 1st April 2012 and to 23% that will
be effective from 1st April 2013 both of which were substantively enacted on 17th July, 2012, the relevant deferred tax balances have been re-measured.
Further reductions to the UK corporation tax rate were announced in the 2012 Autumn Statement. The changes, which are expected to be enacted
separately each year, propose to reduce the rate by 1% per annum to 21% by 1st April, 2015. The changes had not been substantively enacted at the
balance sheet date and, therefore, are not recognised in these financial statements.

016064_Hinckley_Rugby_Ar12_V5.indd 25

22/01/2013 15:11

26

Hinckley & Rugby Building Society
Annual Report and Accounts 2012

Notes to the Accounts continued
9. Liquid assets

(a) Loans and advances to credit institutions have remaining maturities as follows:
2012
£’000

2011
£’000

Repayable on demand

30,004

29,340

In not more than 3 months

15,500

14,500

In more than 3 months but not more than 1 year

18,000

18,000

63,504

61,840

385

330

63,889

62,170

Listed
2011
£’000

Unlisted
2011
£’000

Accrued interest
(b) Debt securities issued by borrowers other than public bodies have remaining maturities as follows:
Listed
2012
£’000

Unlisted
2012
£’000

–

25,500

–

35,000

5,006

–

5,317

5,000

12,973

–

23,300

–

17,979

25,500

28,617

40,000

209

160

427

182

18,188

25,660

29,044

40,182

In not more than 1 year
In more than 1 year but not more than 5 years
In more than 5 years
Accrued interest

The directors of the Society consider that the primary purpose of holding securities is prudential. Debt securities are held as liquid assets with the
intention of use on a continuing basis in the Society’s activities and are therefore classified as financial fixed assets rather than current assets.
At 30th November, 2012 and 30th November, 2011 all debt securities were transferable securities. The listed securities are UK Government sterling gilts.
Movements during the year of debt securities held as financial fixed assets were analysed as follows:

At 1st December, 2011

Listed
£’000

Unlisted
£’000

28,617

40,000

Additions

5,464

39,500

Disposals

16,102

54,000

17,979

25,500

At 30th November, 2012
The market value of listed securities as at 30 November, 2012 was £19,749,675 (2011 £30,375,230).

10. Provisions for bad and doubtful debts and other creditors
Loans fully
secured on
residential
property
£’000

Loans fully
secured on
land
£’000

Regulatory
£’000

Total
£’000

470

30

–

500

At 1st December, 2011
General provision
Specific provision

–

–

32

32

470

30

32

532

General provision

(100)

–

–

(100)

Specific provision

–

–

(32)

(32)

General provision

370

30

–

400

Specific provision

–

–

–

–

370

30

–

400

Amounts written back to the income and expenditure account

At 30th November, 2012
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10. Provisions for bad and doubtful debts and other creditors (continued)

The Society has taken account of the FSA’s guidance document Forbearance and Impairment Provisions – Mortgages published in October 2011.
Due to the Society’s low level of arrears and the few customers with whom it has had to make any payment arrangements, this guidance has had
an immaterial impact on the level of provisions for bad and doubtful debts.
Regulatory provisions are included within ‘other creditors’ (see note 18). During the year no interest was suspended on non-performing loans.

11. Loans and advances to customers

The remaining maturity of loans and advances to customers from the date of the balance sheet is as follows:

Repayable on demand

2012
£’000

2011
£’000

2,060

1,188

5,226

5,312

In more than 3 months but not more than 1 year

18,404

20,830

In more than 1 year but not more than 5 years

111,747

113,179

In not more than 3 months

In more than 5 years

298,210

283,294

435,647

423,803

(400)

(500)

435,247

423,303

Provisions for bad and doubtful debts (see note 10)
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It should be noted that this analysis may not reflect actual experience of repayments since many mortgage loans are repaid early.

12. Investments

(a) Subsidiary undertakings

The Society has the following subsidiary undertaking, in which it directly holds all the issued shares.

Hinckley and Rugby Financial Services Limited

Share capital
issued
£

Percentage
owned
directly
by Society
%

2

100

The company is registered in England and has been dormant since 1st December, 2004.

(b) Other participating interests

The Society holds a 20 pence ordinary share in Mutual One Limited, representing 2.5% (2011 2.5%) of the issued share capital. The company
is registered in England.

13. Tangible fixed assets
Land and buildings

Cost at 1st December, 2011
Additions
Disposals
Cost at 30th November, 2012
Depreciation at 1st December, 2011
Charge for the year

Freehold
£’000

Long
leasehold
£’000

Short
leasehold
£’000

Office and
computer
equipment
£’000

Fixtures,
fittings and
vehicles
£’000

Total
£’000

1,389

266

101

2,829

664

5,249

–

–

–

163

67

230

–

–

52

63

24

139

1,389

266

49

2,929

707

5,340

141

40

87

2,587

621

3,476

15

4

2

130

25

176

–

–

43

62

21

126

Depreciation at 30th November, 2012

156

44

46

2,655

625

3,526

Net book value 30th November, 2012

1,233

222

3

274

82

1,814

1,248

226

14

242

43

1,773

2012
£’000

2011
£’000

1,325

1,353

Disposals

Net book value 1st December, 2011

Net book value of land and buildings occupied by the Society for its own activities
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Notes to the Accounts continued
14. Other assets
2012
£’000

2011
£’000

38

67

Other assets comprise deferred tax balances, which in turn comprise:
Depreciation in excess of capital allowances
Taxable losses
Other timing differences

794

751

91

130

923

948

Deferred taxation
At 1st December, 2011

948

Deferred tax credit

(61)

Prior year adjustment
Impact of change in rate on deferred tax balances

36
(114)

Movements in relation to pension scheme

114

At 30th November, 2012

923

15. Prepayments and accrued income
Off-balance sheet instruments accrued interest
Other

2012
£’000

2011
£’000

1,198

1,307

196

262

1,394

1,569

2012
£’000

2011
£’000

445,991

460,486

139

139

446,130

460,625

2012
£’000

2011
£’000

372,819

404,075

16. Shares
Held by individuals
Other shares
Shares are repayable from the balance sheet date in the ordinary course of business as follows:

Repayable on demand
In not more than 3 months
In more than 3 months but not more than 1 year
Accrued interest
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446,130
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17. Amounts owed to credit institutions and other customers

(a) Amounts owed to credit institutions are repayable from the balance sheet date as follows:
2012
£’000

2011
£’000

In not more than 3 months

15,399

25,250

In more than 3 months but not more than 1 year

23,567

7,500

115

–

39,081

32,750

187

53

39,268

32,803

2012
£’000

2011
£’000

Repayable on demand

12,614

1,390

In not more than 3 months

29,043

14,651

In more than 3 months but not more than 1 year

10,754

20,977

137

194

52,548

37,212

In more than 1 year but not more than 5 years
Accrued interest
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(b) Amounts owed to other customers are repayable from the balance sheet date as follows:

In more than 1 year but not more than 5 years

186

161

52,734

37,373

2012
£’000

2011
£’000

936

962

83

84

252

208

1,271

1,254

2012
£’000

2011
£’000

Off-balance sheet instruments accrued interest

182

219

Financial Services Compensation Scheme Levy (see note 21)

245

169

Accrued interest

18. Other liabilities
Amounts falling due within 1 year
Income tax
Other taxation and social security
Other creditors

19. Accruals and deferred income

Other

126

156

553

544

20. General reserve
£’000

At 1st December, 2011
Profit for the financial year
Actuarial losses net of deferred tax recognised in statement of total recognised gains and losses
At 30th November, 2012
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Notes to the Accounts continued
21. Guarantees and other financial commitments
(a) Financial Services Compensation Scheme

£’000

At 1st December, 2011

169

Amount paid during the year

(175)

Management levy charged during the year

251

At 30th November, 2012

245

Based on its share of protected deposits, the Society, in common with all regulated UK deposit takers, pays levies to the Financial Services Compensation
Scheme (FSCS) to enable the FSCS to meet claims against it. The FSCS levy consists of 2 parts – a management expenses levy and a compensation
levy. The management expenses levy covers the costs of running the scheme and the compensation levy covers the amount of compensation the
scheme pays, net of any recoveries it makes using the rights that have been assigned to it. In 2008 claims were triggered against the FSCS by the failures
of Bradford and Bingley and 3 Icelandic owned banks, Kaupthing Singer and Friedlander, Heritable Bank and Landsbanki hf. Since December 2008 there
have been further claims triggered by the failures of London Scottish Bank and Dunfermline Building Society. The amounts either paid so far to the
FSCS or provided for future payment cover interest charges on loans provided by H M Treasury to enable the FSCS to make compensation payments
to affected depositors and are part of the management expenses levy of the scheme. Further charges are expected to arise from 2013 onwards
reflecting the anticipated shortfall between the realised assets of the failed institutions and their liabilities. These charges are expected to be in the
order of £100,000 pa for the next 3 years. This situation will trigger a payment under the compensation levy. As a result of notifications it has received
from the Financial Services Authority, the Society has recognised in this year’s results a provision for a levy of £245,000 for the scheme year 2012/13,
which is calculated with reference to the protected deposits it held at 31st December, 2011. The amount recognised in the Income and Expenditure
Account is £251,000, being the charge for the year. Amounts that will be chargeable in future years, either under the management expenses levy
or the compensation levy, are insufficiently certain for the Society to make any provision at year end for these amounts.

(b) Capital commitments

There were no capital commitments at either year end.

(c) Hinckley and Rugby Pension Scheme Limited

Hinckley and Rugby Pension Scheme Limited is a company limited by guarantee that acts as a corporate trustee for the Hinckley and Rugby Building
Society 1969 Staff Pension and Life Assurance Scheme. The Society’s maximum exposure under the terms of its guarantee to the company is £1.

22. Financial instruments

A financial instrument is a contract which gives rise to a financial asset of one entity and a financial liability of another entity. The Society is a retailer
of financial instruments in the form of mortgages and savings products, and also uses wholesale financial instruments to invest liquid asset balances,
raise wholesale funding and to manage the risks arising from its operations.
The Society has a formal structure for managing risk, including established risk limits, reporting lines, mandates and other control procedures.
This structure is reviewed regularly by the Society’s Assets and Liabilities Committee, which is charged with the responsibility for managing and
controlling balance sheet exposures. Oversight is maintained by the Board Risk Committee, which has responsibility for all the Society’s risk exposures.
Instruments used for risk management purposes include derivative financial instruments (‘derivatives’), which are contracts or agreements whose value
is derived from one or more price, rate or index inherent in the contract or agreement, such as interest rates.
Derivatives are only used in accordance with the Building Societies Act 1986, to limit the extent to which the Society will be affected by changes
in interest rates.
Derivatives are not used in trading activity or for speculative purposes and all derivatives are therefore designated as hedging instruments.
The principal derivatives used in balance sheet risk management are interest rate swaps and interest rate caps which are used to hedge balance sheet
exposures arising from fixed rate mortgage lending and savings products, and funding activities.
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22. Financial instruments (continued)

At the year-end, the contract or underlying principal amount of derivative financial instruments, together with their risk weighted amount
and replacement cost were:
2012
£’000

2011
£’000

65,000

71,000

301

362

1,416

1,849

Interest rate contracts
Underlying principal amount
Risk weighted amount
Replacement cost

Financial Statements
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The risk weighted values have been calculated in accordance with the provisions of the EC Solvency Ratio Directive. Replacement cost is calculated
by marking the value of the contracts to market and aggregating those with a positive value.

Risk management

The main financial risks arising from the Society’s activities are credit risk, liquidity risk and interest rate risk. The Board reviews and agrees policies
for managing each of these risks, and these are summarised below:

(a) Credit risk

Credit risk is the risk that counterparties will not be able to meet their obligations as they fall due. All loan applications are assessed with reference
to the Society’s lending policy. Changes to policy are approved by the Board and the approval of loan applications is mandated. The Assets and Liabilities
Committee is responsible for approving treasury counterparties. The list of counterparties has been actively managed throughout the year.

(b) Liquidity risk

The Society’s liquidity policy is to maintain sufficient liquid resources to cover cash flow imbalances and fluctuations in funding, to maintain full public
confidence in the solvency of the Society and to meet its financial obligations. This is achieved through maintaining a prudent level of liquid assets,
through wholesale funding facilities and through management control of the growth of the business.
The level and maturity profile of liquidity is assessed against stress tests that simulate varying degrees of liquidity stress and holdings of liquid assets are
amended accordingly. The Society also complies with prudential rules issued by the Financial Services Authority concerning the quality of liquid assets
held by banks and building societies. As a consequence, the Society had as at 30th November, 2012 £33,128,890 (2011 £14,186,423) on deposit with
the Bank of England and £19,749,675 (2011 £30,375,230) at market value in UK Government Sterling gilts to ensure ready access to liquid funds
should the need arise.

(c) Interest rate risk

The Society is exposed to movements in interest rates, and manages this exposure on a continuous basis, within limits set by the Board, using
a combination of on and off-balance sheet instruments. After taking account of the various derivatives entered into by the Society, the interest
rate sensitivity exposure of the Society, by reference to the earlier of the next contractual interest repricing date and the maturity date, was:

At 30th November, 2012

Not more
than
3 months
£’000

More than
3 months
but not
more than
6 months
£’000

More than
6 months
but not
more than
1 year
£’000

More than
1 year
but not
more than
5 years
£’000

More than
5 years
£’000

Non
interest
bearing
£’000

Total
£’000

Assets

81,843

13,500

27,000

5,006

12,973

753

141,075

Loans and advances

411,670

258

3,137

20,582

–

(400)

435,247

Tangible fixed assets

–

–

–

–

–

1,814

1,814

Liquid assets

Other assets
Total assets

–

–

–

–

–

2,317

2,317

493,513

13,758

30,137

25,588

12,973

4,484

580,453

339,848

26,768

61,360

17,626

–

528

446,130

60,055

14,881

16,440

251

–

375

92,002

–

–

–

–

–

3,407

3,407

Liabilities

Shares
Deposits
Other liabilities

–

–

–

–

–

38,914

38,914

Total liabilities

399,903

41,649

77,800

17,877

–

43,224

580,453

Off-balance sheet items

(35,000)

15,000

22,000

(2,000)

–

–

–

58,610

(12,891)

(25,663)

5,711

12,973

(38,740)

–

Reserves

Interest rate sensitivity gap
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Notes to the Accounts continued
22. Financial instruments (continued)
Not more
than
3 months
£’000

More than
3 months
but not
more than
6 months
£’000

More than
6 months
but not
more than
1 year
£’000

More than
1 year
but not
more than
5 years
£’000

More than
5 years
£’000

Non
interest
bearing
£’000

Total
£’000

70,419

19,000

27,000

5,317

23,300

757

145,793

Loans and advances

410,926

149

570

9,074

3,084

(500)

423,303

Tangible fixed assets

–

–

–

–

–

1,773

1,773

Other assets

–

–

–

–

–

2,517

2,517

481,345

19,149

27,570

14,391

26,384

4,547

573,386

353,870

12,015

39,307

55,021

–

412

460,625

At 30th November, 2011

Assets

Liquid assets

Total assets
Liabilities

Shares
Deposits

44,291

17,750

7,727

194

–

214

70,176

Other liabilities

–

–

–

–

–

2,312

2,312

Reserves

–

–

–

–

–

40,273

40,273

Total liabilities

398,161

29,765

47,034

55,215

–

43,211

573,386

Off-balance sheet items

(67,000)

–

15,000

52,000

–

–

–

16,184

(10,616)

(4,464)

11,176

26,384

(38,664)

–

Interest rate sensitivity gap

In accordance with relevant prudential guidance, the Society manages the interest rate risk arising from interest rate sensitivity gaps of more than
1 year by the allocation of capital to those gaps.

Hedges

Gains and losses on instruments used for hedging purposes are not recognised until the exposure that is being hedged is itself recognised.
Unrecognised gains and losses on hedges at the balance sheet date were £386,000 (2011 £757,000) and £322,000 (2011 £81,000)
respectively. These gains and losses represent the expected future impact of interest rate hedges to the Society. These do not represent absolute
gains or losses expected by the Society as they would be substantially offset by corresponding losses or gains from on balance sheet instruments.

Fair values of financial instruments

Set out below is a comparison of the book and fair values of some of the Society’s financial instruments by category as at 30th November,
2012 and 30th November, 2011.
Market values have been used to determine the fair value of interest rate swaps and debt securities held.
This analysis excludes certain financial instruments which are not listed or publicly traded, or for which a liquid and active market does not exist.
It therefore excludes items such as mortgages, retail savings accounts and other balance sheet items whose book and fair values differ.

Debt securities
Off-balance sheet instruments (excluding accrued interest)

016064_Hinckley_Rugby_Ar12_V5.indd 32

2012
Book
value
£’000

2012
Fair
value
£’000

2011
Book
value
£’000

2011
Fair
value
£’000

43,848

45,885

69,226

70,594

–

64

–

676
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23. Pensions

Disclosures for the Hinckley and Rugby Building Society 1969 Staff Pension and Life Assurance Scheme

Financial Statements

The Society operates a pension scheme providing benefits based on final pensionable salary for service to 31st May, 2008. Benefits earned after this
date, until the closure of the scheme to future accrual on 1st January, 2010 were based on career average earnings. The assets of the scheme are held
separately from those of the Society.
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The valuation used for disclosure purposes under FRS17 has been based on the most recent full actuarial valuation at 30th November, 2009 and
updated to 30th November, 2012 by a qualified independent actuary to take account of the requirements of FRS17 in order to assess the liabilities
of the scheme at 30th November, 2012 using the projected unit method.
From 1st January, 2010 employees have had the opportunity to participate in a stakeholder scheme to which the Society contributes a defined
percentage of salary.
The amounts recognised in the balance sheet are as follows:
2012
£’000

2011
£’000

(20,789)

(18,458)

Fair value of scheme assets

18,733

17,764

Deficit

(2,056)

(694)

Present value of funded obligations

Related deferred tax asset
Net liability

473

180

(1,583)

(514)

The pension scheme assets include no assets from the Society’s own financial instruments.
The pension scheme assets include no property occupied by, or other assets used by, the Society.
The amounts recognised in income and expenditure are as follows:
2012
£’000

2011
£’000

892

899

(955)

(1,087)

(63)

(188)

Other finance income
– Interest on obligation
– Expected return on scheme assets
Total
The amounts recognised in the statement of recognised gains and losses are as follows:
2012
£’000

Actuarial loss on defined benefit obligations
Actuarial gains on scheme assets
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2011
£’000

(2,145)

(1,485)

284

1,520

(1,861)

35
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Notes to the Accounts continued
23. Pensions (continued)
Actual return on scheme assets

2012
£’000

2011
£’000

1,239

2,608

2012
£’000

2011
£’000

18,458

16,627

892

899

2,145

1,485

Changes in the present value of the defined benefit obligation are as follows:

Opening defined benefit obligation
Interest cost
Actuarial losses

(706)

(553)

20,789

18,458

2012
£’000

2011
£’000

17,764

15,309

Expected return

954

1,087

Actuarial gains

284

1,520

Contributions by employer

437

400

(706)

(552)

18,733

17,764

Benefits paid
Closing defined benefit obligations
Changes in the fair value of scheme assets are as follows:

Opening fair value of scheme assets

Benefits paid
Closing fair value of scheme assets

The Society expects to make £269,000 of deficit reduction contributions in the next financial year. Scheme expenses will also be contributed
by the Society.
The major categories of scheme assets are as follows:

Growth funds
Liability driven investments

2012
£’000

2011
£’000

3,672

3,396

14,892

14,225

169

143

18,733

17,764

2012

2011

Discount rate

4.35%

4.90%

Expected return on scheme assets (at the beginning of the period)

6.05%

7.95%

n/a

n/a

2.90%

3.20%

Future revaluation of pensions in deferment – CPI*

1.90%

2.00%

Future pension increases (5% LPI min 3%)

3.50%

3.55%

Future pension increases (2.5% LPI)

2.00%

2.30%

Nil

Nil

Permanent interest bearing shares and cash

Principal actuarial assumptions at the balance sheet date (expressed as weighted averages)

Future salary increases
Future revaluation of pensions in deferment – RPI*

Proportion of employees opting for early retirement

*Benefits accrued before 31st May, 2008 increase in deferment in line with CPI. Benefits accrued after 31st May, 2008 increase in deferment in line
with RPI.
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Mortality – current pensioners
90% of SIPA, Year of Birth with
CMI 2009 future improvements
and 1% long-term rate

Actuarial tables used

2012

2011

Male life expectancy at age 62

25.6 years

25.6 years

Female life expectancy at age 62

29.1 years

29.0 years

Mortality – future pensioners currently aged 45
90% of SIPA, Year of Birth with
CMI 2009 future improvements
and 1% long-term rate

Actuarial tables used

2012

2011

Male life expectancy at age 62

26.9 years

26.8 years

Female life expectancy at age 62

27.8 years

27.7 years

Financial Statements
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Where investments are held in bonds and cash, the expected long-term rate of return is taken to be the yields generally prevailing on such assets
at the balance sheet date. A higher rate of return is expected on the growth fund, which is based more on realistic future projections than on the
returns that have been available historically. The overall expected long-term rate of return on assets is then the average of these rates taking into
account the underlying asset portfolio of the pension scheme.
The expected rates of return for each asset class were:
2012

2011

Growth funds

8.20%

8.10%

Liability driven investments

5.30%

8.10%

n/a

4.05%

2009
£’000

2008
£’000

Permanent interest bearing shares and cash
Amounts for the current and previous 4 periods are as follows:
2012
£’000

2011
£’000

2010
£’000

(20,789)

(18,458)

(16,627)

(18,088)

(11,826)

Scheme assets

18,733

17,764

15,309

14,916

13,296

Surplus/(deficit)

(2,056)

(694)

(1,318)

(3,172)

1,470

(454)

(483)

181

(145)

(57)

284

1,520

(387)

716

(3,547)

Defined benefit obligation

Experience gain/(loss) on scheme liabilities
Experience gain/(loss) on scheme assets

Payments committed at the end of the year in respect of the next financial year under operating leases for land and buildings:
2012
£’000

2011
£’000

4

4

Commitment expires:
(i) within the year
(ii) within the second to fifth years

34

34

(iii) after 5 years

26

64

64

102
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Annual Business Statement
For the year ended 30th November, 2012
1. Statutory percentages
2012
%

Statutory Limit
%

Lending Limit

0.6

25.0

Funding Limit

17.1

50.0

The above percentages have been calculated in accordance with the provisions of the Building Societies Act 1986 as amended by the Building Societies
Act 1997.
The Lending Limit measures the proportion of business assets not in the form of loans fully secured on residential property.
Business assets comprise the total assets of the Society plus provisions for bad and doubtful debts less liquid assets and tangible fixed assets as shown
in the Society’s accounts.
The Funding Limit measures the proportion of shares and borrowings not in the form of shares held by individuals.
The statutory limits are as laid down under the Building Societies Act 1986 as amended by the Building Societies Act 1997 and ensure that the principal
purpose of a building society is that of making loans which are secured on residential property and are funded substantially by its members.
2. Other percentages
2012
%

2011
%

Gross capital

7.2

7.6

Free capital

7.0

7.4

26.2

27.5

Profit for the financial year as a percentage of mean total assets

0.02

0.02

Management expenses as a percentage of mean total assets

0.80

0.78

As percentage of shares and borrowings:

Liquid assets

The above percentages have been prepared from the Society’s accounts and in particular:
• ‘Shares and borrowings’ represent the total of shares, amounts owed to credit institutions and amounts owed to other customers.
• ‘Gross capital’ represents the general reserve.
• ‘Free capital’ represents the aggregate of gross capital and general loss provisions for bad and doubtful debts less tangible fixed assets.
• ‘Liquid assets’ represent the total of cash in hand, loans and advances to credit institutions, debt securities and other liquid assets.
• ‘Mean total assets’ represent the amount produced by halving the aggregate of total assets at the beginning and end of the financial year.
• ‘Management expenses’ represent the aggregate of administrative expenses, depreciation and amortisation.
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3. Information relating to directors and other officers
Directors
Name

Date of birth

Date of appointment

Occupation

Other directorships

14.08.51

17.11.05

Solicitor

Member of the
firm of Austins LLP
Hinckley and Rugby
Financial Services Ltd.

John Philip Day

23.04.49

24.11.03

Company
Director and
Chartered
Marketer

BLL Realisations Ltd.
Hinckley and Rugby
Financial Services Ltd.
Home-Start South
Leicestershire Ltd.
John Day Marketing
Associates Ltd.
Leicestershire Chamber
of Commerce Ltd.
Leicestershire
Education Business
Company Ltd.
The Samworth
Enterprise
Academy Ltd.
Hinckley and Rugby
Pension Scheme Ltd.

Andrew Robert Astin

14.06.56

19.03.08

Secretary and
General Counsel

None

Paul Derek Parmenter

19.05.57

21.11.07

Company
Director

Paul Parmenter
Marketing Ltd.

Andrew Payton

09.04.64

29.05.07

Building
Society
Executive

Hinckley and Rugby
Financial Services Ltd.

Jeffrey John Pritchard

25.04.63

17.10.12

Risk Management
Consultant

None

Patrick John Scannell

14.12.51

15.11.02

Chartered
Accountant

None

Christopher White

14.06.58

01.02.93

Building
Society
Executive

Hinckley and Rugby
Financial Services Ltd.
Home-Start Hinckley
and District Ltd.
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Nigel George Frostick

Senior Independent
Director

Financial Statements

Chairman

Correspondence to directors jointly or individually should be marked ‘Private and Confidential – Ref; HRBS/AM/CO’
and addressed c/o PricewaterhouseCoopers LLP, Cornwall Court, 19 Cornwall Street, Birmingham B3 2DT.
Messrs Christopher White and Andrew Payton are employed on service contracts which were entered into
on 21st March, 2007 and 29th May, 2007 respectively. In each case the director is entitled to one year’s notice
of termination from the Society and is required to give six months’ notice of an intention to resign.
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Annual Business Statement continued
For the year ended 30th November, 2012
Other officers
Name

Occupation

Other directorships

Lisa M. Bengi

HR Manager

None

Stephen H. P. Castling

Secretary and Solicitor

None

Spencer J. Costley

Financial Controller

None

Stewart A. Heeley

Marketing and Public
Relations Manager

None

Andrew Mayers

MLRO and Compliance Manager

None

Kerry McDonagh

Savings Manager

None

Michael D. Sharpe

Information Technology
Services Manager

John Cleveland College

Martyn W. Shortland

Mortgage Services Manager

None

Jill C. Storey

Training and Service
Quality Manager

Hinckley and Rugby Pension Scheme Ltd.

Gillian M. Vernau

Executive – Branches
and Development

None
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Members’ Notes continued
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The paper used in this report is elemental chlorine free and is FSC accredited.

The Forest Stewardship Council (FSC) is an international network which promotes responsible
management of the world’s forests. Forest certification is combined with a system of
product labelling that allows consumers to readily identify timber based products from
certified sources.
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Hinckley and Rugby
Building Society
Principal Office
Upper Bond Street
Hinckley
Leics. LE10 1DG
Established 1865
Telephone 01455 251234
www.hrbs.co.uk
email: enquiry@hrbs.co.uk
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