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FINANCIAL HIGHLIGHTS

Primarily because of the broker consolidation activity in 2017 the Group’s net advances reduced by 1.3% to
£3,376 million. Operating Profits reduced by £14.9 million to £33.3 million, principally due to higher
administration costs as a result of continued strategic investments in the core business and additional
expenditure on regulatory compliance. This year, our Adjusted Post-Securitisation EBITDA! reduced by £11.1m
to £60.6 million. The financial performance of the Group is discussed in more detail on page 17.
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Adjusted Post-Securitisation EBITDA is a profit measurement that excludes certain non-cash items, one-off expenses, tax and interest, other than the
interest costs incurred as part of the Group's securitisation facility. The calculation and a full definition of Adjusted Post - Securitisation EBITDA and its

reconciliation to operating profit is shown on page 19.

Net advances measures the total value of loans initiated, net of cancellations and mid- term adjustments.

The loan loss ratio is calculated by dividing the value of impairment losses recognised as uncollectible by the net advances in the year.

Return on assets is calculated as Adjusted Post-Securitisation EBITDA divided by average net loans and advances to customers in the year.

A number of these measures are not specifically defined under, or presented in accordance with, IFRS or any other Generally Accepted Accounting
Principles and should not be considered as an alternative to profit for the period or any other performance measures derived in accordance with IFRS.
The Board believes that these measures give a more rounded indication of the operating performance of the Group.
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A: STRATEGIC REPORT

Al: Chief Executive’s statement

The Group continues to have a clear strategy and a strong commitment towards sustained business growth,
value creation and innovation for the future. The Group’s financial performance in 2018 has been impacted by
a number of external factors, which include the ongoing impact of market consolidation, the change in the
regulatory landscape, a weakening credit environment and a cyber incident. Our Adjusted Post-Securitisation
EBITDA in the year was £60.6 million, a reduction of £11.1 million when compared to 2017.

Despite these challenges, we have maintained our position as the market leader for insurance premium finance
in the UK and Ireland.

Throughout 2018, we have continued to make changes to our business to meet our partners’ and customers’
needs, and we continue to adapt to changes both in the markets where we operate, and in the regulatory and
political landscape. We maintain a strong financial position, continue to generate strong cash flows and are
investing in our core business. We will continue to focus on growth by being the trusted finance provider in all
of our chosen markets.

Leadership
During the year, we made three important appointments to the Board and Executive Committee.

In May 2018, we announced that Nayan Kisnadwala — Group Chief Financial Officer would be leaving the
business. Andrew Chapman, Head of Treasury and Investor Relations, supported the role in an interim capacity
and in September 2018 was appointed as the Chief Financial Officer.

In November 2018, we announced that Charlie Cutler had resigned as General Counsel and Company Secretary.
Following this resignation, we have consolidated the legal, risk and compliance functions under the leadership
of a Chief Risk Officer, Andrew Smith, who joined the business in October 2018.

In January 2019, we also announced that Simon Moran, Chief Sales and Marketing Officer would be joining the
Board as a Non-Executive Director. We would like to thank Simon for over twenty years’ service to Premium
Credit and look forward to him supporting the Group in a different role going forward.

In addition to the above appointments, Elizabeth Annys, Head of Legal, was appointed as Company Secretary.
Market

As in recent years, the premium finance market continues to evolve at a rapid pace, particularly in respect to
market consolidation and regulatory change. We have continued to renew and strengthen our relationships with
intermediaries, retaining all material contracts with the exception of one Top 10 broker, as well as acquiring new
business relationships, including partners such British Gas and Staysure, which will begin trading in 2019. A
number of our Retail insurance brokers have experienced weaker trading performance, impacted by competitive
Personal Lines markets and changing insurance capacity.

In premium financing, we have seen various new market entrants, but they are still to make any material impact
on the market.

In our Specialist Lending business, we are building stronger relationships with Credit intermediaries for the
funding of Personal and Commercial tax loans, and we have launched an Appointed Representative network and
Non-Recourse school fee product for fee-paying schools.
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In August 2018, we implemented a further market driven base rate change.
Technology

The majority of our lending administration is integrated into our partners’ point-of-sale systems. Our technology
allows straight through and automated processing, which reduces manual intervention and creates significant
cost savings. We process over 25 million direct debits each year, which requires stable and resilient operating
platforms.

Our continuing investment in technology is focused on delivering digital sales processes and streamlined
customer journeys, enabling all our intermediaries to consistently present finance options at the point of sale,
irrespective of channel, to acquire and retain more customers, while meeting regulatory and compliance
expectations. To provide improved efficiency for our intermediaries, we have continued to improve our
integrations and associated services, as well as improving our digital applications and portals for customers to
self-serve, particularly through mobile devices.

Our focus has been on providing a resilient and highly available IT service, whilst also delivering significant
change.

Cyber Incident

In September 2018, we were subject to a malicious and targeted cyber-attack, which although we subsequently
recovered from, did cause operational and service impacts for our intermediaries and customers. After the
incident, we recovered and restored our systems, and following our immediate response, we have become a
more resilient business due to the event. We will continue to invest in upgrading our IT infrastructure, increase
our operational resilience and IT security, and carry forward the cyber lessons learnt into 2019 planning,
supported by third-party assurance. This will be implemented alongside our enterprise wide change programme
that is underway to enhance our core digital platforms, provide an efficient back office service, and maintain our
regulatory obligations.

UK withdrawal from the European Union

Through 2018, we have not seen any material impact arising from the UK decision to leave the European Union,
other than the slight weakening of the British pound. This has had a positive impact in 2018 for our Irish business.
Our underlying service is the provision and financing of insurance premiums; these are often compulsory, such
as for product and employer liability, or fleet and car insurance. Our Irish business is independently authorised
and regulated by the Central Bank of Ireland {CBL), and so does not depend on EU Passporting. There is significant
uncertainty regarding Brexit, and the wider macro-economic impact of the EU referendum, including the impact
on credit losses and credit demand, which remains unknown. The Directors will continue to monitor the impact
of the UK’s exist from the European Union on the business.

Risks

The Group is predominantly exposed to Credit & Counterparty risk, Regulatory risk (including conduct and
financial crime risks), Operational risk, IT Security risk, Financial risk and Business risk.

Credit risk is considered to be increasing, with ongoing weaknesses in some sectors of the UK economy. Given
that much of our lending by volume is on a recourse basis to the producer / intermediary, the underlying obligor
(borrower) credit experience continues to be broadly positive. Counterparty risk has been mitigated by
continued robust counterparty underwriting and governance oversight. There have been no counterparty
failures during the year. There have been two insurer failures, but with only nominal losses being forecast due
to cover through the Financial Services Compensation Scheme, and our experience of having dealt with insurer
failures in the recent past.
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Operational risks are identified, managed and mitigated through ongoing risk management practices.

IT Security and mitigation of Cyber risk will continue to be a key priority. This will continue to bring new tools
and technologies into play and is essential for our long-term strategy and customer outcomes, but presents new
operational risks in relation to business continuity and recovery.

Financial risk is reducing, with our securitisation programme providing access to sustainable funding and the
Master Trust structure supporting our funding diversification. The Base Rate increase in August 2018 has led to
an increase in LIBOR, which has had an impact on our margins, prior to offsetting actions. The Group continues
to monitor the impact of the Brexit negotiations and potential impact on foreign exchange and interest rate
risks.

The Board oversees our risk exposure through a Risk Management Framework designed around three lines of
defence methodology. A full description of the principal risks facing the business, together with how they are
managed, is set out on page 33.

Regulatory Landscape

Premium Credit is regulated by the Financial Conduct Authority (FCA) in the UK and the Central Bank of Ireland
(CBI) in Ireland. As reported in the 2017 accounts, the FCA has issued clarification on the affordability
requirements for firms operating in our sector - the changes include a number of requirements which the Group
had already implemented through its ongoing regulatory engagement; work continues on those that remain to
be addressed. Elsewhere we look towards change around the implementation of the Fifth Money Laundering
Directive, the UK implementation of the FCA’s Senior Managers & Certification Regime in late 2019 and in
Ireland, the CBI's current review of the Consumer Protection Code and implementation of their Consumer
Protection Risk Assessment Model. We proactively engage directly (and indirectly) with our Regulators on
regulatory developments where we believe it is in the interests of the Group and its customers to do so.

Our People and the Future Outlook

I would like to thank all our colleagues who have contributed to making us the market leader that we are today,
and for serving our intermediaries and customers. Our success and continued future growth is dependent on
the commitment of our employees and our ability to develop outstanding products and services for our
customers. Through our Colleague Opinion Survey, we continue to measure our colleagues’ engagement and
empowerment, which have both seen an improvement. We continue to make Premium Credit a great place to
work. 2018 has continued to be a year of further change, but we can look ahead with confidence, knowing that
we can build on this year’s investments and innovations.

In 2019, we look forward to consolidating these changes and making progress towards our strategic aims. We
remain confident that our strategy and our proven business model will continue to provide long term and
sustainable value for our customers, employees, shareholders and intermediaries. We will pursue continued
growth in our core markets, expanded relationships with new intermediaries and seek to exploit opportunities
within adjacent, high value segments.

R

Thomas Woolgrove

Chief Executive Officer
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A2: Purpose, vision and values

Our Purpose

We enable customers to manage their payments more easily.
Our Vision

To be the trusted finance provider in our chosen markets.

UK-Ireland

Diversified Eoaate

Advanced
Scalable
Technology

Speciality
Finance

Our Values
Considerate
We act with honesty and integrity and put customer needs at the heart of everything we do.
Collaborative
We work, succeed and celebrate together.
Accountable
We take accountability for our actions, deliver on our promises and proactively learn from our mistakes.
Driven

We passionately strive for excellence and continuous improvement.
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A3: Business model

Premium Credit Limited, the Group’s principal trading subsidiary, helps almost 2.1 million customers to manage
their finances. The Group has a clear strategy to deliver consistent growth and earnings for our shareholders.

What we do

The Group provides instalment finance via our network of intermediaries, to individuals, SMEs and companies
in the UK and Ireland. Our intermediary network consists of firms such as insurance brokers, insurance providers,
membership organisations, schools and leisure facility providers.

How we do it

We provide loans (‘advances’) to our end-customers, which are used to pay annual insurance premiums, service
fees such as school, professional membership, sports and leisure fees, or business fees and payments. These
advances are typically recouped on a monthly instalment basis, usually within less than a year.

Why we have been successful

Our size and long operational history has allowed us to develop an advanced and scalable Information
Technology system, which helps us to provide our intermediaries and other clients with funding propositions
through regulatory compliant customer journeys. Our scale allows us to efficiently adapt our systems and
processes to changes in regulation and customer expectations. We are able to service a high volume of payments
and collect amounts outstanding on our advances on a reliable and continual basis. We work with a diverse
network of over 2,800 leading brokers, insurers and other intermediaries who offer our financing products to
end-customers. We believe we have strong and resilient relationships with our key intermediaries.

Why what we do matters to people
End customers

As the finances of people and businesses in the UK and Ireland are put under pressure due to the macro-
economic and political environment, including Brexit uncertainty, and the continued evolution of a convenience-
driven culture which is connected 24/7, our end customers are looking for alternative and accessible ways to
finance large annual payments and manage their cashflows. These items include critical purchases such as
insurance and large one-off business payments, in addition to finance of aspirational and leisure pursuits such
as private school fees and golf club membership.

Intermediaries

By outsourcing this vital part of their operating model to us, a third-party finance company, our intermediaries
deliver additional services to their customers and benefit from the improved efficiency in their own business
models. Our experience and scale enable them to:

= reduce costs

= Increase their market penetration

= improve their cash flow and liquidity

= have more control over their regulatory obligations through our compliant customer journeys
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How we generate income

Our income stream derives from a combination of interest income on amounts we have advanced to our
customers and fees due for services we provide.

Our market position

We are a UK leader in the financing and processing of instalment services. We have a strong position in the
insurance industry, a sector that is characterised by stable and regular annual payments. We continue to use
our experience to explore potential expansion into related and adjacent markets.

Our Competitors

Our nearest competitors are other finance providers such as banks and non-bank credit providers. The Fintech
era has seen a change in the way that people transact and purchase products, with new entrants occupying a
niche position in several segments. However, investment in our IT systems and platforms has streamlined our
operating model, enabliing us to have much greater capacity to rapidly build bespoke, flexible new products and
services. We also see some of the new entrants into the market as potential partners, which could increase the
take up of our products.

Our competitive advantage

Whilst there are other key players operating in the market, there are specific elements of our proposition which
strongly differentiate the Group:

o Long term strategic partnerships — we are one of only two major providers in the instalment fee lending
market in the insurance industry. We have long-established relationships and our expertise is highly
valued as part of our overall service proposition, with 9 of our current top 10 intermediaries having
worked with us for more than 10 years.

° Technology platform and integration — our Information Technology platform enables point of sale
financing and is integrated with our intermediaries’ businesses, which improves the efficiency of their
operating model. Our system becomes an integral part of their payments processing. We are
increasingly offering tools to enable end customers to self-serve, making transactions and servicing as
simple as possible and enhancing our customer service.

o Scale and scalability — our efficient and accessible systems process approximately 25 million direct debit
transactions in a year on behalf of over 2.1 million customers.

° Deep insurance industry and credit expertise — our financing solutions provide us with multiple layers
of credit protection. Our credit loss rate in 2018 averaged 0.22% of our net advances in the year (2017:
0.20%). These loss rates are significantly lower and less volatile than other forms of consumer finance.

J Our innovation, investment in technology and marketing strategy have been critical in changing the
way the market operates and maintaining our leading position within it, whilst diversifying our revenue
streams through the targeting of additional high value segments.
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A4: Strategy

The Group continued to generate significant returns in 2018 despite the various headwinds it faced in the year.
The strategic planning processes of the business constantly evaluates new developments in the market and the
Group’s strategic objectives are revised accordingly.

Our Earnings

The majority of the Group’s earnings originate from the financing of insurance premiums. Insurance is an
essential product for many borrowers and is often a legal requirement. The business’s point-of-sale lending
services are highly integrated with its intermediaries’ systems, resulting in efficient processing and servicing of
it’s customers transactions.

The Group has seen an increase in its costs as a result of additional regulatory compliance and rising funding
costs. To mitigate the impact of these the business ensures it’s cost recovery fees appropriately reflect the
additional costs incurred whilst service charges are increased to maintain margins.

Objectives
The business’s objectives are to:

1. Develop and invest in products, service and innovative technology solutions which enable improved
finance penetration, strong customer retention, compliant customer journeys, enhanced analytics and
reduced distribution costs through increased integration and efficiency.

The Group continues to invest in its client facing technology to both enhance the quality of the existing product
set and develop new services. These enhancements make the organisation easier to do business with and
encourage the roll out of its technology solutions across a wider intermediary base.

The Group’s dynamic, scalable platforms provide bespoke service solutions whilst delivering against an ever-
evolving regulatory environment, providing seamless compliant customer journeys.

The business’s Specialist Lending division has launched a Non-Recourse school fee product which isolates schools
from bad debt exposure, and has begun marketing a Tax funding product to existing insurance premium
customers.

2. Develop and grow relationships, which add value for our intermediaries and mutual customers.

The Group'’s product distribution strategy is primarily intermediary led, delivering market reach alongside cost
effective customer acquisition and retention. Its focus is on providing affordable instalment credit which helps
individuals and businesses smooth their cash flows. The business believes its chosen markets offer strong
margins and sustainable returns whilst being valued by its customers. Lending to a wide customer base means
its credit risk is highly diversified.

The business manages, monitors and supports its intermediary partners, via a dedicated team of experienced
relationship professionals, ensuring dealings with its mutual customers are ethical, comply with relevant
regulatory requirements and are of a consistently high standard. In 2018, the business supported its
intermediary partners with capability training, consultancy and marketing analytics, helping them to optimise
their performance whilst preparing them for future regulatory and market developments in the industry. This
dedicated support for our intermediaries is a key differentiator of the business versus its competitors.

In its Specialist Lending business, it has established an Appointed Representatives network for Schools, allowing
marketing and promotion of its School Fee product.
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3. Enhance its Operational and IT service capability to improve efficiency and effectiveness, whilst delivering
a stable and consistent customer experience.

The Group has looked for ways to improve the consistency and reduce the operational cost of our servicing. It
has implemented a new contact centre telephony platform which provides broader functionality via a better
level of phone and email service at a reduced cost. It continues to work closely with external outsource partners
for the provision of a customer contact centre, loan processing and IT development and run services. Customers
are benefiting from updated self-service functionality, making it easier to sign credit agreements, express their
marketing preferences and manage their agreements.

The Group has continued to invest in enhancing the functionality of its core loan administration system whilst;
increasing system availability by reducing processing times and reducing run cost through the optimisation of
interfaces with intermediaries’ systems.

The implementation of customer satisfaction scoring through CSAT is allowing the business to measure the
quality of its customer interactions and thereby developing best practice and enhancing customer outcomes.

4. Create a strong risk and governance framework, which ensures fair outcomes for customers, complies
with regulatory requirements and helps the Group’s intermediaries to manage their legal and regulatory
obligations

As afinancial services institution, regulation is an ever-present factor in the Group’s markets. The business’s aim
is to ensure that it grows at a sustainable rate and minimises any regulatory and conduct risk, both for itself, its
intermediaries and retail customers.

Given the high number of customers it serves, the Group will continue to manage its business within its
established compliance risk and governance framework and will continue to invest in strengthening its
operational processes and controls to ensure fair outcomes for its customers.

In 2018, the Group continued to enhance its approach to affordability, implemented separate UK Credit
Agreements for regulated and non-regulated business, along with other process and system changes required
for General Data Protection Requirement (GDPR) compliance. As it implemented changes for the Fourth Money
Laundering Directive, it has applied a risk based approach to enhanced due diligence and thresholds for AML
checks. The Group is close to implementing the Central Credit Register regulatory requirements for Irish Business
reporting, a mandatory requirement in Ireland and maintains an active dialogue with CBI to complete this to
their satisfaction.

5. To maintain a secure, diverse and stable funding structure

Funding is primarily provided by a £1,084.5 million (2017: £1,109.5 million) securitisation funding facility, which
comprises £519.0 million of private banking funding and £565.5 million of public asset backed securities. As at
31 December 2018, £977.9 million was drawn down on this facility (2017: £1,005.2 million).

The Group’s securitisation programme comprises a Master Trust (via PCL Asset Trustee Limited) which facilitates
the issuance of term notes alongside the private banking facility (the “VFN Facility”). Public asset backed
securities totalling £565.5 million were issued in 2017. The reinvestment period end date for the public facilities
is June 2020 for £282.0 million and June 2021 for £283.5 million.

in June 2018, the business agreed the extension of the VFN facility issued by PCL Funding | Ltd until June 2021
and reduced the facility size to £519.0 million. The £519.0 million facility is divided into two tranches rated by
Moody’s and DBRS: £500.0 million Class A and £19.0 million Class B.
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6. Secure the most talented staff available in the market and to develop their capabilities

The wellbeing, engagement and development of the Group’s employees is critical to its growth. The Group has
continued to invest in its people during 2018 as it strives to create the conditions for colleagues to flourish.
Tangible benefits are being realised through a reduction in voluntary employee turnover throughout 2018 with
a significant reduction in the number of leavers.

The business operates a programme of regular colleague surveys, obtaining feedback which is driving its People
plan, with the aim of making the organisation a great place to work and increasing the engagement and
therefore performance of its employees. During 2018, there was noticeable improvement in colleague
engagement. The programme it is now focused on making further improvements, especially in colleague
empowerment and leadership capability.

During 2018, the Group strengthened capabilities in a number of departments by bringing in colleagues with
new skills or developing existing colleagues. Examples include sales, financial crime, risk, operations and IT. The
business constantly reviews its people capabilities against its business strategy to ensure that it is well placed to
deliver business performance.
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A5: Principal risks and uncertainties

The principal risks to which the Group is exposed, which could significantly affect its prospects of success, are
summarised below:

: Category Risk Description

Failure to deliver appropriate customer
Fair outcomes outcomes would damage the Group’s
reputation and its financial performance.
Regulatory and Conduct Failure to comply with regulatory
requirements would risk financial and
reputational damage. The Group operates
in increasingly highly regulated sectors.
Manual errors, control failures or internal
/ external fraud could result in losses.
Losses may arise from errors made by our
staff or by staff of third parties we choose
People to partner with. Losses may also emerge
from acts inconsistent with employment
or health and safety laws / agreements.
Substantial [T systems are required to
support the Group’s operations and guard
against cyber-attack. System failures or
major data breaches could result in
operational losses, reputational damage
or regulatory censure and/or fines.

The potential risk that arises from relying
External on outside parties to perform services or
activities on the Group’s behalf.

The risk that a potential cyberattack could
Cyber impact the existing risks associated with
| external fraud, data loss, data integrity
and data accessibility.

Risk of adverse consequences from a
change in interest rates that arises due to
differences in the timing or basis, of
interest rate changes on PCL assets and
liabilities resulting in reduced Net Interest
Income.

Financial The risk that insufficient cash will be
generated or available from either assets
Liquidity and funding or liabilities or outside sources to meet
anticipated current or future funding
requirements.

Risk of adverse consequences from a
change in foreign exchange rates.

Lending may be incorrectly targeted, or
Customer customers may become unable to repay
debt, exposing the Group to losses.

Regulatory

Process

Operational Systems

Interest Rate

Foreign exchange

Credit and Counterparty The failure of either intermediaries or
insurers impacting the ability to recover
outstanding balances in the event of
customer default.

Counterparty
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Category Risk Description

An economic downturn in either the UK or
Ireland may impact our customers’ ability
to repay amounts advanced as well as
reduce demand for the products the
Group funds. Profitability could be eroded
| by competitor activity.

Further details of the risks and mitigations are included in the Corporate Governance section, on pages 33 to
36.

Business Economic and Competition
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A6: Key Performance Indicators

Key Performance Indicator (KPI) Description
Operating Profit Operating profit measures the
(Em) Group's total revenue less the total
617 48.2 administrative expenses. It excludes
18.5 19.4 l . cE) any financing income or expense.
 mm @ B
2014 2015 2016 2017 2018
Net Advances (€m) Net advances mga:c,t'xres the total
value of loans initiated, net of
3297 3,423 3,551 3,418 3,376 cancellations and mid- term
' adjustments. This is a lead indicator
=mm B B = s |9 . .
5014 2015 5016 017 2018 of future income that will be
generated by the business.
Adjusted Post-Securitisation EBITDA
. . is a profit measurement that
Adjusted Post-Securitisation EBITDA (£m) . .
excludes certain non-cash items,
50.8 63.5 68.7 717 60.6 one-off expenses, tax and interest,
e - - . -_ other than the interest costs
2014 2015 2016 2017 2018 mcurTe'd .as 2l ,9f the Group's
securitisation  facility. The full
definition is shown on page 20.
N Loans nd Advances
Net Loans and Advances to Customers (£m) 2 a an LY
1,500 Customers measures the
381 1,450 1,421 1,401 .
1,38 ’ outstanding loan value at the
_- . . - -— balance sheet date. This is a lead
indicator of future income and cash
2014 2015 2016 2017 2018
flows.
Average funded receivables (Em) Average funded S eeVaIes

1,032 .
—— 962 measures the average outstanding

976
921 funded principal loan balances for
_- . ._ the year. This is a lead indicator of

2014 2015 2016 2017 2018 future income and cash flows.
Credit Quality: loan loss ratio (%) The loan loss ratio is calculated as the
0.20% epr impairment loss on customer
5 .. (J o .
0.16% 0.14% 0.14% ° advances divided by the net
_. | =R - -_ advances in the year. It is a measure
2014 2015 2016 2017 T of the credit quality of the loan book.
Securitisation Facility
(Em) .
This measure shows the level of
1,150 1,050 1,250 1,110 1,085 N L
utilisation of the securitisation
% % % ® g facu‘llty.. !t is a key .measure of the
] > ~ & & availability of funding to facilitate
2014 2015 2016 2017 2018 growth in the loan book.
B Facility Size £m [0 Drawn down (% of facility)

Average Tenure of Employees (years) The average tenure of employees is a

measure of the amount of colleague

7.7 6.7 6.3 5.9 5.9
J j - . -_ experience maintained within the

organisation.
2014 2015 2016 2017 2018
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Key Performance Indicator (KP1) Description
Return on Assets
(%) Return on assets is calculated as
3.8% 4.7% 4.7% 5.0% 4.3% Adjusted Post-Securitisation EBITDA
- - . - divided by average net loans and
—- advances to customers in the year.
2014 2015 2016 2017 2018
Customer Complaints Reportable customer complaints per
100,000 loans written measures the
2401 1991 level of complaints normalised for
| business volumes. This is
8 1 62 18 85 14 30 a1
= [ D == . — supplemented by the total number
2014 2015 2016 2017 2018 of Reportable complaints made to
# Complaints per 100,000 customers [1Total complaints to FOS the Financial Ombudsman (FOS)

1. Change in methodology to include written and oral complaints versus only written in 2016 and prior years. The 2017 number has been restated to
reflect the changes.

2. Anumber of these measures are not specifically defined under, or presented in accordance with, IFRS or any other Generally Accepted Accounting
Principles and should not be considered as an alternative to profit for the period or any other performance measures derived in accordance with
IFRS. The Board believes that these measures give a more rounded indication of the operating performance of the Group.

A7: Business review

A7.1: Financial Review and KPI's

Reporting
The Group’s controlling party, Cinven Partners, is a UK private equity fund. Accordingly, the Annual Report and
Financial Statements for 2018 have been prepared in accordance with the Walker Guidelines for UK companies

in private equity ownership. The consolidated financial statements have been prepared under IFRS and the
Company financial statements under UK GAAP (FRS 101) in accordance with the UK Companies Act 2006.

Group Results

Group Group Change Change
Year ended  Year ended £m %

31 Dec 2018 31 Dec 2017

£m £m
Net interest income 93.9 101.7 (7.8) (7.7%)
Administrative expenses 71.5 65.9 5.6 8.5%
Operating profit 33.3 48.2 (14.9) (30.9%)
EBITDA! 60.4 713 (10.9) (15.3%)
Adjusted EBITDA ! 74.9 85.3 (10.4) (12.2%)
Adjusted Post-Securitisation EBITDA ! 60.6 71.7 (11.1) (15.5%)

1. Definitions of EBITDA, Adjusted EBITDA and Post-Securitisation EBITDA and a reconciliation from operating profit can be found on page 19.
Key Drivers

The Group’s financial performance in 2018 was primarily impacted by a loss of producers in 2017, a short term
business disruption due to a Cyber incident, higher costs resuiting from regulatory change, and an increase in
credit losses in line with the increase in SME insolvency rates. The Group delivered an Adjusted Post-
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Securitisation EBITDA of £60.6 million, a decline of £11.1 million. Operating profit reduced by £14.9 million to
£33.3million. Key trading points for the year include:

e Adecrease in net interest income of 7.7% to £93.9 million (2017: £101.7 million)
® Anincrease of 8.5% in administrative expenses to £71.5 million (2017: £65.9 million)

* Adecreasein net loans and advances to customers (receivables) of 1.4% at year end to £1,400.7 million
{2017: £1,420.7 million)

e Areduction in the size of the existing securitisation facility from £1,109.5 million to £1,084.5 million.
Net interest income

The decrease in net interest income of 7.7% was due to a decrease in the average funded receivable balance of
5.6%, together with a short-term reduction in margins as a result of the increases in base rate in November 2017
and August 2018. The reduction in the average funded receivable balance was driven by regulatory and macro-
economic changes in the markets in which the Group operates, and the impact of intermediary consolidation
and broker losses seen in 2017. Normalising these items, the net advances in 2018 have seen continued strong
underlying growth of 5.2% over prior year, highlighting the benefits the Group receives from the investments it
has made in developing compliant digital customer journeys.

Administrative expenses

Administrative expenses have increased by £5.6 million to £71.5 million (2017: £65.8 million). This is due to an
increase in bad debt write off’s and an increase in credit provisions of £3.7 million to £9.3 million (2017: £5.6
million). In addition, the Group incurred a one off expense of £2.8 million as a result of the Cyber incident in
September 2018. The increase in credit losses is in line with the increase in corporate insolvencies in the wider
economy.

Operating profit and Adjusted Post-Securitisation EBITDA

The decrease in net interest income alongside an increase in expenses has resulted in a reduction in Operating
profit of £14.9 million to £33.3 million (2017: £48.2 million). The Adjusted Post-Securitisation EBITDA of the
Group decreased by £11.1 million, or 15.5% to £60.6 million {2017: £71.7 million). Adjusted Post-Securitisation
EBITDA excludes cost associated with IT initiatives.

Working capital

Loans and advances to customers have reduced by 1.4% to £1,400.7 million at 31 December 2018, reflecting the
reduction in net advances. The primary source of funding for these loans and advances is the securitisation
facility. Trade payables have increased by 1.2% to £412.8 million which are primarily amounts payable to
intermediaries. Overall, changes in operating assets and liabilities have resuited in a cash operating inflow of
£50.7 million in the year, which is a reduction from 2017 where it was £108.5 million. This reduction is prior to
taking account of changes in funding.

Cash

At 31 December 2018 the Group had a cash balance of £66.1 million, a reduction of 35.3% from 2017 {£102.1
million). The Group made a £50 million dividend payment in 2018 (2017: £49.6 million). Of the year end cash
balance of £66.1 million, £29.5 million (2017: £28.7 million) represented unencumbered cash balances and £36.7
million (2017: £73.4 million) encumbered. Encumbered cash represents cash held in the Group’s securitisation
facility, for the purchase of new receivables or to fulfil the liquidity requirements of the facility.
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A7.2: Non-Financial KPl’s

Average tenure of employees

The average tenure of employees measures the average length of service across the workforce. There has been
agradual reduction in average tenure of employees in recent years. This is due to higher levels of labour turnover
and changes to the organisation design to meet the changing needs of the business. We are pleased to report
that the average tenure of 5.9 years has remained static from 2017 to 2018. Evolution of the organisation design
has continued, for example outsourcing some operational functions, but the voluntary labour turnover has
reduced progressively during 2018 resulting in greater levels of stability. Based on tenure at the end of 2018,
there is a good mix of employees with long tenure, and therefore company experience, and newer colleagues
who bring external skills to the Group.

Customer complaints

The Group maintains two key performance indicators for customer complaints: complaints it receives directly
from customers, which is measured per 100,000 agreements and the number of complaints referred to the
Financial Ombudsman Service (FOS). In 2018, the Group received 199 complaints per 100,000 agreements, a
material decrease on the 2017 rate of 240 complaints per 100,000 agreements. 41 complaints were made to the
FOS (0.002% of the customer base), of which 25 were upheld in favour of the Company, S in favour of the
customer, with the remaining 11 awaiting outcome.

The Group remains focused on delivering fair outcomes for all customers and has introduced root cause analysis
with corrective action tracking during 2018. This has led to the decrease in complaints highlighted above.

A7.3: EBITDA

Reconciliation of Operating profit to EBITDA, Adjusted EBITDA and Adjusted Post-Securitisation EBITDA

2018 2017

B — — _ £000 _£000
_6b_e;gﬁns profit 3 £ e 33,282 _48,150
Finance income _ 8 7
Finance expense (14,654) (14,654)
Profit for the year before taxation 18,636 33,503
Interest bayable and similar cha-rges .. 33,614 32,121
Depreciation and amortisation 6,472 6,142
Loss on disposal of fixed assets 665 40
Loss/(gain) on foreign exchange 310 (2,563)
Refinancing fees 676 2,033
EBITDA 60,373 71,276
Transaction costs 353 366
Cyber incident costs 2,802 -
New IT initiatives and restructuring costs 11,325 13,671

Adjusted EBITDA 74,853 85,313
Securitisation interest expense (14,285) (13,655)
Adjusted Post-Securitisa-tion EBITDA B 60,568 71,658
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