ANNUAL
REPORT

Year ended 30 November 2014

—

IPSWICH

BUILDING SOCIETY



Year ended 30 November 2014

Contents

4

6

9

15

20

21

22

24

24

25

26

27

46

47

Chairman’s Report

Chief Executive’s Report

Directors’ Report

Corporate Governance Report
Directors’ Remuneration Report
Statement of Directors’ Responsibilities
Independent Auditor’s Report

Income and Expenditure Account
Statement of Total Recognised Gains and Losses
Balance Sheet

Cash Flow Statement

Notes to the Accounts

Annual Business Statement

Information Relating to Directors 2014

www.ibs.co.uk




Year ended 30 November 2014

Chairman’s
Report

The year ended November 2014 was dominated by the complete
change of our IT systems onto a new platform, built and operated by a
different supplier. This was an enormous undertaking and it is credit to
the level of effort and focus of our Executive team and the experience

of our own finance, mortgage and branch specialists coupled with
selected expert project managers that members were largely unaware of
the change fo the new system when it eventually ‘went live’ in October
2014. For many months, significant numbers of staff had been working
fo test the systems so that the eventual ‘go live’ went off without a hitch.

The change of IT systems was forced upon us when our previous
supplier withdrew from the market of supplying outsourced services.
Though we might not have chosen to change systems, over time
we expect the new system will make processing morigages and
administrating savings business quicker and easier than before.

The change of IT system had a significant impact on our ability to write
and process new mortgage business throughout the year. Therefore, this
year saw us substantially withdraw from the mortgage market. The result
can be seen in our financial figures where the size of the mortgage
balances outstanding shrank from £485m at 30 November 2013 to
£474m at 30 November 2014. Members should not view this as a
cause for concern. On the contrary, it was as a result of a deliberate
management decision.

With the new IT system now in place, we are able to return to the
mortgage market and have plans to grow the mortgage book steadily
in the years ahead. The pace of growth will be moderated by our
need fo increase, and keep, sufficient levels of regulatory capital which
is designed to protect members from reasonably foreseeable losses.
Planned, steady growth enables us to manage our resources and

our risk in a prudent and efficient way and to build on our already
established reputation in the market place; particularly in our heartland

of Suffolk.

In recent years we have become known for enabling a range of people
who might otherwise have been excluded from the property market, to
buy their own homes. We have been able to do this because of our
understanding of the market, our individual underwriting and flexible
approach. We intend fo continue this focus in the year ahead, looking
at niche areas where other lenders, many of whom apply an automated
approach, are unwilling or unable to lend. The Mortgage Market
Review, which is described in more detail in the Chief Executive’s
report, provides new rules for all mortgage lenders aiming to reduce the
risk of irresponsible lending so that prospective borrowers can afford a
mortgage. Our individual, manual, underwriting has always focused on
the ability of a borrower to meet their obligations and we will continue
to work to help individuals fulfil their dream of their own home.

Our mortgage lending is substantially funded by retail deposits from
members and we pride ourselves on providing a safe place for you fo
deposit your money. The savings market continues to be challenging for
members with many accounts offering rates below the rate of inflation.
Our fask is to balance our savings and lending books; we need
sufficient retail deposits to be able to lend mortgages but too many
deposits sitting on our own books and not earning money is very costly
and would cause long term damage to the sustainability of the Society.
Therefore, we took the very difficult decision to reduce the savings rates
offered on some of our accounts.

Whilst we do have to reduce rates from time to time to sensibly manage
the costs and risks of the Society we do remain committed to providing
our existing members with the best value possible. We do not have
‘new customer only’ deals and our existing member rates have often
been in excess of the wider market best buy rates of that time.

We carefully balance offering the best possible rates and a great
service to our members while ensuring the Society remains a safe place
for deposits. To do this, we need to be financially strong, with sufficient
level of reserves and an adequate level of profit o reinvest in the
business to improve our service to you and build our capital base.

Our change of IT systems has some wider implications for our business
and in particular brings a step change in our cost base. Despite all
efforts to find a system which combined stability, integrity, compliance
with regulatory requirements and value for money, the service cost for
our new system will be significantly higher than the old system. This
additional cost will flow directly through to the bottom line and reduce
profits. Accordingly, members will not see the level of profit in the next
few years that we have come to expect in recent times. Other pressures
on costs and profits come from new staff in areas such as risk, IT
support and mortgage sales.

The Society is capable of absorbing this new level of cost and whilst
profit will be reduced it will remain sufficient to continue to build our
capital so the Society remains a secure place for deposits in the future.

Mutual and role in Community

The Society is proud to be a mutual, owned by you, its members.
With no external shareholders setting the agenda, our focus can be
on members and providing you with a range of products which are
appropriate for you, transparent and which you truly understand

and a level of service which is second to none. Member satisfaction
may seem a rather old fashioned concept but we believe it is entirely
consistent with mutuality, particularly as one of our objectives is to
build a long term relationship with you. During 2014 we invited
members who visited our branches or telephoned us to let us know
their thoughts about our customer service and products.

We achieved a satisfaction score of 90% from members who visit
branches. We are still collecting results for our telephone service,

but early results show satisfaction levels are high with this channel.
The feedback that you provide is regularly reviewed by the Executive
team and discussed with the Board and influences our thinking on
both what we do and the way in which we do it.

We also believe that, as a mutual embedded in a local region, there
is an important role for us fo take in improving the lives of people in
our local communities. Through our branch network we are embedded
in our local communities and able to work with them on issues which
are important fo them. We also encourage our staff to volunteer their
time and work with schools fo increase financial education of children
at primary school in the region. In 2015 we will launch a financial
education programme for 14 and 15 year olds. In recent months we
have held a series of meetings with members to understand from you
what you believe our role in the community should be. The outcomes of
these meetings will help to shape our thinking and focus our resources
into areas which are most imporfant fo you.

Charles Tilley, Chairman of the Audit and Compliance Committee, has
decided to stand down from the Board due to increasing pressure on his
time from his other business commitments. | would like to thank Charles
for his dedication and hard work for the Society over the past six

years on the Board. | should also like to thank all our members for their
continued support and to thank all members of staff for their hard work
and dedication over what has been, in many ways, a challenging year.

With our renewed focus on the mortgage market and our local
communities, we are anticipating a busy and exciting year ahead for

the Society.

E. Sarah Evans
Chairman

29 January 2015
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Year ended 30 November 2014

Chief Executive’s

Report

This was a year of success in unusual circumstances.

We kept the ship steady through the Mortgage Market Review, a major
IT project and continuing economic uncertainty. Lending fell slightly, but

we served our members well and made a very strong profit, maintaining
our healthy balance sheet.

On top of that, we continued to support the community with financial
education, volunteering and event participation, and we launched a
new brand, All In, fo reinforce the benefits of being part of a member-
owned organisation.

Overall, I'm very pleased with our progress this year and our position
going into 2015.

¢ Total assets reached £601m (2013: £601m)

® Total mortgage assets £474m (2013: £485m)
® Total savings balances £539m (2013: £549m)
o Total profit (before tax) £3.8m (2013: £3.2m)

¢ Capital increased to £34m (2013: £33m)
¢ Gross capital 6.05% of shares and borrowings (2013: 5.86%)

o Total arrears case over 12 months: 16
o Total possessions: 4 at year end

Overview of financial performance

2013/14 saw the Society’s total assets maintained at £601m (£601m
2012/13). Mortgage assets decreased from £485m in 2012/13 to
£474m in 2013/14 as the Society focused its resources on delivering
the IT project and serving existing members rather than stretching
resources and impacting service levels to aftract new mortgage business.

Our priority was to have satisfied members whilst delivering our key
projects and achieving a healthy profit. Profit increased from £3.2m in
2012/13 to £3.8m 2013/14 and this is essential so we can continue to
add fo our capital. Our capital is in excess of the regulatory requirements
and we plan to continue this trend in the future — an essential part of
continuing to show the Society is a safe place for savers.

Management expenses increased during the year (2013/14: £7.3m
from 2012/13: £6.3m) due to IT costs and costs for new roles. Overall
costs also increased due fo the continuation of funding the Financial
Services Compensation Scheme. These areas of expenditure were
unavoidable and/or essential to the success of the Society and have
been absorbed to sfill deliver a profitable year.

A major IT project

This year, we successfully completed our two-year project to implement
a completely new IT system. Our mortgage origination, branch, finance,
customer, savings and mortgage administration systems have all been
migrated to the new platform, and our employees have started using it in
their day-fo-day work.

A significant amount of our resource, particularly in our Morigage feam
was diverted to deliver the project over the past two years. The impact
of this has been a reduction in our mortgage lending in 2014 as we
made the choice not fo stretch resource and impact service levels, but
instead to focus upon serving existing members and completing the
project. We achieved both, completing our IT migration in October
2014 and retaining a high proportion of maturing mortgage business.
Our branches also felt the impact of our IT project with all employees
requiring dedicated training for the new system at our Head Office and
the requirement to close the branches and agencies for two days to fulfil
the migration process. This was essential to ensure the migration was
completed securely and accurately. | would like to thank members for
their patience during this time and the weeks that followed as employees
become more familiar with the new [T system.

The system is sfill bedding down, and we're still discovering how to get
the best out of it, but overall we're very pleased with the project and the
results so far. We expect the full benefits to be realised over the next two
years or so.

The Mortgage Market Review

The key regulatory change this year was the Mortgage Market Review
(MMR), infroduced by the FCA to reduce the risk of irresponsible lending.
The MMR introduced more prescriptive rules fo assess whether people
can afford a mortgage. For us, it meant making some changes to our
processes and we successfully delivered these ahead of fime.

Prior to the infroduction of MMR, we raised the issue that some
previously credit worthy borrowers would find it harder to obtain a
mortgage; such as the selfemployed and those on average salaries.

It seems that sadly this has come to pass with the Bank of England
reporting a 14 month low in mortgage approvals in September 2014.
It would seem that the application of the rules have been exacerbated
by some larger lenders; banks’ mortgage approvals have reduced by
16% during the year. Older borrowers have also been impacted as
some lenders reduced their maximum lending age. Meanwhile building
sociefies increased their share of the mortgage market to 29% from a
natural state of 20%.

We have applied MMR in the spirit it was intended, using a sensible
approach to affordability, applying use of verified expenditure from
borrowers (rather than relying on a statistical data) and always ensuring
the loan is the best outcome for the borrower. Within the rules of MMR
we will continue to welcome self-employed and older borrowers.

We take the time to understand fully each individual’s financial position
before making a decision to lend to them. We also used the transitional
rules under MMR for existing borrowing members who don’t meet the
new affordability criteria and where it was in the best interests to do so,
so they could access our mortgage deals.

Our pragmatic approach to lending works and our levels of total
arrears over 12 months has reduced slightly from 17 in 2013 10 16 in
2014. By sticking with the practices that have served us so well in the
past, we can help creditworthy ‘mortgage misfits’ fo access the right
loan — which will help us grow our mortgage book in 2015.

The MMR also obliges lenders to offer a fully advised process when they
sell direct to borrowers, recommending a product instead of allowing
customers to choose for themselves. Some lenders were unprepared for
the extra workload involved, and their customers had to wait months to
see an advisor. We invested in appoinfing and fraining new advisors in
good time, and following a short period of slightly longer waiting times
for appointments, we're now completely back to preMMR levels.

Our commitment to service, simplicity and the local community

Offering an excellent level of service, straightforward products and
our role in the local community and economy provides us with a close
relationship with members, strong roots in the community and a stable
source of funding. We're committed to dealing with our members face
to face, and offering them a nearby branch or agency where they
can come in and see us. During the year we achieved a customer
satisfaction score of 90% and retained 75% of all maturing savings
and mortgage products; a clear testament to the excellent service we
provide.

www.ibs.co.uk

Supporting the building society sector

The Society has signed up to the Building Societies Associations’
"Manifesto for Financial Mutuals’. This aims fo create a more level
playing field between shareholder controlled ples and mutually owned
providers. It calls for:

A fair deal for consumers

A level playing field for financial mutuals

A rational approach by regulators to capital

A more coordinated approach to promoting mutuals, creating a
stronger savings culture and tackling the housing crisis

We'll be working with the Building Sociefies Association (BSA) and
local polificians and media to raise awareness of these requirements. In
particular | believe we need fo focus on addressing housing needs.

If we want our children and grandchildren to be able to buy their own
homes and have access to good quality rental accommodation, we
have fo build more houses. The Manifesto for Financial Mutuals also
states the need for a Cabinet level housing Minister and a coherent
infegrated housing policy to get building at the right levels and with the
right levels of infrastructure to support this.

The Society will also do its bit by continuing to support those with low
deposits or more unusual circumstances who wish to own their own
home by offering mortgages up to 95% loan to value, using our manual
underwriting to review circumstances and providing shared ownership
mortgages.

A great place to work

For the fourth year in a row, we've been given a one-star ‘Best
Companies to Work For’ award. The awards recognise employee
engagement, and are based on our employees’ responses fo an
impartial, thirdparty survey. I's the HR equivalent of a Michelin star, and
it reflects our commitment fo making the Society a great place to work.
A happy workforce is a motivated workforce, which translates into better
service for members and a more effective business.

We want our employees to be as fit and healthy as possible; that's why
we provided yoga sessions in all our branches and Head Office to help
staff stay supple and to promote good back health. We also award
extra time off fo employees who take time to improve their physical and
mental health, for example by taking a walk at lunchtime or travelling
to work on foot or by bike. We delivered a number of health and well-
being campaigns during the year providing information about mental
illness, diabetes, skin cancer and heart health. We also added some
practical touches such as free sun cream for those hot months when
employees spend their lunch break outside and we changed one of our
meeting rooms info a quiet room for those wishing to meditate or read.

| am also delighted to confirm that all employees earn the living wage
or more and we have made available free independent financial advice
to all employees regarding their pension plans.
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Supporting the community

We're proud to support the local communities where we operate. This
year, we increased our employee volunteering hours from 375 last
year to 616, provided a total of 231 hours' financial education in
local schools and a local prison, launched an app to teach children
about money and supported a range of good causes with funding and
donations.

All employees are allowed four hours paid leave per month to volunteer.
This provides them with the opportunity to gain different skills as well as

giving something back to their local community. It is excellent that more

employees took advantage of this in 2014 than ever before.

We also appointed a Financial Education officer to bolster our
commitment to improving the levels of financial literacy across Suffolk. In
2014 they created a new financial education programme for year 10
students and this will be rolled out in 2015.

During the year we supported a number of events, foo many to mention
them all, so here are a few highlights. For Sport Relief in March, our
branches and Head Office raised over £400 through activities including
a Walk to Work over 14 miles between our Hadleigh and Ravenswood
branches (a 3am start followed by a full day’s work). During June and
July, each of our branches hosted a ‘donation station” for a local food
bank or community resource centre, and in October, we took part in the
ever-popular Macmillan Coffee Morning, which raised £1,711 and saw
the refurn of the Great Hadleigh Bake-Off. The Directors’ Report contains
further examples of our community work during the year.

AllIn

In September 2014 we launched All In, our new membership
programme. With this initiative, we aim to demonstrate the benefits of
being part of a member-owned organisation; the opportunity fo join in
discussions or ask questions about Society decisions, having a voice and
helping others.

Our website now allows members to talk to each other, provide
feedback on our work and share the causes they care about. We've
offered a range of opportunities for members to get involved in, including
trips to Glemham Hall, RSPB Havergate Island, Ipswich Transport
Museum and many more.

So far, the response to All In has been incredibly positive, and we're
looking forward to developing it much further during 2015.

Looking forward

As a regional building sociefy we take great pride in being close to our
local areq, but as a financial services business it is important we're also
cognisant of potential risks in the UK and global economy.

Europe is entering a turbulent period with the potential of Greece leaving
the Euro, deflation and flagging growth across the region. The United
States is expected to return fo being the globe’s economic powerhouse

in 2015.

In the UK, inflation is expected to remain at around 1% for the first
half of 2015 and it is expected that house prices will continue to
increase but at a gentler rate than the levels seen in 2014. Itis
generally expected that the Bank of England will increase the base
rate fowards the end of 2015. Any increase is likely to be small and
we are confident that the maijority of our mortgage members could
withstand this increase. In 2015 the test for the UK economy will be
its ability to continue to grow in a housing market which is growing
at a slower rate than in 2014. Furthermore, we await the result of
the General Election in May and any policy changes this may bring.

The Society reviews these factors on an on-going basis and has
contingency plans ready for a range of economic circumstances.
Whilst we may not be able to control wider macro economic
factors, we are prepared and ready to respond to our changing
environment, ensuring we always operate in the best inferest of our
members.

Last year | introduced to you our new strategy and vision to become
the most socially responsible building society in the UK. We've had
a busy year moving towards this, increasing our volunteering hours,
investing in expanding our financial education programme and
completing a review of the performance of our suppliers and their
social responsibility.

With MMR and our IT project behind us, 2015 will see us return

to the mortgage market in force. We're looking to supporting local
residents, the selfemployed, selfbuilders, firsttime buyers and shared
owners, drawing on our expertise in manual underwriting to help
more people own their own home.

During the coming year, we'll turn our attention to creating an online
savings service. At the same time, we'll make sure we maintain the
facetoface presence that our members value. And we'll stay focused
on long-term sustainability; delivering great service and straight-
forward products to our members and carefully managing the
Society to achieve healthy profits over the years to come.

Paul Winter
Chief Executive
| 29 January 2015

Directors’
Report

The Directors have pleasure in presenting the 165th Annual Report for

the year ended 30 November 2014.

Business objectives and activities

Our primary purpose remains that of making loans secured on
residential property to enable people to buy their own homes; doing
this profitably and building our capital in the long term. These loans will
be funded substantially by members.

Key Performance Indicators

The Board reviews a series of KPls to ensure the effective management
and success of the Society. These include arrears and forbearance KPIs
to ensure the Society is not at risk of making losses at a level beyond
our risk folerance levels.

www.ibs.co.uk

Performance KPIs

2014 £m 2013 £m
Total Assets 601 601
Total Mortgage Assets 474 485
Total Retail Savings Balances 539 549
Management Expenses* 7.3 6.3
Profit before tax 3.8 3.2
Total Capital 34 33

*Management expenses consist of administrative expenses,
depreciation and amortisation.

Total Assets £m Savings Balances £m Mortgage Assets £m
800
600 600 600
400 — 400 — 400
200 — 200 — 200
0 — I : : 0 — , 0
2011 2012 2013 2014 2011 2012 2013 2014 2011 2012 2013 2014
Capital £m Management Expenses Ratio Profit Before Tax £m

2011 2012 2013 2014 2011

2012 2013 2014 2011 2012 2013 2014

* Includes £855,000 profit on redemption of

subordinated debt.

Arrears and forbearance* KPlIs:

Arrears and forbearance cases and changes 2014 2013 % change
Arrears cases over 12 months 16 17 -5.8%
Total £ capital outstanding of arrears cases over 12 months £1,273,230 £1,213362 4.9%
Total £ arrears over 12 months £129,766 £145,299 -10.6%
Forbearance cases 148 144 2.8%
Total £ balances of cases in forbearance £12,027,549 £11,100,286 8.4%

The total balances of cases in forbearance (£12,027,549) in 2014 are 2.56% of total mortgage balances. 63 of these cases had arrears totalling
£136,127 (2013: £99,144). Where the Society considers there is a possibility of loss, a provision is made in accordance with the Society’s policies.

*The Financial Conduct Authority defines forbearance to have occurred “when a lender grants a concession for reasons relating to the actual or apparent financial stress of a customer.”
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Performance summary

* Total asset size has remained steady. Mortgage balances
decreased as resources were focused on the IT project and the

Society held more in liquidity

* The dominant feature of the year was the migration of our entire IT
systems to a new supplier. The IT project required significant levels
of human resources for its successful delivery. As a result the Society
completed lower levels of mortgage business reducing our fotal
mortgage assets

* Savings balances have shown a slight decline reflecting our reduced
business appetite during the IT project

* Total capital has seen a steady increase as we build this with our
refained earnings and this sees gross capital as a % of our share
and deposit liabilities at 6.05% and free capital as a % of our
share and deposit liabilities is 5.30%

e Strengthened our capital position by redeeming £5m of
subordinated debt which was partially ineligible as capital and
issuing new eligible subordinated debt. This also resulted in a
one off gain of £855,000 and was an exceptional gain which is
unlikely to be repeated in future years

® Our Tier 1 Capital Leverage ratio is 4.37% - this is a ratio set by the
Financial Policy Committee (an independent committee of the Bank
of England with the aim of removing or reducing systemic risk in UK
financial services) and takes our retained profits as a % of fofal assets

* Management expenses ratio shows the cost of running the Society
for every £100 of mean total assefs. This has increased in 2014 due
to additional costs for the IT project and recruitment of key new roles

e Profit before tax has increased year on year reaching £3.8m in
2014. Capital, which comprises the general reserve and eligible
subordinated liabilities, has reached £34m

* Arrears cases over 12 months have reduced to 16 whilst
forbearance cases have increased slightly by 4. The increase in
forbearance cases reflects the diligent work of the Arrears team
identifying those members with payment difficulties and providing
them with a range of forbearance methods appropriate to their
financial situation.

* The Board reviews a number of risk, liquidity and capital KRIs and

KPIs to ensure the continued performance of the Society

Our Pillar 3 disclosure and Country by Country
Reporting documents can be found on our website:
www.ibs.co.uk/about-us/results/pillar-3

Overview of business performance

We are able to deliver another set of positive results, despite a year
consisting of a major IT project and significant regulatory change in the
mortgage sector (the Mortigage Market Review).

IT project
We completed our IT migration in October 2014, successfully moving our

teller, finance and mortgage origination systems to a new IT supplier. This
followed the migration of our IT network and hardware to a new supplier
in 2013. The system is still bedding down and the Society's employees
are increasing their knowledge of how to get the best from the system, but
overall the Society is pleased with the results so far.

Our IT project started in 2012 following the announcement from our
former IT supplier that they no longer wished to provide these services.
We undertook a thorough procurement exercise at the end of which
we appointed two new suppliers based on their experience in the
market, the quality of their systems and levels of support, IT security
and costs. We also worked with two other building societies to share
and reduce the costs of the procurement exercise and the costs of the IT
systems and services.

The IT project has required significant use of our human resources over
the past two years. At points during the project 40% of our Mortgage
team and many individuals from our Finance, Data and IT and Savings
teams at Head Office have been deployed to the project. Whilst our
branches saw less impact we did need to spend significant time in
2014 training branch employees to use the new IT system.

We have been careful to manage the costs of the project, selecting
where to invest our budget to ensure a stable and successful IT
system and choosing to use appropriately experienced existing
employees where possible in preference to engaging external
consultants. We did appoint two experienced IT project managers as
this was a skill we did not possess in-house and their input was vital
to the success of the project.

Despite all our best endeavours, the project has been an expensive
exercise both in reducing our opportunity to lend in 2014 and in
increasing our costs not only in 2014 but also in future years.

During 2015 we will continue to enhance our new [T systems fo ensure
they work as efficiently as possible for the Society and for our members.

Mortgage Market Review Project

Our second significant project in 2014 was to implement the required
changes of the Financial Conduct Authority’s Mortgage Market Review.
These new rules required mortgage lenders to offer a fully advised
sales process and to use new affordability rules for lending decisions.
We implemented the required changes to our processes, procedures
and training programmes ahead of the 26 April 2014 deadline.

The Society’s financial performance in 2013/14

The Society’s balance sheet has remained static at £601m and we
remain almost wholly funded from retail deposits.

Profitability has increased from £3.2m in 2012/13 to £3.8m
2013/14. Our aim is to make a reasonable profit so we can add to
our capital (essential to protect our members from unexpected losses)
and ensure the long term sustainability of the Society. We generate
profit based on the difference of our blended mortgage rate and our
blended savings rate less the costs of running the business. We are
also careful with our mortgage lending to ensure losses are minimised.
Managing these elements and ensuring we provide the best value

rates and service for our members has resulted in a strong profit
performance.

The Society experienced a one off gain of £855,000 from the early
redemption of £5m of subordinated debt. The Society has held this
debt for a number of years and the interest rate sat below market
rates. The Society was therefore able to negotiate a rebate for
redeeming this early with the supplier. The eligibility of this debt for
inclusion in regulatory capital was amortising with £1.33m of this
ineligible as regulatory capital.

We issued £3.5m of new subordinated debt (this debt is subordinated
to all other forms of debt and contributes to our total capital) and with
our continued profitability from the year we have strengthened our total
capital base. We are in excess of the new Tier 1 capital leverage ratio,
holding 4% against 3% set by the Financial Policy Committee.

Management expenses increased (2013/14: £7.3m from 2012/13:
£6.3m) due o the costs of the IT project, a higher cost of IT

services compared fo 2012/13 and the appointment of new senior
management roles. Continuation of funding the Financial Services
Compensation Scheme also saw overall costs increasing.

Mortqoqe perFormonce

In 2013/14 total mortgage assets reduced as the Society dedicated
employees to delivering the IT project. In particular the Mortgage team
diverted significant people resource to the IT project and they worked
on defining the processes and festing of the new system. At peak points
up to 40% of the Mortgage team worked on the IT project.

We focused our remaining resource on retaining and providing a good
and supportive customer service fo our existing mortgage members.
We retained 78% in 2013/14 of mortgage accounts who had a
maturing product with us during the year (83% in 2012/13).

Our Arrears team worked diligently and with care to support those
members with payment difficulties during the year. Early identification
of payment difficulties and the use of appropriate forbearance
methods form part of the Society’s strategy to minimise credit

losses. These forbearance activities include providing members with
payment arrangements, extending the term of a capital and interest
repayment mortgage, changing the payment date or method of
payment and temporarily converting a mortgage from a capital and
interest repayment o interest-only. Once a mortgage account is in
forbearance, the Society will monitor and review each account on a
regular basis to ensure that the forbearance measure is still appropriate
for the member’s financial situation. The Society’s proactive approach
to forbearance saw a reduction in arrears cases over 12 months
(2013/2014: 16 from 2012/13: 17) and a slight increase of four
forbearance cases (2013/14: 148 from 2012/13: 144). Whilst we
aim fo minimise losses through our work with members, we do apply
appropriate provisioning fo cover any potential losses in accordance
with our policies.

Our mortgage book continued to be a mix of prime residential
mortgages, shared ownership mortgages and buy to let mortgages.
This blend of mortgage business meets our requirements of low risk

www.ibs.co.uk

lending, delivering an acceptable margin and helping those with lower
deposits to access the mortgage market.

In 2015 we intend to be more active in the mortgage market, steadily
affracting new mortgage business as our new IT system beds down.

Sovinqs performonce

During 2013/14 we aimed to offer our members an excellent,
personal service and good value savings products. External market
conditions resulted in the Society having to make some difficult choices
on rates during the year in order fo manage our fotal savings balances
within our business plan. However we aimed to do this with the best
inferest of all our members in mind over that of new business.

For the first three quarters of the year we saw savings balances
steadily increase to a peak of £562m whilst our business plan

in 2013/14 required these to reduce to £539m (in line with our
expectation that our mortgage assets would not grow). Our analysis
showed that the interest rates paid on accounts held by existing
members and closed to new members had become increasingly
competitive as savings rates in the wider market reduced. As a

result these closed accounts were attracting the majority of inflows.
We needed to reduce the volume of inflows and took the difficult
decision fo reduce interest rates on some of our closed accounts. This
reduced the volume of inflows into total savings balances but these still
remained in excess of our total savings balances target.

In October 2014 our five year savings bond matured. The majority
of holders of our five year bond came from outside of the East of
England and had been attracted by its market leading rate (up to
5.10%). We achieved a planned outflow from this product (retaining
the majority of local members) and this reduced our total savings to
£539m successfully putting us in line with our three year business
plan.

Whilst we took the decision to see outflows on our five year bond,
overall savings bond retention levels have been strong. We refained
82% of all maturing savings accounts in 2013/14 (84.7% 2012/13)
and this increased to 85% if our five year bond out of area members
are not included.

Our branches achieved high levels of customer satisfaction and
recommendation in 2013/14 with a service satisfaction score of
90.5% and a Net Promoter Score (NPS) of +66.93. NPS is a score
showing how likely members are to recommend us to others.

Our commitment fo being a member-owned business

We reaffirmed our commitment to being a membership-owned
organisation by launching a new membership programme called

All In. Research conducted by the Society had identified that 62%

of members polled identified themselves as a customer rather than a
member of the Society. We believe it is integral fo our purpose and
to our vision (based on social responsibility) fo help our membership
realise and understand their position as owners of the Society. Activity
so far has included production of information materials, a new section
on our website and a series of member events which have proved
popular with members. This work will continue in 2015.
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Looking after our local community, economy and environment

The Society has a very strong commitment to social responsibility in
all its forms and our work in this area was recognised in 2014 with
a Highly Commended Award for Small/Medium Sized Responsible
Business of the Year from Business in the Community (BITC).

We continued our employee volunteering programme which allows
all employees four hours per month to volunteer. In 2014 we gave
616 hours of volunteering to the community, a year-on-year increase
of 59%, worth an approximate £13,000. We delivered 231 hours
of financial education in local schools and achieved over 5593
downloads of our free financial education app “My Puppy: Maths &
Money”. In addition we also delivered financial education sessions to
HMP Highpoint.

Our employees raised £10,206 for local charities through fundraising
in branches or personal sponsorship. The Society offers match funding
for personal sponsorship of local charities and added a further £5,983
to this total. Examples of fundraising and sponsorship include cakes
sales, dress downs, marathons and walks. We also donated £5,000
to Suffolk Community Foundation’s Suffolk Fund, for grassroots charities
and £350 fo other local charitable causes.

We have been efficient in our running costs and supported the
environment through our use of solar panels (saving £4,117 in 2014),
recycling our office waste and securely recycling our old IT equipment.

The Society, through its Chief Executive, also supported the delivery
of the City Deal bid for Ipswich, securing millions of pounds for the
County fo increase the employability of young adults and generating
additional Apprenticeship placements.

Looking after our employees

The Society wishes to attract and retain appropriately qualified and
experienced individuals and places great importance on being an
outstanding employer to work for.

The Society is committed to being a representative employer so it can
serve its membership appropriately and to the highest standards. During
the year the Society employed a total of 117 employees. Of these 84
were female and 33 male. The Board had six Non-Executive Directors
in 2013/14, of which two are female and four are male and the
Executive team had five members of which two are female and three
are male.

For the fourth consecutive year we achieved a one-star award in The
Best Companies survey. The award recognises employee engagement
and is recognition of the Society as being a great place to work. This
is an independent award based upon the responses our employees
provided to a third party, impartial survey.

The Society pays all its employees at least the living wage and does
not have any employees on zero hour contracts. We run a health and
well-being programme that rewards healthy behaviours, provides time
for exercising and information about different health matters.

Ten employees achieved a qualification in 2014 and we have 15

employees studying at present. Employees also attended workshops
organised by the Building Societies Association on topics including
CRDIV Capital Requirements and Mortgage Market Review. Our
sickness levels are 1.57% of all contracted hours and our turnover
levels are at 16% of total full ime equivalent roles.

We needed to invest in additional staff during the year to increase
our capacity and range of skills; this included the appointment of a
new Head of Mortgage Sales and a Head of Risk and Compliance
(who commenced on 6 January 2015). We also recruited an
undergraduate Intern and three new Apprentices. To date we have
appointed eight Apprentices into the Society with nearly all of them
now having permanent roles with us.

The Society has continued to fund a Defined Benefit Pension scheme
(closed in 2006) to ensure this can meet its future liabilities.

Looking ahead

The Board has approved an update of the rolling three year corporate
strategy running from December 2014.

During this period the Society will steadily grow its mortgage assets by
affracting low risk business and using its underwriting expertise. Our
manual underwriting enables us to assess individually each application
and hence we can complete more complicated cases while not
increasing our risk.

The Board is committed to maintaining the quality and commitment
of the Executive team and all employees across the Society and will
continue to place the highest priority of delivering the best customer
service to our members.

The Society will also continue fo raise awareness of the benefits of
belonging to a mutual organisation.

Costs will need careful management and the Society will strive to be
more efficient by increasing its morigage assets at a rate greater than
its costs so that every £1 of costs will achieve a greater volume of
mortgage assets.

This combination of low risk lending focused on key areas of the
morigage market, serving members well and monitoring costs will
ensure we can continue fo be profitable and build our capital base for
the future.

Directors

The Directors of the Society during the year were:

E. Sarah Evans (Chairman)

Derek W Bowden (Deputy Chairman)

Paul Winter (Chief Executive)

Kieron F Blackburn (Finance Director)

Alan Harris

Charles B Tilley

Michelle A Tennens (Senior Independent Director)
Andrew L Wilson

We would like to express our thanks to Charles Tilley for his service
to the Board over the last seven years particularly as Chairman of the
Audit and Compliance Committee. Charles will be standing down at
the Annual General Meeting on 25 March 2015.

The Board made significant progress to appoint a new Non-Executive
Director to be effective from 25 March 2015 (subject to regulatory
approval). The preferred candidate has significant audit, compliance
and risk management experience. In accordance with the Society’s
Rules they will stand for election at the 2016 Annual General Meeting.

In accordance with Society Rule 26, Michelle Tennens, Derek Bowden
(Non-Executive Directors) and Paul Winter (CEQ) will refire at the Annual
General Meeting on 25 March 2015 and are eligible for reelection.

Michelle Tennens and Derek Bowden were first appointed to the Board
on 30 November 2006 and their reelection will during their next term
take them beyond the maximum tenure of nine years suggested by the
UK Corporate Governance Code. It is the view of the Board that both
Michelle Tennens and Derek Bowden remain independent in character
and judgement and are free of any relationship or circumstance which
could interfere with the exercise of their judgement. Furthermore both
individuals continue to represent our members, bring wide and varied
commercial experience and continuity during a period of change in
membership of the Board.

Principal risks and uncertainties

The Society has a risk strategy that ensures it holds sufficient capital

to protect members from losses in all reasonably foreseeable
circumstances. This means should the Society experience a loss on a
mortgage loan, saving members will not see their savings taken away
or reduced as a result. The Society’s risk strategy also ensures we hold
sufficient liquidity to ensure it can meet its costs, such as employee
salaries and supplier costs; this liquidity also ensures we can meet
reasonably foreseeable requests for withdrawals of funds by members.

Our Risk Tolerance and Culture Policy, Lending Policy, Treasury
Management Policy and Internal Liquidity Systems Assessment (ILSA) set
out our risk tolerance for our business, mortgage lending and liquidity
assefs. We also undertake an Internal Capital Adequacy Assessment
Process (ICAAP) every year. We plan our capital requirements on an
annual basis and operate with sufficient capital to protect our members
from potential losses. These policies not only define our risk parameters
and mitigations, but also enable us to operate in ways so our members
can have confidence in the sustainability of our business.

The Board reviews the Risk Tolerance and Culture Policy (as part of the
ICAAP) annually and this is monitored by the Board Risk Committee.
There are four management committees reporting to the Board Risk
Committee. These are Retail Credit Risk, Assets and Liabilities, Conduct
Risk and Operational Risk. We also have a comprehensive business-
wide risk register to capture all the key risks across our business and
managers are responsible for identifying and detailing risks in this
document and their associated mitigations and controls. Our principal
risks are detailed below. In 2014 the Board considered our primary
risk to be failure to migrate our IT systems.

www.ibs.co.uk

We have sought to enhance our risk management function further
through the appointment of a Head of Risk and Compliance who
joined the Society in January 2015.

Retail credit risk

This risk materialises when a loss is incurred through non-repayment
of mortgage lending. These risks are mitigated through our Board-
approved Lending Policy which shows our low risk tolerance for our
lending and includes clear guidelines for mandate levels and lending.
We also focus on supporting borrowers who may be having payment
difficulties to help mitigate any potential loss and assist the borrower in
refurning to a normal repayment pattern.

Where we consider the potential for a loss we make a provision for
this in accordance with our policies.

Liquidity risk

Liquidity risk is the risk that the Society will not be able to meet its
financial obligations as they fall due. This includes requests from
members to withdraw funds. The Society is required by regulation to
hold a calculated level of liquidity. It is the Society’s policy fo hold at
least 15% more than this required level. Liquidity investments are held
in either ‘on call’ accounts or as short term dated investments including
Certificates of Deposit (CDs) and Floating Rate Notes (FRNs). We
hold the majority of our ‘on-call’ liquidity investments with the Bank of
England.

At 30 November 2014 we had a total of £122m invested with our
counterparties; £57m of this is available ‘on<all’ (£52m with the Bank
of England) and the remainder sits in cash, CDs and FRNs; £38m of
this is held in Sterling outside of the UK. In addition the Society also
maintains borrowing facilities at the Bank of England.

Wholesale credit risk

Wholesale credit risk is the risk of default on assets held to mitigate
liquidity risk (‘on call’ accounts, CDs and FRNs). We manage the risk
of investing these liquid assets by having strict criteria for accepting
counterparties to invest in and absolute limits for these investments with
each counterparty. These criteria and limits are stated in our Board
approved Treasury Management Policy, and include a requirement for
counterparties to have a Fitch rating of A- or higher (except building
societies where management may use their specialist knowledge). We
review our approved counterparty list and investments made at the
Assets and Liabilities Commitiee meeting which is held monthly.

Operational risk
Operational risk is the risk of loss through inadequate or failed internal
processes or systems, including human error or external events.

Operational risks are logged and assessed on our Risk Register and
mitigations put in place to ensure their management. Outsourced
services are assessed and managed for risk through contractual terms
with agreed service level agreements, performance indicators and
documented processes where relevant. Our most significant operational
and business risk during 2014 was our [T project and implementation
and compliance with the FCA’s Mortgage Market Review (MMR)
which we have successfully implemented. MMR now falls within our
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usual risk controls. The IT project has completed its migration and
the project team remains in place whilst the system fully beds down.
The Steering Committee also remains, with attendance by the Chief
Executive and Executive team.

Looking ahead the Society’s most significant operational risks remain in
the technology space. The Society’s new technology is bedding down
and staff knowledge of the system is improving. The Sociefy needs to
continue to develop the operations of the system to ensure it is efficient,
effective and well controlled, and that the Society maintains its high
standards of member service. The Society is closely monitoring the

use and performance of our telephony and IT systems so we remain
compliant with regulatory, data and payment requirements.

Interest rate risk

Interest rate risk arises from a mismatch between the interest rate
characteristics or maturity profiles of assets and liabilities. The Board-
approved Financial Risk Management Policy includes set limits for
assets and liabilities on different interest rate bases. Where possible we
use natural hedging between our fixed rate mortgages and fixed rate
savings bonds. We also use derivatives known as interest rate swaps to
manage interest rate risk within our Balance Sheet. Further details can
be found in note 28 of the Accounts.

Regulatory risk

Regulatory risk is the risk to the business, through financial loss or
reputational damage, arising from non compliance with laws and
regulations. Regulatory risk also covers the risk that changes in
laws and regulations materially impact on business operations and
profitability. The Board will continue to monitor regulatory changes,
in order that the Society continues to meet all of its regulatory
requirements.

Conduct risk

Conduct risk arises when a firm’s behaviour results in inappropriate
or poor outcomes for customers. We have developed our culture on
the basis that each of our members has a right to expect that his or
her relationship with us will be conducted in a fair and consistent
manner. We see our members as individuals, with individual
requirements and expectations and this approach is demonstrated
within our conduct risk framework.

We believe our membership can only be served by having
committed, knowledgeable staff, with the ability and authority to
meet the requirements and expectations of our members and as
such we encourage all staff to undertake personal development and
advancement, and we recognise and reward their achievements,
creating a sense of pride in serving our membership, and in
providing total customer satisfaction.

Capital

The Society complies with the Basel Il Capital Requirements Directive
(CRD) which requires the Society to assess the adequacy of its capital
through an Internal Capital Adequacy Assessment Process (ICAAP).
To assist the Board in determining the level of capital required, stress
testing and scenario analysis is performed on key business risks fo

assess whether the Sociefy could survive a severe economic downturn
and other severe business shocks. Through the application of the
ICAAP the Board ensures that the Society holds a level of capital to
satisfy both the CRD's Pillar 1 minimum capital requirements and to
cover those risks that the Board has identified under Pillar 2. The Pillar
3 disclosures required under the CRD are available from the Society’s
Secretary, or on our website www.ibs.co.uk.

In addition the Society has reviewed the new Tier 1 Leverage ratio
requirement set by the Financial Policy Committee. This ratio takes the

Society’s best quality capital (retained profits) as a % of our total assets.

The requirement is a minimum of 3%. We are and plan to continue to
be in excess of this.

Defined benefit pension scheme

The Society has an ongoing commitment to fund the defined benefit
pension scheme. This scheme was closed to future accruals in 2006.
Further details are given in Note 7 to the Accounts.

Supplier payment policy

Our policy is to pay invoices on receipt of the completed provision or
service, unless staged payments are agreed in advance. We operate
within agreed payment terms with our suppliers. At 30 November
2014 we had an average of 12 days’ purchases outstanding in trade
creditors (2013: 14 days).

Going concern

The Board regularly engages in the forward planning of the business
to ensure we meet the liquidity, capital, lending and retail savings
balances defined in our corporate strategy and annual plan. Board
members also consider our liquidity and capital requirements in further
detail within our ICAAP and ILSA; these include the results of placing
both requirements under significant stress scenarios. As a result of these
considerations the Directors are satisfied that the Society has adequate
resources fo continue in business for the foreseeable future. For this
reason, the Accounts continue fo be prepared on a going concern
basis.

Auditor

In accordance with Section 77 of the Building Societies Act 1986,
a resolution for the re-appointment of KPMG  LLP as auditor is fo be
proposed at the forthcoming Annual General Meeting.

On behalf of the Directors

E. Sarah Evans
Chairman

29 January 2015

orporate
Governance
Report

Ipswich Building Society is committed to best practice in corporate
governance. As a building society it is not required to fully comply

with the UK Corporate Governance Code, but the Society has regard
to the Code when establishing and reviewing its own corporate and
governance arrangements. This report explains how the Society applies
the principles of the UK Corporate Governance Code.

The Board’s role and responsibilities

The Society's Board is here to ensure the Society’s long term success
and sustainability for the good of its members. It does this by sefting
the Society's strategy to ensure it meet the needs of its members and
regulators, remains competitive and delivers services appropriately
with a profit to help build its capital over the long term. The Board
formulates the Society’s strategy, reviews business performance,
oversees the identification and management of risks, adherence to laws
and regulations in order that the required controls are in place and

Strategy and performance

Oversight and responsibility for the Society; delegating appropriately to
the Executive and management teams to achieve the agreed strategy and
performance

Approval of our corporate strategy

Review of performance to strategy and objectives, plans and budgets

Financial reporting and significant projects
Monthly review of results

Confirmation of year end results

The Annual Report and Accounts

Policy review and approval of changes

Oversight of business wide and significant change projects

Lending
Approval of lending policy and risk tolerance

Approval of treasury management and wholesale funding

Remuneration

Determining the Remuneration for the Chairman. The Remuneration Report
contains further information about how fees are set for the Executive and
Non-Executive Directors.
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aligned to the strategy. And it supports the Society’s aim to look after its
employees to deliver the best service levels possible and ensure it keeps
staff attendance and turnover at acceptable levels.

Four years of successive increases in profit, successful completion
of a major IT project, implementation of mortgage regulation and
an increase in assets since 2007 is testament fo the success and

effectiveness of Ipswich Building Society’s Board.

The Board meets regularly with two additional days dedicated to
strategy. Non-Executive Directors also meet without Executive Directors
at least once a year. Board meetings have a formal schedule with
Board packs circulated in a timely manner to ensure Board members
can perform their duties effectively. Minutes record details of Board,
Board Committee and Management meetings.

A summary of Board responsibilities is defailed below:

Capital and costs
Management of capital and liquidity levels
Approval of our capital and liquidity plans and budgets

Review and assessment of actual against budgets

Board membership

Changes to the structure, size and composition of the Board, based on
recommendation from the Chairman’s and Nominations Committee.

Succession planning for senior management as recommended by the
Chairman’s and Nominations Committee.

Appointments to the Board.

Selection of Auditors following recommendation from the Audit and
Compliance Committee.

Internal controls and risk management

Reviews risk management and controls are maintained and connected across
the business.

Approval of the Society’s risk tolerance and management framework, key
regulatory documents.

Oversight and approval of work from other committees.

Corporate governance
Annual performance review of individual Directors and Committees.

Review of overall corporate governance arrangements.
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Structure of Board Committees and
roles and responsibilities

Board Risk Committee

Alan Harris (NED)
(Chairman)

Full Board Membership

Chief Executive
Paul Winter

Board

E. Sarah Evans

(Chairman)
Formulation of strategy,
control and business

performance

Risk management
and controls

Audit and Compliance
Committee
Charles Tilley (NED)
(Chairman)

Derek Bowden (NED)
Andrew Wilson (NED)

Chairman'’s and
Nominations Committee

E. Sarah Evans (NED)
(Chairman)

Michelle Tennens (NED)
Paul Winter

Alan Harris (NED)

Remuneration Committee

Derek Bowden (NED)
(Chairman)

Michelle Tennens (NED)
Andrew Wilson (NED)
Charles Tilley (NED)

Retail Credit Risk Assets and Liabilities
Committee Committee
Paul Winter Paul Winter (Chairman)
(Chairman) Kieron Blackburn
Charles Tilley (NED)
Andrew Wilson (NED)

lan Brighton, Jo Leah,
Michelle Monck

Executive feam

Paul Winter, Kieron :
Blackburn, lan Brighton, Kieron Blackburn
Jo Leah, Michelle Monck Alan Harris (NED)

lan Brighton, Jo Leah,
Michelle Monck

Note: NED — Non-Executive Director

Roles of the Chief Executive and Chairman

Senior Managers including
Compliance and Conduct

Conduct Risk Committee

lan Brighton
(Chairman)

Michelle Tennens (NED)
Jo Leah, Michelle Monck

IT Project Steering Group
Paul Winter (Chairman)

Executive team

Operational Risk
Committee

Kieron Blackburn
(Chairman)

Senior Managers

Project Managers

Oversight of project
specificafion, progress and

Manager budgets reporting to Board

@ Board Committee @ Executive committee.

There are two separate roles for Chairman and Chief Executive and these are held by different people. Each role has its own job description
approved by the Board. No individual has autonomous powers of decision making. The Chairman is elected by the Board annually.

Below is a summary of each role:

Chairman

® Leadership of the Board, setting the tone of organisational culture and values
* Ensuring the Board is effective in its duties

* Sefting and monitoring the strategic direction and risk appetite

® Long term sustainability of the Society

* Development and evaluation of the Board of Directors

® Leading open and honest debate and encouraging challenge in Board
meetings

® Liaise with regulators as appropriate

Role of the Deputy Chairman

The Deputy Chairman acts as a sounding board for the Chairman and
undertakes the Chairman’s annual appraisal. They also stand in for
the Chairman in the event that they are unable to attend a meeting or
perform their duties.

Role of the Senior Independent Director

The Senior Independent Director is available for members to refer
issues to that they have not been able to resolve via the Chairman,
Chief Executive or the other Executive Director for matters where it

is not appropriate to raise these issues directly with these Directors.
The Senior Independent Director also assists the Deputy Chairman in
performing the Chairman’s appraisal. The Senior Independent Director
is also the point of contact for staff who have may wish to make a
disclosure under the Society’s Whistleblowing Policy.
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Chief Executive

 With support of the Executive team implementation of the Board strategies
and policies

® On-going management of the Society guided by risk management

¢ Implementing and monitoring processes, people and systems to ensure
effective delivery of corporate plans and budgets

¢ Developing an effective working relationship with the Chairman and
Board of Directors

* Develop positive relationships with regulators, media, trade organisations,
other building societies fo promote the Society and lobby on key issues in
the corporate strategy.

Role of the Executive team

Members of the Executive team work with the Chief Executive and
Board to ensure the effective implementation of strategies and policies
within agreed budgets and timeframes. They hold a leadership role
within the business, acting to ensure the correct culture is developed and
that the relevant resources, people and systems are utilised efficiently
and towards the aims of the corporate strategy and policies set by the
Board. They are also responsible for the development of employees,
delivering consistent high quality customer service standards,
implementation of effective systems within the business and reporting
and tracking progress towards our key performance indicators and key
results indicators. The Executive team is also responsible for designing,
operating and monitoring risk management systems and controls.

Roles of Board Committees

The Board Committees are chaired by a NonExecutive Director and
consist primarily of Non-Executive Directors. The Chairman does not sit on
the Audit and Compliance Committee or the Remuneration Committee.

The Committees’ Terms of Reference are available on our website:
www.ibs.co.uk.

Board Risk Committee

It reviews and monitors the Society’s risk tolerance in accordance with

the Board-approved Risk Tolerance and Culture Policy and reviews the
Society’s future risk strategy for economic, capital, liquidity, reputational
and operational risk profiles. The Committee uses a variety of internal and
external sources to make these assessments. It ensures an appropriate

risk management framework is in place and reviews the effectiveness of
the Society’s risk management processes and risk reporting, including

the Society's Infernal Capital Adequacy Assessment Process (ICAAP) and
Internal Liquidity Systems Assessment (ILSA). All Directors of the Society are
members of the Board Risk Committee and members of the Executive team
attend by invitation.

Audit and Compliance Committee

The Commitiee reviews the adequacy of controls and judgements made
in financial reporting and regulatory compliance and assesses the
effectiveness of internal audit and compliance. The Committee sefs the
Terms of Reference for our External Auditors and ensures their continued
independence and effectiveness particularly around the provision of non-
audit services. The Committee also ensures that the Society has an effective
whistleblowing process which enables employees to raise concerns
confidentially. Minutes of the meetings are circulated fo the Board, along
with a report from the Chairman of the Audit and Compliance Committee
highlighting key issues for review by the Board.

The Committee is comprised of not less than three Non-Executive Directors
and the Chief Executive, Finance Director, Society Secretary and
Compliance and Conduct Manager and Internal and External Auditors
may also attend by invitation. This Committee meets at least four times a
year and at least annually it meets with the External and Internal Auditors
without the Executive Directors present. The Board is safisfied that the
members of the Committee have specialist expertise including current and
relevant financial, legal and risk management expertise.

The Committee considers the appointment, performance and remuneration
of the Internal Auditor and agrees the scope of the annual audit plan.

The Committee considers the Annual Report, Summary Financial Statement
and Associated Reports including appraisal of accounting policies. It
provides advice to the Board on whether the Annual Report and Accounts
are fair, balanced and provide the information necessary for members to
assess the Society's performance.

In conjunction with the External Auditors the Committee specifically
considers the risks associated in managing a building society including;

* Assessing the adequacy, and effectiveness of operation, of
the Society’s financial environment and procedures for risk
management and control including fraud prevention;
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* Assessing the Society’s risk management and controls relating
to technology;

*  Ensuring the Society’s Financial Statements are properly
prepared, in terms of an appropriate level of accuracy and
detail, and are compliant with prevailing statute and regulation;

* Reviewing the effectiveness of the system for monitoring
compliance with laws and regulations including Anti Money
Laundering;

®  Ensuring that the Society operates an adequate
Whistleblowing Policy;

*  Keeping the Board appropriately updated.

The Committee receives quarterly reports from the Compliance and
Conduct Manager regarding the conduct of the Society’s business.

The Committee considers the appointment, removal, performance and
remuneration of the External Auditors including consideration of any
proposed non-audit services, the planning, scope and conclusion of the
annual external audit including the receipt and response to the Auditor’s
management letter.

KPMG LLP were appointed last year (previously KPMG Audit Plc) and their
performance is reviewed by the Committee annually taking info account
the skills, experience, and objectivity of the firm and as such the Committee
is recommending the reappointment of KPMG LLP to the Board and the
resolution will be put to members at the 2015 Annual General Meeting.

Chairman’s and Nominations Committee

This Commitiee is responsible for making recommendations to the Board

on matters relating to the sfructure of the Board, balance of skills and
experience, succession planning for the Board and senior management, the
appointment of new Direcfors and the election and re<lection of Directors.
The Committee also leads the process for new appointments fo the Board.

Remuneration Committee

This Committee is responsible for approving the remuneration

and incentive schemes for the Society’s Executive team and senior
management. The Chief Executive may attend this Committee by
invitation only. Further details about the work of this Committee and our
approach to remuneration may be found in the Director’s Remuneration
Report on Page 20.

Management Committees

Management Committees are chaired by Executive Directors or a
member of the Executive team.

Retail Credit Risk Committee

This Committee is responsible for monitoring the Society’s high level policy
on lending. This includes ensuring the mortgage book limits stay within
agreed levels and adhere to the PRA's Specialist Sourcebook for Building
Sociefies. The Committee also ensures oversight and challenge to our
underwriting, mortgage quality and longferm credit risk. The Committee
reviews the Society’s Lending Policy Statement, ensuring this aligns with
our Risk Tolerance and Culture Policy; it then recommends this to the Board
for approval.
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The Committee is made up of one NonExecutive Director, two Executive
Directors and the Executive team. The Head of Mortgage Sales, Head of
Cusfomer Services and Mortgage Manager may attend by invitation.

Assets and Liabilities Committee

This Committee is responsible for ensuring the Society operates within
agreed parameters set out in our Treasury Management Policy, ILSA and
ICAAP. It operates to review the basis and interest rate risks, counterparty
risk and levels of capital and liquidity. It also reviews and recommends
the Contingency Funding Plan and ILSA fo the Board Risk Commitiee. The
Committee meets monthly and is made up of two Non-Executive Directors,
two Executive Directors and the Executive team. Members of the Finance
team attend by invitation.

Conduct Risk Committee

This Committee meets quarterly and aims for the Society to have robust
systems and controls, skills, caring attitude and judgement to ensure
posifive outcomes for members and stakeholders. The Committee ensures
compliance with the FCA Conduct of Business Rules, by reviewing and
monitoring the Society’s conduct risk appetite, conduct risk register and
conduct risk key risk indicators (KRIs). The Committee meets at least

four times a year and is made up of one NonExecutive Direcor, three
members of the Executive team and senior managers.

Operational Risk Committee
This Committee considers the risk of a loss arising from inadequate or

Attendance at Board and Board Committee meetings

failed internal processes or systems, including human error or external
events. The Committee confirms the risk register reflects these risks,
identifying appropriate mitigation for likelihood and severity. The
Committee ensures ongoing identification, control and migration of risks
in the business. The Committee meets quarterly and is made up of one
Director and senior managers.

IT Steering Group

This Steering Group was a temporary group formed fo oversee the
migration of IT systems. Project Managers and members of the project
team attended and the group considered the status of the project
highlighting areas that required action or review. During the IT migration
the Board appointed an independent person from Deloitte to review and
report progress of the project.

Risks of the IT project were monitored by the Board and at Board Risk
Commitiee, Conduct Risk Committee and the Operational Risk Committee.

Ensuring the Board is effective

The Society reviews the effectiveness of the Board through a series of
processes. These include self assessment, an annual appraisal process,
continuous professional development, induction plan and a review to
ensure that Directors are contributing sufficient time to their duties. These
are all conducted annually. In addition the Society undertakes reviews
of Board effectiveness and these are conducted by an external expert.
The next review will take place early in 2016.

Audit and Chairman'’s and

Compliance Remuneration  Nominations Board Risk
Director Board Meetings Committee Committee Committee Committee
Sarah Evans
(Chairman) 10 (10) - - 1(1) 4 (4)
Derek Bowden
(Deputy Chairman) 9(10) 3(5) 3(3) - 4.4
Kieron Blackburn
(Finance Director) 10 (10) - - - 4 (4)
Alan Harris
(Board Risk Commitiee Chairman) 10(10) - - () 4 (4)
Michelle Tennens
[Senior Independent NonExecutive Director] 10(10) - 3(3) 1(1) 4 (4)
Charles Tille?/
[Chairman of Audit and Compliance Committee] 10 (10) 515) 3(3) - 4 (4)
Andrew Wilson 10 (10) 5(5) 33) - 4 (4)
Paul Winter
(Chief Executive) 9 (10) - - 1(1) 4 (4)

Note 1: Numbers in () denote the fotal number of meetings held during the year. Numbers not in brackets denote the number of meetings atrended during the year.

Note 2: (-} indicates this Director is not a member of this committee.

Note 3: In addition fo the above Directors may have aftended meetings as an invitee but not as an official commitiee member.

Overview of Induction for Non-Executive Directors
* The nature of building societies
*  The wider financial services industry
e Directors’ responsibilities and duties
* The range of Ml and how fo interpret this

e An outline of the Society’s policies, procedures and Board
timetable

*  Background fo Ipswich Building Society
®  Our local market place
*  Overview of regulatory requirements and risk managment

e Key current issues in the industry

Appointing new Directors

The Society has recently appointed an executive search agency to
identify and short list suitable candidates for Non-Executive Director
positions. This agency follows a methodical process for searching and
shortlisting candidates to conduct a broad search of the marketplace.

All appointments are made based upon merit and reflecting the specific
skills and experience required. These requirements are determined by the
Chairman’s and Nominations Committee and meet the requirements of
the Board's succession plan. All Directors must meet the Financial Conduct
Authority’s (FCA) "fests of fitness and propriety’ and be registered with
the FCA as an Approved Person to fulfil their controlled functions as a
Director. The appointment decision is made by the Board.

Appraisal process

An annual performance appraisal process is also used to evaluate the
performance of individual Directors, the Chairman, the Board and Board
Committees annually. The Chairman’s and Nominations Committee
evaluates the performance of the Chief Executive. This annual appraisal
process includes a self assessment questionnaire and feedback from all
members of the Board. The Chairman evaluates the performance of all
Non-Executive Directors on an annual basis.

Following this process the Chairman feeds back to the Board any general
issues about performance or fraining needs. A training plan is developed
as required and may include attendance at seminars, conferences, internal
briefings, together with reading material.

The Chief Executive evaluates the Finance Director as a member of the
Executive team. The Chairman is evaluated by the Deputy Chairman and
Senior Independent Director, after consulting with other Directors for views.

Board governance

The Board consists of individuals with the appropriate range of skills and
experience fo meet the needs of the Society, as set out in the Board's and
Commitiees’ Terms of Reference. Each year these Terms of Reference are
reviewed by the appropriate Committee and approved by the Board.
The Chairman’s and Nominations Committee review the suitability of the
Board's skills and experience against these Terms of Reference annually.
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In the view of the Board all Non-Executive Directors are independent
in character and judgement. They are free of any relationship or
circumstance which could interfere with the exercise of their judgement
and continue fo represent our members, bringing wide and varied
commercial experience to the deliberations of the Board.

All Directors are required to declare any conflicts of inferest and can do
this at the Board meetings during the year.

Risk management and internal control

The Board has reviewed the effectiveness of risk management systems
and concluded that the Society has a strong risk management and
compliance culture and systems that are effective and appropriate for the
size and complexity of the business.

Each Board Committee is responsible for the risks and controls within
its remit. On an on-going basis the Board Risk Committee assesses the
adequacy of this process on behalf of the Board.

The information received and considered by the Audit and Compliance
Committee provided reasonable assurance that during the financial year
there were no material breaches of control or regulatory standards and
that overall the Society maintained an appropriate system of internal
control. Internal audit under the direction of Audit and Compliance
Committee provides independent assurance to the Board on the
effectiveness of the system of internal control.

The external audit

The earlier section detailing the responsibilities and processes of the Audit
and Compliance Committee states the approach to audit including use

of External Auditors. External Auditors are also engaged for nonaudit
purposes such as advice on corporation tax. There is a Board-approved
policy for the appointment of Auditors for non-audit services to ensure the
continued independence and objectivity of the External Auditor.

Communication with members

The importance of listening to and engaging with members in the
Society's activities is an important part of its culture. It does this by

using research to ask members their views; asking for feedback about
service experiences with the Society. It does this within its branches, on
its website and in other communications. The Society circulates regular
e-newsletters to keep members informed regarding developments at the
Society, with reacfion and feedback encouraged and it offers members
the opportunity to ask our Board questions at our Annual General
Meeting (AGM). Each year the Society sends the details of its AGM
within its voting packs. This is distributed by an independent scrutineer
21 days prior to the AGM and is sent to all qualifying members.

Voting enables members to have their say on issues such as Direcfors’
Remuneration and election and re-election of Directors. The Society also
offers members the option of a proxy vote to select someone to vote on
their behalf if they are unable to attend the AGM or vote by other means.
All votes are counted through independent scrutineers and are published
in full on the Society’s website.
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Directors’
Remuneration
Report

The purpose of this report is to inform members of the Society about

our policy on the remuneration of the Executive and Non-Executive
Directors. The report explains how we have regard to the UK Corporate
Governance Code 2014 relating to remuneration, as far as is
applicable for a Building Society of our size and the relevant elements of
the FCA's Remuneration Code. The remuneration of individual directors
is given in nofe 5 on pages 29 and 30.

Approach to Directors’ remuneration

The Society provides Directors with remuneration designed to affract
and retain appropriately qualified and experienced individuals. Also
to reward Directors according to their experience, expertise, overall
confribution to the success of the Society and to reflect their roles
and responsibilities within the Society. The Society does not offer
concessionary home loans to Directors.

The procedure for setting remuneration

Responsibility for the Society’s Remuneration Policy and approach to
contractual arrangements for Executive Directors is defermined by the
Remuneration Committee and approved by the Board. This Committee is
chaired by myself and the membership includes three other Non-Executive
Directors; Michelle A Tennens, Charles B Tilley and Andrew L Wilson.

The Chief Executive may attend by invitation only and is never present in
discussions relating to his own salary. The Commitiee meets at least twice
a year and reviews relevant data including external professional advice
and external salary benchmarking. Reports and minutes of the Committee’s
meetings are issued to all members of the Committee. The Chairman of the
Committee reports at the Board meeting following a Committee meefing.
The Executive team and Chairman of the Society meet annually to review
the Non-Executive Directors’ fees including those with supplementary roles.
The Board, other than the Chairman, is responsible for approving the
Chairman'’s fees.

Executive Directors’ remuneration

The Executive Directors’ remuneration packages are designed to motivate
decision-making in the interests of the Society and its members and reflect
their responsibiliies and roles within the Society. In 2014 this comprised
basic salary, a three year performance related pay scheme and a range
of benefits. These benefits are taxable and include car allowance and a
private health care scheme for the Directors and their families. The Society
also makes a contribution of between 17.5% and 20% of salary to
Executive Directors’ private pension arrangements.

Executive Directors with commitments such as Directorships do not receive
remuneration from those organisations and their time commitment to these
roles is monifored.

Mr Winter is a deferred member of the Ipswich Building Society Pension and
Life Assurance Scheme, a defined benefit pension which became paid up
on 31 March 2006. In 2014 Mr Blackburn received a one off payment of
£21,812 in respect of removal costs agreed when he joined the Society.

Salaries are reviewed on an annual basis by the Remuneration Commitiee
with reference to external salary benchmarking data from the Building
Society and financial services sectors.

Executive Directors are employed on openended service contracts requiring
12 months notice fo be given by the Society and six months notice by the
individual.

A performance related pay (PRP) scheme operated during the year for
Executive Directors; this was designed to encourage the achievement of
targets central to the long term financial health and sustainability of the
Society. The PRP scheme was created in 2010 and currently allows up to
a maximum of 20% of salary eamed for achievement of dll targefs set.
One third of this payment is deferred unfil the end of a three year period
to ensure consistent performance is delivered over the longer term. The
Remuneration Committee sets the targets for the scheme annually and
assesses whether any discretionary bonus payment should be made.

During the financial year 2012/13 the Remuneration Committee
recommended that payment of the non-deferred element of the PRP award
for 2012/13 be delayed until the IT project was finalised. The IT project
completed in October 2014 and the Commitiee therefore then agreed to
pay the 2012/13 PRP amount. During 2014, the Committee endorsed

a 5% discretionary bonus, in respect to the 2012/13 year, to be paid

to Executive Directors and this was consistent with the 5% bonus paid to
all employees of the Society in 2012/13. This amount is included in the
2014 table shown in nofe 5.

At the end of the financial year 2013/14 the Remuneration Committee
recommended not to award payment under the PRP scheme for
performance in 2013/14. Al criteria of the PRP scheme had been met
with the exception of the override objective for mortgage lending, which
had narrowly missed target. However, the Committee recognised the hard
work and commitment of the Executive Directors during the year, including
a successful profit performance, stable savings balances and a smooth
fransition of our major IT project. As a result, the Committee decided

to recommend to the Board that a discretionary payment be made to
recognise these efforts. This award was made in the 2013/14 financial
year and one third of this is deferred for three years. This amount is
included in the 2014 table shown in note 5.

Non-Executive Directors’ remuneration

The level of fees payable to Non-Executive Directors is assessed using
information from comparable organisations. Remuneration comprises

a basic fee with a supplementary payment for the respective roles of
Chairman of the Audit and Compliance Committee, the Deputy Chairman,
the Senior Independent Director and of the Chairman of the Board Risk
Committee. This additional payment reflects the increased responsibilities
and time commitments for these positions. Non-Executive Directors receive
travel expenses for attending meetings and in the performance of their
duties for the Society. Their fees are not pensionable and they do not
parficipate in any incentive or performance related pay schemes.

Non-Executive Directors do not have service contracts with the Society.

Derek Bowden
Chairman of the Remuneration Committee

29 January 2015

Statement
of Directors’

Responsibilities

Directors’ responsibilities in respect of the Annual Report, the
Annual Business Statement, the Directors’ Report and the Annual
Accounts

The Directors are responsible for preparing the Annual Report, Annual
Business Statement, Directors’ Report and the Annual Accounts in
accordance with applicable law and regulations.

The Building Sociefies Act (“the Act”) requires the Directors to prepare
the Society’s Annual Accounts for each financial year. Under that
law they have elected to prepare the Society’s Annual Accounts in
accordance with UK Accounting Standards and applicable law (UK
Generally Accepted Accounting Practice)

The Society’s Annual Accounts are required by law to give a frue

and fair view of the state of affairs of the Society as at the end of the
financial year and of the income and expenditure of the Society for the
financial year.

In preparing these Annual Accounts, the Directors are required to:
e select suitable accounting policies and then apply them consistently;
* make judgements and estimates that are reasonable and prudent;

® state whether applicable UK Accounting Standards have been
followed, subject to any material departures disclosed and explained
in the Annual Accounts;

® prepare the Annual Accounts on the going concern basis unless it is
inappropriate to presume that the Society will continue in business.

In addition to the Annual Accounts the Act requires the Directors to
prepare, for each financial year, an Annual Business Statement and
Directors’ Report, each containing prescribed information relating to the
business of the Society.

Directors’ responsibilities for accounting records and internal
controls

The Directors are responsible for ensuring that the Society:

* keeps proper accounting records that disclose with reasonable
accuracy at any time the financial position of the Society, in
accordance with the Act;

o 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 Conduct Authority
and Prudential Regulation Authority under the Financial Services and
Markets Act 2000.

The Directors have general responsibility for taking such steps as are
reasonably open to them to safeguard the assets of the Society and to
prevent and detect fraud and other irregularities.

The Directors are responsible for the maintenance and integrity of the
corporate and financial information included on the Society’s website.
Legislation in the UK governing the preparation and dissemination of
Annual Accounts may differ from legislation in other jurisdictions.
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Independent Auditor’s
Report to the Members of
Ipswich Building Society

We have audited the Annual Accounts of Ipswich Building Society for
the year ended 30 November 2014 set out on pages 24 to 45. The
financial reporting framework that has been applied in their preparation
is applicable law and UK Accounting Standards (UK Generally
Accepted Accounting Practice)

This report is made solely to the Society’s members, as a body, in
accordance with section 78 of the Building Societies Act 1986. Our
audit work has been undertaken so that we might state to the Society’s
members those matters we are required to state to them in an Auditor’s
Report and for no other purpose. To the fullest extent permitted by law,
we do not accept or assume responsibility to anyone other than the
Society and the Sociefy’s members as a body, for our audit work, for
this report, or for the opinions we have formed.

Respective responsibilities of Directors and Auditor

As explained more fully in the Directors’ Responsibilities Statement set
out on page 21 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 Ethical Standards for Auditors.

Scope of the audit of the Annual Accounts

A description of the scope of an audit of financial statements is
provided on the Financial Reporting Council's website at
www.frc.org.uk/auditscopeukprivate.

Opinion on Annual Accounts

In our opinion the Annual Accounts:

® give a true and fair view, in accordance with UK Generally Accepted
Accounting Practice, of the state of affairs of the Society as at 30
November 2014 and of the income and expenditure of the Society
for the year then ended; and

* have been prepared in accordance with the requirements of the
Building Societies Act 1986 and regulations made under it.

Opinion on other matters prescribed by the Building Societies
Act 1986

In our opinion:

e the Annual Business Statement and the Directors’ Report have each
been prepared in accordance with the applicable requirements of the
Building Societies Act 1986 and regulations thereunder;

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

e 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.

Matters on which we are required to report by exception

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:

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

e the 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.

Simon Clark (Senior Statutory Auditor)

for and on behalf of KPMG LLP, Statutory Auditor
Chartered Accountants

Ipswich

29 January 2015

www.ibs.co.uk
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Income & expenditure Balance
account Sheet

for the year ended 30 November 2014 as at 30 November 2014
——  Conlfinuing operations  —— 2014 2013
Notes £000 £000
2014 2013
Nores £000 £000 Assas
Interest receivable and similar income 2 20,992 22,053 liquid assets
Interest payable and similar charges 3 (10,984) (12,931)
. ' Cash in hand and balances with Bank of England 51,877 52,606
Net l|nTer(.35t rece?vob\e 10,008 9,122 Lloans and advances fo credit institutions 10 5,412 10,054
Pension finance income / 43 5 Debt securities 11 64,945 50,056
Fees and commissions receivable 1,157 1,417
Fees and commissions payable (530) (614 Total liquid assets 122,234 112,716
Net profit or loss on financial operations 10,678 9,930 loans and advances to cusiomers
Profit on repurchase of Subordinated Liabilities 23 855 -
Other operafing income 30 34 Loans fully secured on residential property 471,077 481,396
Loans fully secured on land 3,146 3,260
Total income 11,563 9,964
Adminisirctive expenses 4 (6,962) (6,060) Total loans and advances to customers 12,13 474,223 484,656
Depreciation and amortisation 14 (317) (210)
Other operating charges (44) (18] Tangible fixed assets 14 4,593 3,840
' ' N Other assefs 15 101 30
Operating profit before provisions 4,240 3,676 Prepayments and accrued income 16 87 132
Provisions for bad and doubiful debts 13 (41) (122)
Provisions for confingent liabilities & commitments 22 (4) (16) Total assets 601238 601 374
Provision for FSCS levy 22,25 (429) (372) : :
Operating profit and profit before fax 3,766 3,166 Liabilities
Tax on profit on ordinary activities 8 (850) (768)
Shares 17 472,625 481,102
‘ o Amounts owed to credit institutions 18 20,962 9978
Profit for the financial year 2916 2,398 Amounts owed to other customers 19 69,272 73,078
Other liabiliies 20 1,328 1,191
Accruals and deferred income 21 1,222 1,330
Provisions for liabilities 22,25 536 405
Nef pension liability 7 1,067 849
Subordinated liabilities 23 7,967 9571

Statement of total
recognised gains and losses y

for the year ended 30 November 2014 Total liabilities 601,238 601,374
2014 2013
Notes £000 £000
The accounting policies and nofes on pages 27 to 45 form part of these Accounts.
Profit for the financial year 2,916 2,398
Actuarial loss recognised in the pension scheme 7 (669) (289)
Movement in deferred fax relating to pension scheme 142 59 Approved by the Board of Directors on 29 January 2015.
E. Sarah Evans, Chairman
Total recognised gains 24 2,389 2,168 Poul Winter, Chief Execufive

Kieron Blackburn, Finance Director
The notes fo these Accounts are contained on pages 27 fo 45.
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Cash flow
statement

for the year ended 30 November 2014

2014 2013
Notes £000 £000
Net cash inflow from operating activities 26 10,576 14,311
Refurns on investment & servicing of finance
Interest paid on subordinated liabilities (894) (872)
Taxation (413) (1,194)
Capital expenditure & financial investment
Purchase of tangible fixed assets 14 (1,070) (1,115)
Disposal of tangible fixed assets - ]
Purchase of debt securities 11 (30,003) (44,494)
Sale and maturity of debt securities 11 15,265 24,004
Financing costs on issue of subordinated liabilities 23 (184) -
Financing
Issue of subordinated liabilities 3,500
Repurchase of subordinated liabilities (4,145)
(Decrease) in cash 26 (7,368) (9,359

The notes to these Accounts are contained on pages 27 o 45.
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Notes to
the Accounts

for the year ended 30 November 2014

1. Statement of accounting policies

(@) Accounting convention

The accounts are drawn up under the hisforical cost convention.
The accounts have been prepared in accordance with the Building
Sociefies [Accounts and Related Provisions) Regulations 1998,
applicable UK accounting standards and the Building Sociefies
Act 1986.

(b) Tangible fixed assets and depreciation

The cost of all addiions and major improvements fo office
premises, plant, fixiures and fitings and vehicles are capitalised
where appropriate.

Depreciation is provided by the Sociely as follows:

® Freehold buildings over the estimated useful economic life, not
exceeding 50 years. The cost of additions to freehold buildings is
depreciated on a similar basis, with branch fiing-out coss written
off in equal instalments over a term not exceeding 10 years. No
depreciation is charged on land.

* Short leasehold properties over the ferm of the lease, or estimated
useflul economic life where shorter, in equal annual instalments.

® Plant and machinery and other office equipment, mofor vehicles,
computer systems and other fangible fixed assets on a straight
line basis over the esfimated useful economic lives not exceeding
20 years. Where this equipment has been supplied as part of
a supply conract it will be amortised over the shorter of useful
economic life or remaining term of the supply contract.

® Improvement fo IT systems are amortised over the remaining life
of the IT supply contract, or over a shorter period where it is felt
the Society will not draw value from the systems over the life of
the confract.

® Assets under consfruction are not depreciated

Esfimated economic lives are reviewed regularly fo ensure that they
remain appropriate in the light of changes in technology, usage
and ofher relevant faciors.

(c) Taxation

The charge for faxation is based on the profit for the year and
fakes info account deferred faxation arising as a consequence of
fiming differences between the freatment of cerfain items for taxation
and accounting purposes. Provision is made for deferred fax af
anticipated fax rafes on a nondiscounted basis. Deferred fox assets
are recognised fo the extent that it is regarded as more likely than
not that they will be recovered.

(d) Liquid assets
liquid assets are stated at cost fo the Society adjusted for accrued
interest o the balance sheet date.

Marketable instruments are stated af cost, adjusted to exclude
accrued inferest at the date of purchase; a similar adjusiment

is made on realisation. Premiums or discounts, representing the
difference between purchase price, as adjusted, and par value are
amortised over the residual term of the instrument, or a shorter term
where considered appropriate. VWhere there is an impairment of a
financial asset a provision is made so as fo write down the cost of
the asset fo its recoverable amount.

(e) Pension costs

The Sociely operates both a defined benefit pension scheme and
a defined contribution pension scheme, which are funded by
contributions from the Society and its employees.

The defined benefit scheme was closed o new members with effect

from 1 January 2001 and was made paidup at 31 March 2006.

For the defined benefit scheme assefs are measured at market
value at the balance sheet date and scheme liabilities are
measured using the projected unit method and discounted at
the current rate of return on a high quality corporate bond of
equivalent term and currency. The resulting pension scheme
surplus (where considered recoverable) or deficit is recognised
immediately on the balance sheet, net of deferred tax, and any
resulting actuarial gains or losses are recognised immediately in
the statement of fotal gains and losses.

For the defined contribution scheme, coniributions are charged to
the income and expenditure account as they become payable in
accordance with the rules of the scheme.

() Leases

Where the Sociely enters info a lease which entails taking
substantially all the risks and rewards of ownership of an assef, the
lecse is freated as a ‘finance lease’. Al other leases are accounted
for as ‘operating leases’ and the rental charges are charged to the
income and expendifure account on a sfraight line basis over the
term of the lease conract.

(9) Repairs and renewals

All repairs and renewals are expensed as incurred, with the
exception of major improvements fo office premises where the
cost is capitalised and writien off in accordance with the relevant
depreciation policy.

(h) Incentives to borrowers

The inifial cost of inferest rate discounts associated with new
morigage products is charged fo the income and expenditure
account within inferest receivable as incurred. Cashback payments
fo borrowers and ofher incentives not having the characterisfics of
interest are charged within other operating charges.

(i) Other fees and commissions

Application and completion fees charged fo morigage customers
relating fo the cost of processing the application are recognised in
the period in which they are charged.

Where a fee is regarded as including an element of interest rate
substitution, that element of the fee is spread over the period to
which the discounted rate applies.

Valuation and other fees receivable from mortgage applicants and
fees payable fo third parties are included in the accounts in the
period fo which they relate within fees and commissions receivable
and fees and commissions payable respectively.
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Notes to
the Accounts

(i) Provisions for bad and doubtful debts

Provisions are made fo reduce the value of loans and odvances
fo the amount that is considered fo be likely to be ultimately
recoverable in the event of the relevant property held as security
being sold in possession by the Sociely.

Throughout the year and at the year end individual assessments
are made of all loans and advances which are in possession or
are significantly in arrears and a specific provision is made against
those cases which are considered fo be impaired. In considering
the specific provision for impaired loans, account is faken of any
discount which may be needed against the value of the property at
the balance sheet date to agree a sale within three months of that
date. Where a property in possession is subject to an acceptable
offer from a potential purchaser and the Direciors are safisfied

that visible commitment fo completion of the transaction exists,

the specific provision has been made on the basis of the agreed
selling price. On the basis of the Society’s previous experience if is
recognised that not all serious arrears cases will ultimately result in
possession, and the amounts provided on individual cases not in
possession reflect the esfimated propensity for a loss fo be realised.

A specific provision is also made in the case of accounts, which
may not currently be in arrears, where the Society has exercised
forbearance in the conduct of the account. The provision is

based on the propensity of the account fo redlise a loss, had
forbearance not been shown. In all cases account is faken of any
amounts recoverable under confracts of indemnity insurance and of
anticipated disposal costs. No provision is made against the future
carrying costs of impaired loans.

A general provision is made against those advances for which
the Sociely’s experience and the general economic climate would
indicate that impairment events have occurred but have yet to be
nofified and as such will ulimately result in a loss.

Inferest in respect of all loans is credited to the income and
expenditure account as it becomes receivable, except in respect
of cases where the property has been taken info possession
and other cases where recoverability of the inferest is subject fo
material doubt.

loans and advances fo customers in the balance sheet are sfated
net of both specific and general provisions. The effect on the
income and expendifure account comprises the movement in the
provisions including losses writien off or recovered in the year.

(k) Mortgage indemnity insurance

The Society has enfered info external indemnity insurance confracts
fo cover a proportion of anticipated future losses on certain
residentiol secured loans with high loan to value rafios.

Excess advance fees received from borrowers and the associated
premiums paid fo the insurance company in respect of such
lending activity are included within fees and commissions
receivable and fees and commissions payable respectively on a
cashflow basis.

() Subordinated liabilities

The carrying value of subordinated liabilities is stated net of
unamortised issuance costs. The finance costs are allocated fo
accounting periods at a consfant rate based on the net carrying
value. The amount aftributed to the debt insirument is the initial net
issue proceeds, fo which is added the financing costs and from
which is deducted interest paid fo the holder; the net carrying value
of the instrument af the date of redemption will therefore equate fo
the nominal par value.

(m) Wholesale funding

Commissions arising in connection with the raising of shorterm
wholesale funds are charged as incurred. Commissions arising in
respect of medium and longterm loans and facilifies are amortised
over the period fo maturity on a sfraight line basis where material.
All such costs are included within fees and commissions payable.

(n) Hedging instruments

The Society has entered info prescribed contracts specifically
and exclusively for the purpose of reducing the risk of loss arising
from changes in interest rates, which may adversely affect non-
administered rate business. Receipts and payments arising under
interest rate swap agreements are included in the accounts within
interest receivable or interest payable as appropriate, on an
accruals basis.

Receipts and payments arising under ofher interest rafe agreements
are included in the accounts within interest receivable or interest
payable as appropriate, on an accruals basis. VWhere the upfront
cost of a confract is amortised over the duration of the contract and
is similar in nature fo interest, the cost is included in the accounts
within interest receivable or interest payable, under net expense

on financial instruments. Other upfront costs are included in the
accounts within other operating charges.

(o) Repurchase agreements

Securities that are sold under agreements fo repurchase continue
fo be recognised in the balance sheef and are measured in
accordance with the accounting policy of the category that they
have been classified and are presented as invesiments. The
proceeds from the sale of the securifies are reported as liabilities fo
banks. The difference between the sale price and the repurchase
price is recognised as interest on an accrual basis.

(p) Funding for Lending (FLS) Scheme

In order for the Society to access funding from the FLS, mortgage
assefs are required fo be pledged as collateral. Where the risk
and reward of ownership of the mortgage assefs remains with the
Sociely they are refained on balance sheet. The interest receivable
on these assefs continues fo be the Society’s and is accounted for
as eamed on an accruals basis.

Treasury bills borrowed under the FLS are not recognised on the
balance sheet when substantially all the risks and rewards of the
ownership remain with the lender. The interest cost of borrowing
the freasury bills is accrued in the accounts on a sfraight line basis
over the drawdown period.

IF reasury bills are lent or sold subject fo a commitment fo
repurchase, the net proceeds received are recognised as cash on
the balance sheet together with a corresponding liability. Interest is
accrued over the life of the agreement on a straight line basis.

02 Interest receivable and similar income
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2014 2013
£000 £000
On loans fully secured on residential property 20,760 22,143
On other loans 138 143
On debt securities
Interest and other income 539 330
Net gain arising on realisation 1 39
On other liquid assets
Interest and other income 253 342
Net expense on financial instruments (699) (944)
20,992 22,053
O3 Interest payable and similar charges 2014 2013
£000 £000
On shares held by individuals 9,622 11,438
On other shares - -
On deposits and other borrowings
Subordinated liabilifies (aggregate financing costs) 937 896
Other 1,191 1,417
Net income on financial instruments (766) (820)
10,984 12,931
04 Administrative expenses 2014 2013
£000 £000
Staff costs
Wages and salaries 2,795 2,520
Social securily costs 280 253
Other pension costs 253 234
3,328 3,007
Other administrative expenses 3,634 3,053
6,962 6,060
Amounts receivable by the Society’s Auditor and their associates are included
within other administrative expenses and comprise fees in respect of:
Audit of these financial statements 64 53
Other services 22 -
Other services relating fo taxation 4 4
90 57
These fees are shown net of VAT
05 Remuneration of Directors 2014 fees 2013 fees
£000 £000
Table 1 Non-Executive Directors
D W Bowden (Deputy Chairman) 23.0 20.0
E S Evans (Chairman appointed 20 March 2013) 39.0 33.7
A Harris 22.8 21.8
M ] Sargeantson (Chairman refired 20 March 2013) 0.0 12.7
M A Tennens 21.0 20.0
C B Tilley 247 22.6
A L Wilson 21.0 20.0
Total 151.5 150.8
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05 Remuneration of Directors (continued)

Performance
related pay

Discretionary
bonus

Salary Payable Deferred Payable Deferred Benefits Sub Total Pension  Total

now
Table 2 Executive Directors €000  £000  £000
2014

now Contributions

£000 £000 £000  £000 £000 £000

P Winter (Chief Executive) 152 0 0 28 10 17 207 30 237
K F Blackburn (Finance Director] 128 0 0 20 7 12 167 19 186
Total 280 0 0 48 17 29 374 49 423
2013

P Winter (Chief Executive) 149 0 30 0 0 18 197 30 227
K F Blackburn (Finance Director) 101 0 21 0 0 11 133 18 151
Tofal 250 0 51 0 0 29 330 48 378

Included in Mr Blackburn's salary is a one-off payment in relation fo relocation of £21,812 (2013: £0)
Total Directors’ remuneration amounted to £575,539 (2013: £528,640).
For 2013, performance related pay of £20,000 for Mr Winter and £14,000 for Mr Blackbum has been reclassified

from ‘payable now’ o ‘deferred’.

Oé Emplovees 2014 2014 2013 2013
Py Full time Part time Full fime Part fime
The average number of persons, including Executive
Direcfors, employed during the year was as follows:
Head Office 46 18 45 15
Branch offices 18 30 18 30
64 48 63 45

07 Pension arrangements

(a) Defined benefit scheme

The Sociely sponsors the Ipswich Building Society Pension
and life Assurance Scheme which is a funded defined benefit
pension scheme for the executive and senior managers. This
is a separate frustee administered fund holding the pension
scheme assefs fo meet long ferm pension liabilifies for past
scheme members. The level of refirement benelfit is principally
based on the pension accrued by these members as active
members of the scheme.

This scheme was closed o new members with effect from 1
January 2001 and was made paidup at 31 March 2006,
with the consequence that no defined benefits accrue fo
members in respect of service beyond this date.

The trustees of the scheme are required to act in the best
inferest of the scheme's beneficiaries. The appoiniment of the
frustees is determined by the scheme's trust documentation.

A full actuarial valuation was carried out as at 30 November
2012 in accordance with the scheme funding requirements

of the Pensions Act 2004 and the funding of the scheme

is agreed between the Society and the frustees in line
with those requirements. These in particular require
the surplus/deficit to be calculated using prudent, as
opposed fo best esfimate actuarial assumptions.

This actuarial valuation showed a deficit of
£2,778,000. The Society has agreed with the trustees
that it will aim to eliminate the deficit over a pericd of
seven years from 1 December 2013 by the payment
of annual contributions of £350,000 in respect of the
deficit. In addiion and in accordance with the actuarial
valuation, the Society has agreed with the frustees that it
will meet the expenses of the scheme and the levies to
the Pension Profection Fund.

The next valuation is due as at 30 November 2015.

For the purposes of FRS17 the actuarial valuation as

at 30 November 2012, which was carried out by a
qualified independent actuary, has been updated on an
approximate basis to 30 November 2014.
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. . 2014 2013
O/ Pension arrangements (continued) £000 000
Present values of scheme liabilities, fair value of assets and surplus (deficit)
Fair value of scheme assets 7.337 6,490
Present value of scheme liabilities (8,688) [7,565)
Deficit in scheme (1,351) (1,075)
Liability to be recognised (1,351) (1,075)
Deferred tax 284 226
Net liability to be recognised (1,067) (849)

The present value of scheme liabilities is measured by
discounting the best esfimate of future cash flows to be paid
out by the scheme. This is known as the accumulated benefit
obligation, as benefits under the scheme have ceased to
accrue. In assessing the figure for the purpose of these
disclosures, allowance has been made for future statutory
revaluation of benefits up fo refirement.

A further measure of the scheme liabilities is the solvency
basis, often taken as an esfimate of the cost of buying
out the benefits af the balance sheet date with a suitable
insurer. This amount represents the amount that would
be required fo sefile the scheme liabilities rather than the
Society confinuing to fund the on-going licbiliies of the
scheme. The estimated value of liabilities at the date of
the last full actuarial valuation prepared for the frusiees
of the pension scheme as at 30 November 2012 was
£12,742,000 compared with assefs at the same date
of £6,216,000.

2014 2013
£000 £000
Reconciliation of opening and closing balances of the present value of the scheme liabilities
Scheme liabilifies at start of period 7,565 7,295
Inferest cost 341 321
Actuarial losses 939 123
Benefits paid (157) (174)
Scheme liabilities at end of period 8,688 7,565
2014 2013
£000 £000
Reconciliation of opening and closing balances of the fair value of the scheme assets
Fair value of scheme assefs at sfart of period 6,490 6,215
Expected refurn on scheme assets 384 326
Actuarial gains/ (losses) 270 (166]
Confributions by the Society 350 289
Benefits paid (157) (174)
Fair value of scheme assefs af end of period 7,337 6,490

The actual retum on the scheme assets over the period ending 30 November 2014

was £654,000.
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O/ Pension arrangements (confinued) 38(])3 58(])8 O/ Pension arrangements (continued)
Total income recognised in income and expenditure account
Expected long term rates of return
Interest cost 341 321 The expected rate of return on cash reflects the expected longterm prospects of this investment. The expected refurn on bonds
Expected refum on scheme assets (384) (3206) is determined by reference to UK long dated gilt and bond yields at the valuation date. The expected rate of retum on equities
and properly have been defermined by seffing an appropriate risk premium above gilt/bond yields having regard to market
Total (income) recognised in income and expenditure account (43) (5) conditions.
The expected long ferm rates of retum applicable at the start of each period are as follows:
2014 2013 Period commencing
Statement of total recognised gains and losses £000 £000 1/12/13 1/12/12
Equities 7.20% 6.40%
Difference between expected and actual refum on scheme assefs: gain/{loss) 270 (1606) Bonds 4.35% 3.95%
Property 7.20% 6.40%
Experience gains and losses arising on scheme liabilifies: gain/(loss) 7 (60) Cash 4.35% 3.95%
Overall for the scheme 5.83% 5.20%
Effects of changes in the demographic and financial assumptions underlying
the present value of the scheme liabilities: (loss) (946) (63) Analysis of the sensitivity to the principal assumptions of the value of the scheme liabilities
Total amount recognised in statement of total recognised gains and losses: Assumption Change in assumption Change in liabilities
(loss) (669) (289) Discount rate Increase/ decrease by 0.5% p.a. Decrease/ increase by 10.0%
Rate of inflation Increase,/ decrease by 0.5% p.a. Increase/ decrease by 5.0%
Rate of mortality 1 year increase in life expectancy Increase by 3.0%
The cumulative amount of actuarial gains and losses recognised in the statement of fofal
recognised gains and losses since adoption of FRS17 is (£4,915,000) (a loss).
2014 2013 2012
Assels £000 2000 2000 Duration of liabilities and expected benefits payable
Equities 32190 2980 2132 It is estimated that the average duration of the scheme liabilities is 18 years.
Bonds 2,746 2,806 2,760 , ,
Properly 1177 1093 1027 Amounts for the current and previous four periods 2014 2013 2012 2011 2010
Cash 195 371 206 £000 £000 £000 £000 £000
Total assets 7337 6,490 6915 Fair value of scheme assefs 7,337 6,490 6,215 5717 5,412
. . . Present value of scheme liabilities 8,688 7,565 7,295 6,496 5,761
None of the fair values of the assefs shown above include any of the Society’s own financial insfruments or any
property occupied by, or other assets used by, the Sociely. .
Deficit in scheme (1,351) (1,075 (1,080 (779) (349)

It is the policy of the trustees and the Society to review the investment strategy af the fime of each funding _ n A
valuation. The trustees’ invesiment objectives and the processes underiaken to measure and manage the risk Experience adjustment on scheme assefs 270 (166) 03 (203) (13]
inherent in the scheme invesiment sfrategy are documented in the scheme’s Statement of Invesiment Principles.

Experience adjustment on scheme liabilities 7 (60) (48) (29) (302)
The best esfimate of contributions o be paid by the Society to the scheme for the year commencing 1 December 2014 is
Assumpfions 2014 2013 2012 £350,000.
Rate of discount 3.65% 4.55% 4.45%
Inflation (RPI) 3.10% 3.50% 2.70%
Allowance for revaluation of deferred benefits
service to 30 November 2003 5.00% 5.00% 5.00%
service from 1 December 2003 3.10% 3.50% 2.70%
Allowance for pension in payment increases
service fo 5 April 2005 3.00% 3.45% 2.65%
service from & April 2005 2.10% 2.50% 2.45%
Allowance for commutation of pension for cash af refirement 90% of Q0% of Q0% of

Post A day Post A day Post A Day

The mortality assumptions adopted at 30 November 2014 are 100% of the standard tables STPxA, Year of Birth,
no age rafing for males and females, projected using CMI_2013 converging to 1.00% p.a. These imply the
following life expectancies:

Male refiring in 2014 21.96
Female refiring in 2014 24.19
Male refiring in 2039 23.71
Female refiring in 2039 26.07
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2014 2013

08 Tax on profit on ordinary activifies £000 <000

The taxation charge for the year comprises:
UK corporation tax at 21.66% (2013: 23.33%) 660 618

Adjustment for previous periods

Current tax charge for the year 662 618
Deferred tax

Origination/reversal of timing differences 195 142
Change in rafe (8) 14
Adjustments in respect of previous years 3 (6]
Total deferred tax 190 150
Tax on profit on ordinary activities 850 /68

The actual current tax charge for the year differs from that calculated using the standard
rate of corporation tax in the United Kingdom. The differences are explained as follows:

Profit before tax 3,766 3,166
Theorefical tox charge af the standard rate of 21.66% (2013: 23.33%) 814 739
Effects of:

Accelerated capital allowances (124) (74)
Changes in nonallowable bad debt provisions - 9)
Other timing differences (85) (69)
Expenses not deductible for fax purposes 55 31

Current fax charge for the year 660 618

Reductions in the UK corporation fax rate from 26% to 24% leffective from 1 April 2012) and 1o 23% [effective 1
April 2013) were substantively enacted on 26 March 2012 and 3 July 2012 respectively. Further reductions to 21%
(effective from 1 April 2014) and 20% [effective from 1 April 2015) were subsfantively enacted on 2 July 2013. This
will reduce the Society's future current tax charge accordingly. The deferred tax liability af 30 November 2014 has
been calculated based on the rate of 20% substantively enacted at the balance sheet date.

. 2014 2013
O Deferred taxation £000 000
Deferred taxation at 20% (2013: 21%)
Net liability af 1 December (159) (92)
Origination/reversal of fiming differences - current period (195) (142)
Origination/reversal of fiming differences - prior period (3) 6
Transferred fo net pension liability 83 83
Effect of change in rate 8 (14)
Net liability ot 30 November (Note 22) (266) (159)

The amounts provided in respect of deferred taxation are as follows:

Differences between accumulated depreciation and capital allowances (347) (245

General provision for bad and doubiful debts 77 81

General provision for liabilities and charges 4 5
(266) (159)

No provision has been made for deferred tax on gains recognised in 2004 on the sale of freehold properties where
pofentially taxable gains have been rolled over info replacement property assefs. Such tax would become payable
only if the replacement property were sold without it being possible to claim rollover relief. The fotal amount of
deferred tax unprovided for is £52,000; at present it is nof envisaged that any of this liability will become payable in
the foreseeable future.
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] O Loans and advances to credit institutions 38(])3 38(])8
Accrued interest 22 25
Repayable on demand 3,390 10,029
Other loans and advances by residual maturity repayable from the
balance sheet date:
In not more than three months -
In more than three months but not more than one year 2,000
5,412 10,054
1T Debt securities 2014 2013
£000 £000
Issued by public bodies - -
Issued by other borrowers 64,945 50,056
Debt securities have remaining maturities from the Balance Sheet date as follows:
Accrued interest 176 86
In not more than one year 35,001 15,169
In more than one year 29,768 34,801
64,945 50,056
Transferable debt securities as stated above comprise:
listed securities - -
Unlisted securities 64,945 50,056
64,945 50,056
Market value of listed fransferable debt securities
Included within debt securities are:
Unamortised premiums 70 126
Unamortised discounts - -
The Direcfors of the Sociefy consider that the primary purpose of holding securifies is
prudential. Al transferable securities held as liquid assets are held 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 asses.
Movements during the year of transferable securities held as financial fixed assets are
analysed as follows:
Adjusted cost and net book value [excluding accrued inferest] £000
At 1 December 2013 49,970
Additions 30,003
Disposals (15,265)
Other movements 61
At 30 November 2014 64,769
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2014 2013 A Short Equipment,
12 Loans and advances to customers £000 <000 14 Tangible fixed assets Frochold leasehold fdures
buildings buildings vehicles Total
The maturity of loans and advances to customers from the Balance Sheet £000 £000 £000 £000
date is as follows:
Cost
In not more than three months 5,076 5317
In more than three months but not more than one year 16,099 16,229 At 1 December 2013 3,169 1,076 2,501 6,746
In more than one year but not more than five years 92,652 97,743 Additions during year - - 1,070 1,070
In more than five years 361,128 366,076 Disposals during year - -
474,955 485,365 At 30 November 2014 3,169 1,076 3,571 7,816
less: provisions for bad & doubiful debts (Note 13) (732) (709)
Depreciation
474,223 484,656
At 1 December 2013 839 848 1,219 2,906
Charged in year 105 44 168 317
Repayments of interest and principal due to the Society where the borrower is in arrears under the terms of the loan Disposals during year - - - -
contract have been included in the above 1able on the assumption that the arrears are cleared over a thirtysix month
period from the balance sheet date. It is the Society's experience, in common with most morigage lenders, that many At 30 November 2014 944 892 1,387 3,223
loans will be repaid earlier than the confractual maturity date.
Net book value
At 30 November 2014 2,225 184 2,184 4,593
13 Provisions for bad and doubtful deb Specific General Total
rovisions for bad and doubtiul debts £000 £000 £000 At 30 November 2013 2,330 228 1,282 3,840
Provisions for losses on loans and advances fully secured on
residential property have been made as follows and deducted from Additions of £1,070,194 (2013: £710,597) in Equipment, fixiures and vehicles
the appropriate assef values shown in the Balance Sheet: relote to replacement of the Society’s core IT system.
2014 2013
At 1 December 2013 325 384 709 £000 £000
Amounts written off (18) - (18)
Recoveries of amounts previously witien off ) ; ) The net book value of land and buildings occupied by the Society for its
Chorge for the year 4] ; 4] own aclivities comprises:
At 30 November 2014 348 384 732 Frechold 1,942 2,042
Short leasehold 184 228
2,126 2,270
15 Other assets 2014 2013
£000 £000
Other assefs 101 30
101 30
. 2014 2013
16 Prepayments and accrued income £000 000
Income accruals relating fo off balance sheet instruments 26 74
Other 61 58

87 132
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1/ Shares 2014 2013
£000 £000
Held by individuals 472,579 481,045
Other shares 46 57
472,625 481,102
Shares are repayable from the Balance Sheet date in the ordinary
course of business as follows:
Accrued inferest 2,400 3,328
Repayable on demand 468,349 476,045
In not more than three months - 1
In more than three months but not more than one year 1,749 1,579
In more than one year but not more than five years 127 149
In more than five years - -
472,625 481,102
18 Amounts owed to credit insfitufions 2014 2013
£000 £000
Amounts owed fo credit instifutions are repayable from the balance
sheet date in the ordinary course of business as follows:
Accrued interest 1 1
In not more than three months 20,961 Q977
In more than three months but not more than one year - -
In more than one year but not more than five years
20,962 9,978
Included in amounts owed to credit institutions is £20,961,000 (2013 :
£9,977,000) relating 1o the sale and repurchase agreement of treasury bills borrowed
from the Bank of England under the Funding for lending Scheme.
All sale and repurchase fransactions are conducted in line with market standard terms
and conditions as defined in ISMA PSA Global Master Repurchase Agreements.
19 Amounts owed to other customers 2014 2013
£000 £000
Amounts owed fo other customers are repayable from the balance
sheet date in the ordinary course of business as follows:
Accrued inferest 361 420
On demand 68,911 71,658
In not more than three months - 1,000
In more than three months but not more than one year -
In more than one year but not more than five years
69,272 73,078
20 Other liabilities 2014 2013
£000 £000
Income fax 622 662
Corporation tax 353 106
Other faxation and social security cosfs 83 72
Other creditors 270 351
1,328 1,191
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21 Accrudls and deferred income fjg(])é 58(])8
Accruals relating to off balance sheet instruments 46 65
Other 1,176 1,265
1,222 1,330

22 Provisions for liabilifies Deferred FSCS Customer
tax (note 9) levy  Redress Total
At 1 December 2013 159 236 10 405
Setilements made in the year - (405) (4) (409)
Charge for the year 107 429 4 540
At 30 November 2014 266 260 10 536

These provisions have been made in respect of the costs of customer redress attributable fo claims and potential claims
on endowment policies and the Financial Services Compensation Scheme compensation levy as described in Note 25.

. o 2014 2013
23 Subordinated liabilities £000 000
Floating rate subordinated loan repayable 27 November 2017 2,000
Floating rate subordinated loan repayable 27 November 2018 - 1,500
Floating rate subordinated loan repayable 06 November 2019 500 500
Floating rafe subordinated loan repayable 30 November 2021 - 1,500
Floating rate subordinated loan repayable 16 March 2020 500 500
Floafing rafe subordinated loan repayable 1 December 2019 50 50
Fixed rate 14.81% subordinated loan repayable 21 December 2020 3,500 3,500
Fixed rate 10.25% subordinated loan repayable 17 October 2024 3,500 -
8,050 9,550
Unamortised issuance cosfs (222) (75)
Nef carrying value 7,828 Q475
Accrued interest 139 Q6
7,967 9,571

The Society’s subordinated loans are unsecured and denominated in Sterling.

The rights of repayment of the holders of subordinated debt, which rank pari passu with each other, are subordinated
fo the claims of all depositors, creditors and investing members of the Sociely.

Inferest payments are made on the floating rate loans at a rate set with reference to an external market rafe.

Inferest accrued but unpaid on the loans is subject fo subordination.

The Society may, with the prior consent of the Prudential Regulation Authority, prepay each loan af the fifth anniversary

date prior fo the scheduled maturity date.

During the year subordinated liabilities with a nominal value of £5,000,000 were repaid, leading fo a profit on

redemption of £855,000.

During the year subordinated liabilities with a nominal value of £3,500,000 were issued. Llegal costs of £183,691 will

be amortised over the life of the debt.

Capifal Requirement Regulations issued by European Parliament and Council allow subordinated debt to be included
within the Society’s capital, subject to meeting eligibility requirements. Of the subordinated liabilities held by the Society
£7,821,567 [2013:£9,163,000 is €ligible to be included as regulatory capital at 30 November 2014.



Year ended 30 November 2014

2014 2013
24 General reserves £000 000
At 1 December 23,870 21,702
Total recognised gains relating fo the financial year 2,389 2,168
At 30 November 26,259 23,870
Reserves excluding pension liability 27,326 24,719
Net pension liability (Note 7] (1,067) (849)

26,259 23,870

25 Commitments 2014 2013
£000 £000

Capital commitments

Capital expenditure contracted for at 30 November but not provided for in these accounts 81 151

Leasing commitments
At the Balance Sheet date, annual commitments under operating
leases relating to land, buildings and equipment were as follows: 2014 2013

2014  land and 2013 land and
Equipment  buildings  Equipment  buildings

£000 £000 £000 £000
leases which expire:
In not more than one year - 76
In more than one but not more than five years 4 - 4 76
Alfter five years - 100 - 100
4 176 4 176

Financial commitments
Financial Services Compensation Scheme

In common with all regulated UK deposit takers, the Society pays levies 1o the FSCS to enable the FSCS to meet
claims against it. The FSCS levy consists of two 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 fo it. During
2008 and 2009 claims were triggered against the FSCS in relation to Bradford and Bingley plc, Kaupthing Singer
and Friedlander, Heritable Bank ple, Landsbanki Islands hf, London Scottish Bank plc and Dunfermline Building
Society. The FSCS meets these current claims by way of loans received from HM Treasury. The terms of these loans
were interest only for the first three years and the FSCS seeks fo recover the inferest cost, fogether with ongoing
management expenses, by way of annual management levies on members, including Ipswich Building Society, over
this period. In addition fo the management levies, the FSCS commenced charging for compensation levies over a
number of scheme years commencing 1 April 2012. The provision at 30 November 2014 includes an estimate of
the management expenses levy for the scheme year 2014,/15. The compensation levy for 2014,/15 was paid in
the year to 30 November 2014. No provision has been made for any levies relating to 2015/16 and subsequent
scheme years.

Customer redress claims

Ipswich Building Society, like many other distribufors of investment products to retail customers, has experienced
customer concems regarding the future maturity value of endowment and similar life assurancelinked policies used to
repay cerfain residential mortgages. Concem has historically recognised that the maturing value of certain policies
may be below the amount required to repay the morigage in full. A number of these concems convert to formal
complaints on the grounds that the customer has been sold an inappropriate investment product or has otherwise
been misadvised. The Sociely reviews all such complaints on a case-by-case basis in accordance with its published

procedures. Where it is esfablished that a valid claim exists corrective action is taken, which may include the payment
of compensation fo the customer. The provision included in the Accounts is based on the Society’s experience fo date

and the anficipated profile of future claims.
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2014 2013
26 Notes to the cash flow statement £000 000
Reconciliation of operating profit to net cash flow from operating activities
Profit before tax 3,766 3,166
(Increase]/decrease in prepayments and accrued income (42) 17
Decrease in accruals and deferred income (1,095) (2906)
Provisions for bad and doubiful debts 41 122
loans and advances writien off, net of recoveries (18) (102)
Depreciation and amortisation 355 210
Interest on subordinated liabilities 937 896
Pension contributions (350) (289)
Increase in provisions for liabilities and charges 131 66
Profit on the sale or subordinated liabiliies (855) -
Other noncash movements (104) (32)
Nef cash inflow from trading activities 2,766 3,758
Net decrease/[increase) in loans and advances to customers 10,410 (21,184)
Net (decrease]/increase in shares (7,549) 25919
Net increase/(decrease) in amounts owed fo credit insfitutions and other customers 7,237 (2,319
Ne (increase)/decrease in loans and advances to credit institutions (2,000) 8,024
Net (increase)/decrease in other assets 71) 20
Net (decrease)/increase in other liabilities (217) 93
Net cash inflow from operating activities 10,576 14,311
Analysis of the balances of cash as shown in the Balance Sheet:
2013 Flows 2014
£000 £000 £000
Cash in hand 52,606 (729) 51,877
Loans and advances fo credit instifutions repayable on demand 10,029 (6,639) 3,390
62,635  (7,368) 55267

27 Directors loans and related party transactions

There were no loans or similar arrangements between Directors and the Society falling due to be reported in the financial

statements at either 30 November 2014 or 30 November 2013.

A register is maintained at the Society's Head Office containing details of loans, transactions and arrangements made
between the Society and Directors of the Society or persons connected with Directors of the Society. The register wil
be available for inspection by members at the Head Office for a period of 15 days up to and including the Annual

General Meeting.

There are no qualifying disclosures falling o be reported under FRS 8 Related Party Transactions.
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28 Financial instruments

A financial instrument is a contract which creates a financial asset and a corresponding liability. lpswich Building Society
is a refailer of financial instruments, where these are primarily in the form of morigage loans to customers and deposits
taken from customers. The Sociefy uses wholesale financial instruments when investing liquid assets and borrowing funds
from the London money markets and other corporate sources, and to manage interest rate and ofher risks arising from its
business operations.

Types of derivative instruments

The principal derivatives used to manage inferest rate risk within the Society's Balance Sheet are interest rafe swaps,
interest rate guarantee contracts, inferest rate options and forward rate agreements. Interest rate risk arises from a
mismaich between the interest rate characterisfics or maturity profiles of assets and liabilities, primarily in respect of fixed
rate morigage and savings products and funding and liquidity management aciivities.

The following table describes the significant activities undertaken by the Society, the related risks associated with such
activities and the types of derivatives which are typically used in managing such risks. These risks may allernatively be
managed on Balance Sheet on a matched asset/liability basis, as part of an integrated approach fo risk management.
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28 Financial instruments (continued)

Al the Sociely's derivatives activities are confracted with OECD financial institutions.
Fair value disclosures under FRS13 are provided in a following section of this note.

Credit risk

Refail loan applications are assessed within a framework consistent with that set out in the Board-approved Lending
Policy statement. In common with most major lending organisations, the Society uses a hierarchical system of individual
decisionrmaking authority mandates.

Exposures fo freasury counterparties are taken in accordance with the Board-approved Treasury Management Policy
statement. The ALCO is responsible for approving credit lines fo individual instifutions and monitoring actual exposures.

Liquidity risk

It is the Sociefy's policy to maintain sufficient funds in an appropriately liquid form to ensure that maturing obligations
can be discharged in full as they fall due. The overriding obijective of liquidity management operations is to smooth out
mismaiches befween maturing assets and liabilities.

Activity Risk Type of hedging contract

Inferest rafe risk
Fixed rate refail and Sensitivity to falls in the Receive fixed interest rate swaps The Sociely is exposed fo changes in nef earnings and market value of assets and liabilities arising from movements in
wholesale funding general level of interest rates Receive fixed rate under forward rate agreements interest rates occurring in the economic environment in which it operates. These exposures derive principally from

Purchase interest rate floor contracts

the inferest rates applying fo assets and liabilities having differing repricing characteristics. The Society manages
exposures by the use of on- and oftbalance sheet financial instruments.

Fixed rate refail morigage Sensitivity to increases in the Receive floating inferest rate swaps
products and fixed rate general level of interest rates Purchase interest rate cap contracts The fable below summarises interest rate repricing mismatches on seffled positions af the year end date. ltems are
liquid assefs allocated fo specific timebuckets by reference to the earlier of the next repricing date or maturity date:
Control of derivatives 2014
The Society has a formal siructure for managing risk. Exposure limits have been esfablished, accompanied by reporting More than ~ More than ~ More than
lines, mandates and conrol procedures. Control of both exposures and the use of derivatives is subject fo a Board- 3 months 6 months 1 year less
adopted policy statement covering Balance Sheet structural risk management. Under this policy statement, the use of 3 months less than less than than 5 More than Non-inferest
derivative instruments is monitored by the Assets and Liabiliies Committee [ALCO), an Executive Commitiee formally or less 6 months 1 year years  5years  bearing Total
reporting fo the Board. £000 £000 £000 £000 £000 £000 £000
The Board is safisfied that the use of derivatives by the Society is consistent with Section Q(A| of the Building Sociefies Act Assets
1986 and that all contracts entered info are for the purpose of managing financial risk. liquid assets 110,023 10,000 2,000 - - 211 122,234
loans and advances fo customers 265,895 21,152 64,452 123,456 - (732) 474,223
The following table details derivative instruments by conract type and maturity and shows the nominal principal amounts, Tangible fixed assets - . B - - 4,593 4,593
credit risk weighted amounts, and replacement coss. The nominal principal amount is the amount of business outstanding Other assets - - - - - 101 101
at the balance sheet date, and does not relate fo the actual underlying exposures carried. The risk weighted values of Prepayments and accrued income - - . - - 87 87
these confracts has been calculated in accordance with the EU Solvency Ratio Directive. The replacement costs have been
obtained by marking contracts to market and aggregating those with a positive value. Total assets 375,918 31,152 66,452 123,456 - 4,260 601,238
Liabilities
2014 2013 Shares 304,529 18,007 50,696 96,993 - 2,400 472,625
. . : . Amounts owed fo credit insfitufions
Nominal Credit risk Nominal  Credit risk
principal weighted Replacement  principal ~ weighted Replacement and other cusiomers 88,278 1,594 ; 362 90,234
amount amount cost  amount amount cost Other licbilies - - - - - 1,365 1,365
Unmatured inferest rate contracts £000 £000 £000  £000 £000 £000 Accruals and deferred income . - - . - 1222 1,222
Provisions for liabilifies - - - - - 601 601
Net pension liability - . - - - 1,067 1,067
Interest rafe swaps 163,050 377 409 165,050 /71 1151 Subordinated liabilities 50 500 500 7,000 ) (83) 7,967
163,050 377 409 165,050 771 1)5) Feseres ' ' : : 2607 26157
These contracts mature from the Balance Sheet Total liabilities 392,857 18,507 51,196 105,587 - 33,091 601,238
date as follows:
Offbalance sheet ifems 88,050 . (60,000) (28,750) 700
In not more than one year 94,000 - - 87000 273 546
In more than one but not more than five years 69,050 377 409 78,050 498 605
163,050 377 409 165050 771 1151 Interest rate sensifivity gop 71,111 12,645 (44,744) (10,881) 700  (28,831)
Cumulative gap 71,111 83,756 39,012 28,131 28,831
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28 Financial instruments (continued) 28 Financial instruments (continued)
Interest rafe risk (continued) Fair values of financial instruments
Set out below is a comparison of carrying values of certain of the Society’s financial assets and financial liabilities as
2013 at 30 November 2014. The Society does not underiake fransactions for trading or speculative purposes. The table

excludes certain financial assets and financial liabilities which are not listed on a recognised exchange, or are publicly

More than ~ More than  More than
fraded, or for which a liquid and acfive market does not exist. The table therefore excludes items such as retail loan and

3 months 6 months 1 year less . . SN
3 months less fhan less than han 5 More than Noninferest savings products and non-negotiable wholesale financial instruments:
or less 6 months 1 year years  Syears  bearing Total
£000 £000 £000 £000 £000 £000 £000
2014 2013
Assets Book Fair Book Fair
liquid assefs 106,438 6,167 - - 111 112,716 value valve value value
Loans and advances fo cusiomers 280,057 27,436 52771 125,101 — [709) 484,656 £000 £000 £000 £000
Tangible fixed assets - - - - - 3,840 3,840
Other assefs - - - - - 30 30 o . ,
Prepayments and accrued income - - - - - 132 132 QQC;ZCHISGI C;:;?LSGTO gis\twsc?bllwtwes forwhieh
Total assets 386,495 33,603 52,771 125,101 - 3,404 601,374 Debt securities 64,866 65,107 50,056 50,032
Interest rate swaps (20) (295) 8 340
Liabilities
Shares 277 998 49 462 97 979 53 768 . 3365 481 102 Market values have been used fo determine the fair value of interest rate swaps and debt securities held. The fair value
Amounts owed fo credit insfitufions ' ’ ' ' ' ' of interest rate caps and interest rate floors have been calculated using option-pricing models.
and other customers 79052 2,045 - 1,538 - 421 83,056
Other liabilities - - - - - 1,191 1,191
Accruals and deferred income - - - - - 1,330 1,330
Provisions for liabilities - - - - - 405 405
Net pension liability - - - - 849 849 .
Subordinaed liabiliies 50 3,596 500 3,500 1,925 9,571 Gains and losses on hedges - e .
> ] 23870 93370 Gains or losses on hedges of financial instruments are recognised in the income and expenditure account over the
eserves ) ’ ’ ' ' residual life of the underlying instruments. A gain or loss is otherwise recognised only in the event of the underlying
e exposure itself being unwound. The following table sets out the movements in recognised and unrecognised gains
Total liabilities 356,330 55,103 Q7,779 58,806 - 33,356 601,374 and losses in the year 1o 30 November 2014:
Offbalance sheet items 20,050 27,000 5,000 [52,050)
Total net
A gains/
Inerest rate sensifivity gap 50,215 5500 [40,008) 14,245 - (29952 : Sans loses - flosses
Cumulative gap 50,215 55,715 15,707 29952 29952 - - Unrecognised gains and losses on hedges at 1 December 2013 1,077 (746) 331
Gains and losses arising in previous years that were recognised in 2014 (451) 140 (311)
These tables do not take into account the effect of inferest rate options used by the Society to manage inferest rate risk. Gains and losses arising before 1 December 2013 that were not recognised in 2014 626 (606) 20
A negative rafe sensitivity gap exists where more liabilities than assets reprice in a specific time period. In general, a negative Gains and losses arising in 2014 that were not recognised in 2014 (243) (52) (295)

goh?g\:]/ly jggz:zirioggiggzlj;Eeff(lli{ngxgﬁjs;;c:ﬁnfg;/rﬁrgzgr’:lmowh the extent of any improvement in operafing margins Unrecognised gains and losses on hedges at 30 November 2014 383 (658) (275)

Of which:
The ALCO monitors the exposure fo repricing risk on a routine basis. The Society has implemented a proprietary risk
management software application fo enable it fo underiake modelling and simulation tesfing of both existing and forecast Gains and losses expected fo be recognised in the year to 30 November 2015 0 (168) (168)
positions under static and dynamic scenarios. Gains and losses expected fo be recognised in the year to 30 November 2016 or lafer 383 (490) (107)

383 (658)  (275)

Gains and losses are expected fo be maiched by similar opposite movements on the
value of products they are hedging.
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Statutory
O ] Statutory percentages 20];:: Mrr;t
lending limit 0.7 25.0
Funding limit 16.0 50.0

The above percentages have been calculated in accordance with the provisions of the Building Sociefies Act 1986.

The statutory limits are as laid down under the Building Sociefies Act 1986 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 shareholding members.

The lending limit represents the proportion of business assets not in the form of loans fully secured on residential property.

Business assets are defined as fofal Society assefs plus bad debt provisions less liquid assefs and fangible fixed asses.

The funding limit represents the proportion of shares and borrowings not in the form of shares held by individuals. Shares
and borrowings represent the fofal of shares, amounts owed to credit insfitutions and amounts owed fo other customers.

02 other percentages 20]02 20]%
As a percentage of shares and borrowings:

- Gross capital 6.05 5.86
- Free capital 5.30 524
- liquid assefs 21.72 19.98
As a perceniage of mean fofal assefs:

- Profit affer tox for the financial year 0.48 0.41
- Management expenses 1.21 1.06

"Shares and borrowings” represent the total of shares, amounts owed fo credit instifutions, and amounts owed fo other

customers.

"Gross capital” represents the aggregate of general reserves and subordinated liabilities

"Free capital” represents the aggregate of gross capital and general loss provisions for bad and doubiful debs, less

fangible fixed asses.

"Mean total assets” represent the average of total assets as sfated in the balance sheet af 30 November 2013 and 30

November 2014.

"liquid assets” represent the aggregate of cash in hand, loans and advances fo credit institutions, debt securities, freasury

bills and other liquid assefs.

"Management expenses” represent the aggregate of administrative expenses and depreciation and amortisation.

The notes to these Accounts are confained on pages 27 to 45.

www.ibs.co.uk

O3 Information relating to Directors at 30 November 2014

Date of Date of
Name Occupation birth appointment  Other Directorships
K F Blackburn, Building Society Executive 11/05/62  30/11,/08
TD, BSc (Hons), ACA, ACIB
D W Bowden Chief Executive of 30/09/56 30/11/06  Essex Cricket & Community Trust
Essex Cricket Essex County Cricket Board Lid

E S Evans BSc (Hons| Sp, ACA Non-Executive Director ~— 26/11/63  30/11/08  Non-Executive Chairman
of The International Exhibition
Cooperative Wine Society

A Harris MBA, FCII Non-Executive Director ~ 22/08/56  01/07/11  Aegon Direct Marketing Services Europe Lid
Stonebridge Inferational Insurance Lid
Comerstone International Holdings Lid

The Prince Henry's High School Academy Trust
PHHS Trading Company Lid

M A Tennens Company Director 14/03/67  30/11/06  redPepper Marketing Lid
FCIM, DipM, DipTh

C B Tilley FCA, FCMA, CGMA  Chief Executive, CIMA ~ 22/12/50  30/11/08  The Chartered Insfitute of Management
Accountants Enterprises Lid
The Chartered Instifute of Management
Accountants SE Asia Shd Bhd
Great Ormond Street Hospital Foundation Trust
Sea View Yacht Club

A L Wilson BSc FRICS Chartered Surveyor 08/06/54 01/10/12 UK Commercial Property Trust
Chartsymbol Ld
Folgate Holdings lid
Folgate Esfates Lid

P Winter BA, FCIB Building Society Executive 20/10/50  01/12/90  BSA Pension Trustees Lid
University Campus Suffolk Ltd

Direcfors’ service confracts

At 30 November 2014 the Executive Directors are employed on open ended service contracts under which nofice periods of one year
and six months are required fo be given by the Society and Director respeciively in circumstances in which the contract is to be terminated.
The contract for P Winter was entered info on 15 November 2007 and for K F Blackburn on 30 November 2008.

Correspondence and documents
Correspondence to Directors, jointly or individually, should be addressed "Private and Confidential” and c/o KPMG LLP,
Chartered Accountants, 6 Lower Brook Street, lpswich, 1P4 TAP.

04 information relating to other Officers at 30 November 2014

Name Occupation Other Directorships
| A Brighton CeMAP, CeRGI, CeRCC, CeRCH, AdvCeMAP  General Manager (Business Services)

| leah MCIM General Manager (Sales)

M E Monck DipM Ceneral Manager [Markefing)
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Ipswich Building Society is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct
Authority and the Prudential Regulation Authority. Registered on the Financial Services Register, number 104875.
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