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Chairman’s Statement
Dear Stakeholders,

Reflecting on the past year, our journey through 2023 has been characterised by resilience in the face of adversity and
strategic agility amidst global and local uncertainties. Our steadfastness has enabled us to navigate through challenges
and seize opportunities for investing in the bank's future.

The year 2023 was marked by strong performance and achievements. The profitability levels of 2023 were exemplary,
especially considering the bank operated with a very low risk appetite during a period of heightened market and credit
risks. The challenges of the Turkish economy and the effects of the high-interest environment in the UK market were
well-managed with historically low-risk approaches. It was reassuring to see that our long-term preparation for high-
interest conditions paid off well. Our no mismatch policies regarding currencies, maturities, and interest rates resulted
in an asset composition that contributed to a healthy net interest margin, driving this year’s profitability. Notably,
these positive results were achieved while investing heavily in both human resources and technology.

It was equally gratifying for Group stakeholders to observe a very similar performance in 2023 across all Group Banks
and companies, despite heightened local challenges. Initiatives such as Open Investment, Technology banking, and
T-Gate continue to be the main drivers of the Group’s success, particularly in terms of profitability.

A significant highlight of 2023 was the appointment of Erhan Raif from the Group as CEO. It was intriguing to see
him return to the same bank where he began his career over 30 years ago. Having served as CEO in a Group bank
once before, | have no doubt he will replicate his past successful results. In his first six months, he has successfully
assembled a fine team of C-suite executives to execute the digital transformation of the bank. Philip Sowter joined as
COO and Deputy CEO, Kemal Sinecan as CTO, and Murat Ozer as CSO, all of whom are valuable members of this
team poised to build TBUK 2.0. Emre Kunduraci, the current GM, is transitioning to the new Chief of Staff role and
Board Secretary. Commercial Banking will be led by Andre Van Zijl, joining us in 2024 as CCO. The year 2024
began with the strengthening of our second line of defence with new CRO and Interim MLRO appointments. | also
want to thank Kursat Asardag, our Executive Director and CFO, for his dedication over the past five years at TBUK.
I wish him well in his new challenges in a new industry. These appointments have strengthened the bank's governance
structure through the creation of key management roles and robust succession plans, ensuring we are prepared for
future challenges and opportunities.

Our revised strategic plan aims to initiate healthy growth after a period of stability. The exponentially growing UK-
Turkiye relations and the consistently increasing interest of Turkish business people in using London as their
international base are the main drivers behind the bank’s growth plans. The strategic ideation sessions held during
our off-site meetings in various locations have been instrumental in sharpening our focus and execution plans.

Achieving full compliance with Consumer Duty Principles ahead of the regulatory deadline exemplifies our
commitment to operational excellence and customer trust. Investments in systems, controls, and risk management
frameworks, underscored by significant cooperation with expert consultancy firms, have fortified TBUK’s foundation
for sustainable growth. The completion of the first phase of the Financial Crime Mitigation Framework Enhancement
& Digitisation project marks a significant milestone in ongoing efforts to safeguard the bank’s operations and customer
interests. Our operational resilience and focus on enhancing customer experience remain steadfast. Investments in
cybersecurity, fraud prevention, and the successful implementation of the Confirmation of Payee project have
significantly strengthened our defensive capabilities and customer service standards.

The global economy recorded a growth rate of 3.1% in 2023. However, the pace of expansion is expected to decelerate
to 2.4% in 2024, influenced by central banks' tight monetary policies and the resultant impact on the real economy via
the credit markets. Despite these challenges, a rebound in global growth to 3.1% is anticipated for 2025, contingent
on the absence of major disruptions.

In the UK, the Bank of England has maintained its policy rate steady at 5.25%, reflecting the broader trend of central
banks sustaining elevated rates to navigate inflationary pressures and economic uncertainties. This stance, along with
the resilient performance of the global banking sector amid liquidity stresses and various risks, outlines a complex yet
navigable economic landscape for our operations.



Turkish Bank (UK) Limited
Annual Report and Financial Statements 2023

Chairman’s Statement (Continued)

The UK housing market has shown signs of recovery, with house prices increasing by 0.7% from the previous month
and 1.2% year-over-year as of February 2024, spurred by reduced borrowing costs.

In Tirkiye, facing high inflation, the Central Bank of the Republic of Tirkiye increased the policy rate to 45% to
stabilise the economy and bolster foreign investor confidence. This move toward orthodox economic policies has
been positively received, marking a pivotal moment for Tiirkiye’s economic outlook.

I extend my deepest appreciation to our employees, customers, and shareholders for their continued support and trust
in our vision and strategy. Your commitment is the cornerstone of our success and drives our pursuit of excellence.

Looking ahead, we remain focused on our strategic priorities of digitalisation, operational efficiency, and customer-
centricity. Our conservative yet strategic approach to asset management, coupled with our investments in technology,
people, and infrastructure, positions us well for sustainable growth.

With great pride and anticipation, we eagerly look forward to commemorating our 50th anniversary in the UK in 2024,
a testament to our enduring commitment and success. Our 50th-year celebrations come with exciting news and events.
Thanks to our support, the number of Turkish art galleries participating in the prestigious Photo London fair has
reached eight. The pre-pandemic Mayfair branch will soon reopen to serve its HNW clients. T-Gate London will
become operative this year near the Borough Headquarters, which will also undergo major renovations to create more
open, collaborative, and digital workspaces. After the completion of the HQ renovation, Harringay premises will be
refurbished to meet the growing needs of our North London operations. We will host receptions in Istanbul, London,
and Cyprus to celebrate these well-earned 50 years of presence in the UK, one of the world's most challenging financial
markets.

The positive economic outlook for Tirkiye and the profitability achieved across the Group in 2023 reinforce our
confidence in our strategic direction and future prospects.

Thank you for your unwavering support as we continue to navigate these interesting times and capitalise on the
opportunities that lie ahead.

With great pride and anticipation, we eagerly look forward to commemorating our 50th anniversary in the UK in 2024,
a testament to our enduring commitment and success.

L3

&

Hakan Bortecene
Chairman of the Board
15 April 2024
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Strategic Report

For the year ended 31 December 2023

Turkish Bank (UK) Limited (“TBUK” or the “Bank”) is a privately owned bank based in London and is part of the
Turkish Banking Group, established 122 years ago.

Our core purpose is to serve the banking needs of the Turkish speaking community in the United Kingdom (UK), as
well as providing a gateway for investors from Turkey into the UK seeking superior banking services, in line with
the Bank’s history and values.

Strategic Objectives

TBUK is a niche bank serving high-net-worth resident and non-resident Turkish-speaking individuals, Turkish
corporates with overseas operations in the UK, Turkish owned commercial companies and in particular Turkish
technology companies wishing to establish a base in the UK.

The Bank’s strategic priorities focus on:

e Increased verticalisation to focus on customer segments set out above.
o Delivering a superior quality service to its customers segments.

e Enhancing the business distribution capability and operating model.
o  Delivering business transformation to underpin sustainability.
o Delivering our strategy through people.

In implementing the strategic priorities, TBUK is going through a transformation process embracing digital
enhancements and efficiencies. The pillars of transformation are as follows:

e |ean Management
o Agility

e Resiliency

e Compliance

We differentiate ourselves by concentrating on the Turkish-speaking community’s changing banking requirements
in the UK where our expert knowledge, guidance and personalised approach offer us a competitive edge and our
customers a distinct experience.

Review of the Year

The outbreak of the war in Ukraine in 2022 with associated effects on the UK and the global economy with rising
inflation had put pressure on the cost of living of individuals. This has been followed by the conflict in the Gaza Strip
between Israel and Palestine. TBUK does not have direct or indirect exposures with these regions and is only
indirectly affected due to the change in global macroeconomic environment. Following a sharp rise in the inflation
rate to 10.5% by the end of 2022, the Bank of England continued to increase the base rate to 5.25% from its level at
the end of 2022 of 3.5%. As a result, the inflation rate has come down towards the end of the year to 4.00%.

TBUK’s high liquidity position with the Bank of England reserves resulted in an increase in income due to the rise
in the base rates. The yields on Nostro accounts and treasury assets have also increased due to the global increase in
the interest rate environment.

Non-resident and resident mortgage loans are linked to the Bank of England base rate and interest income has been
positively affected due to the increase in the base rate.

The Bank continued to take measures to manage its cost of funding to reflect the increase in the base rate to the deposit
rates. These measures taken to manage the Bank’s deposit base in 2023 contributed to the increase in interest expense
in 2023.
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Strategic Report (Continued)

As a result, net interest income increased from £5,766K in 2022 to £9,419K in 2023.

The Balance Sheet size decreased from £196,000K (as restated) in 2022 to £185,039K as at 31 December 2023.

The Bank continued to take measures to reflect the increase in the rate of inflation to the salary increases. In addition,
TBUK invested in new senior executives to build the team for growth and as a combined result wages and salaries

increased from £2,459K in 2022 to £3,078K in 2023.

As a result, the Bank reported 12.33% profit before tax of the Bank’s total equity (2022: 5.44%).

Key performance indicators 2023 2022
Profit before tax as % of equity 12.33% 5.44%
Return on Equity 9.41% 4.22%
Total operating expenses as a % of total operating income 65.42% 79.76%

The Bank reported a profit before tax of £3,721K in 2023 compared to a profit before tax of £1,470K in 2022.

TBUK was given a stock dividend of 22 Visa A preference shares on 29 July 2022. These shares were valued at
£383K using the Visa common stock share prices and booked as other operating income, which is included in the
profit before tax of £1,470K in 2022. There was no such stock dividend in 2023.

The decrease in total balance sheet size has resulted largely from a decrease in retail deposits from £154,342K in 2022
to £141,429K in 2023.

The owned properties of the bank have been revalued in 2023 and increased fixed assets by £94K.

During 2023, the Bank continued to invest in its IT and digital capabilities and the Bank will keep pace with changes
in the financial services industry.

Looking forward, these investments, combined with the Bank’s strong liquidity, robust capital base (see pages 61 and
62) and an ongoing drive to improve customer service and efficiency, will position the Bank to take advantage of
emerging opportunities. These opportunities include the potential for enhanced cooperation between the markets in
which the Turkish Bank Group operates.

Section 172(1) statement

Section 172 of the UK Companies Act 2006 sets out general duties for directors to adhere to, which are summarised
below.

A director of a company must act in the way he/she considers, in good faith, would be most likely to promote the
success of the company for the benefit of its members as a whole, and in doing so have regard (amongst other matters)
to:

(a) the likely consequences of any decision in the long term;

(b) the interests of the company's employees;

(c) the need to foster the company's business relationships with suppliers, customers and others;

(d) the impact of the company's operations on the community and the environment;

(e) the desirability of the company maintaining a reputation for high standards of business conduct, and;
(f) the need to act fairly as between members of the company.

The Directors are fully aware of the factors set out above in discharging their duties under section 172. The key
stakeholders of the Bank are our people, our customers, our business solution partners, our regulators, our shareholders
and the community we serve and live in. The Board recognises that building strong relationships with our stakeholders
is key in delivering our strategy to achieve sustainable growth for the benefit of all our stakeholders.
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Strategic Report (Continued)

Directors are provided with an induction and development plan that covers their roles and responsibilities. They
have access to resources from the Bank as well as external professional advice. Directors fulfil their responsibilities
partly through the governance framework of the Bank and delegating the day-to-day Decision-making to the
executive of the Bank. The following paragraphs summarise how the Directors fulfil their duties.

e Long-term development

The Directors are fully engaged in the long-term direction and considerations for the Bank, principally through
approving the strategy. In 2016, the Bank became a member of Faster Payments, Bacs and Cheque and Credit Clearing
(ICS) systems to ensure its long-term existence without needing correspondent banking services. The Bank developed
systems in 2019 to adopt Open Banking with a view to serve its customers.

The Directors, in close liaison with the Group Office, are engaged in discussions about the digitalisation of banking
services and the opportunities it brings. This has included investing in Business Process Management tools as well as
Robotic Process Automation. The Bank started the process to upskill staff to enable effective use of such digital tools.

The Bank had taken steps to be part of the New Payments Architecture, a new way of processing payments in the UK.
It was going to replace the existing Faster Payments scheme and laid out the framework for a replacement to the Bacs
scheme. This change is currently on hold by Pay.UK and the Bank will continue to liaise with the Payment Services
Regulator and Pay.UK to implement the requirements once finalised by the regulator. The Bank will be using its key
business partner as the gateway to the new NPA.

The Directors had an off-site strategy meeting in Cyprus in June 2023 where the strategic priorities of TBUK were
discussed and agreed. The initiatives that were decided to be considered for the long-term development of TBUK:

¢ Financial Crime Mitigation Framework Enhancement & Digitisation;
e Consumer Duty & Conduct;

e Operational Resilience;

Transforming Customer Experience (CX);

Re-organisation and HR;

End to End Credit Excellence;

Governance;

Property Strategy;

Cost Control, Opex and Capex Plans.

The Bank also held a strategy meeting in June 2023 with all key staff and directors where the execution of the strategy
was discussed at an off-site strategy event. These execution action plans are now monitored. Please see section below
for details.

The Board has been monitoring the development of these initiatives and has taken an active role in increasing the
execution capacity of the Bank to realise these initiatives.

The Bank holds an Annual Strategy Meeting with its regulator, the Prudential Regulation Authority (the “PRA”),
where long term development and strategy of the Bank are discussed. Directors consider regulatory developments
and requirements when setting the strategy.

People

People are at the core of providing services to our customers. We manage our people’s performance and
development to make sure we operate effectively and efficiently, with high standards of conduct and regard for our
customers. We also make sure that we share common values and seek to model the standards and values expected
of all staff through day-to-day engagements.

An off-site strategy event was held with all staff in December 2023 and discussions were held on the following
topics so that strategy is shared with all employees for inclusion:

Growth and Growth Mindset;

Digital and Operational Transformation;
Customer Segmentation and Verticalisation;
Customer Experience;

Agility and Speed of Execution;
Governance, Conduct and Professionalism;
T-Gate Strategy in UK.
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The Bank is a small bank with 3 branches located in Borough High Street, Haringey, and Palmers Green. Executive
Directors keep in touch with staff through day-to-day activities and non-executive Directors through collaboration in
various Committees of the Bank. Directors were able to join branch visits involving the employees and one Board
meeting was held in Cyprus where a strategy session was held with interaction between Board members and staff.
Some Board members were also present in the strategy days held in London in December 2023.

e Business Partners

We value all our business partners and have Long-term relationships with key stakeholders. Key business partners
operate in payment services, payment schemes connectivity, banking software solution, debit card services, open
banking connectivity and infrastructure services.

The Directors encourage close cooperation with our solution partners. Individual meetings have been held with key
business partners and Directors have engaged with our solution providers to discuss and progress key strategic
initiatives involving our solution providers.

Directors place significant importance to operational resilience and third party management and have monitored
projects carried out with subject matter experts in 2023 to review and enhance frameworks around both these areas.

Forming strategic partnerships with the key business partners is an important part of the strategic goals of the Bank.
Such partnerships are encouraged by the Directors and closely monitored. These developments are being realised in
the payment schemes, payment services and remittances area working closely with our key partners.

e Community and Customers

Being a community bank, it is our purpose to serve the Turkish community and bring about change with the
community with which we interact. We make a point of being at the heart of the community we serve and the
Directors encourage that we provide services to our customers with more Face-to-face interaction.

e Regulators

The Bank is in regular contact with the Regulators and both executive and non-executive directors proactively and
regularly liaise with the Bank’s regulators. During 2023, the Bank liaised with the regulators on matters including
cyber security, operational resilience, deposits, liquidity and capital assurance, credit Ml, recovery plan, ILAAP,
ICAAP, and held an annual strategy meeting.

e Shareholders

The Bank has close relationship with its Shareholder and has two Directors who serve both in the Bank’s Board as
well as the Parent’s Board. The Parent supports the growth of the Bank by reinvesting the profits made by the Bank.

Principal risks and uncertainties

The Directors are involved in the oversight of the risk management framework through setting the risk appetite of
the Bank and overseeing this via Board Audit and Risk Committee.

The Bank’s activities expose it to a number of financial risks including credit risk, interest rate and currency risk,
operational risk, reputational risk, liquidity risk, funding risk and IT-related risks including cyber risks. The Bank
occasionally uses only “plain vanilla” currency swaps and does not enter into any exotic contracts. Such swaps are
used to hedge the Bank’s currency positions and are not used for trading purposes. Risk policies have been disclosed
in Notes 32-37 of the financial statements, which also provides greater detail of how risk is managed.

Impact of Russia-Ukraine Conflict

The Bank has considered the potential risks that may arise from the ongoing conflict that developed into a war
between Russia and Ukraine. The Bank has no direct exposure to Russia, Ukraine or Belarus, also involved in the
conflict, and has taken immediate action to comply with restrictions and sanctions on all these countries. Based on
the current assessment of the Bank, no material impact is expected on the liquidity, capital position and the
operations of the Bank.

Israel-Palestine War
The Bank has considered the effects of the recent conflict between Israel and Palestine on its operations. The Bank
has no direct exposure to Israel or Palestine and has taken immediate action to monitor the situation closely.
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Climate Change

The financial risks from climate change are classified as physical or transition risks, as defined in the PRA’s
Supervisory Statement 3/19 (SS3/19) and FCA’s Feedback Statement on Climate Change and Green Finance
(FS19/6). These risks are manifested in the form of credit, market and operational risks for banks.

Physical Risks:

Physical risks from climate change arise from a number of factors and relate to specific weather events (such as floods,
fires, droughts, cyclones) and longer-term shifts in the climate (such as rising sea levels, changing temperatures).
These arise from increasing severity and frequency of climate- and weather-related events and have the potential to
severely damage property and other infrastructure, disrupt supply chains and more broadly can lead to loss of life and
migration. Direct impact of the physical risks on UK banks can be in the form of decline in the collateral values under
mortgage exposures on properties that are in flood risk zones, and hence may translate into higher credit risks for
banks.

Transition Risks:

These risks arise from the process of adjustment towards a low-carbon or carbon-neutral economy, which will require
significant structural changes to the economy. The UK Government has set a target of achieving net-zero greenhouse
gas emissions by 2050 to respond to the risks posed by the climate change.

Review of the potential physical risks on TBUK’s Head Office and branches through the publicly available Flood
Data published by the Environment Agency shows that physical risks (particularly flood risks) on the Bank’s Head
Office building and its two branches in North London have been assessed as Low.

TBUK had conducted in 2022 a quantitative analysis on the potential impact of physical risks on the mortgage
portfolio of TBUK under the loan book with a particular focus on flood risks and other relevant environmental risks.
TBUK has analysed sensitivity of the collateral properties based on postcodes based on the publicly available Flood
Data published by the Environment Agency. Accordingly, Credit Department have completed a study by collecting
and analysing flood risk data on the existing collateral book with 410 properties charged to the Bank as security under
outstanding mortgages for each postcode.

For new originations, climate-change-related risks, particularly flood risks, are being reviewed as part of the credit
application process through independent valuers’ comments on the flood risk sensitivity of the properties and
sufficient building insurance cover is ensured to be in place to protect the banks collateral.

TBUK has little to no exposure to financial market risks through climate change due to no equity risk or trading
portfolio in its balance sheet and absence of other counterparty risks through financial derivatives.

TBUK does not currently have a distinct long-term scenario to stress test for the impact of the climate change as the
nature of the business and strategy is such that balance sheet exposures are of relatively short maturities. However,
operating with portfolio LTV of 36%, which reaches a level of only 60% when stressed against a worst case scenario
of 40% drop in property prices in UK (where London market remains as the most relevant one as per the Bank’s risk
appetite and target market), it can be concluded that TBUK has room to manage and absorb a fall in property prices
through materialization of physical and transitional climate change related risks; this, however, will be reviewed
regularly.

Interest rate and currency risk

The Bank’s activity exposes it primarily to the financial risk of changes to the interest rate environment and to a lesser
extent to foreign currency exchange rate movements. With regard to interest rate risk the Bank has only a very small
part of its loan portfolio on fixed interest rates, and the majority is on variable rates, reducing the Bank’s exposure to
interest rate fluctuations. Money market placements are at fixed rates but these are typically for a short period, up to
three months to minimise risks.

Credit risk

The Bank has no significant concentration of credit risk, with lending mainly against UK property and LTVs

(Loan- to-Value) which are at the lower end of the UK mortgage market. The average LTVs for resident and non-
resident customers are 40% and 34% respectively. Regular stress testing of the Bank’s collateral security is carried
out and the Directors are satisfied with the levels of equity where lending is against majority freehold and very little
Long-dated leasehold property which is itself restricted to the London market.
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Liquidity and funding risk

In order to maintain liquidity and funding to ensure that sufficient funds are available for ongoing operations and
future developments, the Bank has set a cautious risk appetite with a significant proportion of total assets held mainly
in short-term money market instruments and some in medium-term assets. The Directors believe that the Bank has a
strong liquidity and funding position that meets with their Policy guidelines, which are set at the higher end of the
market in line with the Bank’s values and culture.

The Bank operates a risk management policy and has set quantifiable risk appetite limits and uses financial instruments
based on the operations it undertakes. This risk management policy, which includes a description of how financial
instruments are used, is disclosed in Note 36 to the financial statements.

Operational Risk and Resilience

Operational risk can arise from internal or external factors. These include attempted fraud, cyber-attacks, terrorist
activities, systems failures and legal risk. The Bank’s risk appetite is to mitigate these as far as is practical. Various
techniques are used including firewall protection, security controls, back up procedures and recovery plans. The
Board has approved the Bank’s operational resilience risk framework and the third-party supplier management as
required by the regulations and is continuing to monitor and enhance the framework to stay in full compliance going
forward.

Future developments

The directors aim to maintain the policies that have resulted in the Bank’s historic growth, with a focus on enhancing
customer service and driving efficiency through a program of digital transformation. The Bank continues to invest to
enhance its digital and IT infrastructure and is also reviewing its options to expand the current product portfolio for
the benefit of its customers. Other future activities are covered in the Chairman’s Report.

Approved by the Board of Directors and signed on behalf of the Board.

Mustafa Kursat Asardag
Company Secretary

15 April 2024

84/86 Borough High Street
London SE1 1LN

United Kingdom
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Directors' Report

The Directors present their report together with the audited financial statements for the year ended 31 December
2023. Certain disclosures are given in the Chairman’s statement, Strategic Report and the financial statements and
are incorporated here by cross-reference. Specifically, these incorporate the following disclosures:

Future developments in the business — page 9 in the Strategic Report and page 2 and 3 in the Chairman’s
Statement

Activity Report
The principal activities of Turkish Bank (UK) Limited (“TBUK” or “the Bank”) are twofold, namely:

e  To provide a superior community banking service to the Turkish-speaking people of London in particular and
the UK in general; and

e  Meet the UK banking needs of Corporate clients and high-net-worth individuals who are customers of our parent
or sister organisations within the Turkish Bank Group.

TBUK is a subsidiary of Turkish Bank Limited and a member of the Turkish Bank Group (the “Group”)
headquartered in Istanbul. The Chairman of the Group also performs the role of Chairman of TBUK. TBUK
operates within and is guided by the overall strategic objectives of the Group. These focus on providing quality
customer service at a competitive price to our clients and to provide a reasonable return on capital to our
shareholders. More information regarding TBUK activities can be obtained by accessing the Bank’s website at
www.turkishbank.co.uk or the Group website at www.turkishbankgroup.com.

Review of the Year

Information regarding the Bank’s financial performance and position during the year ended 31 December 2023 is
presented in the Strategic Report on pages 4 and 5.

Principal risks and uncertainties

Information regarding the exposure of credit risk, interest rate and currency risk, liquidity and funding risk are
included in the Strategic Report on page 7 to 9.

Going Concern

After making enquiries, the Directors have a reasonable expectation that the Bank has adequate resources to
continue in operational existence for at least 12 months from the date of issuing these financial statements.
Accordingly, they continue to adopt the going concern basis in preparing the financial statements.

Further details regarding the Bank’s going concern basis of preparation can be found in the statement of accounting
policies in these financial statements on pages 24 and 25.
Post Balance Sheet Events

There are no post balance sheet events.

Results and dividends

The profit for the year after taxation amounted to £2,840K (2022: £1,140K). The Directors do not recommend the
payment of a dividend (2022: NIL).

10
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Directors' Report (Continued)
Political and charitable contributions

The Bank does not make political contributions but does support registered charities that operate in the same
community. The Bank made no charitable contributions in 2023 (2022 £nil).

Directors and their interests

Directors

I. Hakan Bortecene (Chairman)

David C. Manson (Until 4 April 2023)
John Coffey*

Alper Akdeniz

James Gillan

Murat Arig

Erhan Raif

Mustafa Kursat Asardag

* Chairman of the Board Audit and Risk Committee
Directors’ indemnities

The Bank has made qualifying third-party indemnity provisions for the benefit of its Directors which were made
during the year and remain in force at the date of this report.

Board Audit and Risk Committee

The Board Audit and Risk Committee had seven meetings in 2023 (2022: seven meetings). The committee
comprised three independent non-executive directors from 1 July 2023 with additional one non-executive director
prior to that date and the whole of 2022, all of whom are experienced bankers or Subject Matter Experts in their
respective fields.

Disclosure of information to the auditor

Each of the Directors of the Bank holding office at the date of approval of this report confirms that:

so far as each of the Directors is aware, there is no relevant audit information of which the Bank's auditor is
unaware; and so far as each of the Directors are aware they have taken all the steps that they ought to have taken to
make themselves aware of any relevant audit information and to establish that the Bank's auditor is aware of that
information. This confirmation is given and shall be interpreted in accordance with the provisions of Section 418 of
the Companies Act 2006.

Auditor

Pursuant to Section 487 of the Companies Act 2006, the auditor will be deemed to be reappointed and Mazars LLP
will therefore continue in office.

Mustafa Kursat Asardag
Company Secretary
15 April 2024

84/86 Borough High Street

London SE1 1LN

United Kingdom

Registered in England. Company No. 02643004
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Statement of Directors’ Responsibilities

The Directors are responsible for preparing the Strategic Report, the Directors’ Report and the financial statements in
accordance with applicable law and regulations.

Company law requires the Directors to prepare financial statements for each financial year. Under that law they have
elected to prepare the financial statements in accordance with international accounting standards in conformity with
the requirements of the Companies Act 2006.

Under company law the Directors must not approve the financial statements unless they are satisfied that they give a
true and fair view of the state of affairs of the Bank and of the profit or loss of the Bank for that period. In preparing
these financial statements, the Directors are required to:

e select suitable accounting policies and then apply them consistently;
e make judgements and estimates that are reasonable and prudent;

e state whether they have been prepared in accordance with international accounting standards in conformity with
the requirements of the Companies Act 2006; and

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

The Directors are responsible for keeping adequate accounting records that are sufficient to show and explain the
Bank’s transactions and disclose with reasonable accuracy at any time the financial position of the Bank and enable
them to ensure that the financial statements comply with the Companies Act 2006. They have general responsibility
for taking such steps as are reasonably open to them to safeguard the assets of the Bank 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 Bank’s website. Legislation in the UK governing the preparation and dissemination of financial statements
may differ from legislation in other jurisdictions.
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Independent auditor’s report to the members of Turkish Bank (UK) Limited
Opinion

We have audited the financial statements of Turkish Bank (UK) Limited (the ‘Bank’) for the year ended 31 December
2023 which comprise the Statement of Profit or Loss and Other Comprehensive Income, the Statement of Financial
Position, the Statement of Cash Flows, the Statement of Changes in Equity and notes to the financial statements,
including material accounting policy information.

The financial reporting framework that has been applied in their preparation is applicable law and UK-adopted
international accounting standards.

In our opinion, the financial statements:
e give a true and fair view of the state of the Bank’s affairs as at 31 December 2023 and of its profit for the year
then ended; and
¢ have been properly prepared in accordance with UK-adopted international accounting standards; and
o have been prepared in accordance with the requirements of the Companies Act 2006.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (ISAs (UK)) and applicable
law. Our responsibilities under those standards are further described in the “Auditor’s responsibilities for the audit of
the financial statements” section of our report. We are independent of the Bank in accordance with the ethical
requirements that are relevant to our audit of the financial statements in the UK, including the Financial Reporting
Council’s (FRC) Ethical Standard as applied to public interest entities, and we have fulfilled our other ethical
responsibilities in accordance with these requirements. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our opinion.

Conclusions relating to going concern

In auditing the financial statements, we have concluded that the directors’ use of the going concern basis of accounting
in the preparation of the financial statements is appropriate. Our audit procedures to evaluate the directors’ assessment
of the Bank’s ability to continue to adopt the going concern basis of accounting included but were not limited to:

e Undertaking an initial assessment at the planning stage of the audit to identify events or conditions that may
cast significant doubt on the Bank’s ability to continue as a going concern;

e Obtaining the Directors’ going concern assessment, including the cash flow forecast for the going concern
period covering 12 months from the date of signing this audit opinion;

e Reviewing the directors’ going concern assessment based on a range of scenarios and including stressed
scenarios as approved by the Board of Directors;

e  Enquiring with directors to understand the period of assessment considered by the directors on the Bank’s
financial performance, business operations, and liquidity and regulatory positions;

e Reviewing the Bank’s most recent Internal Capital Adequacy Assessment Process (ICAAP) and Internal
Liquidity Adequacy Process (ILAAP) which contain the results of the Bank’s latest stress tests;

o Evaluating the key assumptions used in the scenarios indicated above and considered whether these appear
reasonable by performing back-testing to test the historical accuracy of management’s forecasting and
budgeting;

e Checking the arithmetical accuracy of the forecast prepared by management;

e Assessing the Bank’s capital utilisation and consider whether the directors’ conclusion that adequate capital
headroom remains reasonable;
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e Reading regulatory correspondence and reviewing minutes of meetings of the Board Audit and Risk
Committee and the Board of Directors;

e Considering whether there were events subsequent to the balance sheet date which could have a bearing on
the going concern conclusion; and

e Evaluating the adequacy and appropriateness of the disclosure in the financial statements in
relation to the description of the directors’ assessment of going concern.

Based on the work we have performed, we have not identified any material uncertainties relating to events or
conditions that, individually or collectively, may cast significant doubt on the Bank's ability to continue as a going
concern for a period of at least twelve months from when the financial statements are authorised for issue.

Our responsibilities and the responsibilities of the directors with respect to going concern are described in the relevant
sections of this report.

Key audit matters

Key audit matters are those matters that, in our professional judgement, were of most significance in our audit of the
financial statements of the current period and include the most significant assessed risks of material misstatement
(whether or not due to fraud) we identified, including those which had the greatest effect on: the overall audit strategy;
the allocation of resources in the audit; and directing the efforts of the engagement team. These matters were addressed
in the context of our audit of the financial statements as a whole, and in forming our opinion thereon, and we do not
provide a separate opinion on these matters.

We summarise below the key audit matter in forming our opinion above, together with an overview of the principal
audit procedures performed to address each matter and our key observations arising from those procedures.

This matter, together with our findings, was communicated to those charged with governance through our Audit

Completion Report.

Key Audit Matter

How our scope addressed this matter

Credit risk in relation to impairment on loans and
advances to customers

Loan loss provision - £13k
(2022: £32k)

Refer to Notes 4; 6, 17 and 18 of the financial
statements

Credit risk is an inherently judgemental area due to
the use of subjective assumptions and a high degree
of estimation. IFRS 9 requires the Bank to recognise
expected credit losses (“ECL”) on financial
instruments which involve significant judgement and
estimates.

The most significant areas where we identified
greater levels of management judgement are:

Our audit procedures included, but were not limited
to:

Control Testing:

Assessing the design and implementation, and testing
the operating effectiveness of the key controls
operating at the Bank in relation to credit processes
(loan origination and approval, loan redemptions,
monitoring and provisioning).

Test of detail:

We reviewed credit files in order to evaluate the
appropriateness of staging and to verify the data used
in the determination of PD and LGD assumptions for
a sample of loans across all the credit risk stages (e.g.
loans under watch lists and performing loans).

Expected credit loss model

In respect of the model used to determine the
provision, with the assistance of our in-house credit
modelling expert, we:
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Key Audit Matter

How our scope addressed this matter

*  Model estimations - Inherently judgemental
modelling is used to estimate ECLs,
particularly in determining Probabilities of
Default (“PD”) and Loss Given Default
(“LGD”), including collateral valuations, if
any. The LGD assumption used in the model
is the key driver of the ECL and is therefore
the most significant judgemental aspect of
the Bank’s ECL modelling approach.

*  Macroeconomic scenarios - The key
economic variables and scenarios used in
the model, particularly the severity and
likelihood of the base and downturn
economic scenarios that form part of the
forward-looking modelling of default rates
and house price values and their impact on
ECL.

The effect of these matters is that, as part of our risk
assessment, we determined that the impairment of
loans and advances to customers has a high degree of
estimation uncertainty, with a potential range of
reasonable outcomes greater than our materiality for
the financial statements as a whole.

* Considering the appropriateness and
reasonableness of the methodology used by
management;

* Challenging the appropriateness and
reasonableness of key assumptions applied
in determining probability of default,
macro-economic scenario weightings and
loss given default including the
reasonableness of external data used in the
provision model and check relevance of the
data based on the understanding of the
Bank’s portfolio;

e Testing the completeness and accuracy of
the loan portfolio applied to the model;

» Performing an independent recalculations
of the ECL provision including sensitivity
analysis and benchmarked PD and LGDs
against other similar banks to assess the
appropriateness and reasonableness of the
ECL provision;

* Independently recalculating the value of the
collateral security for a sample of loans to
align with current market value by using the
House Price Index (HPI), and subsequently,
applied the updated collateral valuation to
the ECL model to assess the potential
impact of such valuation to the ECL
provision balance;
and

» Performing a stand back analysis to assess
the overall adequacy of the ECL coverage.
In performing this procedure, we considered
the credit quality of the portfolio, performed
analytical review procedures and performed
benchmarking across similar  banks
considering both staging percentages and
provision coverage ratios; and

Our observations

Based on the work performed, we found the approach
taken by the Bank in respect of ECL to be materially
consistent with the requirements of IFRS 9 and
determined that the credit risk in relation to
impairment on loans and advances to customers is
appropriate as at 31 December 2023.
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Our application of materiality and an overview of the scope of our audit

The scope of our audit was influenced by our application of materiality. We set certain quantitative thresholds for
materiality. These, together with qualitative considerations, helped us to determine the scope of our audit and the
nature, timing and extent of our audit procedures on the individual financial statement line items and disclosures and
in evaluating the effect of misstatements, both individually and on the financial statements as a whole. Based on our
professional judgement, we determined materiality for the financial statements as a whole as follows:

Overall materiality £291,000 (2022: £271,200).
How we determined it Based on 1% of Net Assets (2022: Based on 1% of Net Assets).
Rationale for benchmark applied Due to the volatility of profits, net assets are considered to reflect

more appropriately the size of the Bank’s operations.
Furthermore, net assets is deemed to be the main focus at this
time for the users of the financial statements due to being an
approximation of regulatory capital resources and the
importance of regulatory capital to the Bank’s solvency.

The Net Assets as at 31 December 2023 was £30.2m. Although
the final Net Assets was higher than the interim Net Assets of
£29.1m used in planning materiality, for convenience, we kept
materiality at the original absolute value, i.e. £291,000.

Performance materiality Performance materiality is set to reduce to an appropriately low
level the probability that the aggregate of uncorrected and
undetected misstatements in the financial statements exceeds
materiality for the financial statements as a whole.

We set performance materiality at £175,000 (2022: £162,700),
which represents 60% (2022: 60%) of overall materiality.

In determining the performance materiality, we considered a
number of factors, including the level and nature of uncorrected
and corrected misstatements in the prior year and concluded that
an amount towards the middle of our normal range was
appropriate.

Reporting threshold We agreed with the Board Audit and Risk Committee that we
would report to them misstatements identified during our audit
above £8,700 (2022: £8,100) as well as misstatements below that
amount that, in our view, warranted reporting for qualitative
reasons.

As part of designing our audit, we assessed the risk of material misstatement in the financial statements, whether due
to fraud or error, and then designed and performed audit procedures responsive to those risks. In particular, we looked
at where the directors made subjective judgements, such as assumptions on significant accounting estimates.

We tailored the scope of our audit to ensure that we performed sufficient work to be able to give an opinion on the
financial statements as a whole. We used the outputs of our risk assessment, our understanding of the Ban, its
environment, controls, and critical business processes, to consider qualitative factors to ensure that we obtained
sufficient coverage across all financial statement line items.
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Other information

The other information comprises the information included in the Annual Report and Financial Statements, other than
the financial statements and our auditor’s report thereon. The directors are responsible for the other information. Our
opinion on the financial statements does not cover the other information and, except to the extent otherwise explicitly
stated in our report, we do not express any form of assurance conclusion thereon.

Our responsibility is to read the other information and, in doing so, consider whether the other information is materially
inconsistent with the financial statements or our knowledge obtained in the course of the audit, or otherwise appears
to be materially misstated. If we identify such material inconsistencies or apparent material misstatements, we are
required to determine whether this gives rise to a material misstatement in the financial statements themselves. If,
based on the work we have performed, we conclude that there is a material misstatement of this other information, we
are required to report that fact.

We have nothing to report in this regard.
Opinions on other matters prescribed by the Companies Act 2006

In our opinion, based on the work undertaken in the course of the audit:
e the information given in the Strategic Report and the Directors’ Report for the financial year for which the
financial statements are prepared is consistent with the financial statements; and
e the Strategic Report and the Directors’ Report have been prepared in accordance with applicable legal
requirements.

Matters on which we are required to report by exception

In light of the knowledge and understanding of the Bank and its environment obtained in the course of the audit, we
have not identified material misstatements in the Strategic Report or the Directors’ Report.

We have nothing to report in respect of the following matters in relation to which the Companies Act 2006 requires
us to report to you if, in our opinion:
e adequate accounting records have not been kept by the Bank, or returns adequate for our audit have not been
received from branches not visited by us; or
¢ the financial statements are not in agreement with the accounting records and returns; or
e certain disclosures of directors’ remuneration specified by law are not made; or
¢ we have not received all the information and explanations we require for our audit.

Responsibilities of Directors

As explained more fully in the directors’ responsibilities statement set out on page 12, the directors are responsible
for the preparation of the financial statements and for being satisfied that they give a true and fair view, and for such
internal control as the directors determine is necessary to enable the preparation of financial statements that are free
from material misstatement, whether due to fraud or error.

In preparing the financial statements, the directors are responsible for assessing the Bank’s ability to continue as a
going concern, disclosing, as applicable, matters related to going concern and using the going concern basis of
accounting unless the directors either intend to liquidate the Bank or to cease operations, or have no realistic alternative
but to do so.
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Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from
material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion.
Reasonable assurance is a high level of assurance but is not a guarantee that an audit conducted in accordance with
ISAs (UK) will always detect a material misstatement when it exists. Misstatements can arise from fraud or error and
are considered material if, individually or in the aggregate, they could reasonably be expected to influence the
economic decisions of users taken on the basis of the financial statements.

The extent to which our procedures are capable of detecting irregularities, including fraud is detailed below.

Irregularities, including fraud, are instances of non-compliance with laws and regulations. We design procedures in
line with our responsibilities, outlined above, to detect material misstatements in respect of irregularities, including
fraud.

Based on our understanding of the Bank and its industry, we considered that non-compliance with the following laws
and regulations might have a material effect on the financial statements: anti-money laundering regulation, and
regulatory and supervisory requirements of the Prudential Regulation Authority (the ‘PRA’) and the Financial
Conduct Authority (the ‘FCA”).

To help us identify instances of non-compliance with these laws and regulations, and in identifying and assessing the
risks of material misstatement in respect to non-compliance, our procedures included, but were not limited to:

e (Gaining an understanding of the legal and regulatory framework applicable to the Bank and the industry in which
it operates, and considering the risk of acts by the Bank which were contrary to the applicable laws and
regulations, including fraud;

e Inquiring of directors, management and, where appropriate, those charged with governance, as to whether the
Bank is in compliance with laws and regulations, and discussing their policies and procedures regarding
compliance with laws and regulations;

o Inspecting correspondence with the PRA and the FCA,

e Reviewing of minutes of Board of Directors’ meetings in the year; and

e Communicating identified laws and regulations to the engagement team and remaining alert to any indications
of non-compliance throughout our audit.

We also considered those laws and regulations that have a direct effect on the preparation of the financial statements,
such as tax legislation and the Companies Act 2006.

In addition, we evaluated the directors’ and management’s incentives and opportunities for fraudulent manipulation
of the financial statements, including the risk of management override of controls, and determined that the principal
risks related to posting manual journal entries to manipulate financial performance, management bias through
judgements and assumptions in significant accounting estimates, in particular in relation to credit risk in relation to
impairment on loans and advances to customers, and revenue recognition (which we pinpointed to the accuracy due
to the manual calculation process of some parts of the revenue).

Our audit procedures in relation to fraud included but were not limited to:

e Making enquiries of the directors and management on whether they had knowledge of any actual, suspected or
alleged fraud,;

e Inspecting the Bank’s regulatory and legal correspondence and reviewing minutes of the Board of Directors
meetings in the year;

e Gaining an understanding of the internal controls established to mitigate risks related to fraud;

e Being skeptical to the potential of management bias in key judgements and assumptions in significant accounting
estimates;

e Discussing amongst the engagement team the risks of fraud; and
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e Addressing the risks of fraud through management override of controls by performing journal entry testing.

The primary responsibility for the prevention and detection of irregularities, including fraud, rests with both those
charged with governance and management. As with any audit, there remained a risk of non-detection of irregularities,
as these may involve collusion, forgery, intentional omissions, misrepresentations or the override of internal controls.

The risks of material misstatement that had the greatest effect on our audit are discussed in the “Key audit matters”
section of this report.

A further description of our responsibilities is available on the Financial Reporting Council’s website at
www.frc.org.uk/auditorsresponsibilities. This description forms part of our auditor’s report.

Other matters which we are required to address

Following the recommendation of the Board Audit and Risk Committee, we were appointed by the Bank’s Board of
Directors on 20 September 2018 to audit the financial statements for the year ended 31 December 2018 and subsequent
financial periods. The period of total uninterrupted engagement is 6 years, covering the years ended 31 December
2018 to 31 December 2023.

The non-audit services prohibited by the FRC’s Ethical Standard were not provided to the Bank and we remain
independent of the Bank in conducting our audit.

Our audit opinion is consistent with our additional report to the Board Audit and Risk Committee.
Use of the audit report

This report is made solely to the Bank’s members as a body in accordance with Chapter 3 of Part 16 of the Companies
Act 2006. Our audit work has been undertaken so that we might state to the Bank’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 Bank and the Bank’s members as a body for our audit
work, for this report, or for the opinions we have formed.

Frroso refpaﬁ/

Poppy Proborespati (Senior Statutory Auditor)
for and on behalf of Mazars LLP

Chartered Accountants and Statutory Auditor
30 Old Bailey

London

EC4M 7AU

15 April 2024
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Statement of Profit or Loss and Other Comprehensive Income

For the year ended 31 December 2023

Interest income

Interest expense

Net interest income

Fees and commissions receivable
Fees and commissions payable
Net fee and commission income
Net trading income

Other operating income

Total operating income

ECL release / (charge) on financial instruments
Personnel expenses

Premise expenses
Administrative expenses
Depreciation and amortisation
Other expenses

Total operating expenses
Finance Cost

Profit before taxation
Income tax expense

Profit after taxation

Other comprehensive income
Items that will not be reclassified to profit or loss

Equity investments at FVOCI — net change in fair value

Deferred tax effect of net change in fair value of equity
investments

Revaluation of properties
Deferred tax on property revaluation
Total other comprehensive income

Total comprehensive income

The notes on pages 24 to 64 form an integral part of these financial statements.

All activities relate to continuing operations.

Notes

11,18
10

20,21

13

2022

2023 Resta(ied
£2000 £2000
12,411 6,883
(2,572) (651)
9,839 6,232
663 669
(146) (157)
517 512
409 146

- 383
10,765 7,273
60 (128)
(3,625) (2,893)
(564) (439)
(2,463) (1,710)
(449) (526)
(2) (105)
(7,043) (5,801)
1) (2
3,721 1,470
(881) (330)
2,840 1,140
252 (129)
(63) 34

94 583

14 (111)

297 377
3,137 1,517
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Statement of Financial Position
For the year ended 31 December 2023

Notes
Assets
Cash and cash equivalents 14
Loans and advances to banks 16
Loans and advances to customers 17
Investment securities 19
Swap derivative assets 36
Other assets 22
Deferred tax assets 26
Property and equipment 21
Intangible assets 20
Total assets
Liabilities
Deposits from banks 23
Deposits from customers 24
Current tax liabilities 13
Deferred tax liabilities 26
Swap derivative liabilities 36
Lease liabilities 25
Other liabilities 25
Total Liabilities
Equity
Called up share capital 20

Retained earnings
OCI reserve
Revaluation reserve

Total equity

Total liabilities and equity

The Board of Directors approved these financial statements and authorised for issue on 15 April 2024.

Signed on behalf of the Board of Directors

M K Asardag
Company Secretary

Registered number 2643004
The notes on pages 24 to 64 form an integral part of these financial statements.

2023 2022
Restated

£°000 £7000
71,933 93,264
31,369 15,493
69,249 75,200
1,631 1,380

- 182

1,830 1,307

- 86

8,043 7,984
984 1,104
185,039 196,000
10,894 13,047
141,429 154,342
180 -

480 483

40 -

81 84
1,755 1,001
154,859 168,957
12,000 12,000
10,859 8,019
387 198
6,934 6,826
30,180 27,043
185,039 196,000
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Statement of Cash Flows
For the year ended 31 December 2023

Cash flows from operating activities

Profit after taxation

Adjustments for:-

Depreciation of property plant and equipment
Amortisation of intangible assets

Non-cash stock dividends received from Visa
Net interest income

Interest paid on lease liabilities

Income tax expense

Changes in:-

Loans and advances to customers
Loans and advances to banks
Other assets

Deposits from banks

Deposits from customers

Other liabilities

Interest received

Interest paid

Income tax paid

Net cash (outflow) / inflow from operating activities
Cash flows from investing activities

Additions to property and equipment

Additions to intangible assets

Net cash used in investing activities

Cash flows from financing activities

Payment for lease liabilities

Interest Paid on lease liabilities

Net cash used in financing activities

Net (decrease) / increase in cash and cash equivalents

Cash and cash equivalents as at 1 January
Cash and cash equivalents as at 31 December

2023 2022

Restated

Notes £000 £000
2,840 1,140

21 261 316
20 188 210

9 - (383)

7 (9,839) (6,232)

25 1 2
13 881 330
(5,668) (4,617)

17 5,951 2,484

16 (15,876) 24,461
22,36 (340) 1,420
23 (2,153) (2,331)
24 (12,913) 6,640
25,36,20 1,221 (64)
(24,110) 32,610

12,411 6,883

(2,572) (651)

13 (669) -
(20,608) 34,225

21 (186) (97)
20, 25 (493) (43)
(679) (140)

25 (43) (98)
25 (1) (2)
(44) (100)

(21,331) 33,985

14 93,264 59,279

14 71,933 93,264

The carrying amounts of lease liabilities and the movement during the year is provided in Note 25. Total addition to
equipment lease liabilities amounted to £39K, of which £5K was paid as lease payments in 2023. There are no other

non-cash movements in lease liabilities.

Total additions to intangible assets in 2023 was £468K of which £425K remained outstanding on 31 December 2022,

please see notes 20 and 25. This amount was paid in 2023.

The notes on pages 24 to 64 form an integral part of these financial statements.
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Statement of Changes in Equity
For the year ended 31 December 2023

Called up Share OCIl Revaluation Retained Total
Capital Reserve Reserve  Earnings

£000 £000 £000 £000 £000

Balance as at 31 December 2021 12,000 293 6,354 6,879 25,526

Profit for the year - - - 1,140 1,140

Other comprehensive income / i (95) 472 i 377
(expense)

Total comprehensive income - (95) 472 1,140 1,517

Balance as at 31 December 2022 12,000 198 6,826 8,019 27,043

Profit for the year - - - 2,840 2,840

Other comprehensive income - 189 108 - 297

Total comprehensive income - 189 108 2,840 3,137

Balance as at 31 December 2023 12,000 387 6,934 10,859 30,180

OCl reserve relates to the gain/loss on the fair valuation of investment securities which are classified as fair value assets
through other comprehensive income. Please see Note 19.

Revaluation reserve relates to the revaluation of freehold land and buildings. Please see Note 21.
Retained earnings reserve relates to accumulated prior year profits which have not been distributed to shareholders.

The notes on pages 24 to 64 form an integral part of these financial statements.
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Notes to the accounts
For the year ended 31 December 2023

1. Reporting Entity

Turkish Bank (UK) Limited (the “Bank”) is domiciled in the United Kingdom. The Bank’s registered office is 84/86
Borough High Street, London SE1 1LN. The Bank is a regulated bank, in the retail banking sector. The Bank has three
branches located in Borough High Street, Haringey, and Palmers Green.

2. Basis of preparation

The financial statements have been prepared in accordance with UK-adopted International Accounting Standards
(“IFRS”) and in conformity with the requirements of the Companies Act 2006. The financial statements have been
authorised for issue by the Bank’s Board of Directors on 15 April 2024.

The financial statements have been prepared under the historical cost convention modified to include the fair valuation
of equity investments, derivatives and properties owned by the Bank, to the extent required or permitted under IFRS
as set out in the relevant accounting policies.

These financial statements are presented in pound sterling which is the Bank’s functional currency. All amounts have
been rounded to the nearest thousand, unless otherwise indicated.

In previous accounting periods the Bank presented loan fees charged to customers as other liabilities on the “Statement
of financial position” and recognised separately the amortised income as part of “Fees and commission receivables” in
the Statement of profit or loss. As required by IFRS 9, such transactions costs should be factored into (i.e. adjusted
against) the initial measurement of the loan receivable recognised. Therefore, the balance sheet comparatives for 2022
have been restated accordingly resulting in a reduction in loans and advances to customers and other liabilities of
£554K, an increase in interest income of £446K and a reduction in Fee and commission receivables of £446K. There
was no impact arising from the restatement to the result for the period or net assets.

Going concern
These financial statements have been prepared on the going concern basis.

In making the assessment of the Bank’s ability to continue on the going concern basis for the three-year period after
the end of the reporting period, the Directors evaluated all information at their disposal and considered possible future
events and conditions and how the Bank may reasonably respond to these events and conditions. The Directors also
considered the financial position of the Bank, its liquidity and capital position, the Bank’s financial forecasts and
applied stress testing to the financial forecasts to take into account potential risks affecting them.

The Bank makes use of stress testing in reviewing its forecasts as part of the annual Internal Capital Adequacy
Assessment Process (hereinafter referred to as “ICAAP”), where testing considered the impact of a number of severe
but plausible scenarios. The key stresses considered were:

e The Bank experiences an increase as much as 1% in funding costs covering both market wide stress on the
banking sector as well as an idiosyncratic stress on the Bank arising from reputational or political events causing a
run on the bank.

e A scenario where the Bank of England base rate is assumed to fall by an additional 1% compared to the base case
where the Bank of England base rate is assumed to reduce to 3.5% by 2026.

o In the property stress scenario, the Bank applied the assumption of residential property prices falling by 31% until
the end of 2024 then recovering to 20% by 2027 while commercial property prices dropping by 45% until the end
of 2024 and then recovering to 20% by 2027.

Under all these scenarios, the Bank had the ability to meet its obligations over the forecast period and maintain a surplus
over its regulatory requirements for both capital and liquidity through normal balance sheet management activities.

As part of the ICAAP process the Bank also assessed the potential operational risks it could face. This was done
through the analysis of the impact and cost of a series of severe but plausible scenarios. This analysis did not highlight
any factors which cast doubt on the Group’s ability to continue as a going concern.

The latest liquidity and contingent liquidity positions and forecasts were assessed against the Internal Liquidity

Adequacy Assessment Process (ILAAP) stress scenarios with the Bank maintaining sufficient liquidity throughout the
going concern assessment period.
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Notes to the accounts
For the year ended 31 December 2023

The bank considered reverse stress testing scenarios based on property price declines since the Bank’s main business
concentrates on secured lending collateralised by commercial and residential property. Such stresses would have
direct effect on capital position due its effect on the ECL provision on the loan book as well as the revaluation deficit
on branches and Head Office owned by the Bank. A decline in property prices by 80%, which is considered to be an
extreme and highly unlikely event, would cause the Bank to have used up all CRD IV and PRA Buffers with just
enough capital to keep the Total Capital Requirements. Any further decline would cause capital deficiency. The
Bank considers that in this reverse stress scenario KRIs would have been triggered and management actions would be
taken to improve the capital position. The Bank has considered the key assumptions for its 2024 Budget in a prudent
manner and applied stress testing to its financial forecasts.

In conclusion, even under severe stress scenarios TBUK’s strong liquidity position, robust capital base and focus on
secured lending at cautious margins of collateral and debt serviceability give comfort to the Directors that TBUK has
the resources to continue in business for at least 12 months from the date of issuing these financial statements and
that there is no material uncertainty regarding the going concern assumption. The Directors concluded as a result of
this assessment that it was appropriate for the Bank to adopt the going concern basis to prepare these financial
statements.

3. New and amended standards and interpretations

The Bank has consistently applied the accounting policies as set out in Note 6 to the financial statements to all the
periods presented in these financial statements. There are no new standards or amendments published by the IASB
effective from 1 January 2023 that would be applicable to TBUK.

There are also no amendments published by the IASB effective from 1 January 2024 that are applicable to TBUK.
However, the IASB has published a number of minor amendments to accounting standards that are effective from 1
January 2023 and 1 January 2024. TBUK expects they will not have a significant effect, when adopted, on the
financial statements of TBUK.

4. Use of judgements and estimates

In preparing these financial statements, management has made judgements, estimates and assumptions that affect the
application of the Bank’s accounting policies and the reported amounts of assets, liabilities, income and expenses.
Actual results may differ from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to estimates are recognised
prospectively. Information about assumptions and estimation of uncertainties that have a significant risk of resulting
in a material adjustment in the year ending 31 December 2023 are included in the notes.

Judgements

Note 19: determining methodology for incorporating forward-looking information into the measurement of
ECL, selection and approval of models used to measure ECL and the determination of significant increase in
credit risk.

Estimates

Note 19: impairment of financial instruments, determining inputs into the ECL measurement model, including
incorporation of forward-looking information, estimates of probability of default and loss given default.

With continued significant pressure on household incomes caused by rising inflation and interest rates, the
Bank has revisited the estimation of probability of default (PDs) for retail mortgage customers as well as the
macro scenarios related to the estimation of loss given default (LGDs) for the retail customers. The following
key changes have been made to the estimations.
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. The probability of default of the base case has been determined for different portfolios separately and
overall average increased from 1.84% to 1.87%. The PDs for the different macro scenarios have been
adjusted similarly. Due to low LTV of the portfolio of retail mortgage loans in Stage 1, the effect of changes

in the PDs does not materially affect the output of the ECL model.
o The macro scenario weightings for the better case, base case and worse case have remained the same as
5%, 75% and 20% in both 2022 and 2023. These scenarios do not have a significant effect on the ECL for

retail customers.

. Stress on property valuations has been estimated for different portfolios separately and the average has

been increased from 45.8% to 47.5% for the worst-case macro scenario.

A summary of LGDs, PDs and Property Stress estimations is set out below.

2023
. Through Scenario
LGDs Expansion the Cycle Stress Testing
Regulated Mortgages 6.24% 21.17% 47.15% 52.15%
Residential BTL 5.44% 18.46% 44.80% 49.80%
Other Secured Loans (Inc. Commercial BTL) 7.50% 22.40% 50.40% 55.40%
PDs Better Case Base Case Worst Scengrlo
Case Testing
Regulated Mortgages 1.18% 1.68% 2.18% 3.18%
Residential BTL 1.31% 1.81% 2.31% 3.31%
Other Secured Loans (Inc. Commercial BTL) 1.63% 2.13% 2.63% 3.63%
2022
. Through Scenario
LGDs Expansion the Cycle Stress Testing
Regulated Mortgages 6.30% 21.47% 45.20% 50.20%
Residential BTL 5.71% 19.23% 43.16% 48.16%
Other Secured Loans (Inc. Commercial BTL) 7.07% 22.07% 48.96% 53.96%
PDs Better Case Base Case Worst Scenz_mo
Case Testing
Regulated Mortgages 1.12% 1.62% 2.12% 3.12%
Residential BTL 1.22% 1.72% 2.22% 3.22%
Other Secured Loans (Inc. Commercial BTL) 1.68% 2.18% 2.68% 3.68%

The PDs for exposures to banks are estimated based on the ratings of the institutions and the increase in ECL
for bank exposures result from increase treasury exposures rather than higher default rates for the rated banks.

The total ECL provision as of 31 December 2023, amounts to £162K (2022: £222K) which may be subject to
significant risk of adjustment within the next financial year. The carrying value of assets subject to ECL risk
and related ECL provision is set out below.
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Cash and Loans and advances

2023 Cash Loans and advances to customers at
Equivalents to banks amortised cost Total
Gross Exposure 71,953 31,416 69,605 172,974
ECL Loss Allowance (20) 47) (95) (162)
Unamortised portion of loan fees - - (261) (261)
Net Carrying amount 71,933 31,369 69,249 172,551

Loans and advances

2022 Cash and to custc_Jmers at
Cash Loans and advances amortised cost Total
Equivalents to banks Restated Restated
Gross Exposure 93,294 15,588 75,851 184,733
ECL Loss Allowance (30) (95) (97) (222)
Unamortised portion of loan fees - - (554) (554)
Net Carrying amount 93,264 15,493 75,200 183,957

5. Measurement of fair values

A number of the Bank’s accounting policies and disclosures require the measurement of fair values, for both financial
and non-financial assets and liabilities.

The Bank has an established control framework with respect to the measurement of fair values.

Significant valuation issues are reported to the Bank’s Board Audit and Risk Committee.

When measuring the fair value of an asset or liability the Bank uses observable market data as far as possible. Fair
values are categorised into different levels in a fair value hierarchy based on the inputs used in the valuation techniques

as follows:

) Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities

. Level 2: inputs other than quoted prices included in Level 1 that are observable for the asset or liability, either
directly or indirectly (derived from prices)

. Level 3: inputs for the asset or liability that are not based on observable market data.

If the inputs used to measure the fair value of an asset or liability fall into different levels of the fair value hierarchy
then the fair value measurement is categorised in its entirety in the same level of the fair value hierarchy as the lowest
level input that is significant to the entire measurement.

The Bank recognises transfers between the levels of the fair value hierarchy at the end of the reporting period during
which the change has occurred.

6. Accounting Policies

a. Revenue recognition
(i) Interest income
Effective interest rate

Interest income and expense are recognised in profit or loss using the effective interest method. The ‘effective interest
rate’ is the rate that exactly discounts estimated future cash payments or receipts through the expected life of the
financial instrument to:

The gross carrying amount of the financial asset; or

The amortised cost of the financial liability.
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When calculating the effective interest rate for financial instruments other than purchased or originated credit-impaired
assets, the Bank estimates future cash flows considering all contractual terms of the financial instrument, but not ECL.

The calculation of the effective interest rate includes transaction costs and fees paid or received that are an integral part
of the effective interest rate. Transaction costs include incremental costs that are directly attributable to the acquisition
or issue of a financial asset or financial liability.

Amortised cost and gross carrying amount

The ‘amortised cost’ of a financial asset or financial liability is the amount at which the financial asset or financial
liability is measured on initial recognition minus the principal repayments, plus or minus the cumulative amortisation
using the effective interest method of any difference between that initial amount and the maturity amount and, for
financial assets, adjusted for any expected credit loss allowance.

The ‘gross carrying amount of a financial asset’ is the amortised cost of a financial asset before adjusting for any
expected credit loss allowance.

Calculation of interest income and expense

The effective interest rate of a financial asset or financial liability is calculated on initial recognition of a financial asset
or a financial liability. In calculating interest income and expense, the effective interest rate is applied to the gross
carrying amount of the asset (when the asset is not credit-impaired) or to the amortised cost of the liability. The effective
interest rate is revised as a result of periodic re-estimation of cash flows of floating rate instruments to reflect
movements in market rates of interest. However, for financial assets that have become credit-impaired subsequent to
initial recognition, interest income is calculated by applying the effective interest rate to the amortised cost of the
financial asset. If the asset is no longer credit-impaired, then the calculation of interest income reverts to the gross basis.

Presentation

Interest income calculated using the effective interest method presented in the statement of profit or loss and OCI
includes:

- interest on financial assets and financial liabilities measured at amortised cost;
- interest on debt instruments measured at FVOCI.

Interest expense presented in the statement of profit or loss and OCI includes:

- financial liabilities measured at amortised cost.

(ii) Rendering of services and commissions

Fees that are an integral part of generating an involvement with a resulting financial instrument together with the related
direct costs are deferred and recognised using an alternative method that has a high correlation with the effective interest
rate method.

If a specific lending arrangement is entered into, the administration fee received is deferred based on the expected life
of the asset. If the commitment expires without making the loan, the fee is recognised as revenue on expiry. If it is
unlikely that a specific lending arrangement will be entered into, the commitment fee is recognised as revenue on a
time proportion basis over the commitment period.

Estimating the expected life of the loan assets is significant in determining the recognition of administration fee income.
The average loan life is estimated to be 36 months.

Fees earned for banking services provided are recognised as revenue as the services are provided.

Fee and commission income from contracts with customers is measured based on the consideration specified in a
contract with a customer. The Bank recognises revenue when performance obligations are met.

The Bank provides banking services to retail and corporate customers, including account management, provision of
overdraft facilities, and servicing fees. Fees for ongoing account management are charged to the customer’s account
on a monthly basis. The Bank sets the rates separately for retail and corporate banking customers in each jurisdiction
on an annual basis. Transaction-based fees for interchange and overdrafts are charged to the customer’s account when
the transaction takes place. Servicing fees are charged on a monthly basis and are based on fixed rates reviewed
annually by the Bank. Revenue from account service and servicing fees is recognised over time as the services are
provided. Revenue related to transactions is recognised at the point in time when the transaction takes place.
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Trading income
Trading income relate to:

- foreign exchange commissions earned from customer transactions and are recognised as income at the point
transactions are realised;

- dividend income declared; or
- sale of loan assets, recognised when agreement is unconditionally signed.
(iii) ~ Other operating income

Other operating income in 2022 relates to recognition of Visa Preference “A” shares issued for nil consideration. This
income is recognised based on the value of such shares measured on the date the shares are issued. Other operating
income also includes net realisable gain from repossessed property used as collateral for loans. These are recognised
as the net realisable gain after allowing for legal and selling costs of property.

b. Financial assets and financial liabilities
(i) Recognition and initial measurement

The Bank initially recognises loans and advances and deposits on the date on which they are settled. All other financial
instruments (including regular-way purchases and sales of financial assets) are recognised on the trade date, which is
the date on which the Bank becomes a party to the contractual provisions of the instrument.

A financial asset or financial liability is measured initially at fair value plus, for an item not at FVTPL, transaction
costs that are directly attributable to its acquisition or issue.

(ii) Classification
Financial assets
On initial recognition, a financial asset is classified as measured at: amortised cost; FVOCI; or FVTPL.

A financial asset is measured at amortised cost if it meets both of the following conditions and is not designated as at
FVTPL:

- The asset is held within a business model whose objective is to hold assets to collect contractual cash flows; and
- The contractual terms of the financial asset give rise on specified dates to cash flows that are solely payments
of principal and interest (SPPI).

A debt instrument is measured at FVOCI only if it meets both of the following conditions and is not designated as at
FVTPL:

- The asset is held within a business model whose objective is achieved by both collecting contractual cash flows
and selling financial assets; and
- The contractual terms of the financial asset give rise on specified dates to cash flows that are SPPI.

On initial recognition of an equity investment that is not held for trading, the Bank may irrevocably elect to present
subsequent changes in fair value in OCI. This election is made on an investment-by-investment basis.
All other financial assets are classified as measured at FVTPL.

In addition, on initial recognition, the Bank may irrevocably designate a financial asset that otherwise meets the
requirements to be measured at amortised cost or at FVOCI as at FVTPL if doing so eliminates or significantly reduces
an accounting mismatch that would otherwise arise.

Business model assessment

The Bank makes an assessment of the objective of a business model in which an asset is held at a portfolio level
because this best reflects the way the business is managed and information is provided to management.
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The information considered includes:

- The stated policies and objectives for the portfolio and the operation of those policies in practice. In particular,
whether management’s strategy focuses on earning contractual interest revenue, maintaining a particular interest rate
profile, matching the duration of the financial assets to the duration of the liabilities that are funding those assets or
realising cash flows through the sale of the assets;

- how the performance of the portfolio is evaluated and reported to the Bank’s management;

- the risks that affect the performance of the business model (and the financial assets held within that business
model) and its strategy for how those risks are managed;

- how managers of the business are compensated (e.g. whether compensation is based on the fair value of the
assets managed or the contractual cash flows collected); and

- the frequency, volume and timing of sales in prior periods, the reasons for such sales and its expectations about
future sales activity. However, information about sales activity is not considered in isolation, but as part of an overall
assessment of how the Bank’s stated objective for managing the financial assets is achieved and how cash flows are
realised.

Financial assets that are held for trading or managed and whose performance is evaluated on a fair value basis are
measured at FVTPL because they are neither held to collect contractual cash flows nor held both to collect contractual
cash flows and to sell financial assets.

Assessment of whether contractual cash flows are solely payments of principal and interest (SPPI)

For the purposes of this assessment, ‘principal’ is defined as the fair value of the financial asset on initial recognition.
‘Interest’ is defined as consideration for the time value of money and for the credit risk associated with the principal
amount outstanding during a particular period of time and for other basic lending risks and costs (e.g. liquidity risk and
administrative costs), as well as profit margin.

In assessing whether the contractual cash flows are SPPI, the Bank considers the contractual terms of the instrument.
This includes assessing whether the financial asset contains a contractual term that could change the timing or amount
of contractual cash flows such that it would not meet this condition. In making the assessment, the Bank considers:

- contingent events that would change the amount and timing of cash flows;

- leverage features;

- prepayment and extension terms;

- terms that limit the Bank’s claim to cash flows from specified assets (e.g. non-recourse loans); and
- features that modify consideration of the time value of money (e.g. periodical reset of interest rates).

Non-recourse loans

In some cases, loans made by the Bank that are secured by collateral of the borrower limit the Bank’s claim to cash
flows of the underlying collateral (non-recourse loans). The Bank applies judgment in assessing whether the non-
recourse loans meet the SPPI criterion. The Bank typically considers the following information when making this
judgement:

- whether the contractual arrangement defines the amounts and dates of the cash payments of the loan;

- the fair value of the collateral relative to the amount of the secured financial asset;

- the ability and willingness of the borrower to make contractual payments, notwithstanding a decline in the value
of collateral;

- whether the borrower is an individual or a substantive operating entity or is a special-purpose entity;

- the Bank’s risk of loss on the asset relative to a full-recourse loan;

- the extent to which the collateral represents all or a substantial portion of the borrower’s assets; and

- whether the Bank will benefit from any upside from the underlying assets.

Reclassifications

Financial assets are not reclassified subsequent to their initial recognition, except in the period after the Bank changes
its business model for managing financial assets.
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Financial liabilities

The Bank classifies its financial liabilities, other than financial guarantees and loan commitments, as measured at
amortised cost or FVTPL.

(iii)  Derecognition
Financial assets

The Bank derecognises a financial asset when the contractual rights to the cash flows from the financial asset expire,
or it transfers the rights to receive the contractual cash flows in a transaction in which substantially all of the risks and
rewards of ownership of the financial asset are transferred or in which the Bank neither transfers nor retains
substantially all of the risks and rewards of ownership and it does not retain control of the financial asset.

On derecognition of a financial asset, the difference between the carrying amount of the asset (or the carrying amount
allocated to the portion of the asset derecognised) and the sum of the consideration received (including any new asset
obtained less any new liability assumed) and any cumulative gain or loss that had been recognised in OCI is recognised
in profit or loss.

Any cumulative gain/loss recognised in OCI in respect of equity investment securities designated as at FVOCI is not
recognised in profit or loss on derecognition of such securities. Any interest in transferred financial assets that qualify
for derecognition that is created or retained by the Bank is recognised as a separate asset or liability.

Financial liabilities

The Bank derecognises a financial liability when its contractual obligations are discharged or cancelled, or expire.
(ivy  Modifications of financial assets and financial liabilities

Financial assets

If the terms of a financial asset are modified then the Bank evaluates whether the cash flows of the modified asset are
substantially different.

If the cash flows are substantially different then the contractual rights to cash flows from the original financial asset
are deemed to have expired. In this case, the original financial asset is derecognised (see (iii)) and a new financial asset
is recognised at fair value plus any eligible transaction costs. Any fees received as part of the modification are accounted
for as follows:

- fees that are considered in determining the fair value of the new asset and fees that represent reimbursement of
eligible transaction costs are included in the initial measurement of the asset; and
- other fees are included in profit or loss as part of the gain or loss on derecognition.

If cash flows are modified when the borrower is in financial difficulties, then the objective of the modification is usually
to maximise recovery of the original contractual terms rather than to originate a new asset with substantially different
terms.

If the modification of a financial asset measured at amortised cost or FVOCI does not result in derecognition of the
financial asset the Bank first recalculates the gross carrying amount of the financial asset using the original effective
interest rate of the asset and recognises the resulting adjustment as a modification gain or loss in profit or loss. For
floating-rate financial assets, the original effective interest rate used to calculate the modification gain or loss is adjusted
to reflect current market terms at the time of the modification. Any costs or fees incurred as part of the modification
adjust the gross carrying amount of the modified financial asset and are amortised over the remaining term of the
modified financial asset.

If such a modification is carried out because of financial difficulties of the borrower then the gain or loss is presented
together with impairment losses. In other cases, it is presented as interest income calculated using the effective interest
rate method.
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Financial liabilities

The Bank derecognises a financial liability when its terms are modified and the cash flows of the modified liability are
substantially different. In this case, a new financial liability based on the modified terms is recognised at fair value.
The difference between the carrying amount of the financial liability derecognised and consideration paid is recognised
in profit or loss. Consideration paid includes non-financial assets transferred, if any, and the assumption of liabilities,
including the new modified financial liability.

If the modification of a financial liability is not accounted for as derecognition, then the amortised cost of the liability
is recalculated by discounting the modified cash flows at the original effective interest rate and the resulting gain or
loss is recognised in profit or loss. For floating-rate financial liabilities, the original effective interest rate used to
calculate the modification gain or loss is adjusted to reflect current market terms at the time of the modification. Any
third party costs and fees incurred are recognised as an adjustment to the carrying amount of the liability and amortised
over the remaining term of the modified financial liability by re-computing the effective interest rate on the instrument.

) Offsetting

Financial assets and financial liabilities are offset and the net amount presented in the statement of financial position
when, and only when, the Bank currently has a legally enforceable right to set off the amounts and it intends either to
settle them on a net basis or to realise the asset and settle the liability simultaneously.

Income and expenses are presented on a net basis only when permitted under IFRS, or for gains and losses arising from
a Bank of similar transactions such as in the Bank’s trading activity.

(vj)  Fair value measurement

‘Fair value’ is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date in the principal or, in its absence, the most advantageous market
to which the Bank has access at that date. The fair value of a liability reflects its non-performance risk.

When one is available, the Bank measures the fair value of an instrument using the quoted price in an active market for
that instrument. A market is regarded as ‘active’ if transactions for the asset or liability take place with sufficient
frequency and volume to provide pricing information on an ongoing basis.

If there is no quoted price in an active market, then the Bank uses valuation techniques that maximise the use of relevant
observable inputs and minimise the use of unobservable inputs. The chosen valuation technique incorporates all of the
factors that market participants would take into account in pricing a transaction.

The best evidence of the fair value of a financial instrument on initial recognition is normally the transaction price —
i.e. the fair value of the consideration given or received. If the Bank determines that the fair value on initial recognition
differs from the transaction price and the fair value is evidenced neither by a quoted price in an active market for an
identical asset or liability nor based on a valuation technique for which any unobservable inputs are judged to be
insignificant in relation to the measurement, then the financial instrument is initially measured at fair value, adjusted
to defer the difference between the fair value on initial recognition and the transaction price. Subsequently, that
difference is recognised in profit or loss on an appropriate basis over the life of the instrument but no later than when
the valuation is wholly supported by observable market data or the transaction is closed out.

The fair value of a financial liability with a demand feature (e.g. a demand deposit) is not less than the amount payable
on demand, discounted from the first date on which the amount could be required to be paid.

The Bank recognises transfers between levels of the fair value hierarchy as of the end of the reporting period during
which the change has occurred.

(vii)  Impairment of financial assets
The Bank recognises loss allowances for ECL on the following financial instruments that are not measured at FVTPL:

- financial assets that are debt instruments;
- financial guarantee contracts issued; and
- loan commitments issued.

No impairment loss is recognised on equity investments.
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The Bank measures loss allowances at an amount equal to lifetime ECL, except for the following, for which they are
measured as 12-month ECL:

- debt investment securities that are determined to have low credit risk at the reporting date; and
- other financial instruments (other than lease receivables) on which credit risk has not increased significantly
since their initial recognition

The Bank considers a debt investment security to have low credit risk when its credit risk rating is equivalent to the
globally understood definition of ‘investment grade’. The Bank does not apply the low credit risk exemption to any
other financial instruments.

12-month ECL is the portion of ECL that results from default events on a financial instrument that are possible within
the 12 months after the reporting date. Financial instruments for which a 12-month ECL is recognised are referred to
as ‘Stage 1 financial instruments’.

Lifetime ECL is the ECL that results from all possible default events over the expected life of the financial instrument.
Financial instruments for which a lifetime ECL is recognised but which are not credit-impaired are referred to as ‘Stage
2 financial instruments’.

Measurement of ECL

ECL is a probability-weighted estimate of credit losses. They are measured as follows:

- Financial assets that are not credit-impaired at the reporting date: as the present value of all cash shortfalls (i.e.
the difference between the cash flows due to the entity in accordance with the contract and the cash flows that the Bank
expects to receive);

- Financial assets that are credit-impaired at the reporting date: as the difference between the gross carrying
amount and the present value of estimated future cash flows;

- Undrawn loan commitments: as the present value of the difference between the contractual cash flows that are
due to the Bank if the commitment is drawn down and the cash flows that the Bank expects to receive; and

- Financial guarantee contracts: the expected payments to reimburse the holder less any amounts that the Bank
expects to recover.

Credit-impaired financial assets

At each reporting date, the Bank assesses whether financial assets carried at amortised cost and debt financial assets
carried at FVOCI are credit-impaired (referred to as ‘Stage 3 financial assets’). A financial asset is ‘credit-impaired’
when one or more events that have a detrimental impact on the estimated future cash flows of the financial asset have
occurred. Stage 3 exposures are credit-impaired assets and they are also categorised as exposures in default or vice
Versa.

Evidence that a financial asset is credit-impaired includes the following observable data:

- significant financial difficulty of the borrower or issuer;

- a breach of contract such as a default or past due event;

- the restructuring of a loan or advance by the Bank on terms that the Bank would not consider otherwise;
- it is becoming probable that the borrower will enter bankruptcy or other financial reorganisation; or

- the disappearance of an active market for a security because of financial difficulties.

A loan that has been renegotiated due to deterioration in the borrower’s condition is usually considered to be credit-
impaired unless there is evidence that the risk of not receiving contractual cash flows has reduced significantly and
there are no other indicators of impairment.

The definition of default for internal credit risk management purposes, the accounting definition of default and the
regulatory definition of default are consistent. The definition of default is where a retail loan is overdue for 90 days.

A 3-month probation period is applied to a defaulted stage 3 account. If a customer is in default and ceases to fulfil any
of the stage 3 criteria, then the default flag shall not be removed until 3 months of consecutive non-default behaviour
is observed.
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Stage 2 Staging criteria indicate a significant increase in credit risk from the date of loan origination and include the
following:

« Covenant breach

For Stage 2 accounts, where the risk that manifested to warrant allocation to Stage 2 has receded, the account can be
reclassified as Stage 1 after a two-month period of satisfactory performance. Satisfactory performance means there has
been no payment default and the exposure has operated within covenants.

Presentation of allowance for ECL in the statement of financial position

Loss allowances for ECL are presented in the statement of financial position as follows:

- financial assets measured at amortised cost: as a deduction from the gross carrying amount of the assets;

- loan commitments and financial guarantee contracts: as a deduction from the carrying amount of loans and
advances;

- where a financial instrument includes both a drawn and an undrawn component, and the Bank cannot identify
the ECL on the loan commitment component separately from those on the drawn component: the Bank presents
a combined loss allowance for both components. The combined amount is presented as a deduction from the
gross carrying amount of the drawn component. Any excess of the loss allowance over the gross amount of the
drawn component is presented as a provision; and

- debt instruments measured at FVOCI: no loss allowance is recognised in the statement of financial position
because the carrying amount of these assets is their fair value. However, the loss allowance is disclosed and is
recognised in the fair value reserve.

Write-off

Loans and debt securities are written off (either partially or in full) when there is no reasonable expectation of
recovering a financial asset in its entirety or a portion thereof. This is generally the case when the Bank determines that
the borrower does not have assets or sources of income that could generate sufficient cash flows to repay the amounts
subject to the write-off. This assessment is carried out at the individual asset level.

Recoveries of amounts previously written off are included in ‘impairment losses on financial instruments’ in the
statement of profit or loss and OCI.

Financial assets that are written off could still be subject to enforcement activities in order to comply with the Bank’s
procedures for recovery of amounts due.

c. Loans and advances

‘Loans and advances’ captions in the statement of financial position include:

- Loans and advances measured at amortised cost; they are initially measured at fair value plus incremental direct
transaction costs, and subsequently at their amortised cost using the effective interest method.

d. Investment securities

The ‘investment securities’ caption in the statement of financial position includes:

- Equity investment securities designated as at FVOCI.

The Bank elects to present in OCI changes in the fair value of certain investments in equity instruments that are not
held for trading. The election is made on an instrument-by-instrument basis on initial recognition and is irrevocable.
Gains and losses on such equity instruments are never reclassified to profit or loss and no impairment is recognised in
profit or loss.

Dividends are recognised in profit or loss. Cumulative gains and losses recognised in OCI are transferred to retained
earnings on disposal of an investment.

e. Pension schemes

Contributions to a defined contribution scheme are charged to profit or loss so as to reflect the amounts payable to the
pension schemes in respect of the accounting period.
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f.  Foreign currency translation

Transactions in foreign currencies are recorded at the rates ruling at the dates of the transactions. Monetary assets and
liabilities denominated in foreign currencies are retranslated at the closing rates of exchange ruling at the reporting
date. All differences arising are taken to profit or loss.

g. Derivatives

Derivative contracts consist of foreign currency swap contracts which are outstanding at the reporting date. Derivatives
are measured at fair value, with changes in the fair value recognised in the profit and loss account. The Bank does not
use derivative financial instruments for speculative or trading purposes. The Bank has not designated any of the
derivative contracts in hedging relationships for hedge accounting purposes.

h.  Property and equipment

Depreciation is provided on all property and equipment, except freehold land, at rates calculated to write off the cost,
less estimated residual value, of each asset evenly over its expected useful life, as follows:

Freehold buildings Over 50 years

Fixtures, fittings and equipment 5% to 20%

Right-of-use assets — IT equipment 20%

Right-of-use assets — branch network Individual Lease Terms 2-5 years
Motor vehicle 20%

The accounting policy for freehold land and buildings is to revalue to market value every three years unless there is
evidence that the value has changed materially. Please see Note 21 - Property and Equipment.

i.  Current and deferred taxation

Current tax including UK corporation tax is provided at amounts expected to be paid (or recovered) using the tax rates
and laws that have been enacted or substantively enacted by the reporting date.

Deferred tax is the tax expected to be payable or recoverable on differences between the carrying amounts of assets
and liabilities in the financial statements and the corresponding tax bases used in the computation of taxable profit, and
is accounted for using the liability method. Deferred tax liabilities are generally recognised for all taxable temporary
differences and deferred tax assets are recognised to the extent that it is probable that taxable profits will be available
against which deductible temporary differences can be utilised.

Deferred tax is calculated at the tax rates that are expected to apply in the period when the liability is settled or the asset
is realised based on tax laws and rates that have been enacted at the reporting date.

Deferred tax assets and liabilities are offset when there is a legally enforceable right to set off current tax assets against
current tax liabilities and when they relate to income taxes levied by the same taxation authority and the Group intends
to settle its current tax assets and liabilities on a net basis.

j.  Leases

The Bank as a lessee

For any new contract the Bank considers whether a contract is or contains a lease. A lease is defined as ‘a contract, or
part of a contract, that conveys the right to use an asset (the underlying asset) for a period of time in exchange for
consideration’.

To apply this definition the Bank assesses whether the contract meets three key evaluations which are whether:

e the contract contains an identified asset, which is either explicitly identified in the contract or implicitly
specified by being identified at the time the asset is made available to the Bank;

e  the Bank has the right to obtain substantially all of the economic benefits from use of the identified asset
throughout the period of use, considering its rights within the defined scope of the contract; and

e  the Bank has the right to direct the use of the identified asset throughout the period of use.

The Bank assesses whether it has the right to direct ‘how and for what purpose’ the asset is used throughout the
period of use.
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Measurement and recognition of leases as a lessee

At lease commencement date, the Bank recognises a right-of-use asset and a lease liability on the balance sheet. The
right-of-use asset is measured at cost, which is made up of the initial measurement of the lease liability, any initial
direct costs incurred by the Bank, an estimate of any costs to dismantle and remove the asset at the end of the lease,
and any lease payments made in advance of the lease commencement date (net of any incentives received).

The Bank depreciates the right-of-use assets on a straight-line basis from the lease commencement date to the earlier
of the end of the useful life of the right-of-use asset or the end of the lease term. The Bank also assesses the right-of-
use asset for impairment when such indicators exist.

At the commencement date, the Bank measures the lease liability at the present value of the lease payments unpaid at
that date, discounted using the interest rate implicit in the lease if that rate is readily available or the Bank’s
incremental borrowing rate.

Lease payments included in the measurement of the lease liability are made up of fixed payments (including in
substance fixed), variable payments based on an index or rate, amounts expected to be payable under a residual value
guarantee and payments arising from options reasonably certain to be exercised.

Subsequent to initial measurement, the liability will be reduced for payments made and increased for interest. It is re-
measured to reflect any reassessment or modification, or if there are changes in in-substance fixed payments. When
the lease liability is re-measured, the corresponding adjustment is reflected in the right-of-use asset, or profit and loss
if the right-of-use asset is already reduced to zero.

On the statement of financial position, right-of-use assets have been included in property, plant and equipment and
lease liabilities have been included as a separate line item.

k. Intangible assets — Software licences and software purchased.

Software licences are included at cost and amortised in equal annual instalments over a period of five years which is
their estimated useful economic life. These software licence amortisations coincide with hardware depreciation over a
period of five years. Provision is made for any impairment loss. Costs relating to the core banking system, and external
costs relating to self-developed software are amortised over ten years. Costs relating to payment projects are amortised
over ten years.

I Cash and cash equivalents

Cash and cash equivalents include notes and coins on hand, unrestricted balances held with central banks and highly
liquid financial assets with original maturities of three months or less from the date of acquisition that are subject to an
insignificant risk of changes in their fair value and are used by the Bank in the management of its short-term
commitments. Cash and cash equivalents are carried at amortised cost in the statement of financial position.

m. Other Assets

Properties repossessed to recover receivable from loans and advances are classified as other assets and measured at the
net realisable value after allowing for legal and selling costs of property.
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7. Net interest income

Interest income
Cash and cash equivalents

Loans and advances to banks
Loans and advances to customers
Debt securities

Total interest income

Interest expense
Deposits from banks
Deposits from customers
Total interest expense

Net interest income

8. Net fee and commission income

Major Service Lines

Remittances

Account charges

Total fee and commission income from contracts with customers
Fee and commission expense

Net fee and commission income

9. Trading income and Other Operating Income

Trading Income
Dividends from Visa Shares

Profit on sale of loans to related party
Net foreign exchange gain
Total trading income

2023 2022
Restated

£°000 £°000
4,105 926
1,338 759
5,732 4,553
1,236 645
12,411 6,883
(567) (73)
(2,005) (578)
(2,572) (651)
9,839 6,232
2022

2023 Restated
£000 £000
241 241
422 428
663 669
(146) (157)
517 512
2023 2022
£000 £000
10 24

209 16
190 106
409 146
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2023 2022
Other Operating Income £000 £000
"A" preference shares issued by Visa - 383
Total other operating income - 383

Visa made “Conversion Adjustments” to the Class A Common Equivalent Numbers separately for the B and C Series
Preferred Stock in 2022. On the deposit date, Visa’s transfer agent, EQ Sharcowner Services, deposited Series A
Preferred Stock as stock dividend proportional to the release amounts into the account for the stockholders based on
their ownership as of the record date.

As described in the Certificates of Designations, the number of shares of Series A Preferred Stock issued to each holder
was equal to the Liability Coverage Reduction Amount divided by the number of shares of the applicable series of
Preferred Stock then outstanding divided by the per-share Fair Market Value of the Class A Common Stock as of July
05, 2022, divided by 100. After the issuance of Series A Preferred Stock, the Class A Common Equivalent Numbers
for each series of Preferred Stock were commensurately reduced to reflect the Conversion Adjustments that took place.

As a result of these transactions TBUK was given as a stock dividend 22 Visa A preference shares on 29 July 2022.
These shares were valued at £383,000 using the Visa common stock share prices and booked as other operating income.
From 29 July 2022 any change in the value of these shares is booked through other comprehensive income.

10. Personnel expenses

2023 2022
£000 £000

Personnel expenses during the year (including Directors)

Wages and salaries 3,078 2,459
Social security costs 344 278
Pension costs 110 88
Other staff costs 93 68
Total personnel expense 3,625 2,893

The average monthly number of employees during the year was made up as follows:

2023 2022

No. No.

Commercial banking activities 67 54
Directors’ remuneration during the year consisted of:

2023 2022

£000 £000

Emoluments 437 350

The emoluments of the highest paid Director were £133,545 (2022: £109,476). Total pensions contributions for the
Directors and the pension contribution for the highest paid Director were £2,632 and £1,755 respectively (2022: £1,761
and £1,761 respectively).

The Bank operates a stakeholder pension arrangement, whereby the staff contribute, and the Bank makes a contribution
with reference to current National Insurance rates.
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11. ECL release / (charge) on financial instruments

ECL release / (charge) for the year
Net ECL release / (charge)

12. Profit on ordinary activities before taxation

Profit is stated after charging / (crediting):

Foreign currency gains

Depreciation and amortisation

Fees payable to the Bank’s auditor
Audit of the Bank’s annual accounts
Audit-related service fee

The Bank does not have short term leases.

13. Income Taxes

Tax paid in respect of current year

Tax recoverable from prior years

United Kingdom corporation tax at 23.50% (2022: 19.00%) based on taxable profit
Current taxation liability

United Kingdom corporation tax at 23.50% (2022: 19.00%) based on taxable profit
Adjustment in respect of prior years

Usage of deferred tax asset from tax losses

Total current tax

Deferred tax
Current year movement

2023 2022
£000  £000
60  (128)
60  (128)
2023 2022
£000  £000
(190) (106)
449 526
205 159
15 -
2023 2022
£2000 £000
(669) -
(73)
922 -
180 -
922 -
11 -
(86)
847 -
34 330

Deferred tax asset and liabilities have been calculated at 25% in 2023 (2022: 23.5% for deferred tax asset and 25%

for liabilities) of the temporary differences.

The UK corporation tax rate increased from 19% to 25% from 1 April 2023. The deferred tax assets and liabilities in
2022 have been calculated depending on the expected realisation. 25% is used uniformly for 2023 deferred tax asset

and liabilities.

The current tax charge for the year can be reconciled to the standard rate of corporation tax at 23.5% (2022: 19%) as

explained below:
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13. Income Taxes (Continued)

Current Tax:

Profit on ordinary activities before tax

Tax at 23.50% (2022: 19.00%) thereon

Depreciation (in excess) / lower of capital allowances
Non-taxable income items

Non-deductible expense items

Prior Year Tax Adjustment

Decrease in deferred tax asset on tax losses

Total current tax charge

Deferred tax:

Effect of rate change in deferred tax, 23.5% for deferred tax assets (2021 - 21.9%)
Current year movement

Total Deferred Tax Charge

Income tax charge for the year

14. Cash and Cash Equivalents

Cash held at branches

Deposits at the Bank of England

On demand from other banks

Within three months from other banks
ECL Allowance

Total

All gross exposures in cash and cash equivalents are Stage 1 exposures both in 2022 and 2023.

2023 2022
£000  £000
3721 1,470

874 279
(8) 32
@ @7
58 -
11 (47)

(86) (187)

847 -

- (6)

34 336
34 330
881 330
2023 2022
£000  £000

478 472

39,871 55,464

21,940 30,609
9,664 6,749

(200  (30)

71,933 93,264

Included within cash and cash equivalents is an amount of £3,030K in respect balances placed with Group companies
(2022: £54K). The interest received from Group companies during the year was £19K (2022: £1K).

Geographical analysis of cash and cash equivalents is as follows:

UK:

Cash held at branches

Deposits at the Bank of England
On demand from other banks

Outside UK:
On demand from other banks

Within three months from other banks

2023 2022
£000 £°000
478 472
39,871 55,464
9,063 6,134
12,877 24,475
9,644 6,719
71,933 93,264
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14. Cash and Cash Equivalents (Continued)
By Credit Rating:

2023 2022
£000 £000
Cash held at branches 478 472
AA-to AAA 58,219 86,308
B 4,508 6,222
Not rated 8,728 262
Total 71,933 93,264
15. Financial assets and financial liabilities
See accounting policies in Note 6.
(i) The following table provides reconciliation between line items in the statement of financial position and categories of
financial instruments.
31 December 2023 £'000 £'000 £'000 £'000
Financial Assets Note Mi?iiﬁg'{ Fv?n(;:;uﬁ:r']té Amortcl:s(;esdt car:;itnagI
amount
Cash and cash equivalents 14 - - 71,933 71,933
Loans and advances to banks 16 - - 31,369 31,369
Loans and advances to customers 17 - - 69,249 69,249
Investment securities — equity 19 - 1,631 - 1,631
Total financial assets - 1,631 172,551 174,182
Financial Liabilities Note
Deposits from banks 23 - - 10,894 10,894
Deposits from customers 24 - - 141,429 141,429
Derivative liabilities 36 40 - - 40
Total financial liabilities 40 - 152,323 152,363
31 December 2022 £'000 £'000 £000  £000
Fi . Mandatorily FVOCI- equity Amortised To_tal
inancial Assets Note at EVTPL. instruments Cost Carrying
amount
Cash and cash equivalents 14 - - 93,264 93,264
Loans and advances to banks 16 - - 15,493 15,493
Loans and advances to customers 17 - - 75,200 75,200
Derivative assets 36 182 - - 182
Investment securities — equity 19 - 1,380 - 1,380
Total financial assets 182 1,380 183,957 185,519
Financial Liabilities Note
Deposits from banks 23 - - 13,047 13,047
Deposits from customers 24 - - 154,342 154,342
Total financial liabilities - - 167,389 167,389

41



Turkish Bank (UK) Limited
Annual Report and Financial Statements 2023

Notes to the accounts
For the year ended 31 December 2023

Certain debt securities are held by the Bank Central Treasury in a separate portfolio for long-term yield. These securities may be
sold, but such sales are exceptional. The Bank considers that these securities are held within a business model whose objective is to
hold assets to collect the contractual cash flows. These assets are classified as measured at amortised cost under IFRS 9.

Certain equity investments held by the Bank for strategic purposes have been designated under IFRS 9 at FVOCI.
16. Loans and advances to banks

2023 2022
£000 £000
Loans to Turkish banks original maturity less than and equal to one year 2,356 1,661
Bonds original maturity less than and equal to one year 29,060 13,927
ECL allowance 47) (95)

31,369 15,493

17. Loans and advances to customers

2023 Restiggg
£000 £000
Loans are repayable as follows:
On demand 2,547 4,533
Within three months 2,968 773
Between three months and one year 2,986 5,339
Between one and five years 47,147 51,631
Five years or more 13,957 13,575
Unamortised portion of loan fees (261) (554)
ECL Allowance
Specific (35) (35)
Collective (60) (62)

69,249 75,200

Loans and advances are classified as non-performing if repayments are not made within 90 days of the due date.
Non-performing loans and advances totalled £1,020,530 at the year-end (2022: £2,074,195). Such loans are subject
to Stage 3 impairment.

Loans and advances to customers includes £962,029 (2022: £2,014,445) which has been in the watch list Stage 3 but
no ECL provision was made against them. The following information is given in respect of the nature and type of
loans and advances to customers:
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2023
Fixed Rate Loan Floating Rate Loan Total
£000 £°000 £000
Secured Unsecured Secured Unsecured

Overdraft - - 2,526 22 2,548
Fixed term

- Retail 500 - 49,304 25 49,829

- Corporation - - 17,216 12 17,228

500 - 69,046 59 69,605

ECL Allowance - - (60) (35) (95)

Unamortised portion of loan fees - - (261) - (261)

500 - 68,725 24 69,249

2022
Restated
Fixed Rate Loan Floating Rate Loan Total
£000 £000 £000
Secured Unsecured Secured Unsecured

Overdraft - - 3,581 952 4,533
Fixed term

- Retail 585 - 51,773 29 52,387

- Corporation - - 18,913 18 18,931

585 - 74,267 999 75,851

ECL Allowance - - - 97) 97)

Unamortised portion of loan fees - - (554) - (554)

585 - 73,713 902 75,200

The following information is given in respect of origin and currency of loans and advances.

2023 2022

Restated

£000 £000

UK 43,128 44,603
Non-UK:

- Turkey 24,195 28,677

- Others 2,187 2,474

Unamortised portion of loan fees (261) (554)

Total 69,249 75,200

All loans and advances to customers are denominated in pound sterling.
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18. Provisions for impairment losses

The following table shows reconciliations from the opening to the closing balance of the loss allowance.

Loss allowance 2023 £°000 2022 £°000
Stagi Stag; Stagg Total Stagi Stagg Stagg Total
Balance at 1 January 165 - 57 222 40 - 54 94
Net re-measurement of loss allowance  (15) 2 11 2 - - 3 3
Derecognition of loans and advances (137) - (1) (138) (8) - - (8)
New Financial Assets 80 - - 80 133 - - 133
Balance at 31 December 93 2 67 162 165 - 57 222

The movement in the ECL provision by asset class is provided below;

2023 2022 Change
£000 £000 £000
Cash and cash Equivalents 20 30 (10)
Loans to banks 47 95 (48)
Loans to customers 81 88 @)
Commitments 14 9 5
Total ECL 162 222 (60)

Inputs, assumptions and techniques used for estimating impairment

See accounting policy in Note 6.
Measurement of ECL
The key inputs into the measurement of ECL are the term structure of the following variables:

e  Probability of default (PD);
e  Loss given default (LGD); and
e  Exposure at default (EAD).

ECL for exposures in Stage 1 is calculated by multiplying the 12-month PD by LGD and EAD. Lifetime ECL is
calculated by multiplying the lifetime PD by LGD and EAD.

LGD is the magnitude of the likely loss if there is a default. The Bank estimates LGD parameters based on the history
of recovery rates of claims against defaulted counterparties. The LGD models consider the structure, collateral,
seniority of the claim, counterparty industry and recovery costs of any collateral that is integral to the financial asset.
For loans secured by retail property, LTV ratios are a key parameter in determining LGD. LGD estimates are
recalibrated for different economic scenarios and, for real estate lending, to reflect possible changes in property prices.

EAD represents the expected exposure in the event of a default. The Bank derives the EAD from the current exposure
to the counterparty and potential changes to the current amount allowed under the contract and arising from
amortisation. The EAD of a financial asset is its gross carrying amount at the time of default. For lending commitments,
the EADs are potential future amounts that may be drawn under the contract, which are estimated based on historical
observations and forward-looking forecasts.

The Bank uses a maximum of a 12-month PD for Stage 1 financial assets. For Stage 2 and Stage 3 financial assets, the
Bank measures ECL considering the risk of default over the maximum contractual period (including any borrower’s
extension options) over which it is exposed to credit risk, even if, for credit risk management purposes, the Bank
considers a longer period. The maximum contractual period extends to the date at which the Bank has the right to
require repayment of an advance or terminate a loan commitment or guarantee.
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For portfolios in respect of which the Bank has limited historical data, external benchmark information such as Moody’s
Default Rates and Loss Recovery Rates are used to supplement the internally available data. The portfolios for which
external benchmark information represents a significant input into measurement of PD and ECL are as follows:

e Corporate Loans;
e Loans to Banks; and
o Money Market Deposits to Banks.

The Bank considers three macro scenarios with accompanying PD and LGDs and arrives at the ECL based on the
weighted average of the three scenarios with attached probabilities. For these scenarios, the LGD for mortgage
portfolio is based on the assumptions about the following variables:

Costs of recovery;

Costs of repossession;

Recovery period;

Property haircuts pertinent to the macro scenario;

Forced sale discounts relevant to the property type;

Any expected valuation declines over recovery period; and
Discount rate EIR.

The summary of the key probability of default and loss given default assumptions compared to 2022 are as follows:

Average

Probability of Average Weighted ECL
Default For Collateral ECL Scenario Provision
Loans Stress  provision Weighting Base Case

2023
Better Case 1.37% 6% 126,193 5% 6,310
Base Case 1.87% 21% 126,362 75% 94,772
Worst Case 2.37% 47% 304,602 20% 60,920
Total ECL Provision 100% 162,002

2022
Better Case 1.34% 6% 196,318 5% 9,816
Base Case 1.84% 21% 201,003 75% 150,752
Worst Case 2.34% 46% 306,224 20% 61,245
Total ECL Provision 100% 221,813
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The ECL analysis for exposures secured by property is as follows, excluding cash backed loans and unsecured loans.

2023 2022
LTV Band Exposure Average LTV ECL Total Exposure Average LTV ECL Total
Less than 50% 44,582 31.18% 1 46,415 31.39% -
50% to 59% 14,940 54.04% 13 17,682 54.34% 3
60% to 69% 8,271 62.78% 7 8,582 63.12% 7
70% to 79% - - - 1,330 70.00% 1
Total 67,793 40.07% 21 74,009 38.47% 11

The exposures set out in the table above are before reflecting unamortised portion of loan fees in 2023 of £261K (2022:
£554K)

Significant increase in credit risk

When determining whether the risk of default on a financial instrument has increased significantly since initial
recognition, the Bank considers reasonable and supportable information that is relevant and available without undue
cost or effort.

The Bank has not experienced significant losses in the past and has a very highly collateralised loan portfolio with very
low loan-to-value. Loans with less than 30 days overdue are classified as Stage 1, 30-90 days are classified as Stage 2
and over 90 days are classified as Stage 3. The methodology of estimating the PDs and LGDs is provided above and
in Note 6.

Accounts that are in excess of agreed limits are discussed at the monthly care lending meetings and escalated to the
Credit Committee if appropriate. Provision is made on the advice of Credit Committee if an exposure is deemed to be
at risk of non-recovery. All the provisions are approved by the Board of Directors.

19. Investment securities

2023 2022
Share_ln Share in
Visa .
Visa Inc.
Inc.
£000 £000
Preference Shares in Visa Inc. / Visa Europe 1,631 1,380

During 2016 there was a reorganisation of the Visa network which included the sale of Visa Europe to Visa Inc. As a
result the Bank received 743 preference shares valued at £325,000 at the time of the transaction. The investment in
securities is treated as FVOCI. The bank revalues these shares through other comprehensive income.

In 2020 and 2022, Visa made “Conversion Adjustments” to the Class A Common Equivalent Numbers separately for
the B and C Series Preferred Stock. On the deposit date, Visa’s transfer agent, EQ Shareowner Services, deposited
Series A Preferred Stock proportional to the release amounts into the account for the stockholders based on their
ownership as of the record date.

As described in the Certificates of Designations, the number of shares of Series A Preferred Stock issued to each holder
was equal to the Liability Coverage Reduction Amount divided by the number of shares of the applicable series of
Preferred Stock then outstanding divided by the per-share Fair Market Value of the Class A Common Stock as of 21
June 2020 and 5 July 2022, divided by 100. After the issuance of Series A Preferred Stock, the Class A Common
Equivalent Numbers for each series of Preferred Stock were commensurately reduced to reflect the Conversion
Adjustments that took place.

As a result of these transactions TBUK was given as a stock dividend 69 Visa A preference shares.
As a result TBUK holds the following shares in Visa.
69 “A” Preference shares valued at £1,122,000 at the time of issuance on 24 September 2020 and 29 July 2022.

743 “B” Preference shares valued at £325,000 at the time of the original transaction in 2016.
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Analysis by currency of origin is as follows:

2023
Origin of investment securities uUsD Total
$°000 £000
USA 2,077 1,631
Total 2,077 1,631

20. Intangible fixed assets

Computer software

Cost

At 1 January
Additions

At 31 December

Amortisation

At 1 January
Charge for the year
At 31 December

Net book value
At 31 December

2022

usD Total
$°000 £000
1,662 1,380
1,662 1,380

2023 2022

£°000 £°000

4,167 3,699

68 468

4,235 4,167

3,063 2,853

188 210

3,251 3,063

984 1,104

The intangible fixed assets comprise software purchased, and external costs relating to developed systems. The
additions represent extension of the banking software license and other purchased software licenses. Payment project
costs as well as the licence for the core banking system are being amortised over 10 years. Other software is amortised

over 5 years.

Of the additions to intangible assets in 2022, £425K relating to software license extension for 10 years, has been paid
in January 2023 and is included in other liabilities at 31 December 2022. Please see Note 25.
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21. Property and equipment

Erechold Right of Right of Figtgres,
land and Use Assets Use Assets fittings, Total
buildings Branch ' Lease _ and
Network  Equipment equipment
£000 £000 £000 £000 £000
At 1 January 2023 8,462 222 399 3,034 12,117
Additions - - 40 186 226
Disposals - - (399) - (399)
Revaluation 94 - - - 94
At 31 December 2023 8,556 222 40 3,220 12,038
Depreciation
At 1 January 2023 781 139 399 2,814 4,133
Charge for the year 154 36 6 65 261
Disposals - - (399) - (399)
At 31 December 2023 935 175 6 2,879 3,995
Net book value
At 31 December 2023 7,621 47 34 341 8,043
At 31 December 2022 7,681 83 - 220 7,984

The land and buildings are occupied by the Bank for its own activities. Freehold land and buildings are revalued to
fair value as at 31 December 2023 and 31 December 2022.

The Bank conducted a full professional valuation by London’s Surveyors & Valuers Ltd, a chartered surveyor external
to the Bank, in January 2024 which resulted in an increase in net book value of £94K, which has been reflected in these
financial statements. The Bank had received a valuation update in January 2023 as well from the same chartered
surveyor which had resulted in an increase in net book value of £584K which had been reflected in financial statements
in 2022.

The hierarchy of the fair value measurement is Level 3.

The carrying value of freehold buildings if they were carried at historical cost would be £2,106K (net of depreciation)
(2022: £2,157K). Itis intended to next revalue these assets as at 31 December 2025.

Branch Network refers to a single lease contract for one branch location, which has a remaining contract length of one
year and three months.
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22. Other assets

2023 2022
£000 £000
Items in the course of collection 361 229
Prepayments 450 487
Interest and business charge accruals 773 391
Other assets 246 200
1,830 1,307
Items in the course of collection relate to Faster Payments in transit.
Other assets include accrued interest income and business charges.
23. Deposits from banks
2023 2022

£000 £000

Deposits from banks are repayable as follows:

On demand
- Group 9,367 12,282
- Non-Group Vostro Accounts 1,527 765

10,894 13,047

The interest paid to Group companies during the year was £ 599K (2022: £85K).
All bank deposits mature the next day. Geographical analysis of deposit by banks is as follows:

2023 2022
£000 £000

Outside UK:
On current account 10,894 13,047

10,894 13,047

24. Deposits from customers

2023 2022
£000 £000

Customer deposits are repayable as follows:

On demand 80,860 93,713
Within three months 35,820 38,801
Between three months and one year 24,000 20,499
Between one year and five years 749 1,329

141,429 154,342
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The following information is given in respect of the nature and type of customer deposits:

2023 2022
£000 £000
Fixed Floating Fixed Floating
rate rate Total rate rate Total
interest interest interest  interest
Current account - 58,286 58,286 - 72,064 72,064
Deposit account - 22,574 22,574 - 21,649 21,649
Fixed deposit 60,569 - 60,569 60,629 - 60,629
60,569 80,860 141,429 60,629 93,713 154,342
The following information is given in respect of currency and origin of customer deposits:
2023 2022
£000 £000
GBP usD EUR TRY  Total GBP usD EUR TRY  Total
£000 £000 £000 £000 £000 £000 £000 £000 £000 £000
UK 26,417 5389 1,370 41 33,217 33,837 10,742 2,352 66 46,997
Turkey 43534 27,260 6,254 - 77,048 38,487 28,234 6,692 5 73418
TRNC 21,838 3,680 3,088 - 28,606 24903 2,995 3,464 - 31,362
Others 560 743 1,255 - 2,558 447 288 1,829 1 2,565
Total 92,349 37,072 11,967 41 141,429 97,674 42,259 14,337 72 154,342
TRNC is the Turkish Republic of Northern Cyprus
25. Lease liabilities and other liabilities.
2023 2022
Other Liabilities Restated
£000 £000
Other taxes and social security costs 101 82
Software license fee payable - 425
Items in the course of transmission 14 14
Other liabilities 1,640 480
Total 1,755 1,001
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Lease Liabilities

2023 2022

£000 £000

Equipment 33 -
Branch Network 48 84
Total 81 84
2023 2022

£000 £'000

Within one year 45 36
One to three years 36 48
Total 81 84

The “one to three years” portion of the lease asset relates to one lease contract which expires in April 2024.
The carrying amounts of lease liabilities and the movement during the year are provided below.

Leased Liabilities 2023 2022
£'000 £'000

Opening Balance 84 187
Additions 39 -
Interest charge 1 2
Non-cash adjustment to leases - 5)
Payment (43) (100)
Closing Balance 81 84
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26. Deferred tax liabilities

Revaluation of Fair Other short
Deferred Tax Liabilities land and valuation of term timing Total
buildings  Visashares  differences
£'000 £'000 £'000 £'000
At 1.1.2022 12 99 227 338
Charge to income - - 68 68
Charge / (credit) to comprehensive income 111 (34) 77
At 31.12.2022 123 65 295 483
Credit to income - - (52) (52)
(Credit) / charge to comprehensive income (14) 63 - 49
At 31.12.2023 109 128 243 480
Deferred
Deferred Tax Assets tax on tax
losses
£'000
At 1.1.2022 349
Charge to income (263)
At 31.12.2022 86
Charge to income (86)

At 31.12.2023 -

As per the Finance Bill 2022, the government announced that the UK corporation tax would be increasing from 19%
to 25% with effect from 1 April 2023. This was substantively enacted on 24 May 2022. The rate will be relevant for
any temporary differences that reverse on or after this date. Deferred tax and liabilities have therefore been calculated
based on the estimated time of reversal and therefore a hybrid rate has been used in 2022.

Deferred tax asset and liabilities have been calculated at 25% for 2023 (2022: 23.5% and 25% for deferred tax asset
and deferred tax liability respectively) of the timing difference. The effect of the rate change from 21.9% to 23.5% has
been to increase deferred tax asset by £4K in 2022.
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27. Called up share capital
Called up, allotted

and fully paid
2023 2022
£000 £000
12,000,000 Ordinary shares of £1 each 12,000 12,000

All shares have the same rights. There are no restrictions on the distribution of dividends and the repayment of capital
subject to regulatory capital adequacy restrictions.

28. Commitments

The amounts shown below are intended to provide an indication of the volume of business transacted and not of the
underlying credit or other risks.

2023 2022
£000 £000

Formal standby facilities, credit lines and other commitments to lend:
Less than one year 10,367 10,960
10,367 10,960

29. Assets and liabilities in foreign currencies

The aggregate amounts of assets and liabilities denominated in foreign currencies were as follows:

2023 2022

£000 £000

Assets 52,625 59,310
Liabilities 50,896 58,125

There were open foreign exchange swaps as at 31 December 2023 with net payable value of £40,420 (2022: Receivable
of £181,983).

30. Transactions with directors and managers

As at 31 December 2023 £2,227 was outstanding by way of loans to managers of the Bank (or persons connected with
them) (2022: £8,416). During the year, £4,564 (2022: £16,719) was paid back and NIL was drawn by the managers
(or persons connected to them) (2022: NIL). There were no transactions with parties related to directors in 2023 (2022:
NIL). The transactions with related parties are on standard commercial terms.

Ultimate parent company

The ultimate parent and controlling company is Ozyol Holding A.S., which is incorporated in Turkey at the registered
address:- Macka Polat Apartmani, 10 V, Alaaddin Yavasca Sokak, Istanbul. The parent company of the largest and
smallest groups of which the Bank is a member and for which consolidated accounts are prepared is Turkish Bank
Limited, incorporated in Cyprus, registered address 92 Girne Cad, Lefkosa, Cyprus. Copies of its financial statements
can be obtained from 84/86 Borough High Street, London SE1 1LN.
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31. Related party transactions

Transactions with senior managers and staff are described in Note 30. The only other related party transactions are

described below. All the transactions below were at “arm’s length” prices:

Placements with affiliated companies
Deposits from parent company
Deposits from affiliated companies
Sales of loans to affiliated companies
Profit made on sale of loans

Charges from affiliated companies

Interest received from affiliated companies

Interest paid to affiliated companies.

32. Credit Risk

2023
£000

3,030
553
8,814
34,396
209

74

19

599

2022
£000

54

533
11,749
9,205
16

30

85

Procedures are in place to identify, at an early stage, credit exposures for which there may be a risk of loss. The objective
of this early warning system is to address potential problems while various options may still be available. The Credit

Committee also takes responsibility for monitoring non-performing loans and managing loan recovery.

The following table sets out information about the credit quality of financial assets measured at amortised cost and
FVOCI investments. Unless specifically indicated, the amounts in the table for financial assets represent gross carrying
amounts. For loan commitments and financial guarantee contracts, the amounts in the table represent the amounts
committed or guaranteed, respectively. Please see definitions of defaulted and credit-impaired financial assets on page

33.

Loans and advances to banks at
amortised cost

Loss allowance

Carrying amount

Loans and advances to customers at
amortised cost

Unamortised portion of loan fees
Loss allowance

Carrying amount

Equity investment securities at
FVOCI
Loss allowance

Carrying amount

Off balance sheet Loan commitments
Loss allowance
Carrying amount

2023 2022

Restated

£000 £°000 £000 £000 £000 £000

Unamortised
Stagel Stage2 Stage3  portionof  Total Total
loan fees

31,416 - - - 31,416 15,588
(47) - - - (47) (95)
31,369 - - - 31,369 15,493
65,178 3,406 1,021 - 69,605 75,851
- - - (261) (261) (554)
(11) (2 (68) - (81) (88)
65,167 3,404 953 (261) 69,263 75,209
1,631 - - - 1,631 1,380
1,631 - - - 1,631 1,380
10,367 - - - 10,367 10,960
(14) - - - (14) ©9)
10,353 - - - 10,353 10,951
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All gross exposures in relation to loans and advances to banks, equity instruments and loan commitments have been
classed as Stage 1 exposures in both 2023 and 2022.

The analysis of the movement in the staging of exposures in relation to the gross exposures of loans and advance to
customers totalling £69,344K (2022: £75,297K) is set out below.

Stagel  Stage 2 Stage 3 Unamortised Total

Gross exposure of loans and advances £000 £000 £000 plortion of £000
oan fees
At 1.1.2023 As restated 73,368 407 2,076 (554) 75,297
Movement from Stage 1 into Stage 2 (4,064) 4,064 - - -
Movement from Stage 2 into Stage 3 - (378) 378 - -
Movement from Stage 3 into Stage 2 - 382 (382) - -
Movement from Stage 2 into Stage 1 784 (784) - - -
New loans and advances 8,708 - - - 8,708
Loans and advances redeemed in 2023 (13,163) - (976) - (14,139)
Capital repayments and other movements (455) (285) (75) - (815)
Movement in unamortised portion of loan fees - - - 293 293
At 31.12.2023 65,178 3,406 1,021 (261) 69,344

The analysis of the movement in the staging of ECL provision to loans and advance to customers totalling £95K (2022:
£97K) is set out below.

ECL of loans and advances Sf%eo(l) Sf%eog ngoeog ;8}%
At 1.1.2023 41 - 56 97
Movement from Stage 1 into Stage 2 Q) 1 - -
Movement from Stage 2 into Stage 3 - - - -
Movement from Stage 3 into Stage 2 - - - -
Movement from Stage 2 into Stage 1 - - - -
New loans and advances 3 - - 3
Loans and advances redeemed in 2023 ?3) - (D) 4)
Other movements (15) 1 13 @
At 31.12.2023 25 2 68 95

The Bank also monitors, as part of its credit risk assessment, its concentration risk in various sectors.

The Bank’s maximum exposure to credit risk at the year-end is £174 million (2022: £186 million (as restated)). Credit
risk exposure of £69 million (2022: £75 million) is secured against the first charge on properties and lien on customers’
deposits.

Collateral in the form of cash, freehold or bank guarantees are accepted by the Bank as credit risk mitigating factors.

Total Collateral held as at 31 December: 2023 2022

£000 £000
Cash 508 2,250
Freehold Properties 191,484 205,736
Total 191,992 207,986
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All collateral is held by the Bank in its original form until the debt has been repaid. The Bank holds collateral and is
permitted to sell in the event of default by the owner. Collateral of freehold properties is valued by independent
professional valuers on inception of a loan. Upon refinancing of the loan and re-mortgaging, property valuations are

kept up to date.

All the above collateral is held against the loans and advances to customers as follows:-

2023 2023 2022

Restated

Loans Collateral Loans

£2000 £2000 £000

Loans and advances to customers 69,263 191,484 75,209

2022

Collateral
£°000
205,736

The collateral value in the above table excludes the value of such collateral which the Bank may accept to manage its
risks more effectively such as second charge on assets, other liens and corporate guarantees and related support

undertakings from the borrower Bank entities.

Mortgages: The loan-to-value ratio of lending for the whole portfolio secured against property is as follows:

LTV Ratio 2023 2022

£000 £000
Less than 50% 44,582 46,415
51-70% 23,211 26,264
71-90% - 1,330
Total 67,793 74,009

The loan-to-value ratio of lending for the portfolio in Stage 3 secured against property is as follows:

LTV Ratio 2023 2022

£000 £000
Less than 50% 653 1,144
51-70% 368 930
Total 1,021 2,074

The exposures set out in the LTV ratio tables above are before reflecting unamortised portion of loan fees in 2023 of

£261K (2022: £554K).

The Bank assigns internal credit ratings to each of its counterparties. The rating structure is kept under regular review

to ensure that the ratings are appropriate.

Sectoral distribution of exposures

Individuals

Real Estate

Hotels & Restaurants

Retail & Wholesale
Construction

Other Sectors

Unamortised portion of loan fees
Total

Provision for impairment losses
Total

2023 2022
Restated

£°000 £°000
54,675 61,516
9,110 9,240
488 615
2,750 1,583
1,138 1,395
1,444 1,502
(261) (554)
69,344 75,297
(99) 97)
69,249 75,200
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The Bank’s policy on forbearance is to consider each loan on a case-by-case basis. All such cases are discussed and
approved by the Credit Committee. During the year no credit or interest was foregone.

2023

Loansand Loans and
Cash advances to advances  Investment Lending
equivalents  customers to banks securities commitments
£000 £000 £000 £000 £000
Maximum exposure to credit risk 71,953 69,605 31,416 1,631 10,367

At amortised cost
Performing 71,953 68,584 31,416 1,631 10,367
Watch list - 1,021 - - -
Unamortised portion of loan fees - (261) - - -
Total Gross amount 71,953 69,344 31,416 1,631 10,367
Impairment provisions (20) (81) 47) - (14)
Net carrying amount 71,933 69,263 31,369 1,631 10,353
2022

Restated

Loansand Loansand
Cash advances to advances  Investment Lending
equivalents  customers to banks securities commitments
£000 £000 £000 £000 £000
Maximum exposure to credit risk 93,294 75,297 15,588 1,380 10,960

At amortised cost

Performing 93,294 73,777 15,588 1,380 10,960
Watch list - 2,074 - - -
Unamortised portion of loan fees - (554) - - -
Total Gross amount 93,294 75,297 15,588 1,380 10,960
Impairment provisions (30) (88) (95) - 9)
Net carrying amount 93,264 75,209 15,493 1,380 10,951
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33. Currency and Foreign Exchange Risk

The Bank’s assets are typically funded in the same currency as that of the business transacted to minimise foreign
exchange exposure. However, the Bank does incur small open positions in various currencies resulting from the
trade related transactions handled by the Bank.

Foreign exchange risks are controlled and monitored through the limits monitored by ALCO and notified to the
PRA. The regulatory limit for foreign exchange is relatively small compared to the size of the Bank; hence the risk
generated through foreign exchange activities is not significant. End-of-day positions are marked to market
according to the IFRS and sensitivity is conducted in line with the internal market risk policy of the Bank. The intra-
day positions are managed by Treasury.

Net Net

Currency of denomination currency currency
position position

2023 2022

£000 £000

US Dollar 1,414 1,076
Euro 180 101
Turkish Lira (12) (18)
Total 1,582 1,159

The above table sets out those currency exposures that the Bank has at the year end. The amounts shown in the table
take into account the effect of any currency swaps and forward contracts entered into to manage these currency
exposures and are consistent with the position throughout the year. The disclosures include all monetary assets and
liabilities including short-term debtors and creditors. Those assets and liabilities denominated in sterling have been
excluded. For the purposes of the net currency disclosure above, sterling has been used as the Bank’s functional
currency.

A 10% movement in the exchange rates would cause £158,000 gain or a loss for the Bank (2022: £116,000)

The Bank enters into short-term foreign exchange currency swap transactions for funding purposes. These currency
swap transactions are utilised purely for economic hedging purposes. The Bank does not apply hedge accounting.

34. Interest Rate Risk

Interest rate risk is the risk that an investment value will change due to a change in the absolute level of interest rates
i.e. the spread between two rates, in the shape of the yield curve, or in any other interest rate relationship.

A substantial part of the Bank’s assets and liabilities are subject to floating rates hence are re-priced simultaneously.
However, the Bank is exposed to interest rate risk as a result of mismatches on a relatively small portion of its assets
and liabilities. The major portion related to this risk is reflected in the banking book owing to the retail activities and
investments. The overall potential impact of the mismatches on the earnings in the short-term and economic value of
the portfolio in the longer term is not material and is being managed within the tolerance limits approved by the Board.

Exposure to interest rate movements arise where there is an imbalance between rate sensitive assets and liabilities. The
tables on pages 63 and 64 reflect management’s estimate of the interest rate sensitivity gap for the Bank as at 31
December 2023 and 31 December 2022. Assets and liabilities are included at the earliest date at which the applicable
interest rate can change.
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35. Liquidity risk

The Bank is regulated in the United Kingdom by the Financial Conduct Authority (FCA) and the Prudential
Regulation Authority (PRA), which, from time-to-time, sets required liquidity mismatch parameters. The Bank
manages the liquidity structure of its assets, liabilities and commitments so that cash flows are appropriately balanced
to ensure that all funding obligations are met when due and the required mismatch parameters are not exceeded. The
policy of the Bank is to match to maturity as far as is practicable and the Treasury Department will not take on large

exposures or placements that cannot easily be matched in the market as to currency or maturity.

Maturity analysis of assets and liabilities

The table below shows the remaining undiscounted contractual maturities for assets and liabilities.

2023

Cash and cash equivalents
Loans and advances to banks
Loans and advances to
customers

Investment securities
Overdraft facilities and loan
commitments

Other assets

Total assets

Deposits from banks
Deposits from customers
Derivative Liability
Other liabilities

Total liabilities

2022

Restated

Cash and cash equivalents
Loans and advances to banks
Loans and advances to
customers

Investment securities
Derivative assets

Overdraft facilities and loan
commitments

Other assets

Total assets

Deposits from banks
Deposits from customers
Other liabilities

Total liabilities

Total
Undiscounted
Contractual Lessthan 3 monthsto 1 Over 5
Maturities Demand 3 months year 1-5 years years
£000 £000 £°000 £000 £°000 £000
71,983 62,269 9,714 - - -
47,738 - 16,214 31,524 - -
505,756 2,452 2,984 6,177 238,593 255,550
29,864 - - - - 29,864
21,444 - - 21,444 - -
3,785 - - 3,785 - -
680,570 64,721 28,912 62,930 238,593 285,414
10,894 10,894 - - - -
170,321 80,860 36,007 49,644 3,810 -
40 - 40 - - -
11,011 - 1,946 92 185 8,788
192,266 91,754 37,993 49,736 3,995 8,788
Total
Undiscounted
Contractual Lessthan 3 monthsto 1 Over 5
Maturities Demand 3 months year 1-5 years years
£°000 £°000 £000 £°000 £°000 £°000
93,296 86,515 6,781 - - -
15,646 - 12,741 2,905 - -
109,601 4,436 8,348 16,127 51,774 28,916
5,281 - - - - 5,281
183 - 183 - - -
11,320 - - 11,320 - -
1,780 - - 1,780 - -
237,107 90,951 28,053 32,132 51,774 34,197
13,047 13,047 - - - -
155,627 93,713 38,982 21,181 1,751 -
2,956 - 1,006 38 62 1,850
171,630 106,760 39,988 21,219 1,813 1,850
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36. Financial instruments

The Bank maintains a proprietary investment portfolio whereby capital funds are invested in fixed and floating interest
rate Corporate Bonds. Additionally, the Bank has financial assets in the form of cash, loans and advances to banks and
loans and advances to customers. The Bank also has financial liabilities in the form of deposits by banks and customer
accounts and derivatives.

The Bank does not assume in the normal course of business any significant foreign exchange exposures. The Bank is
exposed to movements in interest rates and manages this exposure on a continuous basis within limits set by the Board.
Short-term foreign exchange currency swaps are utilised, where cost-efficient, as a funding mechanism, principally to
convert sterling capital funds to US dollars. The Bank does not utilise derivatives to assume any form of credit or
market risk. The Bank utilises derivatives for economic hedging purposes.

The Directors of the Bank have established policies relating to large exposures, interest rate gaps, foreign exchange
exposure, liquidity management and credit provisioning. In addition, the Bank operates within limits set by the
Directors relating to country exposure, credit exposure and risk asset maturities. These policies and limits are reviewed
on a regular basis, and any amendment to these policies and limits require the consent of the Board of Directors.

The Bank uses widely-recognised valuation models to determine the fair value of common and simple financial
instruments that use only observable market data and require little management judgement and estimation. Fair values
of financial assets that are traded in active markets are based on quoted market prices which reduces the need for
management judgement and estimation and also reduces the uncertainty associated with determining fair values.

The table below analyses financial assets measured at fair value at the end of the reporting year, by the level in the fair
value hierarchy into which measurement is categorised.

Levelling disclosure

Level 1 Level 2 Level 3 Total
£000 £000 £000 £000
2023
Financial Assets
Equity Instruments FVOCI - - 1,631 1,631
- - 1,631 1,631
Financial Liabilities
Derivative liabilities - - 40 40
Level 1 Level 2 Level 3 Total
£000 £000 £000 £000
2022
Financial Assets
Derivative Assets - - 182 182
Equity Instruments FVOCI - - 1,380 1,380
- - 1,562 1,562

Financial Liabilities - - - R

Equity investment consists of preferred shares convertible into ordinary shares in the future. Valuation has been made
using the market value of converted shares at December 31, 2023 with a 50% haircut applied to the share price in
respect of “B” Preference shares. “A” preference shares are convertible into ordinary shares with no restrictions and
therefore no haircut is applied to these shares. A 10% change in the haircut applied to the “B” preference shares, value
would go up or down by £38K (2022: £37K).
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There were no transfers of assets between levels during 2022 or 2023 and no significant changes in valuation
techniques. The Bank has not separately disclosed the fair values for financial instruments such as loans and advances
and customer accounts because carrying amounts are a reasonable approximation to fair value.

Derivative financial instruments:

2023

Notional  Fair value Fair value

amount Assets Liabilities

£000 £000 £000

Foreign currency swap contracts 13,560 - 40
2022

Notional  Fair value Fair value

amount Assets Liabilities

£000 £000 £000

Foreign currency swap contracts 12,527 182 -

The swaps were over-the-counter plain vanilla foreign currency short term swaps with a non-connected third party.

Collateral of €230K was given in respect of the swap contracts (2022: € NIL). The cash flows associated with the swap
are that on maturity, the Bank will exchange currency amounts equivalent to the notional amount above with the
contracted counterparty.

The valuation of these swaps is based on the foreign exchange rates prevalent at the reporting date.

37. Capital risk management

The Bank’s lead regulator is the Prudential Regulatory Authority “PRA”. The PRA sets and monitors capital
requirements for the bank. The bank has been in compliance with the capital requirements set by the PRA throughout
the period.

The Bank’s policy in respect of capital adequacy is to maintain a strong capital base so as to retain investor, creditor
and market confidence. During the years ended 31 December 2023 and 2022 capital has been maintained at a level
above minimum PRA requirements. Such levels have been established by reference to an Internal Capital Adequacy
Assessment Process (‘‘ICAAP’’) assessment. The Bank’s capital resources consist of share capital, retained earnings,
and other reserves.

The Bank holds their cash with a number of reputable financial institutions. All cash and cash equivalents are short-
term, highly liquid investments that are readily convertible into known amounts of cash.

The Bank’s regulatory capital position was as follows:

2023 2022

£000 £000
Share capital 12,000 12,000
Retained earnings 10,859 8,019
Fair value reserve 387 198
Revaluation reserve 6,934 6,826
Less intangible assets (984) (1,104)
Total regulatory capital 29,196 25,939

Note the figures above include changes in fair value and revaluation reserves, as it has been audited. The actual capital
returns submitted would have excluded these items at the time of submission.
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The information in the table below does not form part of the audited financial statements.

2023 2022

£000 £000

Capital surplus taking into account buffers 15,622 8,810
Risk weighted assets are:

2023 2022

£000 £000

Credit Risk 86,227 81,562

Operational Risk 10,869 9,675

FX Risk 1,741 1,250

Credit Valuation Adjustment 679 -

Total risk weighted assets 99,516 92,487

models for regulatory risk, it adopts the standardised approach to determine risk weighted assets.

The Bank’s main risk is credit risk arising from its loans to customers and placements in the money market. The
Bank’s main mitigation of credit risk is to secure the lending against real estate. The Bank does not use any risk
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38. Interest rate sensitivity gap analysis 2023

Less More Non-
than 3 3-6 6-12 1-5 than5 interest
months months  months  years years bearing Total
£000 £000 £000 £000 £000 £000 £000
Assets
Cash and cash equivalents 71,455 - - - - 478 71,933
Loans and advances to banks 16,130 6,194 9,092 - - (47) 31,369
Loans and advances to
customers 5,515 2,967 19 47,147 13,957 (356) 69,249
Investment securities - - - - - 1,631 1,631
Other assets - - - - - 10,857 10,857
93,100 9,161 9,111 47,147 13,957 12,563 185,039
Liabilities
Deposits by banks 10,894 - - - - - 10,894
Customer accounts 116,680 10,163 13,837 749 - - 141,429
Derivative liability 40 - - - - - 40
Other liabilities 1,936 - 44 36 480 - 2,496
Shareholders’ funds - - - - - 30,180 30,180
129,550 10,163 13,881 785 480 30,180 185,039
Interest rate sensitivity gap (36,450)  (1,002) (4,770) 46,361 13,477 (17,617)
Cumulative gap (36,450) (37,452) (42,222) 4,139 17,617 -

The table above provides only an indication of the sensitivity of the Bank’s earnings to movements in interest rates and

is consistent with the position throughout 2023.

Other assets are classified as non-interest bearing in the above table and have contractual maturities of less than three

months.

A liability (negative) gap position exists when liabilities re-price more quickly than assets during a given period and
tends to benefit net interest income in a declining interest rate environment. An asset (positive) gap position exists
when assets re-price more quickly than liabilities during a given period and tends to benefit interest income in a rising
interest rate environment. The Bank’s off-balance sheet items carry no interest rate risk. Loans and advances to
customers are shown net of provisions totalling £95K (2022: £97K).
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Interest rate sensitivity gap analysis 2022

Assets
Cash and cash equivalents

Loans and advances to banks

Loans and advances to
customers

Investment securities
Derivative assets
Other assets

Liabilities
Deposits by banks
Customer accounts
Other liabilities
Shareholders’ funds

Interest rate sensitivity gap
Cumulative gap

Interest rate sensitivity analysis

Non-
Less More interest
than 3 3-6 6-12 1-5 than5 bearing
months months  months years years Restated Total
£000 £000 £000 £000 £000 £000 £000
92,822 - - - - 442 93,264
10,827 - 4,761 - - (95) 15,493
12,842 4,459 11,149 39,845 7,556 (651) 75,200
- - - - - 1,380 1,380
- - - - - 182 182
- - - - - 10,481 10,481
116,491 4,459 15,910 39,845 7,556 11,739 196,000
13,047 - - - - - 13,047
132,514 9,244 11,255 1,329 - - 154,342
1,002 - 36 47 483 - 1,568
- - - - - 27,043 27,043
146,563 9,244 11,291 1,376 483 27,043 196,000
(30,072)  (4,785) 4,619 38,469 7,073 (15,304)
(30,072) (34,857) (30,238) 8,231 15,304 -

The weighted average interest rates are as follows: 4.99% (2022: 1.12%) for the money market placements with banks;
9.11% (2022: 6.06%) for the loans and advances to customers; 5.28% (2022: 3.07%) for debt securities with Banks;
4.78% (2022: 0.26%) for the deposits by banks; and 1.33% (2022: 0.38%) for the customer accounts.

The sensitivity analysis has been determined based on the exposure to interest rate fluctuation for both derivative and
non-derivative instruments at the balance sheet date. At reporting date, if interest rate had been 200 basis points
higher/lower and all other variables were held constant the Bank’s net profit would decrease/increase by £348,000. As
at 31 December 2022 the average impact of 200 basis point movement in interest rates was £295,000. However,
management believes that Bank interest rate risk is limited since the majority of customers’ deposits are repriced within
three months as per the terms of their issue.

39. Post Balance Sheet Events

There are no Post-balance sheet events.
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