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FOR THE YEAR ENDED 31 OCTOBER 2008

The Directors have pleasure in presenting their annual report, together with the annual accounts
and annual business statement of the Society for the year ended 31 October 2008.

Business objectives and activities

The principal purpose of the Society has continued to be the raising of funds from members for the
purpose of making advances for the purchase and improvement of residential property.

The objective is to encourage thrift and home ownership together with a high standard of service,

whilst at the same time offering competitive interest rates to both investing and borrowing

members.

I n the present troubled financial <climate the Sc
from investing members, whilst retaining sufficient liquidity to maintain investor confidence has and

will continue.

Business Review

The BusinessRevie w, i ncl uding Key Performance I ndicators

In what has been a most challenging year, the directors are very pleased with the business
performance during the year.

Even after an exceptional charge of £84,000 in respect of the Financial Services Compensation
Scheme (see note 19), the Society’'s profit is sl

of 7.7% and increases in gross capital and free capital.

To reflect current conditions provisions for bad and doubtful debts have been increased. The
directors feel that the current level of liquidity (25.2%) is sufficient for current requirements.

Overall our business model remains sound with satisfactory growth in investors balances and
mortgage lending.

The Pillar 3 capital disclosured o c ument can be found on the Society
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DIRECTORSCREPORT (continued)
Total Assets
Growth in total assets is a measure of our success in our core markets of mortgages and savings.

The total assets of the Society at the end of the financial year amounted to £159.2m (2007 -
£147.8m), an increase of £11.4m or 7.71%.

Total Assets

148 159
118 132
) I I l

2004 2005 2006 2007 2008

Net profit and reserves

The net profit for the year, after taxation, which amounted to £0.753m (2007 - £0.750m) has been
added to the General Reserve which now totals £9.879m (2007 - £9.126m).

An appropriate level of profit is required to re-invest in the business and to maintain the capital
required to satisfy regulatory requirements and protect investors.

Profit Reserves
750 753
9.9
595 8.4 9.1
2004 2005 2006 2007 2008 2004 2005 2006 2007 2008

Capital

At the year end the ratio of gross capital as a percentage of total share and deposit liabilities was
6.72 % (2007 — 6.64%) and the free capital as a similar percentage was 6.32% (2007 — 6.18%). Gross
capital is defined as the total reserves as shown in the balance sheet, free capital as the aggregate of
gross capital and general loss provisions less fixed assets. The directors ensure that a satisfactory
level of capital is maintained to protect the Society against adverse market movements or changes in
economic conditions.
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DIRECTORSCREPORT (continued)

Liquid assets

The Society must maintain sufficient liquidity to ensure that it meets liabilities as they fall due. The
liquid assets comprising cash, bank balances and authorised investments amounted to £37.1m

(2007 - £37.9m), representing 25.22% (2007 — 27.57%) of total shares and deposit liabilities.

Shares and other investors

Share and other investor balances at 31 October 2008 were £146.9m (2007 - £137.4m) an increase
of £9.5m on the previous year.

Management expenses ratio
The ratio expresses management expenses as a percentage of average total assets. The Society
continually reviews its management expenses and endeavours to contain expenditure in order to

support its ability to offer excellent rates to both savers and borrowers.

During the year the management expenses ratio decreased to 0.72% (2007 —0.74%).

Management Expenses Ratio
0.93 0.89 0.84

] I I ] ]
2004 2005 2006 2007 2008

Loans and advances to customers

During the year the Society lent £32.012m to borrowers. Of this, £29.088m was advanced on 314
new mortgages and £2.924m on 141 further advances. Advances secured on residential property
and other loans increased during the year to £121.344m. At 31 October 2008 there were 2
mortgage accounts 12 months or more in arrears. The total amount of arrears in these cases was
£0.011m and the capital balance was £0.118m. At the year end the Society had 2 properties in
possession, since then 1 of these properties has been sold.

Creditor payment policy
The Society’s continuing pol i cy stopayinwitedmithing

the agreed terms of credit once suppliers have discharged their contractual obligations. Amounts
due to relevant creditors of the Society are paid on average within 14 days of receipt of invoice.

t

he
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DIRECTORS REPORT (continued)
Charitable and political donations

During the year the Society made donations of £3,816 (2007 - £3,850) to charities. No contributions
were made for political purposes.

Staff

The directors appreciate the efforts of all the staff in promotingthe pr osper ity of t he
operations.

Principal risks and uncertainties
The Society has a risk averse culture which together with its prudent nature ensures that it maintains
a low exposure to risk so as to keep public confidence and to allow the achievement of its corporate

objectives.

The Society has in place a risk management structure. Through its normal operations the Society is
exposed to a number of risks. The most significant are as follows:

LiquidityRisk
Liquidity risk is the risk that the Society is not able to meet its financial obligations as they fall due.
The Society’s liquidity policy is to maintain s

fluctuations in funding, to maintain public confidence and to meet its financial obligations. This is
achieved by maintaining a prudent level of liquid assets, through wholesale funding facilities, and
through management control of the growth of the business. At the end of the year the Society had
wholesale funded liabilities amounting to £2m (2007 — Nil).

In the current turbulent financial market the Society has been careful to evaluate its exposure to

credit risk on a regular basis. Reviews of counterparties have taken place frequently throughout the

year by the Assets and Liabilities Committee with the benefit of proper professional advice. The
Society’s policies have been updated to reflect
liquidity and a further refinement to geographical exposure limits.

Interest Rate Risk

Il nterest rate risk represents the Society’s exp
on a continuous basis, within limits set by the Board. No transactions of a speculative nature are
undertaken.

The interest rate sensitivity exposure of the Society can be found in Note 21 to the annual accounts.

Operational Risk

Operational risk is the risk of loss through failed or inadequate systems, human error or other
external factors. All business areas have responsibility for putting in place appropriate controls and
these are monitored by senior management and the Audit Committee.
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DIRECTORS REPORT (continued)
Financial risk management objectives and policies

The Society has a formal structure for managing financial risks arising from its operations. These
risks comprise credit risk, liquidity and interest rate risk. Further explanation can be found in note
21.

Events since the year end

The directors consider that there has been no event since the end of the financial year having a
significant effect on the position of the Society.

Future developments

The directors wild.l mai ntain the Society’s succes
society business and offering a high standard of service to its investing and borrowing members.

Directors
The following persons were directors of the Society during the year.

W Arthur Bailey, FCA Chairman
Barbara Ainger, OBE BA FCIH Vice Chairman
Philip J W Evans, DL FRICS

David J Gage, ACIB

Peter R Godwin, MRICS

A Benson Greatrex, BSc MBA

Michael R Heenan, BSc FCA Chief Executive and Sectetary
lan A Henderson, Dip Arch RIBA

Robert Madders Retired 27 February 2008
Michael R Smith, ACIB

Susan J Whiting , BA ACA ATII Deputy Chief Executive

The directors who retire by rotation in accordance with rule 26(1) are Philip ] W Evans, Peter R
Godwin and A Benson Greatrex who offer themselves for re-election.

Disclosure of information to auditors

The directors who held office atconfirmeéhat,doddrasa of ap
fo

they are awar e, there is no relevant audi t i n
and each director has taken steps that he/she ought to have taken as a director to make
himself/herself aware of any relevantauditi nf or mat i on and to establish

are aware of that information.
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Auditor

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

On behalf of the Board of Directors
W Arthur Bailey

Chairman

22 December 2008
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The purpose of this report is to inform members of The Stafford Railway Building Society about our
policy on the remuneration of Executive and Non-Executive directors.

The Remuneration Committee

The Committee, comprising of all the Non-Executive directors meets at least once a year to review
the performance of and recommend the remuneration for the Executive directors.

Policy for Executive Directors

The Society has a contract with Messrs Dean Statham, Chartered Accountants, for the services of the
Chief Executive and the Deputy Chief Executive which contains provision for termination upon 12
months written notice by either party.

e Basic Fee — The method of calculation of the base fee is specified in the contract
with Messrs Dean Statham dated 1* June 2001 which involves external advice
being taken as to the level of the base fee each year.

e Bonus ¢ The bonus is assessed by the Remuneration Committee and is based on
corporate performance targets both financial and non-financial. Bonus payments
are payable annually, are not guaranteed and are reviewed each year.

e Pension —There are no provisions within the contract for any pension
arrangements for the Executive directors and no pension payments are made.

e Other Benefits — There are no provisions within the contract for any other benefits
for the Executive directors and no such benefits are provided.

Policy for Non-Executive Directors

The remuneration of all Non-Executive directors is reviewed annually by the Board as a whole.
There are no bonus schemes for Non-Executive directors and they do not qualify for pension
entitlement or other benefits. Non-Executive directors do not have service contracts. The

remuneration of the Chairman is set at a meeting of the Board where the Chairman is not present.

Remuneration of directors

2008 2007
£000 £000
Directors emoluments
For Remuneration of directors services as a director 73.7 66.2
For executive services 4.6 4.6
78.3 70.8
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Tot al emol uments of the Society’s directors are
2008 2007
£000 £000
Fees Fees

For service as a director
W A Bailey (Chairman) 13.7 10.7
B Ainger (Vice Chairman) 12.5 14.2
P JW Evans 7.5 7.1
D J Gage 7.5 2.9
P R Godwin 7.5 7.1
A B Greatrex 7.5 7.1
| A Henderson 7.5 7.1
R Madders (Retired 27/02/08) 2.5 7.1
M R Smith 7.5 2.9
M R Heenan 2.3 2.3
S J Whiting 2.3 2.3
78.3 70.8

Amounts paid for Services of Chief Executive, Deputy Chief Executive and Secretary are as follows:

2008 2007

£000 £000

Base Fee 139 134
Bonus 19 19
VAT 27 26
185 179

W Arthur Bailey
Chairman of Remuneration Committee
22 December 2008

10
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CORPORATE GOVERNANCE

Corporate Governance

The Society complies with the Code of Governance for Building Societies as issued by the Financial
Services Authority. The directors are committed to best practice in Corporate Governance and have
also considered the Combined Code on Corporate Governance which applies to listed companies
and adheres to its principles.

The Board

Main Principle
Every company should be headed by an effetibazd, which is collectively responsible for the
success of the company.

The Board, which meets monthly, provides leadership and direction with the strategic aim of

promoting success within an effective and controlled framework. The Board sets the society ' s

strategic aims and objectives, ensuring that sufficient human and financial resources are in place to

meet them, whilst always acting in the best inte
the integrity of financial information at the same time making sure that financial controls and risk

management systems are robust.

A Corporate Governance manual sets out those items for which decision by the Board is required
and decisions delegated to the executive directors.

The following matters are prescribed as being the sole responsibility of the Board of directors:
a) Major investment decisions of a type not previously or usually undertaken.
b) Entering into major contractual agreements
c) Responsibilities under the Building Societies Act 1986 and other appropriate legislation
and regulations
d) Appointment of Chief Executive or Deputy Chief Executive
e) Appointment of Non-executive directors
f) Appointment of Board Committees

The Board has considered the individual performance of all directors whose service exceeds nine
years and unequivocally agreed that they can be considered independent. The Board also agreed as
a matter of policy that all directors first appointed after the Annual General Meeting in 2001 will be
subject to annual re-election by the members after they have served nine years.

Mr. A. B. Greatrex has been appointed Senior Independent Director.

All directors have access to the advice of the Secretary and, if necessary, are able to take
independent professional advice at the Society’s

The Board has the following Board Committees.

11
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CORPORATE GOVERNANCE (continued)
Remuneration Committee
This committee comprises all of the non-executive directors under the Chairmanship of W. Arthur
Bailey. (Chairman of the Board).The committee meets at least once per year to consider the
remuneration and other terms of service of the executive directors.
Audit & Compliance Committee
This consists entirely of non-executive directors under the chairmanship of Barbara Ainger, which
meets four times per year and reviews the effectiveness of internal controls, the compliance
function and the Society’s risk management funct
of the internal and external auditors and monitors their effectiveness and independence. Other
members of the committee are Philip J.W. Evans, David J.Gage, A. Benson Greatrex.
Assets and Liabilities Committee
Comprised entirely of non-executive directors under the chairmanship of Michael R. Smith. It meets
quarterly throughout the year and monitors and controls balance sheet risk, funding and liquidity.

The other members of the committee are W. Arthur Bailey, Peter R. Godwin and lan A. Henderson.

All committee meetings are formally minuted with the minutes being considered at the next Board
meeting. Attendance at Board and committee meetings are shown in the table below.

Attendance Table

Attendance at Board and Committee meetings for the year to 31 October 2008 is as follows:

Name Remuneration Audit ALCO Nominations Board
W A Bailey 1(1) 2(2) 3(3) 1(1) 12 (12)
B Ainger 1(1) 2(2) 2(2) 1(1) 11 (12)
P J W Evans 1(1) 4 (4) 10 (12)
D J Gage 1(1) 4 (4) 12 (12)
A B Greatrex 1(1) 3(4) 1(2) 9(12)
P R Godwin 1(1) 4 (5) 11 (12)
| A Henderson 0(1) 2(2) 3(3) 11 (12)
R Madders 1(1) 1(1) 4 (4)
M R Smith 1(1) 5(5) 11 (12)
M R Heenan 1(12) 11(12)
S J Whiting 11 (12)

(figures in brackets represent maximum possible attendance)

12
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CORPORATE GOVERNANCE (continued)
Chairman and Chief Executive

Main Principle
There should be a clear division of responsibilities at the head of the company between the running

2F GKS 0602FNR IyR (KS SESOdziA @S NB&aLRyaroAfAle

individual should have unfettered powersdafision.
The offices of Chairman and Chief Executive are distinct and held by different people.

The Board considers that all its non-executive directors are independent and free of any relationship
which could prejudice their use of independent judgement.

Board Balance and Independence

Main Principle

The board should include a balance of executive aneemenutive directors (and in particular
independent norexecutive directors) such that no individual or small group of individuals can
dominatethed 2 NRQ& RSOA&A2Y GF{Ay3od

The Board consists of two executive directors and eight non-executive directors who provide the
appropriate mix of skills and professional expertise required.

The Society’s rules requir e -ekdidnatthé firstogpdrionitys t o
after their appointment and for re-election every three years

Appointments to the Board

Main Principle
There should be a formal, rigorous and transparent procedure for the appointment of new directors
to the board.

This is undertaken by the Nominations Committee which reports to the Board and which selects
directors involving public advertising of the position in two local newspapers and inclusion in this
publication.

Information and Professional Development

Main Principle

The board should be supplied in a timely manner with information in a form and of a quality
appropriate to enable it to discharge its duties. All directors should receive induction on joining the
board and should regularly update and refreisair skills and knowledge.

Information provided to the Board is reviewed annually. There is an induction process for new non-

executives and Board members take advantage of in-house training, external seminars and courses
in order to keep abreast of developments.

13
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CORPORATE GOVERNANCE (continued)
Performance Evaluation

Main Principle
The Board should undertake a formal and rigorous annual evaluation of its own performance and
that of its committees and individual directors.

The Society follows the guidelines for performance evaluation as set out in the Higgs section of the
Code. The results were considered by the Board and areas which could be improved were noted.

In addition, all directors are subject to annual performance and evaluation review by the Chairman.
The Chairman is reviewed by the Senior Independent Director and that review considered annually
by the Non-executive directors without the Chairman present.

The Board reviewed its performance and that of its committees in December 2007 and believes it is
operating satisfactorily and within an appropriate corporate governance framework.

Al directors must me et the test of fitness and
Persons’ to ful fil their Controlled Functions as

Re-election

Main Principle
All directors should be submitted forekection at regular intervals, subject to continued satisfactory
performance. The board should ensure planned and progressive refreshing of the board.

The Soci et y’ siredtotstosubmitthergelvés foreelectioh By thelmembers at the first
opportunity after their appointment and for re-election every three years.

The Nominations Committee comprises three non-executive directors and the Chief Executive and is
chaired by the Chairman. The other members of the committee are Barbara Ainger and A. Benson
Greatrex. It drafts advertisements, identifies and recommends to the Board candidates for
nomination as non-executive directors. It meets when there is an appropriate vacancy to fill, but in
any case at least once a year to review the skill mix of the Board.

A succession plan which sets out dates of retirement of existing non-executive directors is in place.
The Level and Make up of Remuneration

Main Principle

Levels of remuneration should be sufficient to attract, retain and motivate directors of the quality

required to run the company successfully, but a company should avoid paying more than is necessary

foNJ G KA& LIdzNLIR2&aSd | AAAYAFAOIYyG LINRPLRNIA2Y 2F SES
as to link rewards to corporate and individual performance.

The Remuneration Committee, as described above, meets at least once per year to consider the

remuneration and other terms of service of the executive directors. Further details can be found in
the Remuneration Report on pages 9-10.

14
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System of internal control

The Audit Committee has reported to the Board that it is satisfied that an effective system of
internal control is in place.

W A Bailey
Chairman

22 December 2008

15
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The directors are responsible for preparing the Annual Report, Annual Business Statement,
Directors’ Report and the annual accounts in acc

The Building Soci et iledirecfos to préparé dmreial adcountd fpr eathe qui r e s
financial year. Under the law they have elected to prepare the annual accounts in accordance with
UK Accounting Standards and applicable law (UK Generally Accepted Accounting Practice).

The annual accounts are required by law to give a true and fair view of the state of affairs of the
society as at the end of the financial year and of the income and expenditure of the society for the
financial year.

In preparing annual accounts, the directors are required to:
e select suitable accounting policies and then apply them consistently;
¢ make judgments and estimates that are reasonable and prudent;
e state whether applicable accounting standards have been followed, subject to any material
departures disclosed and explained in the annual accounts;
e prepare the annual accounts on the going concern basis unless it is inappropriate to
presume that the society will continue in business

In addition to the annual accounts the Act requires the directors to prepare, for each financial year,
an Annual Business Statement and a Directors
relating to the business of the society.

SANBOUZ2NBQ NBaLRyaAoAftAldGASa FT2NJI I O02dzydtAy3a NBO2N
The directors are responsible for ensuring that the society:

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

e takes reasonable care to establish, maintain, document and review such systems and
controls as are appropriate to its business in accordance with the rules made by the
Financial Services Authority under the Financial Services and Markets Act 2000.

The directors have general responsibility for safeguarding the assets of the Society and for taking
reasonable steps for the prevention and detection of fraud and other irregularities.

The directors are responsible for the maintenance and integrity of the corporate and financial
i nformation included on inhheUKgowetningthe prepsratiomand s i t e .
dissemination of annual accounts may differ from legislation in other jurisdictions.

Going Concern

The directors are satisfied that the Society has adequate resources to continue in business for the
foreseeable future. For this reason, they continue to adopt the going concern basis in preparing the
accounts.

16
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We have audited the annual accounts of Stafford Railway Building Society for the year ended 31
October 2008 which comprise the Income and Expenditure Account, the Balance Sheet, the Cash
Flow Statement and the related notes. The annual accounts have been prepared under the
accounting policies set out therein.

We have examined the Annual Business Statement (other than the details of directors and officers
upon which we are not required to report) and th

This report is made solely to t hwthSdia/8eftthe’ s me ml
Building Societies Act 1986. Our audit work has been undertaken so that we might state to the
society’s membe rarereduitedbts €t antad tteo st twem i n an audito

other purpose. To the fullest extent permitted by law, we do not accept or assume responsibility to
anyone other than the society and the society’s
report, or for the opinions we have formed.

Respective responsibilities of directors and auditors

The directors’ responsi bi |landtAtcaustsi fnacrl upr enma rtihreg Dti |
Report, the Annual Business Statement and the Annual Accounts in accordance with applicable law

and UK Accounting Standards (UK Generally Accepted Accounting Practice) are set out in the
Statement of Directo r s’ Responsiebi l ities on page 1

Our responsibility is to audit the annual accounts in accordance with relevant legal and regulatory

requirements and International Standards on Auditing (UK and Ireland). We are also responsible for

examining the Annual Business Statement (other than the details of directors and officers) and for

reading the information in the Direct or s’ Report and assessing whet't
accounting records and the annual accounts.

We report to you our opinion as to whether the annual accounts give a true and fair view and are

properly prepared in accordance with the Building Societies Act 1986 and regulations made under it.

In addition, we report to you our opinion as to whether certain information in the Annual

Business Statement gives a true representation of the matters in respect of which it is given,
whether the informationi n t he Director s’ Report is consisten
annual accounts and whether the Annual business
been prepared in accordance with the applicable requirements of the Building Societies Act 1986

and regulations made under it.

We also report to you if, in our opinion, the annual accounts are not in agreement with the

accounting records or if we have not received all the information and explanations that we require
for our audit.

17
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We read the other information contained in the Annual Report and consider whether it is consistent

with the audited annual accounts. We consider the implications for our report if we become aware

of any apparent misstatements or material inconsistencies with the annual accounts, Annual

Busi ness Statement and Directors’ Report. Qur
information.

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland)
issued by the Auditing Practices Board. An audit includes examination, on a test basis, of evidence
relevant to the amounts and disclosures in the annual accounts and the Annual Business Statement.
It also includes an assessment of the significant estimates and judgements made by the directors in
the preparation of the annual accounts, and of whether the accounting policies are appropriate to
thesocietyY s ci rcumstances, consi stelntly applied and

We planned and performed our audit so as to obtain all the information and explanations which we
considered necessary in order to provide us with sufficient evidence to give reasonable assurance
that the annual accounts are free from material misstatement, whether caused by fraud or other
irregularity or error. In forming our opinion we also evaluated the overall adequacy of the
presentation of information in the annual accounts.

Opinion
In our opinion:

a) the annual accounts give a true and fair view, in accordance with UK Generally Accepted
Accounting Practice, of the state of the affairs of the society as at 31 October 2008 and of
the income and expenditure of the society for the year then ended,;

b) the information given in the Annual Business Statement (other than the information upon

which we are not required to report) gives a true representation of the matters in respect of
which it is given;

c) the information given in the Directors’ Repor
the annual accounts; and
d the annual account s, the Annual Busi ness St a

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

KPMG Audit Plc

Stlame s’ Squar e
Manchester

M2 6DS

Chartered Accountants
Registered Auditor 22 December 2008

18



INCOME & EXPENDITURE ACCOUNT
FOR THE YEAR ENDED 31 OCTOBER 2008

Interest receivable and similar income
Interest payable and similar charges
Net Interest Receivable

Fees and commissions receivable
Fees and commissions payable

Other operating income

Total income

Administrative expenses
Depreciation and amortisation
Other operating charges

Provisions for bad and doubtful debts

Provisions for contingent liabilities and commitments
Profit on ordinary activities before tax

Tax on profit on ordinary activities

Profit for the financial year

Notes

16
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2008 2007
£000 £000
9,272 8,372
(6,907) (6,239)
2,365 2,133
24 35
(25) (23)
38 31
2,402 2,176
(1,057) (991)
(41) (38)
(106) (66)
1,198 1,081
(60) (14)
(84) -
1,054 1,067
(301) (317)
753 750

There have been no recognised gains or losses other than the profit for the year.

Profit on ordinary activities before tax represents operating profit as defined by FRS3, Reporting

Financial Performance.
The notes on pages 22 to 31 form part of these accounts.

All income and expenditure relates to continuing operations.

19



BALANCE SHEET AS AT 31 OCTOBER 2008

Notes
Assets
Liquid assets
Cash in hand
Loans and advances to credit institutions 8
Debt securities 8
Loans and advances to customers 10
Loans fully secured on residential property
Loans fully secured on land
Tangible fixed assets 11
Other assets 17
Prepayments and accrued income
Liabilities
Shares 12
Amounts owed to credit institutions 13
Amounts owed to other customers 14
Other liabilities 15
Provisions for contingent liabilities and commitments 16
Accruals and deferred income
Reserves
General reserves 18

Approved by the Board of Directors on 22 December 2008

W Arthur Bailey Chairman
Barbara Ainger Vice Chairman
Michael R Heenan Chief Executive

The notes on pages 22 to 31 form part of these accounts

N
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2008 2007
£000 £000
22 21
6,162 3,467
30,881 34,393
37,065 37,881
114,649 101,014
6,695 8,047
121,344 109,061
729 760

32 26

32 30
159,202 147,758
134,923 128,154
2,014 -
10,012 9,226
146,949 137,380
1,054 1,024
84 -
1,236 228
9,879 9,126
159,202 147,758

20



N

STAFFORD J@' RAILWAY

CASH FLOW STATEMENT FOR THE YEAR ENDED 31 OCTOBER 2008

2008 2007
£000 £000
Net Cash (outflows)/inflows (111) 10,662
Taxation (301) (317)
Capital expenditure and financial investment
Purchase of debt securities (48,070) (38,948)
Proceeds from disposal of debt securities 51,188 30,030
Purchase of tangible fixed assets (10) (16)
Increase in cash 2,696 1,411
Reconciliation of operating profit to net cash flow from operating activities
Operating profit 1,054 1,067
Decrease/(Increase) in prepayments and accrued income 392 (284)
Increase in accruals and deferred income 1,022 31
Increase in provision for bad and doubtful debts 60 14
Depreciation 41 38
Net cash inflow from trading activities 2,569 866
Loans and advances made to customers (32,012) (30,086)
Loans and advances repaid by customers 19,669 25,150
Net increase in shares 6,769 12,763
Net Increase in amounts owed to credit institutions and other
customers 2,786 1,751
Net (increase) in other assets (6) (1)
Net increase in provision for liabilities & charges 84 -
Net (decrease)/increase in other liabilities 30 219
(2,680) 9,796
Net cash (outflows)/inflows (111) 10,662
Reconciliation of cash balances
Cash
2007 Flow 2008
£000 £000 £000
Cash in hand 21 1 22
Loans and advances to credit institutions
- repayable on demand 3,467 2,695 6,162
3,488 2,696 6,184

The notes on pages 22 to 31 form part of these accounts
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NOTES TO THE ACCOUNTS
1 Accounting policies
The following accounting policies have been applied consistently in dealing with items which
are considered materi al in relation to the S

Basis of preparation

The accounts have been prepared under the historical cost convention and in accordance
with applicable accounting standards and Building Societies (Accounts and Related
Provisions) Regulations 1998 and in accordance with the Building Societies Act 1986.

Liquid assets

Debt securities are intended for use on a co
classified as financial fixed assets and are stated at cost, adjusted to exclude accrued interest

at the date of purchase. Premiums and discounts arising on the purchase of financial fixed

assets are amortised over the period to the maturity date of the security. Any amounts so

amortised are charged/credited to the income and expenditure account for the relevant

financial year. Other liquid assets are stated at the lower of cost and net realisable value.

Provision for loans and advances
Provisions are made to reduce the value of loans and advances to the amount which the
directors consider is ultimately likely to be received.

Throughout the year and at the year-end individual assessments are made of loans and
advances on properties which are in possession, or in arrears by 2.5% or more. Specific
provision is made against those loans and advances which are considered to be impaired. In
considering the specific provision for impaired loans, account is taken of any discount which
may be needed against the value of the property at the balance sheet date to agree a sale
including anticipated realisation costs. The directors recognise that not all accounts in
arrears will result in possession and apply a factor based on recent experience to reflect this
probability when calculating the provision for accounts in arrears.

A general provision is made against all advancestotheext ent t hat the Soci et
and general economic climate would indicate that it is prudent for such a provision to be

made. Interest in respect of all loans is credited to the income and expenditure account as

it becomes receivable, including interest in respect of advances where the property has

been taken into possession. The general provision has been increased in line with the

growth in the mortgage book. Loans and advances in the balance sheet are shown net of

provisions. The charge to the income and expenditure account comprises the increase in the

provisions.

Depreciation

Depreciation is provided by the Society to write off the cost or valuation less the estimated
residual value of tangible fixed assets by equal instalments over their estimated useful
economic lives as follows:

Freehold land and buildings 50 years
Computer equipment 3 years
Fixtures and Fittings and Office equipment 5-10years
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NOTES TO THE ACCOUNTS

Pension costs

The Society operates a money purchase
charged against profits in the year in which they are made. The charge to the income &
expenditure account for the year is shown in note 5 to the accounts.

Taxation
Corporation tax is provided on the profit for the year.

Deferred tax is recognised, without discounting, in respect of all timing differences between
the treatment of certain items for taxation and accounting purposes which have arisen but
not reversed by the balance sheet date, except as otherwise required by Financial
Reporting Standard 19, Deferred Tax.

Incentive Scheme

The Society offered incentives to borrowers which consisted of a free valuation and free
legal fees. These costs are charged to other operating charges in the income and
expenditure account as incurred.

2 Interest receivable and similar income
2008 2007
£000 £000
On loans fully secured on residential property 6,667 6,277
On other loans 596 575
On debt securities
Interest and other income 1,668 1,415
Gain/(loss) on sale 55 (1)
On other liquid assets
Interest and other income 286 106
9,272 8,372
Total income from fixed income securities was £1,668,421 (2007: £1,415,363)
3 Interest payable and similar charges
2008 2007
£000 £000
On shares held by individuals 6,493 5,899
On other shares 1 1
On deposits and other borrowing 413 339
6,907 6,239
4 Other operating charges
2008 2007
£000 £000
Valuation Fees (Mortgage Incentives) 77 63
Solicitor Incentive Scheme (Mortgage Incentives) 6
Mortgage Procurement Fee 23 3
106 66
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NOTES TO THE ACCOUNTS
5 Administrative expenses and staff numbers
2008 2007
£000 £000
Administrative expenses
Staff Costs
Wages and Salaries 447 446
Social security costs 27 25
Other pension costs 30 30
Other administrative expenses 553 490
1,057 991
Other administrative expenses include:
Remuneration of auditors for audit work (excluding VAT) 28 26
Staff numbers
Full Time 9 10
Part Time 8 6
Total 17 16

6 5ANBOG2NEQ wSYdzy SN} GA2y

Tot al remuner at iratorsfor the yeahveas £BB50 (267 - £70,867). Buill
details are given in the Directors’ Remunerati om1Report on pages

DirectorsCloans and related party transactions

At 31 October 2008 there were outstanding mortgage loans granted in the ordinary course
of business, at t he 8rowarialgetmgrigage ratettoa mlickctors and 1 connected
person amounting in aggregate to £515,291 (2007 - 3 directors and 1 connected person
amounting in aggregate to £556,566). Under section 68 of the Building Societies Act 1986, a
register is maintained at the head office of the Society which shows details of all loans,
transactions and arrangements with directors and connected persons. A statement, for the
current financial year, of the appropriate details contained in the register will be available
for inspection at the head office for a period of 15 days up to and including the day of the
annual general meeting.

The Society has a contract with Messrs. Dean Statham, Chartered Accountants, for the
services of Chief Executive, Deputy Chief Executive and Secretary. Mr M R Heenan and Mrs
S J Whiting are both partners in this firm. During the year there were amounts received
from Messrs. Dean Statham for the rent of the office accommodation amounting to £29,283
(2007 - £27,200). The society made payments to Dean Statham for some staff services and
some office accommodation amounting to £28,734 (2007 - £27,898). At 31 October 2008
there was an accrual of £40,246 (2007 - £37,773).
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Taxation
2008 2007
£000 £000
Analysis of tax change in the year
Current tax at 28.83% (2007 —30%) 307 319
Deferred Tax (6) (2)
Tax on Profit on Ordinary Activities 301 317

Factors affecting the current tax charge in year. The Current tax charge for the period is
higher (2007: lower) than the standard rate of corporation tax in the UK (30%). The
differences are explained below. Any future tax charges may be impacted by the announced
change in the rate of corporation tax from 30% to 28%, effective from, 1 April 2008.

2008 2007
£000 £000
Profit on ordinary activities before tax 1,054 1,067
Tax on profit on ordinary activities at UK standard rate (28.83%) 304 320
Expenses not deductible for tax purposes 7 7
Increases in other timing differences 4 3
Marginal relief (8) (12)
Current tax charge for year 307 319
Liquid Assets
Repayable from the date of the balance sheet in the
Ordinary course of business as follows: 2008 2007
£000 £000
Loans and advances to credit institutions
Repayable on demand 6,162 3,467
Debt securities
Accrued interest 522 917
In not more than one year 21,260 30,510
In more than one year 9,099 2,966

30,881 34,393
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Analysis of debt securities

Transferable debt securities

Listed
Unlisted

Market value of listed debt securities

Maturity value
Unamortised premium

Accrued interest

Transferable securities held as financial fixed assets

All debt securities are held with the intention of u s €
activities and are classified as financial fixed assets.

analysed as follows:
Cost

At 1 November 2007
Additions

Disposals

At 31 October 2008

Provision for diminution in value

At 1 November 2007

Amounts charged for the year

On disposals

Net Book Value
At 31 October 2008

At 31 October 2007

Provisions for bad and doubtful debts

Balance at 1 November 2007

Charge for the year

N

7
STAFFORD 4, N' RAILWAY
‘4%

2008 2007
£000 £000
8,178 4,016
22,703 30,377
30,881 34,393
8,257 3,969
2008 2007
£000 £000
30,260 33,500
99 (24)
30,359 33,476
522 917
30,881 34,393
on a continuing
Movements during the year of transferable securities held as financial fixed assets are
£000
33,514
48,070
(51,218)
30,366
38
18
(49)
7
30,359
33,476
Loans fully secured on Loans fully secured on
Residential Property Land
Specific General Specific General Total
£000 £000 £000 £000 £000
8 119 0 10 137
48 12 0 0 60
56 131 0 10 197

Balance at 31 October 2008
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The Maturity of loans and advances to customers, from the date of the balance sheet is as follows:-

2008 2007
£000 £000
On call and at short notice 613 314
In not more than three months 155 436
In more than three months but not more than one year 1,617 1,959
In more than one year but not more than five years 5,500 9,996
In more than five years 113,656 96,493
121,541 109,198
Less provisions (197) (137)
121,344 109,061
The maturity analysis comprises
Loans fully secured on residential property 114,649 101,014
Other loans —fully secured on land 6,695 8,047
121,344 109,061
11 Tangible Fixed Assets
Office
Freehold Computer Equipment
Land and Equipment  Fixtures & Total
Buildings Fittings
£000 £000 £000 £000
Cost at 1 November 2007 756 93 327 1,176
Additions 0 9 1 10
At 31 October 2008 756 102 328 1,186
Depreciation
At 1 November 2007 87 76 253 416
Charged in year 15 10 16 41
At 31 October 2008 102 86 269 457
Net Book Value
At 31 October 2008 654 16 59 729
At 31 October 2007 669 17 74 760

The Society occupies the freehold premises to an amount of £327,000 (2007 - £334,500) of the net

book value.
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2008 2007
£000 £000
134,905 128,137
18 17
134,923 128,154

Shares are repayable from the date of the balance sheet in the ordinary course of business as

follows:
Repayable on demand

13 Amounts owed to credit institutions

Accrued interest
In not more than three months

14 Amounts owed to other customers

134,923 128,154
2008 2007
£000 £000

14 0
2,000 0
2,014 0

Amounts owed to other customers are repayable from the date of the balance sheet in the

ordinary course of business as follows:-

Repayable on demand

15 Other liabilities

Other liabilities due within 1 year comprise:

Corporation tax
Income tax

16 Provision for liabilities and charges

Balance brought forward
Charge for year (see note 19)
Balance carried forward

2008 2007
£000 £000
10,012 9,226
2008 2007
£000 £000
307 320
747 704
1,054 1,024
2008 2007
£000 £000
84 -
84 -
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17 Other Assets
2008 2007
£000 £000
a)  Other assets comprise:
Deferred tax 32 26
b) Deferred tax
At 1 November 2007 26 25
Amount credited to income and Expenditure Account during
year 6 1
At 31 October 2008 32 26
Deferred tax has been provided in full at 28% as follows:
Excess of capital allowances over depreciation (8) (13)
General Mortgage Loss Provisions 40 39
32 26
18 Reserves
£000
General Reserves
At 1 November 2007 9,126
Profit for the financial year 753
At 31 October 2008 9,879

19

Guarantees and other financial commitments
Financial Services Compensation Scheme (FSCS) Levies

Based on its share of protected deposits, the Society, in common with all regulated UK

deposit takers, pays levies to the Financial Services Compensation Scheme (FSCS) to enable

the FSCS to meet claims against it. The FSCS levy consists of two parts —a management

expense levy and a compensation levy. The management expenses levy covers the costs of

running the scheme and the compensation levy covers the amount of compensation the

scheme pays, net of any recoveries it makes using the rights that have been assigned to it.

In September 2008 a claim was triggered against the FSCS by the transfer of Bradford and

Bi n gl eeyail dpplosit Business to Abbey National plc. In October 2008 a further claim

was triggered against the FSCS by the transf
internet deposit business (‘KaupthidsbgnkiEdge ' )
hf) deposit business to ING Direct. The FSCS will also be liable to claims from depositors of

Landsbanki hf and KSF whose balances have not been transferred to ING direct, but are

covered by the FSCS.

[

We understand that the FSCS has met, or will meet, the claims by way of loans received
from the Bank of England which will eventually be replaced by a loan from HM Treasury.
The FSCS has, in turn, acquired the rights to the realisation of the assets of these banks. The
FSCS is liable to pay interest on the loans from the Bank of England. The FSCS may have a
further liability if there are insufficient funds available from the realisation of the assets of
the banks to fully repay the respective Bank of England loans.

As a result of notifications it has received from the Financial Services Authority, the Society
has recognised in this year’'s results a provi
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2008/9, which is calculated with reference to the protected deposits it held at 31 December
2007.Based on the Society’'s current market
liable for further levies totalling at least £286,000 spread over the next 2 financial years. At
the date of signing these accounts there remains uncertainty over the amount provided
given the scheme year 2008/09 runs to 31 March 2009 and additional levies for this scheme
year may be raised up to that date. The amounts above do not take account of any
compensation levies which may arise from any ultimate payout on claims.

Pension Scheme

During the year, the Society has contributed to the personal pensions plans of its staff. The
pension charge in relation to these plans for the year was £30,431 (2007 - £30,030). At 31
October 2008 there were no accrued contributions.

Financial Instruments

A financial instrument is a contract which gives rise to a financial asset of one entity and a
financial liability of another entity. The Society is a retailer of financial instruments in the
form of mortgage and savings products, and also uses wholesale financial instruments to
invest liquid asset balances, raise wholesale funding and manage the risks arising from its
operations.

The Society does not use financial derivatives.
Liquidity Risks

The Soci et y’ istonhaintainkuffidientliguid qesourcés to yover cash flow
imbalances and fluctuations in funding, to maintain full public confidence in the solvency of
the Society and to meet its financial obligations. This is achieved through maintaining a
prudent level of liquid assets (of which the policy minimum has been increased during the
year), through wholesale funding facilities, and through management control of the growth
of the business.

Interest Rate Risk

The Society is exposed to movements in interest rates and manages this exposure on a
continuous basis, within limits set by the Board, using only instruments recorded on the
balance sheet. The following table details the repricing exposures. ltems are allocated to
time bands by reference to the maturity date. The interest rate sensitivity of the Society at
31 October 2008 was (see table).
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31 October 2008

Assets

Liquid Assets

Loans fully secured
on

Residential property

Other loans

Tangible fixed assets

Other assets

Liabilities

Shares

Deposits and other
Borrowings

Other liabilities
Reserves

Interest rate
sensitivity gap

31 October 2007

Assets

Liquid Assets

Loans fully secured
on

Residential property

Other loans

Tangible fixed assets

Other assets

Liabilities

Shares

Deposits and other
Borrowings

Other liabilities
Reserves

Interest rate
sensitivity gap

STAFFORD J,@' RAILWAY

More

than More

More than 6 months than

3 months But not 1 year but

Not more but no More Not more Non
than 3 More than than Than five Interest

months 6 months  One year years  bearing Total
£000 £000 £000 £000 £000 £000
11,626 7,560 8,200 9,099 580 37,065
114,836 (187) 114,649
6,705 (10) 6,695
728 728
65 65
133,167 7,560 8,200 9,099 1,176 159,202
134,923 134,923
12,026 12,026
2,374 2,374
9,879 9,879
146,949 0 0 0 12,253 159,202
(13,782) 7,560 8,200 9,099 (11,077) 0
16,922 8,510 8,500 2,965 984 37,881
101,141 (127) 101,014
8,057 (10) 8,047
760 760
56 56
126,120 8,510 8,500 2,965 1,663 147,758
128,154 128,154
9,226 9,226
1,252 1,252
9,126 9,126
137,380 0 0 0 10,378 147,758
(11,260) 8,510 8,500 2,965 (8,715) 0
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ANNUAL BUSINESS STATEMENT
FOR THE YEAR ENDED 31 OCTOBER 2008

1.

1 Statutory Percentages

Statutory Percentages

Proportion of business assets not in the form of loans
fully secured on resident
i mit”).

Proportion of shares and deposits not in the form of
shares held by individual

The percentages are calculated in accordance with, and
the statutory limits are those prescribed by, section 6
and 7 of the Building Societies Act 1986 as amended by
the Building Societies Act 1997.

Business assets are the total assets of the Society as
shown in the balance sheet plus provision for bad and
doubtful debts, less fixed assets and liquid assets.

Loans fully secured on residential property are the
amount of the principal owing by borrowers and interest
accrued not yet payable. This is the amount shown in the
balance sheet plus provision for bad and doubtful debts.

Other percentages

Gross capital as a percentage of share and deposit
Liabilities

Free capital as a percentage of share and deposit
liabilities

Liquid assets as a percentage of share and deposit
Liabilities

As a percentage of mean assets
Profit after taxation
Management expenses

=

STAFFORD j@' RAILWAY

Percentage
as at 31 Oct 2008
%

5.57

8.20

31 Oct 2008

6.72

6.32

25.22

0.49
0.72

Statutory
Limit
%

25

50

31 Oct 2007

6.64

6.18

27.57

0.54
0.74
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ANNUAL BUSINESS STATEMENT (CONTINUED)

The above percentages have been prepared fr
particular

- Shares and deposits represent the total of shares amounts owed to credit institutions
and amounts owed to other customers

- Gross capital’ represents the gener al rese

- "Free <capital’ represents the aggregate of
provisions for bad and doubtful debts less tangible fixed assets.

- ‘“"Mean total assets’ represents the amount
assets at the beginning and end of the financial year.

- ‘Liquid assets’ repr esen ks withhhe BabkoftEsgland,c a s h i 1
loans and advances to credit institutions and debt securities.

- ‘“Management expenses
depreciation and amortisation.

represent t he aggr
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3. Information relating to the Directors at 31 October 2008

Name & Date of Birth

W Arthur Bailey
Chairman
12.08.43

Barbara Ainger
Vice Chairman
13.07.46

Philip J W Evans
24.11.46

David J Gage
01.03.47

Peter R Godwin

04.01.47

A Benson Greatrex
28.05.52

*Michael R Heenan
27.02.51

lan A Henderson
17.03.49

Michael R Smith
13.09.61

**Susan J Whiting
09.01.64

*Chief Executive & Secretary

Occupation & Date
of Appointment

Chartered Accountant
24.04.03

Consultant
15.10.01

Chartered Surveyor
09.08.88

Consultant
01.06.07

Chartered Quantity
Surveyor
12.08.85

Company Director
28.01.80

Chartered Accountant
01.11.89

Architect
16.09.91

Banker
01.06.07

Chartered Accountant
01.07.04

**Deputy Chief Executive

Other Directorships

Wilde Sinclair International Limited

Ice Cool International Limited

Bright Light Venture Limited

North Staffordshire Risk Capital Fund PLC
European Football Scouting Limited

North Staffordshire Risk Capital Fund (ASLP)
Limited

The Building Exploratory Limited

Harpfield Estate Limited
Staffordshire Environmental Fund Limited

North Staffordshire Risk Capital Fund PLC
Gage Consultancy Limited

Sandy & Co (Contractors) Limited
A J Godwin & Sons Limited

Greatrex Limited

The Inglewood Investment Co. Limited
Valley Flying Company Limited

ISE Estates Limited

The Inglewood Investment Co Limited
B-Solve Limited

Stafford Town Football Foundation

Horsley Huber Architects Limited

None

None

Documents may be served on the above directors care of The Stafford Railway Building Society, 4 Market Square, Stafford, ST16 2JH

Service Contracts: None of the Non-executive directors has a service contract.
The Society has a service agreement with Messrs Dean Statham commencing 1 June 2001 for the services of Chief Executive, Deputy Chief
Executive & Secretary which contains provisions for termination upon 12 months written notice by either party.

34



