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We believe what

really matters is

having a robust,

sustainable,

prudent and secure

business model

‘‘

‘‘

At The Hanley we believe what really matters is having a robust, sustainable, prudent and

secure business model which is trusted by customers and is well protected against possible

future market deterioration.  With this in mind I believe we should spotlight the following key

characteristics of The Hanley –

• Gross capital of 8.47% and free capital of 7.45%

• Liquidity levels of 29.14%

• Profit as a percentage of mean assets 0.27%

• Wholesale funds of 10.13%

All of these indices compare very favourably with other building societies and all demonstrate

the underlying strength of The Hanley. However our results for the year have been impacted

by a number of signifcant one off items. 

As members are aware we moved in summer 2009 to our new purpose built head office off

Forge Lane on Festival Park having sold our premises at Festival Way. This gave rise to a

profit of £1,820,000. The Hanley Board was delighted to invite members and business

associates to our formal opening on 9 September in celebration of the next phase of The

Hanley’s ongoing development as a contemporary and vibrant business. We believe this

clearly signals our optimism for the future.

The positive impact of this single property transaction on The Hanley’s

profit and loss account for the year has been both timely and beneficial

for members.  The surplus from the sale has enabled us to take a prudent

approach in relation to accounting for the Financial Services

Compensation Scheme (FSCS) Levies which all UK deposit-taking

businesses have had to absorb as a result of the failure of Bradford &

Bingley, some Icelandic banks and other banks.  This means that

£635,000 has been set aside for current and future liabilities without

fundamentally damaging our profitability this year.  The sale of our head

office has also been beneficial to members in that we have been able to

maintain a low Standard Variable Rate (SVR) for borrowing members

(currently 4.74%) and offer our savers a range of highly competitive products throughout the

year.

Recent months have seen much speculation from commentators about the likelihood of an

upturn in the housing market from exceptionally low levels of transactions and from the rapid

deterioration in house prices experienced over the past year.  However, genuine recovery

remains elusive and indeed the current plateau of house price movements may be a lengthy

one.

Chief Executive David Webster and
Human Resources Manager Cris
Hammond receive the Investor in
Excellence award from James Caan
of BBC’s Dragons’ Den.
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Activity in the mortgage market remains very subdued compared to previous years and

nationally throughout 2009 mortgage repayments have exceeded new lending by building

societies as borrowers choose to repay mortgage debt at a time when interest rates are low.

During the year The Hanley strategy remained unchanged in that we sought to retain and

attract high quality mortgage business, typified by modest loan to value ratios, transparent

affordability criteria and a commitment to specialist underwriting on a case by case basis,

rather than simply credit scoring.  Unsurprisingly our gross mortgage advances this year

totalled only £32m, less than half the level of the previous year, but this is a reflection of the

state of our core market and our determination not to compromise our quality criteria on

accepting new lending business.

Consequently our core residential mortgage arrears remain at historically low levels, with

only one case where a borrower is more than 12 months in arrears, only one residential

repossession during the year and under 1.5% of our borrowers with more than 3 months

payment arrears, which is well below industry average as reported by the Council of

Mortgage Lenders.  

The quality of our lending portfolio is of crucial importance to The Hanley and we have

sought to take a prudent view of a small number of non-performing residential development

loans which have been adversely impacted by the deterioration in demand for new-build

homes.  These loans are a legacy of the past.  We stopped lending to new-build developers

in July 2006 but we have a few residential development cases where current valuations

mean that our mortgage debt would exceed market value if we chose to sell the properties

now.  However, we have chosen to intervene on those sites, with the help of specialist

property developers and to manage through the present market difficulties.  Nevertheless it

is prudent to regard these residential development loans as more problematic than our

traditional core lending and to allocate some funds to cover any possible losses.

Consequently a significant provision of £1.85m has been set aside this year as specific cover

Our ‘Win Your Mortgage for a Year’
promotion attracted considerable
attention.

In the face of fierce competition, we
maintained our policy of offering savers
long-term value without gimmicks.

The Hanley’s Human Resources Manager
Cris Hammond receives the Best Companies
2009 award from Jonathan Austin,
Chief Executive of Best Companies.



for potential future shortfalls which may arise in the recovery of these

loans.  This further demonstrates The Hanley’s ability to cope with the

impact of any future downturn in this small segment of our mortgage

portfolio.

Our people and our community

Of course our financial results are vital indicators of the health of our

business, but they are not the only measures of success.  In such difficult

economic times it is essential that we remain mindful of the role we play

in our local community.  Indeed this focus on community support helps

mould our values as a mutual building society.  I am extremely proud of the way our staff

have risen to the business challenges this year, and equally proud of how they have

remained committed to delivering outstanding service to our customers and to our

responsibilities as a highly regarded local employer.  As a result of our move to a new head

office we raised donations totalling £3,400 for the local children’s hospice, The Donna Louise

Trust and a cheque was presented to this outstanding local charity at our office opening day.

Our staff also play an active part as mentors for the Prince’s Trust and we were able to

donate £3,500 to the Prince’s Trust following a successful golf day in June 2009, and just to

show that our sporting affiliations are not confined to golf, we extended our sponsorship of

the Potters ’Arf Marathon in June 2009 involving almost 2,000 runners and raising

funds for the Breath of Life charity whilst enhancing the profile of the city of Stoke-

on-Trent.

Looking ahead, it is clear that 2010 will be another extremely challenging year as

the legacy of such a deep recession is likely to be profound and long lasting.

Prospects for the housing market look a little brighter but remain fragile and

uncertain, whilst the low bank base rate environment places great strain on those

firms such as ourselves that aim to fund our future lending by attracting and

retaining retail savings.  Margin pressure for building societies is inevitable.

However, the foundations are strong at The Hanley and are built on concrete not

sand.  With the creativity and tenacity of our people and the ongoing support of

members and customers, The Hanley will continue to thrive and to remain a

feature of the North Staffordshire landscape for many years to come.

David Webster Chief Executive

20 October 2009
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David Milburn, Chairman of the
Donna Louise Trust receives a
cheque for £3,400 from The Hanley’s
Chairman Ted Turner assisted by
Jonathan Wilkes. The sum resulted
from fund raising efforts connected
with the opening of our new head
office.

Granville, our squirrel mascot, was in
action in preparation for the Potters
’Arf Marathon which The Hanley
sponsored. The event attracted
almost 2,000 runners.
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Board of Directors

Edward Turner, age 65, is a chartered accountant and has been a Board member since 1998.  He is

Chairman of the Society and is also a member of the Society’s Assets & Liabilities and Audit & Compliance

Committees.

Ted was a partner with KPMG for 21 years, and often undertook work within the building society sector as

well as in other financial services businesses.  He is a Non-Executive Chairman of a private property

investment company, President and Trustee of the North Staffs Medical Institute, a charity which provides

facilities for post graduate education for the medical profession locally, and a trustee of the Douglas

Macmillan Hospice.

After 11 years as a Director Ted will be retiring in October 2009.

Francis Stafford, age 55, was appointed to the Board as a Non-Executive Director in January 1993, and

appointed Vice Chairman in December 1997. He was Chairman of the Assets & Liabilities Committee

when it was first created but has since passed that role over to Steven Jones the Finance Director. He is

still a member of that Committee as well as being Chairman of the Remuneration Committee.

Among his outside interests, Lord Stafford was Chairman of both Keele and Harper Adams Universities

from where he started The Lord Stafford Awards which encourage businesses to work with Universities.

These Awards have now progressed to both the East and West Midlands and are looking to expand into

other regions of the country. Lord Stafford currently manages his family estate at Swynnerton Park.

Philip Dearing, age 59, was co-opted to be a Non-Executive Director in October 2009 and we are sure that

his wealth of experience will be a valuable addition to the Board of The Hanley.  Philip has been working

for over 30 years in the financial services sector, first in a mutual bank and more latterly holding senior

executive and board positions in a number of building societies.  He is to be asked to become a member

of the Audit & Compliance Committee where his range of skills and experience within financial services

will be most beneficial.

Philip also fulfils the role of Chair of Audit of one of the UK’s leading and largest NHS Primary Care Trusts. 

Dr Ann Henshaw, age 62, is thoroughly enjoying her role as Non-Executive Director and, in the currently

‘interesting’ economic climate, feels privileged to have the opportunity to make a contribution to The

Hanley as it goes from strength to strength. Ann is a member of the Remuneration Committee and

continues with the specific role as ‘champion’ of Treating Customers Fairly (TCF).

Ann has a broad range of experience and skills that are vested in a long and successful career in business,

psychology and alternative dispute resolution.  She works in the city as a family mediator with law firms,

the courts, and with the people of Stoke-on-Trent.  She has recently been appointed as a Panel Chair by

the Ministry of Justice and plays a significant role in the appointment of the judiciary for England and

Wales.
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Edward Jenner, age 54, was appointed to the Board as a Non-Executive Director in January 1998 and is

Chairman of the Audit & Compliance Committee.

He was a Non-Executive Director of CORGI, the gas safety body, and was Strategic Development Director

of the Wedgwood Group having previously been Wedgwood Group Finance Director since 1994. Prior to

that he had spent his career in Unilever. 

He currently works in property development with a particular interest in affordable homes.

Steven Jones, age 46, was appointed Finance Director in May 2004. He currently Chairs the Assets &

Liabilities Committee and is a member of both the Treasury and Credit Committees. His executive

management responsibilities include finance, treasury and information systems.

Steven, who lives locally, is married with two children. A Fellow of the Institute of Chartered Accountants

with a strong background in the financial services sector, Steven is committed to The Hanley’s continued

success as a mutual Building Society within North Staffordshire.

Outside of the Society, Steven actively supports the local voluntary sector and currently sits on the boards

of North Staffs MIND and Age Concern North Staffordshire.

Dianne Thompson, age 48, was appointed to the role of Operations Director in January 2008. Her

executive management responsibilities include the branch network, mortgage and Independent Financial

Advisory services, third party relationship management and the Group’s two subsidiary companies.

Dianne also acts as a Regional Chairperson for Lighthouse Group Plc who provide Hanley Financial

Services Ltd with compliance support.

Her previous career spans 24 years in two national building societies with a particular focus on the delivery

of customer services in a retail environment.  Dianne is committed to maintaining The Hanley as an

independent mutual Building Society with a strong connection to our local community.

John Wood, age 53, was appointed to the Board as a Non-Executive Director in April 2008 and is a

member of the Audit & Compliance Committee.

He retired in 2007 from Staffordshire Police as acting Assistant Chief Constable and brings a broad range

of experience of working in a professional environment at a high level. In 2006 John was awarded the

Queen’s Police Medal for distinguished service.

After training to offer a will writing service John has become a member of a number of business networks

including the North Staffordshire Chamber of Commerce and Industry.

David Webster, age 50, has been Chief Executive at The Hanley since April 2002.  David has led the

Society through a period of significant change in the financial services industry and remains fully

committed to The Hanley’s future as an independent, local mutual Building Society with strong roots in the

community of North Staffordshire.  The regeneration of North Staffordshire is of particular interest to David

and his involvement in local business initatives includes being Chairman of fineST (the professional

services network for North Staffordshire) and Chairman of the Business Brokers project.

David is a nationally elected member of the Building Societies Association Council and in 2009 was invited

to be Deputy Chairman of the Council.



The Directors are pleased to present their Annual Report, together with the Group Accounts and Annual Business Statement, for the year

ended 31 August 2009.

Business objectives and activities

The principal purpose of the Group is that of making loans which are secured on residential property and are funded substantially by its

members.

The primary business objectives are to continue to promote saving and home ownership particularly in North Staffordshire and South

Cheshire through competitive rates of interest and a high quality of service.

Review of the year and Key Performance Indicators

The Directors are satisfied with the Group’s business performance during the year, as described in the Chief Executive’s Business

Review, and demonstrated by the improvement on our high level key performance indicators.

Total assets

Total assets is a measure of our success in our core markets of

mortgages and savings. The total assets of the Group at the end of the

financial year amounted to £349.5m (2008: £363.1m), a decrease of

£13.6m or 3.74% on the previous year, reflecting our measured

approach in a turbulent market.

Group net profit and reserves

The net profit for the year, after taxation, which amounted to £1.0m

(2008: £1.1m), has been added to the General Reserve which now

totals £27.2m (2008: £26.2m).

An appropriate level of profit is required to re-invest in the business

and to maintain the capital required to satisfy regulatory requirements

and to protect investors.

Capital

At the year end the ratio of gross capital as a percentage of total share

and deposit liabilities was 8.47% (2008: 7.81%) and the free capital as

a similar percentage was 7.45% (2008: 7.03%). Gross capital is

defined as general reserves as shown in the Group’s balance sheet,

and free capital as the aggregate of gross capital and general loss

provisions less tangible 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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Liquid assets

By maintaining sufficient liquidity the Society can ensure that it meets its liabilities as they fall due. The liquid assets comprising cash, bank

balances and authorised investments amounted to £93.4m (2008: £104.1m), representing 29.14% (2008: 31.04%) of total shares and

deposit liabilities.

Shares 

Share balances at 31 August 2009 were £288.1m (2008: £293.1m), a decrease of £5.0m 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 savers and borrowers. 

During the year the management expenses ratio reduced to 1.06%

(2008: 1.10%).

Loans and advances to customers

(a) During the year new loans and advances to customers amounted to £31.8m (2008: £74.3m). 

(b) Group mortgage assets as at 31 August 2009 were £251.7m (2008: £255.6m). Redemptions during the year were £23.9m (2008:    

£33.7m), including £2.8m (2008: £11.1m) within our subsidiary company, Hanley Mortgage Services Ltd. 

(c) Society mortgage balances secured on residential property and other loans decreased during the year to £239.3m (2008: £240.6m).

(d) At 31 August 2009 there was 1 case (2008: 0) in which the borrowers were 12 months or more in arrears.  The total amount 

of arrears in this case was £3,072 (2008: £nil) and the capital balance was £29,807 (2008: £nil).

(e) In respect of its portfolio of residential development loans at 31 August 2009, 2 properties (2008: 2) were in possession, with a capital

balance outstanding of £3.1m (2008: £2.1m). In addition, interest has been suspended on a further 4 loans (2008: 2) with a capital

balance outstanding of £5.3m (2008: £2.9m). As at 31 August 2009 there were 0 cases (2008: 0) with arrears oustanding greater

than 12 months or more.

Creditor payment policy

The Group’s continuing policy concerning the payment of its trade creditors is to pay invoices within the agreed terms of credit once the

supplier has discharged their contractual obligations.  Amounts due to relevant creditors of the Society as at 31 August 2009 represented

23 days of purchases (2008: 19).

Charitable and political donations

During the year The Hanley made donations of £6,450 to local charities. No contributions were made for political purposes.
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Directors’ Report continued

Executives and staff

The Society maintains an open recruitment and staff development policy, affording equal opportunities regardless of age, gender, race or

disability. Staff communication and training continue to remain priorities with the Society.

The Board wish to record their thanks to the staff, and our agents, for the vital contribution they continue to make.  Adapting to new methods

of working and changing long-standing practices is not always easy, but doing so is essential in the rapidly changing financial services

marketplace in which the Society competes. The support, co-operation and flexibility of the staff is critical to the ongoing success of The

Hanley.

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 maintain

public confidence and to allow the achievement of its corporate objectives.

The Board has put in place a formal risk management structure which includes risk policy statements, exposure limits, mandates and

reporting lines, along with an active risk review process.

Through its normal operations the Society is exposed to a number of risks the most significant of which are credit, liquidity, interest rate and

operational risk. The Society has a formal structure for managing these including established risk limits, reporting lines, mandates and other

control procedures.

Credit risk

Credit risk is the risk of a customer or counterparty not meeting their obligations as they fall due. All loan applications are assessed with

reference to the Society’s lending policy. The Assets & Liabilities Committee ensures that appropriate credit limits are established for

individual counterparties, sectors and countries and ensures that these limits are adhered to.  

In respect of residential development loans the Society additionally has potential exposure to movements in the value of new build properties

and development land.  This is mitigated by taking a longer term approach to the management of its loans to this sector, which enables the

Society to take advantage of any positive cyclical movements in underlying property values.

Liquidity risk

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

sufficient liquid resources to cover cashflow imbalances and fluctuations in funding, to maintain full public confidence in the solvency of the

Society and to meet its financial obligations. This is achieved through maintaining a prudent level of liquid assets, through wholesale funding

facilities and through management control of the growth of the business.

Interest rate risk

Interest rate risk represents the Society’s exposure to movements in interest rates and is managed on a continuous basis, within limits set

by the Board, using interest rate swap and cap products. All transactions in such instruments are undertaken to manage the risks arising

from underlying business activities. No transactions of a speculative nature are undertaken.

The interest rate sensitivity exposure of the Group is set out in Note 24 to the Annual Accounts.
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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 & Compliance

Committee.

Financial risk management

The group has a formal structure for managing financial risks arising from its operations. As noted above,  these comprise credit risk, liquidity

and interest rate risk. A further explanation of these risks and the controls in place to manage them (including the use of derivatives) is given

in Note 24 to the Annual Accounts.

Disclosure of information to auditors

The Directors who held office at the date of approval of this Directors’ Report confirm that, so far as they are each aware, there is no relevant

information of which the Society’s auditors are unaware, and each Director has taken all the steps that they ought to have taken as Directors

to make themselves aware of any relevant information and to establish that the Society’s auditors are aware of that information.

Auditors

A resolution to reappoint PricewaterhouseCoopers LLP as auditors to the Society will be proposed at the annual general meeting.

Directors

The following persons were Directors of the Society during the year:

Non-Executive Directors

E.M. Turner F.C.A. (Chairman)

The Rt. Hon. the Lord Stafford D.L. (Vice-Chairman)

A. Henshaw B.Sc.(Hons), Ph.D. 

E. V. Jenner B.Sc., F.C.M.A.

J. H. Wood Q.P.M., LL.B.

Executive Directors

D. Webster (Chief Executive)

S. Jones B.Sc., F.C.A., M.B.A. (Finance Director)

D. J. Thompson (Operations Director) 

Mr. S. Jones retires by rotation and The Rt. Hon. the Lord Stafford and Mr. E. V. Jenner have volunteered, in view of their years of service,

to seek annual re-election in accordance with the Society’s rule 26(1). Mr P.R. Dearing retires in accordance with rule 25(4). Being eligible,

they offer themselves for (re)election.

On behalf of the Board

E. M. Turner

Chairman

20 October 2009

Directors’ Report continued



Directors’ Remuneration Report 

Directors’ Remuneration

The purpose of this report is to inform members of The Hanley about our policy on the remuneration of Executive and Non-Executive

Directors.  This Policy was updated in 2004 and the Board has included an advisory vote on the Directors’ Remuneration Report at this year’s

AGM.

The Remuneration Committee

The Committee is responsible for the remuneration policy for all Directors of the Society and it makes recommendations to the Board

regarding remuneration and contractual arrangements.  The Committee meets at least twice a year and reviews supporting evidence,

including external professional advice if appropriate, on comparative remuneration packages.  The Committee also reviews the Chief

Executive’s proposals for Senior Management remuneration, including any performance related bonus.

Policy for Executive Directors

The Board’s policy is to set remuneration levels which will attract and retain high calibre Executive Directors, and to encourage excellent

performance through rewards directly linked to the achievement of The Hanley’s strategic objectives.  The main components of the Executive

Directors’ remuneration are:

a)       Basic Salary –  which takes into account the job content and responsibilities, individual performance (assessed annually) and salary

levels for similar positions in comparable organisations.

b)       Bonus – which is a non-pensionable, performance related cash bonus payable on achievement of Board-specified key performance

indicators (KPIs).  These KPIs include Group profit, customer satisfaction measures, cost management and growth in other income.

They are set at challenging levels and provide a true incentive to perform at high levels, consistent with the interests of members.

Bonus payments to Executive Directors (and to Senior Managers) are payable annually, are not guaranteed and are reviewed each

year.

c)       Pensions –  which involves The Hanley contributing to the personal pension arrangements of its Executive Directors.  The Society

does not have a Defined Benefit/Final Salary pension scheme.

d)      Other Benefits –  notably the provision of a company car to each Executive Director (or an equivalent allowance), private medical

insurance, permanent health insurance and a concessionary mortgage rate on loans up to £40,000.  Such benefits are reviewed

annually by the Remuneration Committee.

Executive Directors have contractual notice periods of up to one year and so any termination payment would not exceed 12 months’ salary

and accrued benefits.  The performance of the Chief Executive, Finance Director and Operations Director is reviewed on an annual basis

by the Remuneration Committee.

Policy for Non-Executive Directors

The remuneration of all Non-Executive Directors is reviewed on an annual basis by the Remuneration Committee, using external data for

other comparable building societies, and by a performance review process undertaken by the Society’s Board Chairman.  The remuneration

of the Chairman is reviewed and set by the Remuneration Committee.  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 but serve under letters of

appointment following election by the Society’s membership.
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Directors’ Remuneration Report continued

Directors’ Remuneration

Directors’ emoluments:
For services as a director
For executive services

Emoluments of the Society’s Directors are listed below.

For services as a director:

E. M. Turner (Chairman) 
Lord Stafford (Vice-Chairman)
A. Henshaw 
E. V. Jenner
T. P. Walsh (to 31/03/08)
J. H. Wood

For executive services:
2009
D. Webster
S. Jones
D. J. Thompson (part time)

2008
D. Webster
S. Jones
D. J. Thompson (from 04/01/08)

Benefits
£000

15
9
7

31

15
10
4

29

Salary
£000
152
74
44

270

142
70
42

254

Bonus
£000

10
5
3

18

17
5
4

26

Sub-total
£000
177
88
54

319

174
85
50

309

£000
23
9
5

37

21
9
6

36

Total
£000
200
97
59

356

195
94
56

345

2009
£000

110
356
466

Fees
£000

33
21
17
21
–

18
110

2008
£000

106
345
451

Fees
£000

32
20
17
20
10
7

106

Pension
Contribution

Group and Society

Payment of pensions for former Directors and the widows of former Directors are detailed in Note 4 to the Annual Accounts.

The Rt. Hon. the Lord Stafford

Chairman of the Remuneration Committee

20 October 2009

The total emoluments detailed below are audited numbers.



Corporate Governance

The Hanley is committed to best practice in Corporate Governance. This report explains how the Group applies the principles of the

Combined Code of Corporate Governance 2006.

The Board provides leadership and direction with the strategic aim of promoting success within an effective and controlled framework.

The Directors are committed to best practice in Corporate Governance and as such they have given due consideration to the Combined

Code on Corporate Governance, which applies to listed companies. The Building Societies Association has provided guidance on this

Combined Code and the Board has reviewed the requirements and, where they are appropriate to the Society, adopted them.

The Board

The Board consists of three Executive Directors and six Non-Executive Directors who provide the appropriate mix of skills and professional

expertise required.

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. Within this the Board has considered the individual performance of any Director whose service exceeds nine years

and is satisfied that independence is in no way jeopardised.  In 2008 the Board appointed Dr Ann Henshaw as the Senior Independent

Director to whom members may address any concerns or issues they may wish to raise.  However, all Directors are happy to make

themselves available to members for such purposes.

There is a formal, rigorous and transparent procedure for the appointment of new Directors. All Non-Executive vacancies are advertised to

members and the Nominations Committee make appointments having considered the balance of skills and experience required.  All

Directors are subject to annual performance and evaluation review, and in addition there is also an annual evaluation of the Board as a

whole.  New Directors receive full and formal induction training and all Directors are provided with on-going training to provide continual

updating of their skills.

All Directors must meet the test of fitness and propriety as laid down by the FSA as ‘Approved Persons’ to fulfil their Controlled Functions

as Directors.

The Society’s rules require all Directors to submit themselves for election by the members at the first opportunity after their appointment and

for re-election every three years. In addition, the Board has agreed that any Non-Executive Director whose service exceeds nine years, will

volunteer themselves for re-election on an annual basis.

All Directors have access to the advice of the Group Secretary and, if necessary, are able to take independent professional advice at the

Society’s expense.

Corporate Governance 
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The Board has four main sub-committees:-

Proceedings of all Committees are formally minuted and minutes are subsequently considered by the full Board.

Attendance at Board and Committee meetings for the year to 31 August 2009 has been recorded as follows:-

A. Henshaw

E. V. Jenner

S. Jones

Lord Stafford

D. J. Thompson

E. M. Turner

D. Webster

J. H. Wood

9 (12)

11 (12)

12 (12)

12 (12)

12 (12)

11 (12)

12 (12)

12 (12)

2 (2)

–

–

2 (2)

–

–

–

–

1 (1)

1 (1)

1 (1)

1 (1)

1 (1)

0 (1)

0 (1)

1 (1)

–

4 (4)

–

–

–

4 (4)

–

4 (4)

–

–

4 (4)

3 (4)

–

4 (4)

4 (4)

–

E. M. Turner

Chairman

20 October 2009

Board
Audit &

Compliance Remuneration Nominations
Assets &
Liabilities

( ) = number of meetings eligible to attend

Corporate Governance continued

The Assets & Liabilities Committee meets quarterly and monitors and controls balance sheet risk, funding and liquidity in

accordance with the Society’s policy. The Committee comprises of two Non-Executive Directors, Ted Turner and Francis Stafford,

and two Executive Directors, David Webster and Steven Jones (Chair).

The Audit & Compliance Committee meets quarterly and reviews the effectiveness of internal controls, the compliance function and

the Group’s risk management function. It considers and recommends the appointment of the internal and external auditors and

monitors their effectiveness and independence. The Committee comprises of three Non-Executive Directors, Edward Jenner

(Chair), Ted Turner and John Wood. 

The Remuneration Committee meets at least twice a year and independently reviews and recommends changes to the terms and

conditions of employment of the Directors and Senior Managers. The Committee comprises of two Non-Executive Directors,

Francis Stafford (Chair) and Ann Henshaw.

The Nominations Committee meets as required to consider Board appointments. All Board members sit on this Committee. 

1.

2.

3.

4.



Directors’ Responsibilities

Directors’ responsibilities for preparing the Annual Accounts

The following statement, which should be read in conjunction with the statement of the respective responsibilities of Directors and auditors

on page 19, is made by the Directors to explain their responsibilities in relation to the preparation of the Annual Accounts, Annual Business

Statement and Directors' Report.

The Directors are required by the Building Societies Act 1986 (The Act) to prepare, for each financial year, Annual Accounts which give a

true and fair view:

• of the state of the affairs of the Society and of the Group as at the end of the financial year;

• of the income and expenditure of the Society and of the Group for the financial year;

• of the cash flows of the Group for the financial year.

In preparing those accounts, the Directors are required to:

• select appropriate accounting policies and apply them consistently;

• make judgements and estimates that are reasonable and prudent;

• state whether applicable accounting standards have been followed, subject to any material departures disclosed and explained in the 
accounts;

• prepare the accounts on the going concern basis, unless it is inappropriate to presume that the Group will continue in business.

In addition to the accounts, the Act requires the Directors to prepare, for each financial year, an Annual Business Statement and a Directors'

Report, each containing prescribed information relating to the business of the Society and of the Group.

Directors’ responsibilities for accounting records and internal control

The Directors are responsible for ensuring that the Group:

• keeps accounting records in accordance with the Building Societies Act 1986;

• 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 the Group and for taking reasonable steps for the

prevention and detection of fraud and other irregularities.

Going concern

The Directors are satisfied that the Group 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.

18 ANNUAL REPORT & ACCOUNTS 
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Independent Auditors’ Report to the Members of Hanley Economic Building Society

We have audited the Group and Society Annual Accounts of the Hanley Economic Building Society for the year ended 31 August 2009 which

comprise the Group and Society Income and Expenditure Accounts, the Group and Society Balance Sheets, the Group Cash Flow

Statement, the Accounting Policies and the related notes.  These Annual Accounts have been prepared under the accounting policies set

out therein.  We have also audited the information in the Directors’ Remuneration Report that is described as having been audited.  

We have examined the Annual Business Statement (other than the details of Information Relating to the Directors at 31 August 2009 and

Officers upon which we are not required to report) and the Directors’ Report.

Respective Responsibilities of Directors and Auditors

The Directors’ responsibilities for the preparation of the Annual Report, including the Annual Accounts, the Directors’ Remuneration Report,

the Annual Business Statement and the Directors’ Report in accordance with applicable law and United Kingdom Accounting Standards

(United Kingdom Generally Accepted Accounting Practice) are set out in the Statement of Directors’ Responsibilities.

Our responsibility is to audit the Annual Accounts in accordance with relevant legal and regulatory requirements and International Standards

on Auditing (UK and Ireland).  This report, including the opinion, has been prepared for, and only for, the Society’s Members as a body in

accordance with Section 78 of the Building Societies Act 1986 and for no other purpose.  We do not, in giving this opinion, accept or assume

responsibility for any other purpose or to any other person to whom this report is shown or into whose hands it may come save where

expressly agreed by our prior consent in writing.

We report to you our opinion as to whether the Annual Accounts give a true and fair view and whether the Annual Accounts and the part of

the Directors’ Remuneration Report to be audited have been properly prepared in accordance with the Building Societies Act 1986 and

regulations made under it.  We also report to you our opinion as to whether certain information included within the Annual Business

Statement gives a true representation of the matters in respect of which it is given, whether the information given in the Directors’ Report is

consistent with the accounting records and the Annual Accounts, and whether the Annual Business Statement and the Directors’ Report

have 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 we require for our audit.

We read the other information contained in the Annual Report and consider whether it is consistent with the audited Annual Accounts.  The

other information comprises only the Chairman’s Statement, Chief Executive’s Business Review, Directors’ Report, Directors’ Remuneration

Report, report on Corporate Governance, and statement of Directors’ Responsibilities.  We consider the implications for our report if we

become aware of any apparent misstatements or material inconsistencies with the Annual Accounts, the Annual Business Statement or the

Directors’ Report.  Our responsibilities do not extend to any other 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, the Annual

Business Statement and the part of the Directors’ Remuneration Report to be audited. 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 the Group’s and Society’s circumstances, consistently applied and adequately disclosed.

Independent Auditors’ Report



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 and the part of the Directors’ Remuneration Report to be

audited 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 and the part of the Directors’ Remuneration Report to be

audited.

Opinion

In our opinion:

• the Annual Accounts give a true and fair view, in accordance with United Kingdom Generally Accepted Accounting Practice, of the state

of the Group’s and the Society’s affairs at 31 August 2009 and of the Group’s and the Society’s income and expenditure and the

Group’s cash flows for the year then ended;

• 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;

• the information given in the Directors’ Report is consistent with the accounting records and the Annual Accounts, and

• the Annual Accounts, the part of the Directors’ Remuneration Report to be audited, the Annual Business Statement and the Directors’

Report have each been prepared in accordance with the applicable requirements of the Building Societies Act 1986 and regulations

made under it.

David Roper (Senior Statutory Auditor)

for and on behalf of PricewaterhouseCoopers LLP

Chartered Accountants and Statutory Auditors

Manchester

20 October 2009

Independent Auditors’ Report continued
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Income and Expenditure Accounts

For the year ended 31 August 2009

Notes

Interest receivable and similar income 2

Interest payable and similar charges 3

Net interest receivable 

Fees and commissions receivable

Fees and commissions payable

Total income

Administrative expenses 4

Depreciation and amortisation 12

Other operating charges

Profit on disposal of fixed assets

Provisions for bad and doubtful debts 6

Provisions for contingent liabilities and commitments – FSCS Levies    23

Profit on ordinary activities before taxation

Tax on profit on ordinary activities 7

Profit for the financial year 22

SocietyGroup
2008
£000

20,588

(15,597)

4,991

1,005

(227)

5,769

(3,600)

(277)

(122)

–

(166)

–

1,604

(474)

1,130

2009
£000

14,525

(9,886)

4,639

720

(203)

5,156

(3,551)

(231)

(60)

1,842

(1,838)

(635)

683

280

963

2009
£000

14,256

(9,886)

4,370

500

(170)

4,700

(3,366)

(223)

(60)

1,842

(1,838)

(635)

420

346

766

2008
£000

20,308

(15,625)

4,683

619

(182)

5,120

(3,415)

(270)

(122)

–

(160)

–

1,153

(361)

792

The Group has no recognised gains or losses other than the profit for the years reported above.

The notes on pages 24 to 38 form part of these accounts.

All income and expenditure relates to continuing operations.
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As at 31 August 2009 

Notes

ASSETS

Liquid assets

Cash in hand and balances with the Bank of England

Loans and advances to credit institutions 8

Debt securities 9

Loans and advances to customers

Loans fully secured on residential property 10

Other loans 10

Investments in subsidiary undertakings 11

Tangible fixed assets 12

Other assets 13

Prepayments and accrued income 14

Total assets

LIABILITIES

Shares 15

Amounts owed to credit institutions 16

Amounts owed to other customers 17

Other liabilities 18

Accruals and deferred income 19

Provisions for liabilities – FSCS Levies 20

Reserves

General reserves 22

Total liabilities

The notes on pages 24 to 38 form part of these accounts.

Approved by the Board of Directors

on 20 October 2009

E. M. TURNER D. WEBSTER S. JONES

Chairman Chief Executive Finance Director

SocietyGroup
2008

£000

390

24,486

79,230

104,106

246,032

9,584

255,616

–

2,907

121

307

363,057

293,077

28,516

13,756

1,207

301

–

26,200

363,057

2009

£000

499

15,397

77,555

93,451

242,701

9,039

251,740

–

3,461

617

226

349,495

288,161

21,564

10,926

448

598

635

27,163

349,495

2009

£000

498

14,968

77,555

93,021

230,287

9,039

239,326

11,253

3,436

659

212

347,907

288,161

21,564

10,926

448

571

635

25,602

347,907

2008

£000

390

23,953

79,230

103,573

230,978

9,584

240,562

14,181

2,874

97

282

361,569

293,077

28,516

13,756

1,088

296

–

24,836

361,569

Balance Sheets



Group Cash Flow Statement

For the year ended 31 August 2009

Net cash (outflow)/inflow from operating activities

Taxation

Capital expenditure and financial investment

Purchase of debt securities

Proceeds from disposal and maturity of debt securities

Purchase of tangible fixed assets

Proceeds from disposal of tangible fixed assets

(Decrease) in cash

Reconciliation of operating profit to net cash flow

from operating activities

Operating profit

Decrease in other assets

Decrease in prepayments and accrued income

(Decrease)/increase in accruals and deferred income

Provisions for bad and doubtful debts

Irrecoverable amounts written off

Loans and advances written off net of recoveries

Depreciation and amortisation

Profit on sale of tangible fixed assets

Net cash inflow from trading activities

Loans and advances made to customers

Loans and advances repaid by customers

Net (decrease)/increase in shares

(Decrease)/increase in amounts owed to credit institutions and other customers

Decrease in loans and advances to credit institutions

Net (decrease)/increase in other liabilities

Increase in provision for FSCS Levies

Net cash (outflow)/inflow from operating activities

Reconciliation of cash balances

Cash in hand and balances with the Bank of England

Loans and advances to credit institutions – repayable on demand

2009

£000

(8,211)

(499)

(179,480)

180,721

(2,431)

3,488

(6,412)

683

36

583

(1,228)

1,838

(56)

(91)

231

(1,842)

154

(31,750)

33,935

(3,767)

(9,406)

2,500

(512)

635

(8,211)

2008

£000

390

10,092

10,482

2008

£000

2,393

(552)

(128,990)

127,160

(157)

32

(114)

1,604

11

672

229

166

(16)

–

277

–

2,943

(74,260)

44,836

8,570

12,301

8,000

3

–

2,393

Group Group

Cash flow

£000

109

(6,521)

(6,412)

2009

£000

499

3,571

4,070
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Notes to the Accounts

Accounting policies

Basis of preparation

The accounts have been prepared under the historical cost convention and in accordance with applicable accounting standards and

the Building Societies (Accounts and Related Provisions) Regulations 1998. 

The accounts are prepared in accordance with relevant British Bankers Association statements of recommended practice (SORPs)

in all material respects.

Basis of consolidation

The Group accounts consolidate the accounts of the Society and all its subsidiary undertakings. These accounts are made up to 31

August 2009. Unless otherwise stated, the acquisition method of accounting has been adopted. In the Society’s accounts,

investments in subsidiary undertakings are stated at the lower of cost and recoverable amount. 

Premiums on the acquisition of mortgages books

Premiums paid on the acquisition of mortgage books, to the extent they exceed the fair value of the loan acquired, are included in

prepayments in the Balance Sheet and are written off over the estimated lives of the loans against interest receivable on a level

yield basis. 

Taxation

Corporation tax is provided on the profit for the year, as adjusted for taxation purposes.

Deferred tax is recognised at current rates, 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 (See note 21).

Deferred tax assets are only recognised to the extent that they are considered recoverable. 

Fixed assets

The cost of additions and major alterations to office premises and equipment is capitalised.

Depreciation

Depreciation is provided to write off the cost, less the estimated residual value, of tangible fixed assets over their estimated useful

economic lives as follows:

Freehold buildings and leasehold properties (long) – 50 years on a straight line basis
Leasehold land and leasehold properties (short) – Life of lease on a straight line basis
Office and computer equipment – 5 to 10 years on a straight line basis
Motor cars – 25% on the reducing balance

Leases

Operating lease rentals are charged to the Income and Expenditure account on a straight line basis over the period of the lease.

Liquid assets

Liquid assets are stated in the balance sheet at the lower of cost and net realisable value.  Debt securities are stated at cost adjusted

to exclude accrued interest at the date of purchase.  Interest on debt securities, bank deposits and certificates of deposit includes

interest accrued to the date of the balance sheet.  Premiums and discounts arising on the purchase of financial fixed assets are

amortised on a straight line basis over the period to the maturity date of the asset.

1.



Notes to the Accounts continued

Accounting policies (continued)

Provision for loans and advances

Individual assessments are made of all advances on properties which are in possession and specific provision is made for any

shortfall that may arise.  A specific provision is also made against all properties in arrears by three months or more or an amount

in excess of £1,000 based on the likelihood of the property reaching the possession stage and the potential shortfall.  The charge

to the Income and Expenditure account comprises the net movement in the provisions together with any losses written off during

the year and amounts received in respect of loans previously written off.

A general provision is made against those advances which have not been specifically provided for, but where the Society’s

experience and the general economic climate would indicate that losses may ultimately be realised.

Provision is also made for any residential development loan where the borrower has gone into receivership and it appears probable

that the Society may incur a loss on the repossession and realisation of the underlying security.  No provision is made for loans

which have been restructured and which are not currently in arrears, or where interest is being rolled up in accordance with the

terms of the original loan agreement.

Income recognition

Interest in respect of all loans is credited to the Income and Expendiure Account as it earned on an accruals basis. Fees and

commissions receivable represent sales commissions receivable in the year net of clawback of any commissions repayable. 

Interest which is considered irrecoverable, where the property has been taken into possession or the normal lending relationship

has ceased, is suspended. Interest up to that time is credited to income and provision is made as appropriate. Subsequent recovery

of suspended interest is credited to interest receivable in the period in which recovery is made.

Pension costs

The Group contributes to personal pension plans of its Staff.  The Group’s contributions are charged against profits in the year to

which they relate.  The charge to the Income and Expenditure Account for the year is shown in Note 4 to the accounts.

Mortgage cashback and incentive schemes

Payments under the Society’s mortgage cashback and incentive schemes are written off as incurred within other operating charges.

Mortgage discounts are charged against interest receivable as incurred.

Derivatives

The Society enters into off-balance sheet transactions as a means of hedging the risk of interest rate fluctuations as described in

Note 24.

The income and charges on these instruments are included in interest receivable and interest payable on an accrual basis. Amounts

accrued on off-balance sheet instruments are included within prepayments or accruals as appropriate.

1.
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Interest receivable has been reduced by interest suspended on non-performing loans in accordance with the Group’s accounting

policy. Movements in the suspended interest account are as follows:

Balance brought forward

Interest suspended during the year

Interest previously suspended written off in year

Balance carried forward

Interest payable and similar charges

On shares held by individuals 

On deposits and other borrowings

Net expense on financial instruments

26 ANNUAL REPORT & ACCOUNTS 

Notes to the Accounts continued

2.

3.

2008

£000

11,948

749

3,265

2,898

485

963

20,308

2008

£000

206

341

–

547

2008

£000

14,047

1,578

–

15,625

2009

£000

9,257

467

3,470

540

–

522

14,256

2009

£000

547

487

(44)

990

2009

£000

8,157

1,058

671

9,886

Society

2009

£000

10,048

467

3,470

540

–

–

14,525

2009

£000

547

487

(44)

990

2009

£000

8,157

1,058

671

9,886

Group

SocietyGroup

SocietyGroup

2008

£000

13,185

749

3,265

2,904

485

–

20,588

2008

£000

206

341

–

547

2008

£000

14,047

1,550

–

15,597

Interest receivable and similar income

On loans fully secured on residential property

On other loans

On debt securities

On other liquid assets

Net expense on financial instruments

Interest receivable from subsidiary undertaking



Notes to the Accounts continued

Administrative expenses and staff numbers

Administrative expenses

Directors’ emoluments:

(i) Fees

(ii) For executive services

(iii) Pensions to former Directors and widows of former Directors

Remuneration and expenses of staff:

(i) Salaries and wages

(ii) Social security costs

(iii) Other pension costs

Remuneration of auditors and their associates*:

For audit work

For other services

Operating leases – land and buildings

Other administrative expenses

Staff numbers

The average monthly number of persons

employed during the year was:

At head office

At branch offices

Society

Subsidiary undertakings

Group

Full 

Time

22

20

42

3

45

Part

Time

13

7

20

–

20

Full 

Time

24

19

43

4

47

Part

Time

13

8

21

1

22

2009 2008

2009

£000

110

356

6

1,326

195

99

55

23

105

1,276

3,551

2008

£000

106

345

6

1,424

196

97

56

–

105

1,265

3,600

Group4.

5.

2009

£000

110

356

6

1,221

184

99

55

23

105

1,207

3,366

2008

£000

106

345

6

1,309

184

97

56

–

105

1,207

3,415

Society

Directors’ Remuneration

Total remuneration of the Society’s Directors for the year was £466,000 (2008: £451,000). Full details are given in the Directors’

Remuneration Report on page 14.

The Society does not contribute to Non-Executive Directors’ pensions.

Directors’ loans and transactions

At 31 August 2009 there were 8 (2008: 4) outstanding mortgage loans granted in the ordinary course of business to Directors and

connected persons, amounting in aggregate to £1,747,027 (2008: £1,770,298).  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 Annual General Meeting.
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Provision for loans and advances: Society Loans fully secured Loans fully secured Total
Provision for losses on: on residential property on land

Balance 1 September 2008

Utilised

Increase/(decrease) in provision for the year

Balance 31 August 2009

Provision for loans and advances: Group Loans fully secured Loans fully secured Total
Provision for losses on: on residential property on land

Balance 1 September 2008

Utilised

Increase/(decrease) in provision for the year

Balance 31 August 2009

2009
£000

(313)
(3)

(316)

36
(280)

683

191

(62)
20

(11)
84

(523)
(15)

(316)

2008
£000

468
(5)

463

11
474

1,604

468

(4)
17

(18)
–
–
–

463

2008
£000

350
(5)

345

16
361

1,153

337

(4)
17
(5)

–
–
–

345

£000

1,060

(56)

1,747

2,751

Notes to the Accounts continued

£000
Specific

776

(56)

1,847

2,567 

£000
Specific

–

–

–

–

£000
General

272

–

(100)

172

£000
General

12

–

–

12

6.

7.

£000

976

(56)

1,747

2,667

£000
Specific

776

(56)

1,847

2,567 

£000
Specific

–

–

–

–

£000
General

188

–

(100)

88

£000
General

12

–

–

12

Group Society

2009
£000

(379)
(3)

(382)

36
(346)

420

118

(62)
20
(3)
84

(523)
(16)

(382)

2009
£000

1,747

91

1,838

2008
£000

166

–

166

2008
£000

160

–

160

Group Society

2009
£000

1,747

91

1,838

Tax on profit on ordinary activities
a) Analysis of charge in year:

Current tax 
Over provision of tax in prior years
Total current tax (see note (b) below) 
Deferred tax (see note 21):
Origination and reversal of timing differences
Tax on profit on ordinary activities

b) Factors affecting current tax charge in year:
Profit on ordinary activities before tax
Tax on profit on ordinary activities at UK 
standard rate of 28% (2008: 29.16%)
Effects of:
Depreciation in excess of capital allowances and other timing differences    
Expenses not deductible for tax purposes
Small company relief and adjustment in respect of prior years
Chargeable gains
Non taxable income
Rate adjustment
Current tax (credit)/charge for year

The overall charge in the Income and Expenditure for the

year comprises:

Net increase in provision for the year (as above)

Unprovided losses realised in the year



Debt securities

Debt securities have remaining maturities as follows:  

Accrued interest

In not more than one year

In more than one year

Transferable securities:

Listed

Unlisted

Market value of listed debt securities

Transferable securities held as financial fixed assets:

Maturity value

Unamortised premium/(discount)

Accrued interest

The Directors consider that all debt securities are held with the intention of use on a continuing basis in the Group’s activities and

are classified as “financial fixed assets”.

Movements during the year of transferable securities held as financial fixed assets are analysed as follows:

At 1 September 2008

Additions

Disposals

At 31 August 2009

Notes to the Accounts continued

8.

Group Society
2009

£000

26

3,571

9,800

2,000

15,397

2008

£000

94

10,092

11,300

3,000

24,486

2008

£000

94

9,559

11,300

3,000

23,953

2009

£000

26

3,142

9,800

2,000

14,968

2009

£000

578

60,213

16,764

77,555

–

77,555

77,555

–

76,906

71

76,977

578

77,555

2008

£000

1,012

49,835

28,383

79,230

4,112

75,118

79,230

4,020

78,184

34

78,218

1,012

79,230

£000

78,218

179,480

(180,721)

76,977

9.

Group and Society

Loans and advances to credit institutions

Loans and advances to credit institutions have remaining 

maturities as follows:    

Accrued interest

Repayable on demand

In not more than three months

In more than three months but not more than one year
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Society

Shares in
subsidiary

undertakings
£000

–

–

–

–

Loans to
subsidiary

undertakings
£000

14,181

742

(3,670)

11,253

Total
£000

14,181

742

(3,670)

11,253

Notes to the Accounts continued

The Society directly holds 100% of the issued ordinary share capital of the following companies which are registered in England

and Wales:

Principal Activity

Hanley Mortgage Services Limited Mortgage lender

Hanley Financial Services Limited Financial advisory services

Both subsidiary undertakings operate within the United Kingdom and are included in the Group’s accounts.

Loans and advances to customers – maturity analysis

Loans and advances to customers have 

remaining maturities as follows: 

Repayable on demand

In not more than three months

In more than three months but not more than one year

In more than one year but not more than five years

In more than five years

Less: Provisions (note 6)

The maturity analysis comprises:

Loans fully secured on residential property

Other loans – fully secured on land

2009

£000

14,839

1,522

9,700

44,026

171,906

241,993

(2,667)

239,326

230,287

9,039

239,326

2008

£000

9,042

1,425

14,377

40,953

190,879

256,676

(1,060)

255,616

246,032

9,584

255,616

10.

11.

2008

£000

9,042

1,425

14,377

40,953

175,741

241,538

(976)

240,562

230,978

9,584

240,562

Society

2009

£000

14,839

1,522

9,700

44,026

184,404

254,491

(2,751)

251,740

242,701

9,039

251,740

Group                                                 

Investments in subsidiary undertakings

At 1 September 2008

Advances

Repayments

At 31 August 2009

This analysis assumes that each mortgage account will continue under its current terms and, in particular, that it will not be

redeemed before the contractual maturity date (except the mortgage balances on properties in possession which have been

allocated equally over the first twelve months). However, the Society’s mortgage conditions give the Society the right to demand

repayment of the mortgage debt in full after three months written notice to the borrower. When the borrower is in default repayment

is due immediately.

The maturity analysis of loans and advances to customers disclosed above has been restated to show balance net of suspended

interest, see note 2 for full details of suspended interest.



Cost at 1 September 2008

Additions during the year

Disposals during the year

Cost at 31 August 2009

Depreciation at 1 September 2008

Charge for the year

Disposals during the year

Depreciation at 31 August 2009

Net book value:

at 31 August 2008

at 31 August 2009

All land and buildings are occupied by the Group and the Society.

Tangible fixed assets

Cost at 1 September 2008

Additions during the year

Disposals during the year

Cost at 31 August 2009

Depreciation at 1 September 2008

Charge for the year

Disposals during the year

Depreciation at 31 August 2009

Net book value:

at 31 August 2008

at 31 August 2009

811

–

–

811

116

16

–

132

695

679

2,085

2,100

(2,085)

2,100

457

37

(486)

8

1,628

2,092

387

–

–

387

184

38

–

222

203

165

3,719

331

(2,386)

1,664

3,338

140

(2,339)

1,139

381

525

7,002

2,431

(4,471)

4,962

4,095

231

(2,825)

1,501

2,907

3,461

Notes to the Accounts continued

Equipment,
Fixtures,

Fittings &
Vehicles

£000

Long
Lease
£000

Freehold
£000

Total
£000

Group 

Land and Buildings12.

Short
Lease
£000

811

–

–

811

116

16

–

132

695

679

2,085

2,100

(2,085)

2,100

457

37

(486)

8

1,628

2,092

387

–

–

387

184

38

–

222

203

165

3,681

331

(2,386)

1,626

3,333

132

(2,339)

1,126

348

500

6,964

2,431

(4,471)

4,924

4,090

223

(2,825)

1,488

2,874

3,436

Equipment,
Fixtures,

Fittings &
Vehicles

£000

Long
Lease
£000

Freehold
£000

Total
£000

Society

Land and Buildings
Short

Lease
£000
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Amounts owed to other customers

Repayable from the date of the balance sheet in the

ordinary course of business as follows:

Accrued interest

Repayable on demand

In not more than three months

In more than three months but not more than one year

Notes to the Accounts continued

2009

£000

37

1,940

4,284

4,665

10,926

2008

£000

161

2,486

7,109

4,000

13,756

17.

Group and Society

2009

£000

64

16,500

5,000

21,564

2008

£000

316

18,200

10,000

28,516

Group and Society

Amounts owed to credit institutions

Repayable from the date of the balance sheet in the

ordinary course of business as follows:

Accrued interest

In not more than three months

In more than three months but not more than one year

16.

14.

2009

£000

226

226

2008

£000

307

307

SocietyGroup 

2009

£000

212

212

2008

£000

282

282

Prepayments and accrued income

Other

13.

2009

£000

85

532

617

2008

£000

121

–

121

SocietyGroup 

2009

£000

61

598

659

2008

£000

97

–

97

Other assets

Deferred taxation (see note 21)

Corporation taxation

15.

2009

£000

288,161

288,161

1,865

162,214

124,082

288,161

2008

£000

293,077

293,077

3,014

151,033

139,030

293,077

Group and Society

Shares

Held by individuals

Repayable from the date of the balance sheet in the

ordinary course of business as follows:

Accrued interest

Repayable on demand

In not more than three months



£000

26,200

963

27,163

£000

24,836

766

25,602

Notes to the Accounts continued

General reserves

At 1 September 2008

Profit for the year

At 31 August 2009

41

56

97

33

28

61

2009

£000

97

(36)

61

Society

2008

£000

113

(16)

97

21.

Society
2009

Group
2009

22.

Deferred taxation

At 1 September 2008

Charge to the Income and Expenditure account for the year (see note 7)

At 31 August 2009

The deferred tax assets are set out below:

Differences between accumulated depreciation and

amortisation and capital allowances

General mortgage loss provision

2009

£000

571

571

2008

£000

301

301

2009

£000

598

598

2008

£000

296

296

Group Society

2008

£000

132

(11)

121

2009

£000

121

(36)

85

Group

41

80

121

33

52

85

19. Accruals and deferred income

Other accruals

2009

£000

635

635

2008

£000

–

–

2009

£000

635

635

2008

£000

–

–

Group Society

20. Provision for liabilities – FSCS Levies

Provision for FSCS Levies (see note 23)

2009

£000

448

–

448

2008

£000

960

247

1,207

2009

£000

448

–

448

2008

£000

960

128

1,088

Group Society

18. Other liabilities

Income tax 

Corporation tax due within one year
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Guarantees and other financial commitments

Financial Services Compensation Scheme (FSCS) Levies

The Financial Services Compensation Scheme makes annual levies on all regulated UK deposit takers in relation to its running

expenses (the management expenses levy) and any compensation claims made against it (the compensation levy).  The levies for

each deposit-taker are based on its share of the total of protected deposits.

The management expenses levy includes the cost of interest on sums borrowed by the FSCS from the Bank of England, and

eventually HM Treasury, in order to fund the exceptional compensation payments arising from deposit-taker failures during 2008.

Levies have been notified in relation to the interest costs of amounts borrowed by the FSCS in respect of Bradford & Bingley plc

(September 2008), the UK retail deposit-taking arms of Icelandic banks (Heritable, Kaupthing Edge and Icesave – October 2008),

London Scottish Bank plc (December 2008) and Dunfermline Building Society (March 2009). 

As a result of information received from the Financial Services Authority, the Society has recognised in this year's accounts a

provision for levies totalling £635,000 comprising the management expenses levy covering the period to September 2011 and a

compensation levy.  These have been calculated with reference to the level of the Society’s protected deposits, anticipated future

interest rates and an initial estimate of amounts at which proceeds from the eventual disposal of assets are insufficient to cover

compensation payments made by the FSCS.

The final amounts chargeable in respect of the levies will depend upon future interest rates and each deposit-taker's relevant share

of the UK total of protected deposits and the ultimate level of compensation paid in relation to the aforementioned deposit-taker

failures. 

Annual commitments under non-cancellable operating leases are as follows:

Operating leases which expire:

Within one year

Within two to five years
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Notes to the Accounts continued

£000

1

76

77

£000

–

106

106

2009
Land and 
buildings

2008
Land and
buildings

Group and Society

23.

(a)

(b)



Notes to the Accounts continued

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

Group 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 Group has a formal structure for managing risk, including established risk limits, reporting lines, mandates and other control

procedures.  This structure is reviewed regularly by the Group’s Assets and Liabilities Committee, who set policy and review balance

sheet exposures.

Instruments used for risk management purposes include derivative financial instruments (“derivatives”), which are contracts or

agreements whose value is derived from one or more underlying price, rate or index inherent in the contract or agreement, such as

interest rates.

Derivatives are only used by the Group in accordance with the Building Societies Act 1986, to reduce the risk of loss arising from

changes in interest rates.  Derivatives are not used in trading activity or for speculative purposes.

Types of derivatives

The principal derivatives used in balance sheet risk management are interest rate swaps and caps which are used to hedge group

balance sheet exposures arising from fixed and capped rate mortgage lending and savings products.

As at 31 August 2009 the Group had entered into interest rate caps and swaps in connection with fixed rate mortgage products to

enable it to manage the risks arising from changes in interest rates.  

The table below analyses the derivatives by type of contract and shows the nominal principal amounts, credit risk weighted amount

and replacement costs of contracts.

The nominal principal amount indicates the volume of business outstanding at the balance sheet date and does not represent

amounts at risk.  The replacement cost represents the cost of replacing contracts with positive values, calculated at market rates

current at the balance sheet date, reflecting the Group’s maximum exposure should the counterparty default.  The credit risk

weighted amount, which is calculated according to rules specified by the Financial Services Authority, is based on the replacement

cost, but also takes into account a measure of the extent of potential future exposure and the nature of the counterparty.

The accounting policies for derivatives are described in note 1 to the accounts.

24.

Nominal
notional
amount

Nominal
notional
amount

Credit risk 
weighted
amount

Credit risk 
weighted
amount

Replacement
cost

Replacement
cost

5,000

42,438

5

27

_

11

5,000

52,938

8

58

14

136

Caps

Interest rate swaps

2009
£000

2009
£000

2009
£000

2008
£000 

2008
£000 

2008
£000 
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Interest rate risk

The Group is exposed to movements in interest rates, and manages this exposure on a continuous basis, within limits set by the

Board, using a combination of on and off balance sheet instruments.  The interest rate sensitivity of the Group at 31 August 2009

was:

Interest reset date

At 31 August 2009

Assets

Liquid assets

Loans fully secured on 

residential property and other loans

Tangible fixed assets

Other assets

Total assets

Liabilities

Shares

Amounts owed to credit institutions 

and other customers

Other liabilities

Reserves

Total liabilities

Net assets/(liabilities)

Off balance sheet items

Interest rate sensitivity gap

Cumulative gap

Notes to the Accounts continued

24.

61,241

200,970

–

–

262,211

256,269

22,724

–

–

278,993

(16,782)

43,438

26,656

26,656

5,395

3,956

–

–

9,351

12,492

8,151

–

–

20,643

(11,292)

(5,000)

(16,292)

10,364

21,211

10,429

–

–

31,640

15,119

1,514

–

–

16,633

15,007

(10,000)

5,007

15,371

5,000

38,591

–

–

43,591

2,416

–

–

–

2,416

41,175

(27,888)

13,287

28,658

604

(2,751)

3,461

843

2,157

1,865

101

1,681

27,163

30,810

(28,653)

–

(28,653)

–

93,451

251,740

3,461

843

349,495

288,161

32,490

1,681

27,163

349,495

–

–

–

–

Not more
that three
months

£000

More than
three months
but not more

than six
months

£000

More  than
six months

but not
more than
one year

£000

More than
one year
but not

more than
five years

£000

–

545

–

–

545

–

–

–

–

–

545

(550)

(5)

28,653

More than
five years

£000

Non-interest
bearing

£000

Total

£000

Financial instruments continued

Liquidity risk

The Group’s liquidity policy is to maintain sufficient liquid resources to cover cashflow imbalances and fluctuations in funding, to

maintain full public confidence in the solvency of the Society and to meet its financial obligations. This is achieved through

maintaining a prudent level of liquid assets, through wholesale funding facilities and through management control of the growth of

the business.

Credit risk

Credit risk is the risk that counterparties will not meet their obligations as they fall due. All loan applications are assessed with

reference to the Society’s lending policy. Treasury counterparties are approved and monitored by the Assets & Liabilities Committee.



Financial instruments continued

The interest rate sensitivity of the Group at 31 August 2008  was:

Interest reset date

At 31 August 2008

Assets

Liquid assets

Loans fully secured on 

residential property and other loans

Tangible fixed assets

Other assets

Total assets

Liabilities

Shares

Amounts owed to credit institutions 

and other customers

Other liabilities

Reserves

Total liabilities

Net assets/(liabilities)

Off balance sheet items

Interest rate sensitivity gap

Cumulative gap

Notes to the Accounts continued

24.
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64,361

219,213

–

–

283,574

269,707

29,795

–

–

299,502

(15,928)

31,438

15,510

15,510

11,740

–

–

–

11,740

2,042

2,000

–

–

4,042

7,698

–

7,698

23,208

22,865

–

–

–

22,865

17,985

10,000

–

–

27,985

(5,120)

–

(5,120)

18,088

4,000

36,832

–

–

40,832

329

–

–

–

329

40,503

(30,888)

9,615

27,703

1,140

(1,060)

2,907

428

3,415

3,014

477

1,508

26,200

31,199

(27,784)

–

(27,784)

–

104,106

255,616

2,907

428

363,057

293,077

42,272

1,508

26,200

363,057

–

–

–

–

Not more
that three
months

£000

More than
three months
but not more

than six
months

£000

More  than
six months

but not
more than
one year

£000

More than
one year
but not

more than
five years

£000

–

631

–

–

631

–

–

–

–

–

631

(550)

81

27,784

More than
five years

£000

Non-interest
bearing

£000

Total

£000
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Notes to the Accounts continued

25.

24. Financial instruments continued

Hedges

Gains and losses on instruments used for hedging are not recognised until the exposure that is being hedged is itself recognised. 

Unrecognised gains and losses on instruments used for hedging, and the movements therein, are as follows:

Unrecognised gains and losses on 

hedges at 31 August 2008

Gains and losses arising in previous years 

that were recognised during 2009

Gains and losses arising before 31 August

2008 that were not recognised during 2009

Gains and losses arising in 2009 that 

were not recognised in 2009

Unrecognised gains and losses on 

hedges at 31 August 2009

Of which: 

Gains and losses expected to be 

recognised in 2010

Fair values of financial instruments

Set out below is a comparison of carrying values and fair values for derivatives as at 31 August 2009. The table excludes certain

financial assets and financial liabilities which are not listed or publicly traded, or for which a liquid and active market does not exist.

It therefore excludes items such as mortgages, share accounts and deposits with banks. The fair values of listed debt securities are

disclosed in note 9.

Related party transactions

In accordance with the provisions of FRS8 ‘Related Party Disclosures’, transactions and balances with subsidiary companies are

not separately disclosed.

Gains

£000

151

72

79

(68)

11

–

Losses

£000

(179)

–

(179)

(1,153)

(1,332)

(292)

Total gains/losses

£000

(28)

72

(100)

(1,221)

(1,321)

(292)

2009
Book value

£000
Fair value

£000
Interest rate swaps

Caps

–

4

(1,321)

–

2008
Book value

£000
Fair value

£000
–

15

(43)

14



For the year ended 31 August 2009

STATUTORY PERCENTAGES

Proportion of business assets not in the form of loans 
fully secured on residential property (the ‘lending limit’)

Proportion of shares and deposits not in the form 
of shares held by individuals (the ‘funding limit’)

The percentages are calculated in accordance with, and the statutory limits are those prescribed by, sections 6 and 7 of the Building
Societies Act 1986 as amended by the Buildings Societies Act 1997.
Business assets are the total assets of the Group as shown in the balance sheet plus provisions for bad and doubtful debts, less
fixed assets and liquid assets.
Loans fully secured on residential property are the amount of principal owing by borrowers and interest accrued not yet payable.
This is the amount shown in the balance sheet plus provisions for bad and doubtful debts.

OTHER PERCENTAGES

Gross capital as a percentage of shares and borrowings

Free capital as a percentage of shares and borrowings

Liquid assets as a percentage of shares and borrowings

As a percentage of mean assets: 

Profit after taxation

Management expenses

Cost/income

The above percentages have been prepared from the Group's accounts and in particular:

•  ‘Shares and borrowings’ represent the total of shares, amounts owed to credit institutions and amounts owed to other 

customers.

• ‘Gross capital’ represents general reserves.

• ‘Free capital’ represents the aggregate of gross capital and general loss provisions for bad and doubtful debts less tangible

fixed assets.

• ‘Mean total assets’ represent the amount produced by halving the aggregate of total assets at the beginning and end of the 

financial year.

• ‘Liquid assets’ represent the total of cash in hand and balances with the Bank of England, loans and advances to credit 

institutions and debt securities.

• ‘Management expenses’ represent the aggregate of administrative expenses, depreciation and amortisation.

• ‘Cost/income’ represents the aggregate of administration expenses, depreciation and amortisation expressed as a 

percentage of total income less other operating charges.

1.

2.

Percentages at
31.8.2009

%

3.87

10.13

Statutory
Limit

%

25

50

31.8.2009
%

8.47

7.45

29.14

0.27

1.06

74.26

Ratio at

31.8.2008
%

7.81

7.03

31.04

0.32

1.10

68.66

Annual Business Statement
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Annual Business Statement continued

INFORMATION RELATING TO THE DIRECTORS AT 31 AUGUST 2009 

Documents may be served on the above named Directors at Messrs. Rees Jones, Solicitors, 8 Bagnall Street, Hanley, Stoke-on-
Trent.

SERVICE CONTRACTS
Mr. D. Webster entered into a one-year rolling contract on 14 January 2002 which is terminable by the Society or Mr Webster on
one year’s notice.  Mr. S. Jones is employed under a contract that is terminable by the Society on one year’s notice or the Director
on six months’ notice. Mrs. D.J. Thompson is employed under a contract that is terminable by the Society on six months’ notice or
the Director on three months’ notice.

OFFICERS

Name

A. Henshaw B.Sc. (Hons.), Ph.D.

E. V. Jenner B.Sc., F.C.M.A.

S. Jones B.Sc., F.C.A., M.B.A.

The Rt. Hon. the Lord Stafford D.L.

D. J. Thompson

E. M. Turner F.C.A.

J. H. Wood Q.P.M., LL.B  

D. Webster

Occupation

Psychologist

Consultant

Society’s
Finance Director

Landowner

Society’s
Operations
Director

Chartered
Accountant

Retired Assistant
Chief Constable

Society’s 
Chief Executive

Date of 
Appointment

28.2.2007

1.1.1998

1.5.2004

21.1.1993

4.1.2008

1.12.1998

22.4.2008

14.1.2002

Directorships

–

Avalon Affiliates Ltd.
Jenard Properties Ltd.
Jenard Ystalyfera Ltd.
Hawkesbury Properties Ltd.

North Staffs MIND.
Age Concern North Staffordshire.

Costessy Ltd.
Delamere Forest Properties Ltd.
The Lord Stafford Awards LLP.

Hanley Financial Services Ltd.
Hanley Mortgage Services Ltd.

Sidway Holdings Ltd.
Hanley Mortgage Services Ltd.
Hanley Financial Services Ltd.
North Staffordshire Medical Institute.

Hanley Mortgage Services Ltd.
Hanley Financial Services Ltd.

Date of 
Birth

30.1.1947

11.3.1955

6.12.1962

13.3.1954

8.2.1961

25.8.1944

5.9.1956

9.6.1959

Name Occupation Directorships

–
–
–  

3.

4.

Mrs. C. Hammond Human Resources Manager
Mr. C. S. Hassall F.C.I.B., A.Co.l. Group Secretary
Mr. D. Lownds B.Sc. (Hons.) Head of Business Support 
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T H E

HANLEY
E C O N O M I C

B u i l d i n g  S o c i e t y

Granville House, Festival Park

Hanley, Stoke-on-Trent 

Staffordshire ST1 5TB

Tel. 01782 255000

Branches at Festival Park, Hanley, Longton, Newcastle and Stone

www.thehanley.co.uk

Authorised and Regulated by the Financial Services Authority




