PROSPECTUS dated 4 November 2013

THIS DOCUMENT IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION. If you are in
doubt as to the action you should take in connection with this document or the proposals contained in it,
you are recommended to seek your own personal financial advice immediately from your stockbroker, bank
manager, solicitor, accountant or other independent financial adviser authorised under the Financial
Services and Markets Act 2000, if you are taking advice in the United Kingdom, or from another
appropriately authorised independent financial adviser if you are taking advice in a jurisdiction outside the
United Kingdom.

The co-operative bank

The Co-operative Bank p.l.c.
(incorporated with limited liability in England with registered number 00990937)

11 per cent. Subordinated Notes due 2023

Issue price: 100 per cent.

The 11 per cent. Subordinated Notes due 2023 (the Notes or the Bank T2 Notes) will, subject to successful
completion of the Liability Management Exercise (as defined below), be issued by The Co-operative Bank p.l.c.
(the Bank or the Issuer). Interest on the Notes will be payable quarterly in arrear up to the maturity (or earlier
redemption) of the Notes. The conditions of the Notes (the Conditions) are set out in Appendix B (Conditions of
the Notes) to this Prospectus.

Unless previously redeemed or purchased and cancelled, the Issuer will redeem the Notes on the tenth anniversary
of their date of issue (the Maturity Date). The Issuer may, at its option but subject to certain conditions as
described under Condition 6.6, redeem all, but not some only, of the Notes at any time prior to the Maturity Date
at an amount equal to 101 per cent. of their principal amount plus accrued interest in the event of certain tax
changes as described under Condition 6.2 or if the Notes cease to be eligible for recognition as regulatory capital
of the Issuer due to a change in law or regulation as described under Condition 6.3.

The Notes are being offered in connection with a liability management exercise being conducted by the Issuer and
Co-operative Group Limited (Co-operative Group) in respect of the Floating Rate Callable Step-up Dated
Subordinated Notes due 2016 (ISIN: XS0254625998) (the 2016 Notes), the 5.875% Subordinated Callable Notes
due 2019 (ISIN: XS0189539942) (the 2019 Notes), the 9.25% Subordinated Notes due 28 April 2021 (ISIN:
XS0620315902) (the April 2021 Notes), the Fixed/Floating Rate Subordinated Notes due November 2021 (ISIN:
XS0274155984) (the November 2021 Notes), the 7.875% Subordinated Notes due 19 December 2022 (ISIN:
XS0864253868) (the 2022 Notes), the 5.75% Dated Callable Step-up Subordinated Notes due 2024 (ISIN:
XS0188218183) (the 2024 Notes), the 5.875% Subordinated Notes due 2033 (ISIN: XS0145065602) (the 2033
Notes) (together the Dated Notes), the 5.5555% Perpetual Subordinated Bonds (ISIN: GBOOB3VMBW45) (the
5.5555% Bonds) and other capital securities issued by the Bank (the Liability Management Exercise or LME)
as announced on 4 November 2013 and as more fully described in this Prospectus. The Notes will be issued only
upon successful completion (as further described in Section 6 (Details of the Liability Management Exercise)) of
the Liability Management Exercise. The final principal amount of Notes to be issued (if any) will be announced
by the Issuer via the Regulatory News Service operated by the London Stock Exchange.

Application has been made to the Financial Conduct Authority under Part VI of the Financial Services and
Markets Act 2000 (the UK Listing Authority) for the Notes to be admitted to the Official List of the UK Listing
Authority and to the London Stock Exchange plc (the London Stock Exchange) for the Notes to be admitted to
trading on the London Stock Exchange’s regulated market. The London Stock Exchange’s regulated market is a
regulated market for the purposes of the Markets in Financial Instruments Directive (Directive 2004/39/EC).

The Issuer is rated BB- (long-term) and B (short-term) by Fitch Ratings Ltd. (Fitch) and Caal (long-term) and
NP (short-term) by Moody’s Investors Service Limited (Moody’s). Fitch and Moody’s are established in the
European Union and are registered under Regulation (EC) No 1060/2009 (as amended) (the CRA Regulation).
As such Fitch and Moody’s are included in the list of credit rating agencies published by the European Securities
and Markets Authority on its website (at http.//www.esma.europa.eu/page/List-registered-and-certified-CRAs) in
accordance with the CRA Regulation. A rating is not a recommendation to buy, sell or hold securities and may be
subject to revision, suspension or withdrawal at any time by the assigning rating organisation.

The denomination of each Note will be £10. The Notes will be issued in both certificated and uncertificated form
on the date of issue of the Notes (the Issue Date). Investors may hold interests in the Notes either (i) in certificated
form outside of Euroclear UK & Ireland Limited (formerly known as CRESTCo Limited) (CREST), Euroclear
Bank SA/NV (Euroclear) and Clearstream Banking, société anonyme (Clearstream, Luxembourg), (ii) in
uncertificated form in CREST, or (iii) in uncertificated form with Euroclear or Clearstream, Luxembourg through
CREST.

An investment in the Notes involves certain risks. Prospective investors should have regard to the factors
described under the heading “Risk Factors” commencing on page 40.

Dealer Managers
HSBC UBS INVESTMENT BANK



IMPORTANT NOTICES

About this document

This Prospectus comprises a prospectus for the purposes of Article 5.4 of Directive 2003/71/EC as amended
(which includes the amendments made by Directive 2010/73/EU to the extent that such amendments have
been implemented in a relevant Member State of the European Economic Area) (the Prospectus Directive).

This Prospectus contains important information about the Issuer, the terms of the Notes and details of the
Liability Management Exercise pursuant to which the Notes will be issued. This Prospectus also describes
certain risks relevant to the Issuer and its businesses, risks relating to the Liability Management Exercise and
risks relating to an investment in the Notes.

You should read and understand fully the contents of this Prospectus, including the Appendices and the
information incorporated by reference herein, before making any decision whether or not to participate in
the Liability Management Exercise.

The Issuer accepts responsibility for the information contained in this Prospectus. To the best of the
knowledge of the Issuer (having taken all reasonable care to ensure that such is the case) the information
contained in this Prospectus is in accordance with the facts and does not omit anything likely to affect the
import of such information.

Where information has been sourced from a third party, this information has been accurately reproduced and
as far as the Issuer is aware and is able to ascertain from information published by that third party, no facts
have been omitted which would render the reproduced information inaccurate or misleading. The source of
third party information is identified where used.

Neither UBS Limited or HSBC Bank plc, in their capacity as dealer managers in respect of the Notes (the
Dealer Managers), nor Law Debenture Trustees Limited in its capacity as a trustee in respect of the Notes
(the Trustee) have independently verified the information contained in this Prospectus. Accordingly, no
representation, warranty or undertaking, expressed or implied, is made and no responsibility is accepted by
the Dealer Managers or the Trustee as to the accuracy and completeness of the information contained or
incorporated in this Prospectus.

This Prospectus does not constitute or form part of any offer or invitation to sell or issue, or any solicitation
of any offer to exchange, purchase or subscribe for, any securities other than the securities to which it relates
or any offer or invitation to sell or issue, or any solicitation of any offer to purchase or subscribe for, such
securities by any person in any circumstances in which such offer or solicitation is unlawful.

None of the Dealer Managers, the Trustee or Computershare Investor Services PLC or Equiniti Limited (the
Registrars) are able to, and they do not, express any opinion on the merits of the Liability Management
Exercise or any component part of the Liability Management Exercise, or make any recommendation or offer
any advice regarding whether or not a holder of existing securities of the Bank should participate in the
Liability Management Exercise. Each holder must carefully review the applicable documents in connection
with the Liability Management Exercise and come to a decision, either on its own or with the assistance of
its professional advisers, whether or not it wishes to participate in the Liability Management Exercise.

Use of defined terms in this Prospectus

Certain terms or phrases in this Prospectus are defined in bold formatting and subsequent references to that
term are designated with initial capital letters. The meanings of these terms (or an indication of where in this
Prospectus the meanings can be found) are set out in Appendix A (Defined Terms) to this Prospectus.

Information incorporated by reference in this Prospectus

This Prospectus, including the Appendices, must be read together with all information which is deemed to
be incorporated in this Prospectus by reference (see Section 18 (Information Incorporated by Reference)).

The Notes are subordinated capital securities of the Bank and are not protected by the Financial
Services Compensation Scheme

The Notes will, upon issue, form part of the regulatory capital of the Bank. Banks are required to hold
regulatory capital to absorb losses (before depositors and other senior creditors suffer losses) during periods
of financial stress. As a provider of capital to the Bank, an investor in the Notes should be prepared to suffer



losses on its investment if, in particular, the Bank and/or the financial sector generally approaches or enters
into a period of financial stress. Such losses could be manifested in a number of ways, including (without
limitation) that the market price of the Notes may fall significantly, the United Kingdom authorities could
take action under the Banking Act 2009 (or similar future legislation), or the Bank could enter into an
insolvent winding-up, with the result that investors in the Notes could lose all or substantially all of their
initial investment in the Notes.

The Notes are not protected by the Financial Services Compensation Scheme (the FSCS). As a result, if the
Bank does go out of business or becomes insolvent, or if the United Kingdom authorities take action under
the Banking Act 2009 (or similar future legislation) to preserve or restore the viability of the Bank, the FSCS
will not pay compensation to an investor. Accordingly, in such circumstances, an investor in the Notes may
lose some, or the entire amount of, its investment in the Notes.

How to participate in the Liability Management Exercise

Investors are referred to the Consent and Exchange Offer Memorandum (the Offer Memorandum) set out
in Appendix C (Consent and Exchange Offer Memorandum) to this Prospectus for a description of the
Liability Management Exercise and how to participate in the Liability Management Exercise.

Participation in the Liability Management Exercise is the only manner in which Notes can be obtained upon
issue.

If an investor is unsure as to the meaning or effect of any of the information contained or incorporated by
reference in this Prospectus, or as to any action it should take, it should seek independent advice from its
financial, legal and/or other advisers as it considers appropriate.

Interpretation
There are a number of references in this Prospectus to Existing Securities (as defined herein) being “offered

for exchange”, “exchanged” and similar expressions. Where these expressions are used in the context of
holders of Preference Shares or 13% Bonds who elect the Instalment Repayment Notes option (as further
described in this Prospectus), such expressions are used for investors’ convenience only in understanding
what is being proposed, and must not be treated as a technical legal description of the mechanism through
which holders would receive any Instalment Repayment Notes. As set out in this Prospectus, holders who
opt for Instalment Repayment Notes will actually be selling their Preference Shares or 13% Bonds to
Co-operative Group in return for cash consideration which will be payable in twelve equal instalments over
twelve years up to (and including) 2025 and it is these instalment payments which will be represented by the

Instalment Repayment Notes.

Queries

Questions regarding the terms of the Liability Management Exercise

Questions about the terms of the Liability Management Exercise can be directed to the Dealer Managers at
the following contact details:

UBS Limited
1 Finsbury Avenue
London EC2M 2PP
United Kingdom

HSBC Bank plc
8 Canada Square
London E14 5SHQ
United Kingdom
Telephone: +44 20 7567 0525
Attention: Liability Management Group
Email: mark-t.watkins @ubs.com/
mahmoud.abdelaal @ubs.com

Telephone: +44 20 7992 6237
Attention: Liability Management Group
Email: coop.exchange @hsbcib.com




Questions regarding participation mechanics in respect of the Liability Management Exercise

Questions of a practical nature regarding how to participate in the Liability Management Exercise should be
directed to the Exchange Agent and Information Agent at the following contact details:

Lucid Issuer Services Limited
436 Essex Road
London N1 3QP
United Kingdom

Telephone: 0800 279 7346
(if calling from outside the UK: +44 20 7704 0880)
Fax: +44 20 7067 9098
Attention: Sunjeeve Patel / David Shilson / Yves Theis
Email: co-op@lucid-is.com

In addition, holders of the Preference Shares may contact Computershare as registrar for the Preference
Shares, and holders of the 13% Bonds and 5.5555% Bonds may contact Equiniti as registrar for those bonds,
at the following contact details:

Preference Shares 13% Bonds and 5.5555% Bonds
Computershare Investor Services PLC Equiniti Limited
Corporate Actions Projects Corporate Actions
Bristol BS99 6AH Aspect House
United Kingdom Spencer Road
Lancing

West Sussex BN99 6DA
United Kingdom

Telephone: 0800 694 0470 Telephone: 0800 169 7006
(if calling from outside the UK: +44 0117 902 7672)| (if calling from outside the UK: +44 121 415 0260)

Lines are open from 8.30 a.m. to 5.30 p.m. (London time) Monday to Friday (except UK public holidays). Calls from UK landlines will not be
chargeable. Calls from outside the UK will be charged at the applicable international rate. Different charges may apply to calls from mobile

telephones and calls may be recorded and randomly monitored for security and training purposes. Please note that the telephone operators cannot
provide advice on the merits of the Liability Management Exercise or any part of it, nor can they give financial, tax, investment or legal advice.
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1
SUMMARY

The following is a summary of information relating to the Bank and the Notes.



SUMMARY OF THE NOTES

Summaries are made up of disclosure requirements known as “Elements”. These elements are numbered in
Sections A-E (A.1 — E.7).

This summary contains all the Elements required to be included in a summary for this type of security and
issuer. Because some Elements are not required to be addressed, there may be gaps in the numbering
sequence of the Elements.

Even though an Element may be required to be inserted in the summary because of the type of security and
issuer, it is possible that no relevant information can be given regarding the Element. In this case a short
description of the Element is included in the summary with the mention of “not applicable”.

Section A — Introduction and warnings

Element | Title

Al Warning This summary should be read as an introduction to the
Prospectus.

Any decision to invest in the securities should be based on
consideration of the Prospectus as a whole by the investor.

Where a claim relating to the information contained in the
Prospectus is brought before a court, the plaintiff investor might,
under the national legislation of the Member States, have to bear
the costs of translating the Prospectus before the legal
proceedings are initiated.

Civil liability attaches only to those persons who have tabled the
summary including any translation thereof, but only if the
summary is misleading, inaccurate or inconsistent when read
together with the other parts of the Prospectus or it does not
provide, when read together with the other parts of the
Prospectus, key information in order to aid investors when
considering whether to invest in such securities.

A2 Consent for Financial Not Applicable. The Bank has not consented to the use of the
Intermediaries Prospectus for any subsequent resale or final placement of
securities by financial intermediaries.

Section B — Issuer

Element | Title

B.1 Legal and commercial The Co-operative Bank p.l.c. (the Bank)
name of the Issuer

B.2 Domicile/legal form/ The Bank is a public limited company, incorporated and
legislation/country of domiciled in the UK with its registered office situated in England
incorporation and Wales. The Bank operates under the Companies Act 2006

and is registered by the UK Prudential Regulation Authority (the
PRA) and the UK Financial Conduct Authority (the FCA). The
Bank’s Firm Reference Number is 121885.




B.4b

A description of any
known trends affecting
the Issuer and the
industry in which the
Issuer operates

The Bank

The Bank is currently facing a number of financial pressures
which, following a review of the financial position of the Bank,
led the boards of the Bank and Co-operative Group Limited
(Co-operative Group) to announce on 17 June 2013 that the
Bank required an additional £1.5 billion of common equity tier 1
capital, as assessed by the PRA. To meet the capital shortfall, on
4 November 2013 Co-operative Group and the Bank announced
details of their comprehensive recapitalisation plan (the
Recapitalisation Plan) to strengthen the Bank’s capital base,
which is expected to result in an increase in the common equity
tier 1 capital of the Bank of £1.5 billion by the end of 2014.

The capital shortfall is a result of continuing losses incurred by
the Bank predominantly driven by impairment charges to the
carrying value of the Bank’s loans, in particular corporate loans
acquired as part of the merger with Britannia Building Society
(Britannia) in 2009. Impairment charges for the six months
ended 30 June 2013 were £496.0 million.

The Bank also has a high cost base relative to its revenue when
compared with its peers. The Bank has an ageing IT platform that
has suffered from under-investment in recent years and has failed
to integrate Britannia into the Bank’s operations, resulting in
significant cost duplications in front, middle and back office
functions and a significant overlap in the branch network. In
addition, the Bank’s revenues are impacted by it not having
achieved sufficient penetration of its current account customer
base and historically pricing certain of its products on terms more
generous to customers than the market.

In response, the Bank has recently strengthened its management
team and has adopted a comprehensive new business strategy
that is targeted at addressing the issues identified above, reducing
the overall risk profile of the Bank and restoring the Bank to
health. Whilst the Bank has already taken a number of actions to
try to address the challenges it faces, it is clear that it is in the
early stages of turning itself around and that the legacy issues
identified above will continue to have an impact on the Bank for
some time.

B.5S

Description of
Co-operative Group and
the Issuer’s position
within Co-operative
Group

Co-operative Group is the UK’s largest mutual business, owned
by over 7 million consumer members. It is the UK’s fifth biggest
food retailer, a leading farmer and a major financial services
provider. Among its other businesses are a funeral services
provider, a pharmacy chain and a legal services provider.

The Bank is currently a subsidiary of Co-operative Banking
Group Limited (Banking Group) which is itself a subsidiary of
Co-operative Group. Co-operative Group is the ultimate holding
entity of Banking Group and its subsidiaries.




B.8

Selected key pro forma
financial information

The unaudited pro forma balance sheet as at 30 June 2013 has
been prepared to show the pro forma impact of the liability
management exercise being conducted by the Bank and
Co-operative Group (the Liability Management Exercise), on
assets, liabilities, equity and certain capital and leverage ratios, as
if it had taken place as at 30 June 2013. It has been prepared for
illustrative purposes only in accordance with Annex II of the
Prospectus Directive (Directive 2003/71/EC as amended) and
should be read in conjunction with the notes set out below.
Because of its nature, it addresses a hypothetical situation and
therefore does not represent the Bank’s actual financial position
as at 30 June 2013, nor is it indicative of the results that may or
may not be expected to be achieved in the future.

The successful completion of the Liability Management Exercise
is expected to be earnings enhancing as a result of interest
savings on Existing Securities (as defined below) surrendered in
the Liability Management Exercise, net of coupon payments on
New Securities issued in the Liability Management Exercise.

Balance sheet as at 30 June 2013

Adjustments
Additional
Liability New Expenses
Manage- Ordinary of the Unaudited
As at 30 June ment Share Exchange pro
20130 Exercise® Offer™  Offers®  forma
(£ millions)
Cash and balances at
central banks 5,402.1 - 125.0 (43.0) 5,484.1
Other assets 41,230.2 — - - 41,230.2
Total assets 46,632.3 - 125.0 (43.0) 46,714.3
Liabilities
Other borrowed funds 1,248.1 (1,042.1) - - 206.0
Other liabilities 44,369.5 - - — 44.369.5
Total liabilities 45,617.6 (1,042.1) - — 44,5755
Total equity 1,014.7 1,042.1 125.0 (43.0) 2,138.8
Total liabilities and equity 46,632.3 - 125.0 (43.0) 46,714.3
Notes:

(1) The accounting policies adopted in preparing the pro forma balance sheet
as at 30 June 2013 are consistent with the accounting policies adopted in
preparing the Interim Financial Information. No account has been taken of
actual changes in the trading or financial position of the Bank since 30 June
2013.

(2) The Liability Management Exercise is assumed to generate £1,042.1
million of capital on the basis of full participation in the Liability
Management Exercise.

(3) £125.0 million of New Ordinary Shares will be issued as a result of the
Additional New Ordinary Shares Offer.

(4) The expenses of the Liability Management Exercise to be borne by the
Bank are estimated at approximately £51.0 million (inclusive of VAT), of
which approximately £8.0 million was recorded in the six months ended
30 June 2013. The remaining balance of approximately £43.0 million will
be paid by the Bank out of cash resources. A portion of these expenses may
be allocated to the Bank Tier 2 Notes rather than wholly against total equity.
This allocation has not yet been determined.

(5) No adjustment has been made to reflect the legally binding and irrevocable
commitment, provided to Bank by Banking Group on 4 November 2013,
conditional only upon the successful completion of the Liability
Management Exercise, to contribute up to £333.0 million of capital to the
Bank during 2014.




B.9

Profit forecast or
estimate

On 29 August 2013, the Bank published its interim results for the
six months ended 30 June 2013. The interim results contained the
following statement:

“Clearly there are lessons to be learned from the last few years
but it is vital that the new management team focuses on
navigating the short-term issues and building the strategy that is
targeted at returning the business to health in the future. We have
already taken a number of actions but it is clear that we are in
the early stages of turning the Bank around. Indeed, we do not
expect to be profitable for some years and legacy issues will
continue to have an impact on the Bank for some time.”

The statement above regarding profitability represents a profit
forecast under the prospectus rules published by the FCA under
Part VI of the Financial Services and Markets Act 2000, as
amended (the Prospectus Rules). The Directors have considered
the above statement and continue to believe that it is valid based
on the assumptions below as the Bank will not be profitable in
2013 and 2014 and can give no assurance that the Bank will
generate a profit for some years thereafter.

Basis of preparation and principal assumptions

This profit forecast is based on the interim results for the six
months ended 30 June 2013, the unaudited management accounts
for the eight months ended 31 August 2013, management’s
forecast for the remaining four months ending 31 December
2013 and management’s latest available projections for the
financial years ending 31 December 2013 and 2014.

The principal assumptions on which the profit forecast is based
comprise:

(a) assumptions that are within management’s control
including:

* deleveraging of non-core business will be underwritten
in such a manner that the anticipated future losses from
deleveraging do not materially exceed the capital
released from the reduction in risk-weighted assets; and

e there will be no material variation to the assumed level of
cost reductions and to the assumption that the cost-to-
income ratio for the core business, of not less than 60 per
cent., is only achieved in the longer term.

(b) assumptions that are not within management’s control
including:

e there will be no material change in legislation or
regulatory capital and liquidity requirements impacting
the Bank’s operations;

e there will be no material change in the accounting
standards applicable to the Bank;

o there will be no material change in interest rates affecting
the Bank from those currently applicable to the Bank;
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* there will be no material improvement in the economic
and general trading environment currently prevailing in
the UK; and

* there will be no material change to the competitive
environment which impacts on consumer preferences.

The profit forecast has been properly compiled on the basis of the
stated assumptions and using accounting policies which are in
accordance with International Financial Reporting Standards and
consistent with those used by the Bank in the six months ended
30 June 2013 and which will be applicable for the financial years
ending 31 December 2013 and 2014.

B.10

Audit report
qualifications

The Accountant’s Report on the Bank’s audited Interim Financial
Information for the six months ended 30 June 2013 of KPMG
Audit Plc contains an “emphasis of matter” statement relating to
going concern. In the opinion of KPMG Audit Plc, the risks
associated with the successful execution of the Recapitalisation
Plan, the main cornerstone of which is the Liability Management
Exercise, indicate the existence of a material uncertainty which
may cause significant doubt on the Bank’s ability to continue as
a going concern.

There are no qualifications in the audit reports for the other
periods covered by the historical financial information.

B.12

Selected historical key
financial
information/significant
change/no material
adverse change

The following table sets out the consolidated income statement
of the Bank and its subsidiaries for the financial years ended
31 December 2012, 2011 and 2010 and for the six months ended
30 June 2013 and 2012.

Financial year ended Six months ended

31 December 30 June

(Unaudited)
2012 2011 2010 2013 2012
(£millions) (£millions)
Income 771.2 817.6 821.8 355.8 385.1
Operating costs — steady state (568.2) (548.2) (555.5) (303.1) (282.8)
Operating costs — strategic initiatives (14.8) (13.4) (26.0) (14.3) 9.2)
188.2 256.0 240.3 38.4 93.1
Impairment losses (468.7) (114.9) (95.8) (496.0) 91.9)
Operating result (280.5) 141.1 144.5 (457.6) 1.2
Significant items (85.1) (53.3) (55.5) (34.6) (39.3)
Intangible asset impairment (150.0) - - (148.4) -
Customer redress (including PPI) (149.7) (90.0) 4.3) (163.0) (40.0)
Share of post-tax profits from
joint venture 1.2 0.2 0.7 0.3 0.6
Financial Services Compensation
Scheme levies (24.8) (14.5) (11.5) 0.1 (0.8)
Fair value amortisation 15.2 86.3 (14.2) (8.2) 19.7
Profit (loss) before taxation and
distributions (673.7) 69.8 59.7 (811.4) (58.6)
Profit-based payments to members
of Co-operative Group - (15.6) (10.8) - -
Profit (loss) before taxation (673.7) 54.2 489 811.4) (58.6)
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The following table sets out the consolidated balance sheet of the
Bank and its subsidiaries for the financial years ended
31 December 2012, 2011 and 2010 and for the six months ended
30 June 2013.

As at
30 June As at 31 December
2013 2012* 2011 2010
(£ millions) (£ millions)

Assets
Loans and advances to customers 32,9329 33,693.7 34,132.3 35,144.1
Cash and balances at central banks 5,402.1 5,433.0 6,696.6 1,735.6

Loans and advances to banks 1,737.5 1,904.1 2,006.5 2,394.1
Investment securities 5,082.6 6,889.8 4,571.0 4,903.1
Derivative financial instruments 804.3 818.8 975.8 975.6
Other assets 672.9 834.0 573.4 428.8
Total assets 46,632.3 49,5734  48,955.6  45,581.3

As at

30 June As at 31 December
2013 2012% 2011 2010
. (£ millions) (£ millions)

Liabilities
Amounts owed to customers 34,9223  36,772.5 36,4204 34,114.7
Wholesale liabilities 3,517.8 3,612.0 3,302.7 2,938.6
Debt securities in issue 4,610.0 4,713.7 4,164.8 42122
Derivative financial instruments 662.7 967.6 1,087.9 702.4
Other liabilities 656.7 398.8 447.9 564.9
Other borrowed funds 1,248.1 1,258.6 1,258.8 975.4
Total liabilities 45,617.6  47,723.2  46,682.5  43,508.2
Total equity 1,014.7 1,850.2 2,273.1 2,073.1
Total liabilities and equity 46,632.3 49,5734  48,955.6  45,581.3
Note:

* On 29 August 2013, the Bank published its interim financial report for
2013. The 2012 balance sheet comparatives contained in the interim
financial report were represented to reflect that certain deferred tax
liabilities cannot be offset against the deferred tax assets. As a result, the
‘Other assets’, “Total assets’, ‘Other liabilities’, ‘Total liabilities’ and ‘Total
liabilities and equity’ each increased by £121.4 million.

The following table sets out the consolidated cash flow statement
of the Bank and its subsidiaries for the financial years ended
31 December 2012, 2011 and 2010 and for the six months ended
30 June 2013 and 2012.

Financial year ended Six months ended
31 December 30 June
2012 2011 2010 2013 2012
(£millions) (£millions)

Net cash flows from operating

activities 805.2 3.470.2  (1,333.5) (1,978.9) (1,654.5)
Net cash flows from

investing activities (2,344.7) 831.9 2,220.6 1,842.2 (194.2)
Net cash flows from

financing activities (34.7) 183.1 128.8 (47.2) (51.2)
(Decrease) increase in cash

and cash equivalents (1,574.2) 4,485.2 1,015.9 (183.9) (1,899.9)
Cash and cash equivalents at

the beginning of the period 7,388.4 3,403.2 2,387.3 6,314.2 7,888.4
Cash and cash equivalents at
the end of the period 6,314.2 7,888.4 3,403.2 6,130.3 5,988.5

The following table sets out selected consolidated financial
information which is unaudited but which has been derived from
the Bank’s consolidated financial statements for the financial
years ended 31 December 2012, 2011 and 2010, and the Bank’s
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interim financial information for the six months ended 30 June
2013 and 2012.

Financial year ended Six months ended
31 December 30 June
2012 2011 2010 2013 2012
(percentages) (percentages)
Core Tier 1 ratio 8.8 9.6 9.6 4.9 9.6
Loans to deposit ratio 91.6 93.9 102.5 943 100.5

Set out below is a description of significant changes to the Bank’s
financial condition and operating results during each of the
periods covered in the tables above. The Bank has experienced
challenging market conditions in each of the financial years
ended 31 December 2010 (FY 2010), 31 December 2011
(FY 2011) and 31 December 2012 (FY 2012), with the UK
economy failing to recover at the speed expected.

The Bank incurred losses of £673.7 million in FY 2012,
compared with a profit-before-tax of £54.2 million earned in FY
2011. These losses reflect the continuing economic downturn and
prolonged low interest rates which have put pressure on the
Bank’s margins. In addition, and in line with the rest of the
banking industry, the Bank saw an increase in the volume of
Payment Protection Insurance (PPI) complaints in FY 2012
which resulted in an increased provision for PPIL. Significant
items of £85.1 million were also incurred in FY 2012, notably
more than in FY 2011 (£53.3 million) and FY 2010
(£55.5 million): of these significant items costs, a significant
amount was incurred in relation to the bid for the Lloyds Banking
Group branches, with the remainder primarily associated with
investment in the Bank’s transformation and integration
programmes. While the non-core business (being those business
activities no longer congruent with the Bank’s strategy)
generated an operating loss in FY 2012, the core business
delivered an operating profit, reflecting the strategy and risk
appetite of the Bank.

Credit impairments in FY 2012 of £468.7 million were
£353.8 million higher than the £114.9 million recorded in FY
2011. This increase relates principally to credit impairment on
non-core assets following a reassessment of the carrying value of
the customer loan portfolios of the Bank in light of the continued
and persistent weakness in the economy.

In FY 2012, total income was £771.2 million, down from
£817.6 million in FY 2011, a reduction of £46.4 million. This
reduction reflects the cost of retained and incremental funding
raised during FY 2012 in challenging market conditions and
arose principally in the non-core business.

In FY 2011, profit-before-tax was £54.2 million, an increase of
£5.3 million over the £48.9 million recorded in FY 2010.
Strategic initiative operating costs decreased by £12.6 million
between FY 2010 and FY 2011 following significant strategic
investment in the Bank’s business in FY 2010. Income in FY
2011 was broadly stable at £817.6 million following the
generation of £821.8 million of income in FY 2010.
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The Bank incurred significant losses of £811.4 million for the six
months ended 30 June 2013, compared to losses of £58.6 million
for the six months ended 30 June 2012. These losses have arisen
primarily from significant additional impairment charges,
intangible asset impairment and customer redress (including PPI)
provisions. The Bank has announced a regulatory capital
shortfall of £1.5 billion which it plans to address through the
implementation of the Recapitalisation Plan comprising the
Liability Management Exercise and a contribution from Banking
Group (supported by Co-operative Group).

The Bank’s impairment charge on loans and advances for the six
months ended 30 June 2013 was £496.0 million, up from
£91.9 million for the six months ended 30 June 2012. These
credit impairments, made up of £165.5 million in the core
business and £330.5 million in the non-core business, are the
reason for the level of operating loss for the six months ended
30 June 2013. The increase in the overall credit impairment
charge is due to various factors, including the Bank’s strategy of
targeting non-core assets for run down and exit, improvements in
the Bank’s credit risk management approach and impairments
incurred in the ordinary course of business due to changes in
customer circumstances.

In addition, the losses incurred in the six months ended 30 June
2013 were also driven by a number of significant items including
a £148.4 million write-down of IT assets, £163.0 million of
additional customer redress provisions and £10 million of costs
incurred in connection with the aborted bid for the Lloyds
Banking Group branch network.

Save as set out in “Recent events impacting the Issuer’s
solvency” below (other than the first paragraph) there has been no
significant change in the financial or trading position of the Bank
or its subsidiaries since 30 June 2013, the date to which the last
historical audited consolidated financial information of the Bank
was prepared. Save as set out in “Recent events impacting the
Issuer’s solvency” below (other than the first paragraph) there
has been no material adverse change in the prospects of the Bank
or its subsidiaries since 30 June 2013.

B.13

Recent events
impacting the Issuer’s
solvency

The Accountant’s Report to the Bank’s audited Interim Financial
Information for the six months ended 30 June 2013 of KPMG
Audit Plc contains an “emphasis of matter” statement relating to
going concern. In their opinion, the risks associated with the
successful execution of the Recapitalisation Plan, the main
cornerstone of which is the Liability Management Exercise,
indicate the existence of a material uncertainty which may cause
significant doubt on the Bank’s ability to continue as a going
concern. The Bank believes that the failure of the Liability
Management Exercise will result in the Bank ceasing to be a
going concern.

Current trading

Consistent with the Bank’s unaudited interim results for the
period ended 30 June 2013, which were announced on 29 August
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2013, the short term outlook for the Bank continues to be
challenging.

Monthly revenue and cost trends since 30 June 2013 have
remained consistent with those observed in the first half of the
year. The average monthly level of impairment charges in July
and August has fallen as compared to average monthly levels for
the first half of the year. In the period from 30 June 2013 to
30 September 2013, £0.6 billion of Non-core Assets (consisting
of Non-core Business loans) were deleveraged, through a
combination of asset sales, run-off and managed repayments, net
of new drawdowns and the Bank raised £1.5 billion of secured
wholesale funding. As at 30 September 2013, the encumbrance
ratio was 29.8 per cent.

The Bank’s capital position has not materially changed since
30 June 2013 and the Bank remains dependent on the successful
completion of the Liability Management Exercise.

B.14

Dependence upon
other entities in
Co-operative Group

The Bank is dependent on Co-operative Group for the provision
of certain administrative services (such as finance, marketing,
human resources, some risk functions and, in particular, IT)
although the extent of this reliance is expected to be reduced
following completion of the Liability Management Exercise as
services are likely to be repatriated to the Bank. These
arrangements may need to be renegotiated as a result of the
successful implementation of the Liability Management
Exercise. In addition the Bank is dependent on the strength of the
wider Co-operative brand and its reputation with customers and
potential customers of the Bank.

B.15

A description of the
Issuer’s principal
activities

The Bank’s core business (which as at 30 June 2013 had total
segment assets of £30,021.8 million) includes the core retail and
corporate banking businesses, treasury and certain other
businesses. The core retail banking business product offering
consists of a range of current accounts and money transmission
services, lending and savings products, to individuals,
households and certain small businesses in the UK, while the
core corporate banking business targets small- and medium-sized
businesses.

The Bank’s strategy is to become a retail and commercial bank
focused on retail and small- and medium-sized enterprises and
franchise businesses in the UK, built around the Bank’s existing
brand and franchise strength.

The Bank had total assets of £46,632.3 million as at 30 June 2013
(£49,694.8 million as at 31 December 2012). These assets
include non-core business asset classes which are not consistent
with the Bank’s business strategy, are being targeted for run-
down or exit, and include non-performing commercial and
residential real estate exposures, including non-prime residential
mortgages (both income verified and self-certified), buy-to-let
and other non-conforming mortgages.
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The Bank has approximately 4.7 million customers, and operates
through a network of branches, call centres, ATMs, the internet
and digital channels.

B.16

Controlling
shareholders

The Bank is currently a wholly-owned subsidiary of Banking
Group. Co-operative Group is the ultimate holding entity of
Banking Group and its subsidiaries.

Successful completion of the Liability Management Exercise
will involve the issue by the Bank of ordinary shares to a number
of existing investors in the Bank, being the holders of the Bank’s
existing lower tier 2 securities. Upon successful completion of
the Liability Management Exercise, Co-operative Group will
continue to own (through Banking Group) 30 per cent. of the
issued shares of the Bank with the remaining 70 per cent. of the
issued shares of the Bank being held by holders of the Bank’s
existing lower tier 2 securities. The Bank does not anticipate that,
following completion of the Liability Management Exercise, any
of the holders of the Bank’s Dated Notes shall acquire a
controlling interest in the Bank simply by participating in the
Liability Management Exercise.

B.17

Solicited credit ratings

The Bank is rated BB— (long-term) and B (short-term) by Fitch
Ratings Ltd. (Fitch) and Caal (long-term) and NP (short-term)
by Moody’s Investors Service Limited (Moody’s).

The Notes will not be rated.

Section C — Securities

Element

Title

C1

Description of Notes

11 per cent. Subordinated Notes due 2023 (the Notes).

The International Securities Identification Number (ISIN) for the
Notes is: GBOOBFXWO0853.

C.2

Currency

British pounds Sterling.

C.5

Transferability

Not Applicable. There are no restrictions on the free
transferability of the Notes provided that no Noteholder may
require the transfer of a Note to be registered during the period
of 15 days ending on the due date for any payment of principal
or interest on that Note.

C.8

A description of rights
attached to the Notes
including ranking and
limitations to those
rights

The Notes are issued upon terms and conditions (the Conditions)
which set out the obligations of the Bank and the rights of the
Noteholders.

Status of the Notes

The Notes will be unsecured and, in accordance with the
paragraph below describing rights on a winding-up of the Bank,
subordinated obligations of the Bank and will rank equally
without any preference among themselves.

Rights on a winding-up of the Bank

On a winding-up of the Bank, the Trustee (on behalf of the
Noteholders) will have a claim for the principal amount of the
Notes together with accrued and unpaid interest which will rank
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at least equally with all claims of holders of all other
subordinated obligations of the Bank which constitute tier 2
capital of the Bank (or are expressed to rank equally with such
instruments).

That claim will, however, be subordinated to the claims of
depositors and other unsubordinated creditors of the Bank.

Accordingly, the Noteholders will only recover any amounts
under their claims if there are assets remaining once senior-
ranking creditors have been paid in full. If the Bank’s assets are
sufficient to repay senior creditors in full, but are insufficient to
repay fully the Noteholders and other creditors whose claims
rank alongside the Noteholders’ claims, then the Noteholders
will lose some of their investment in the Notes.

Rights of enforcement upon default

The Notes will contain the following events of default:

(a) non-payment of principal when due in respect of any of the
Notes for a period of seven days;

(b) non-payment of interest when due in respect of any of the
Notes for a period of fifteen days; or

(c) the winding-up of the Bank.

In the event of a payment default, Law Debenture Trustees
Limited as trustee for the Noteholders (the Trustee) may elect to
institute proceedings for the winding-up of the Bank. The Trustee
may also prove in a winding-up of the Bank on behalf of the
Noteholders. If directed in writing by the holders of at least one-
fifth in nominal amount of the Notes then outstanding or by an
Extraordinary Resolution of the Noteholders, the Trustee shall be
obliged to institute such proceedings and/or prove in a winding-
up, provided it is indemnified and/or secured and/or pre-funded
to its satisfaction (which means it receives assurance that it will
receive the funds or be entitled or able to receive the funds to
cover any costs that the Trustee incurs).

Noteholders will be unable to take the above enforcement action
directly unless the Trustee has become bound to act and fails to
do so. Further, no other remedy (including any right of set-off in
respect of any amounts owed to the Bank by a Noteholder) is
available to the Trustee or the Noteholders. Accordingly, the
Noteholders’ rights of enforcement available are limited to the
above.

Taxation

All payments in respect of Notes will be made without
withholding or deduction for or on account of taxes imposed by
the United Kingdom or any political subdivision or any authority
thereof or therein having power to tax, unless such withholding
or deduction is required by law. In the event that any such
deduction is made, the Bank will, save in certain limited
circumstances, be required to pay additional amounts to cover the
amounts so deducted.
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Meetings of Noteholders

The Conditions contain provisions for calling meetings of
Noteholders to consider matters affecting their interests
generally. These provisions will permit defined majorities of the
holders present and voting at the relevant meeting to bind all
Noteholders, including Noteholders who did not attend and vote
at the relevant meeting and Noteholders who voted in a manner
contrary to the majority. The powers afforded to majorities to
bind minorities are significant, and could result in material
changes to the terms of the Notes, including potentially reducing
the amounts of interest and/or principal payable by the Bank,
changing the maturity of the Notes, including extending the time
to maturity of the Notes, the timing of payments of interest
and/or principal in respect of the Notes, mandatory substitution
of the Notes with other securities and, in the extreme, the
complete abrogation (i.e. annulment) of all rights of the holders
under the Notes.

Governing law

English law.

C9I

Interest, redemption,
yield and
representative

Interest

Interest will accrue from (and including) the date of issue of the
Notes at a fixed rate of 11 per cent. per year and will be payable
quarterly in arrear every three-month anniversary of the issue
date up to and including the date of redemption of the Notes.

Redemption

Unless redeemed or purchased and cancelled earlier, the Bank
will be required to repay the Notes on the tenth anniversary of the
issue date at their principal amount.

The Bank will also have the option (subject to PRA approval) to
repay the Notes before their final maturity date if there is a
change in law or regulation which results in certain adverse tax
consequences for the Bank or in the Notes ceasing to be eligible
to qualify as regulatory capital of the Bank at an amount equal to
101 per cent. of their principal amount.

Indication of yield

The Notes will be issued at 100 per cent. of their principal
amount and will pay a fixed rate of interest of 11 per cent. per
year to maturity. Accordingly, the yield to an investor who
initially subscribes the Notes and holds them to maturity will be
11 per cent. per annum.

The yield above is stated as at the issue date on the basis of the
issue price and is not an indication of future yield.

Representative of the Noteholders

Law Debenture Trustees Limited will be trustee (the Trustee) for
the Noteholders. As well as taking enforcement action on behalf
of the Noteholders as described above, the Trustee may (without
the consent of the Noteholders) agree to certain formal, technical
or minor modifications to the Notes, to any modification to
correct a manifest error or which, in the opinion of the Trustee,
is not materially prejudicial to the interests of the Noteholders
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and to waivers of breaches or proposed breaches under the Notes
which it considers not to be materially prejudicial to the interests
of the Noteholders.

C.10 Derivative component Not Applicable. The Notes will not have a derivative component
in the interest payment | in the interest provisions.
C.11 Listing/admission to Application has been made to the UK Listing Authority for the
trading Notes to be admitted to the Official List and to the London Stock
Exchange for the Notes to be admitted to trading on the London
Stock Exchange’s regulated market upon issue.
Section D — Risks
Element | Title
D.2 Key risks specific to Risks relating to the Liability Management Exercise

the Issuer

. Following a review of the capital position of the Bank and
discussions with the PRA, it was determined and
announced on 17 June 2013 that the Bank requires
additional aggregate common equity tier 1 capital of
£1.5 billion. Co-operative Group and the Bank have
developed the Recapitalisation Plan which is intended to
address this capital shortfall. The Recapitalisation Plan
includes, amongst other things, the implementation of the
Liability Management Exercise. At least £1 billion of this
capital requirement is intended to be contributed pursuant
to the Liability Management Exercise in 2013. Conditional
on completion of the Liability Management Exercise, £333
million of the capital requirement is intended to be
contributed by Banking Group during 2014 of which
£170 million is to be contributed by 30 June 2014 (with £70
million of this contribution to be paid before 31 January
2014) and the remaining £163 million by 31 December
2014. The remainder of the common equity tier 1 capital is
intended to be generated pursuant to an offer to subscribe
for 62,500,000 additional New Ordinary Shares for an
aggregate consideration equal to £125 million to Holders of
the Dated Notes in accordance with the Scheme (as defined
below) and the capital created through interest savings on
the Existing Securities exchanged pursuant to in the
Liability Management Exercise. Given that the success of
the Liability Management Exercise is dependent on the
participation of holders of Existing Securities, there is a risk
that holders of the Existing Securities will fail to participate
in the Liability Management Exercise in sufficient numbers
such that the Liability Management Exercise fails. The
Liability Management Exercise will only successfully
complete if the entire principal amount of all Existing
Securities is exchanged or sold pursuant to the Liability
Management Exercise. In addition, there is the risk that,
notwithstanding the fact that the PRA reconfirmed its
assessment on 29 August 2013 and on 21 October 2013 that
the Bank needed to generate an additional £1.5 billion in
common equity tier 1 capital, the PRA concludes that the
aggregate £1.5 billion of common equity tier 1 capital to be
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contributed pursuant to the Recapitalisation Plan is
inadequate, which may result in either the Bank deciding
not to proceed with the Liability Management Exercise or
holders of the existing securities electing not to participate
in the Liability Management Exercise. Whilst in the event
that the Liability Management Exercise is not successfully
implemented, with the result that the Bank would fail to
raise sufficient common equity tier 1 capital by
31 December 2013, the Bank would take immediate action
to try to address the Bank’s capital shortfall, the Bank
believes that, in such circumstances, the failure of the
Liability Management Exercise would result in the Bank
becoming subject to a resolution procedure under the
Banking Act 2009 (Banking Act). In the event that the
authorities exercise their powers under the Banking Act or
there is market speculation regarding the occurrence of any
such event, it is highly probable that the Bank would be
materially adversely affected, and the market price of
existing securities (if they remain outstanding in such
circumstances) would be materially adversely affected. The
Bank considers that there are fundamental uncertainties as
to whether the Bank could be successfully resolved such
that the Bank remains a going concern without the active
participation of Co-operative Group and a substantial
amount of additional capital. The Bank believes that if the
Bank were to be resolved and go into an insolvency
proceeding as a result of that resolution, Holders of existing
securities would receive no recovery in respect of their
existing securities. As a result, the Bank believes that the
outcome of a successful Liability Management Exercise is
a substantially more favourable outcome to Holders of any
class of existing securities than a resolution of the Bank.

The Bank is exposed to the risk that litigation seeking to
challenge the implementation of the Liability Management
Exercise could materially impact or prevent the success of
the Liability Management Exercise or result in all or part of
the Liability Management Exercise being declared unlawful
or invalid retrospectively. The success of any such
arguments or claims or delay to the implementation of the
Liability Management Exercise arising out of any such
arguments or claims could result in the failure of the
Liability Management Exercise or, if such claims were
successful following the implementation of the Liability
Management Exercise, could result in the Bank no longer
meeting the PRA’s requirement that the Bank raise an
additional £1.5 billion common equity tier 1 capital.

As a result of the Bank’s capital position and its
dependency on the success of the Liability Management
Exercise, along with other matters and uncertainties, the
audit report in respect of the Bank’s Interim Financial
Information contains an “emphasis of matter” statement to
the effect that there is material uncertainty which casts
significant doubt on the ability of the Bank to continue as a
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going concern. Therefore the Bank believes that the failure
of the Liability Management Exercise will result in the
Bank ceasing to be a going concern.

Risks relating to the Bank and its business

The Bank is directly and indirectly subject to inherent risks
arising from general economic conditions in the UK and other
economies and the state of the global financial markets both
generally and as they specifically affect financial institutions.
Weakness or deterioration in general economic conditions or
political instability in the UK or other economies could have a
material adverse effect on the Bank’s operations, financial
condition and prospects.

Risks associated with implementation of the Bank’s
strategy: The difficult situation currently faced by the Bank
is unprecedented for the Bank. To improve its financial and
operational performance and capital position the Bank has
recently adopted a new four to five year business plan. The
Bank’s newly adopted strategy was developed in a
relatively short time-frame, has yet to be implemented and
its performance and effectiveness is not yet proven. It is
possible that the Bank’s strategy may not sufficiently
address the Bank’s problems or deliver the expected
benefits. In addition, the successful implementation of the
Bank’s strategy requires the simultaneous execution of a
number of complex and overlapping changes in a manner
that seeks not to negatively impact on the Bank’s brand,
reputation and customer satisfaction or its relationship with,
and ability to retain, its employees. The Bank also does not
have a track record of successfully implementing large-
scale changes. In addition, notwithstanding the recent
strengthening of the board and senior management team,
including the appointment of Richard Pym as Chairman of
the board and Niall Booker as Chief Executive Officer
(amongst others), a number of further appointments are still
required. Following completion of the Liability
Management Exercise, the Bank intends to appoint a
finance director to the Bank’s board and to appoint a new
Chief Operating Officer with business transformation
experience. Grahame McGirr is currently both head of Co-
operative Asset Management and Chief Risk Officer;
following completion of the Liability Management
Exercise the expectation is that a new Chief Risk Officer
will be appointed allowing Grahame McGirr to focus solely
on Co-operative Asset Management. In addition, Rodney
Bulmer, the current Deputy Chief Executive Officer of the
Bank and the Executive Director responsible for the Bank’s
core business has given notice to terminate his contract and
is expected to leave the Bank in March 2014. A replacement
will need to be found for Rodney Bulmer. The failure to
recruit, or a delay in recruiting, suitable members of the
senior management team or the loss of one or more
members of senior management without finding suitable
replacements may delay or impact on the ability of the
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Bank to successfully implement its strategy,
notwithstanding the appointment of additional non-
executive directors following completion of the Liability
Management Exercise. The Bank is also reliant on the
commitment and ability of persons employed by or
seconded to the Bank to deliver the strategy and effectively
and appropriately implement and support the numerous
changes required by the strategy at the same time that
significant changes, cost reductions and redundancies are
being implemented. As a result, there can be no assurance
that the Bank will, over the longer term, be able to
successfully implement all or parts of its strategy or
implement it when expected or targeted.

In addition, the implementation of the Bank’s strategy has a
number of specific risks:

. The Bank’s strategy includes leveraging the Bank’s
strong and differentiated brand and leading levels of
customer satisfaction. The implementation of
significant cost reductions, branch closures,
redundancies and the reorientation of the Bank’s
distribution network may have a negative impact on
the Bank’s brand and levels of customer satisfaction
which may, in turn, result in customer attrition. The
Bank may also be unsuccessful in achieving the
required shift in customer behaviour towards self-
service and digital banking such that the Bank will fail
to meet its cost saving objectives. Actions taken by the
Bank in the implementation of its strategy may
inadvertently be, or may be perceived, to be contrary
to the principles of the co-operative movement which
could negatively impact on the Bank’s brand and its
relationship with Co-operative Group.

. The Bank’s strategy also includes improving revenue
in its core business in the medium-term through
improved pricing of its products, appropriate
re-pricing of existing products towards market rates,
growing primary account customers in the Bank’s key
market segments, cross-selling products and growing
the volume of higher margin unsecured lending. The
Bank’s ability to improve revenue in its core business
is dependent upon a number of factors, including
prevailing macroeconomic conditions (including the
level of interest rates), the Bank’s relative position
versus its competitors and the ability of persons
working for the Bank to appropriately cross sell
products.

. There is also a risk that the recent credit rating
downgrades, the Bank’s capital shortfall and/or the
Bank’s disappointing financial results for the six
months ended 30 June 2013, continuing press
reporting and public scrutiny of the same and of the
Recapitalisation Plan and/or actions by the holders of
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the Bank’s Existing Securities may, individually or
cumulatively, over the longer term have a negative
impact on the Bank’s brand and reputation.

. The Bank’s high cost-to-income ratio continues to
impact on its profitability and its capital position, and
reducing its cost base remains a priority for the Bank.
This cost reduction will be delivered through a
number of management actions and there is no
guarantee that these actions will achieve the intended
cost benefits and will be successful or that they will
otherwise be delivered on time or when expected. In
addition, the reorientation of the Bank’s distribution
model and its cost reduction programme may
negatively impact the Bank’s customer service, which
may result in customer attrition.

. The Bank needs and intends to significantly improve
and re-engineer its existing IT platform. This
re-engineering of its IT platform is significant, both in
terms of scale and cost, and involves a number of
risks.

. The inability of the Bank to deleverage its non-core
assets in a controlled and capital efficient manner may
have a negative impact on the Bank’s operating results
and financial position (in particular, its net interest
margin) and its regulatory capital position. In
addition, any greater than expected costs or delays in
deleveraging the non-core assets may divert funding
from and adversely impact the longer term
development and growth of the core business.

. A failure or delay in implementing the Bank’s strategy
or a failure by the Bank to achieve its targets may
adversely affect the Bank’s business, results of
operation, financial position and/or prospects and, in
the longer term, its ability to comply with its
regulatory capital requirements.

Risks associated with implementation of the Bank’s non-
core business strategy: A failure by the Bank to deleverage
its non-core assets in a controlled manner in accordance
with its strategy may (for example, through greater than
currently expected losses from the run-off or sale of non-
core assets) negatively impact on the Bank’s operating
results and financial position (in particular, its net interest
margin) and, in the longer term, its ability to comply with
its regulatory capital requirements. The failure of the non-
core business to deleverage its assets in a controlled manner
may also hinder or restrict the longer term development and
growth of the core business’ business, and divert
management attention from the core business. For example,
it may restrict the ability of the core business to grow its
existing loan portfolios or to expand its growth of other
products, such as unsecured lending. In addition,
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notwithstanding the significant impairments already made
to the non-core assets, the non-core business also has
significant additional impairment risk given the underlying
assets, which includes Optimum, a book of predominantly
interest-only intermediary and acquired mortgage book
assets (as at 30 June 2013, £7.3 billion). Worsening
economic and market conditions and/or increasing interest
rates and/or a fall in house prices could result in the non-
core assets suffering from more than expected impairments
which would adversely impact on the Bank’s operating
results and financial position (in particular, its net interest
margin) and, in the longer term, its ability to comply with
its regulatory capital requirements. The non-core business’
corporate asset book is also relatively concentrated, with
the result that a small number of borrowers account for a
large proportion of the total loans outstanding. A significant
impairment of any of these borrowers would result in a
disproportionate impact on the Bank’s operating results and
financial position.

Risks associated with the 2014 Commitment: The
commitment of Banking Group to contribute £333 million
of common equity tier 1 capital during 2014 (the 2014
Commitment), in addition to being conditional upon the
successful completion of the Liability Management
Exercise, is subject to the ability of Banking Group to fund
the commitment (supported by Co-operative Group), which
is dependent on certain actions which are partially outside
the control of Banking Group. In the event that Banking
Group is unable to meet its obligations under the 2014
Commitment and is also unable to draw down on its support
from Co-operative Group, Banking Group will be in breach
of its obligations under the 2014 Commitment with the
consequence that the Bank may have insufficient common
equity tier 1 capital by 2014 to meet the PRA’s
requirements.

Risks associated with the Bank’s requirement to maintain
adequate regulatory capital, and with future changes to its
regulatory capital requirements: The Bank is required to
maintain adequate regulatory capital and capital ratios at all
times. The Bank may require further capital and liquidity to
meet new international capital and liquidity requirements
(such reforms being commonly referred to as Basel III) as
implemented in the EU through the introduction of the
Prudential Requirements Regulation (the PRR) and a
further iteration of the Capital Requirements Directive (the
PRD and together with the PRR, CRD IV) beyond the level
that the Bank has currently forecast and taken account of as
part of the development of the Recapitalisation Plan and/or
the implementation of (i) ring-fencing in the UK as
currently proposed in the Financial Services (Banking
Reform) Bill (the Banking Reform Bill) and (ii) the
minimum requirement for eligible liabilities under the
provisions of the European Commission’s legislative
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proposal for a directive providing for the establishment of
an EU-wide framework for the recovery and resolution of
credit institutions and investment firms (the RRD) could
also potentially impact the capital position of the Bank and
require additional regulatory capital to be raised by the
Bank. The actual impact of CRD IV on the Bank’s capital
requirements is also dependent on the European Banking
Authority’s technical standards, a large number of which
are yet to be finalised. Based on its current understanding of
how CRD IV will be implemented in the UK, the Bank
believes it will, following the completion of the
Recapitalisation Plan, be in compliance with the
requirements of CRD IV upon their implementation.
However, the risk that the final content of these technical
standards may differ materially from current expectations
cannot be excluded. There is also a risk of the introduction
by the PRA of higher regulatory capital requirements on
major UK banks. These risks that the final content of these
technical standards may differ from the Bank’s current
expectations and/or that the PRA introduces higher
regulatory capital requirements on the Bank than currently
anticipated are not currently quantifiable and so have not
been accounted for by the Bank. As a result, the Bank may
become subject to regulatory capital requirements not
currently anticipated or provided for. In addition, the
regulatory position of the Bank may, in the future, be
adversely affected by a currently unanticipated adverse
economic and market environment and/or increasing
interest rates in the UK or elsewhere, which may: (i) result
in a deterioration in the quality of the Bank’s assets; (ii)
adversely impact the Bank’s access to funding and capital,
and (iii) negatively impact on unemployment, house prices
and other factors, each of which may lead to lower than
anticipated profits and higher than anticipated impairments.

The Bank is not compliant with its Individual Capital
Guidance (ICG), although the Bank does meet its Pillar 1
requirements. The Bank has discussed, and agreed, with the
PRA the Bank’s recently adopted four to five year business
plan which contemplates that the Bank will meet its ICG by
the end of the plan period. The Bank’s business plan
envisages that the Bank will raise approximately £400
million by way of additional tier 2 capital during the
business plan period.

Effective management of the Bank’s capital is critical to its
ability to operate and grow its business and to pursue its
strategy. Any change that limits the Bank’s ability to
manage effectively its balance sheet and capital resources
could have a material adverse impact on its business,
financial condition, results of operations, liquidity and/or
prospects. In the event that the impact of any of the new
Basel III regulatory capital and liquidity requirements is
greater than is currently anticipated by management, and if
the Bank, as a consequence, were to suffer a shortage of
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regulatory capital, the Bank would expect to enter into
discussions with the PRA and consider what actions to take
in light of such circumstances, taking into account the
regulatory capital position and requirements of the Bank at
that time. Any such discussions with the PRA could take
some time before agreement is reached. Any such actions,
or any delay in implementing such actions or in agreeing
them with the PRA, may have a material adverse effect on
the Bank and its business. Possible actions might include
accelerating the non-core business’s asset disposal plan.
Failure by the Bank to maintain adequate regulatory capital
could lead to an inability of the Bank to support its business
operations and implement its strategy, meet regulatory
requirements, implement its investment plans, raise (in the
medium term) further capital, make distributions, and could
result in further changes to its credit ratings. Such
consequences could, in turn, have a material adverse effect
on the Bank’s business, operating results, financial
condition and prospects. A regulatory capital shortfall may
result in the Bank being subject to a resolution procedure
under the Banking Act.

Liquidity risk: The Bank’s business is subject to inherent
risks concerning liquidity, particularly if the availability of
traditional sources of funding such as retail and corporate
deposits and, to a lesser extent, unsecured wholesale
funding (these being the principal sources of the Bank’s
funding) become limited and/or more expensive. This may
result in an inability to operate in the ordinary course,
and/or a failure to meet liquidity requirements, and/or may
adversely impact the Bank’s business and/or the
implementation of its strategy. Given that the Bank’s main
source of funds is deposits, the Bank faces the risk of not
being able to replace funds when they are withdrawn or,
should a significant number of depositors seek to withdraw
their funds, of not being able to meet its obligations to fund
such withdrawals, repay lenders in accordance with its
financing arrangements or fulfil commitments to lend.
However, notwithstanding the steps that the Bank has taken
to maintain its levels of total liquidity, given the reliance by
the Bank on its customer deposits to provide funding for the
Bank, any severe decline in customer confidence in the
Bank could increase the amount of deposit withdrawals in a
short space of time or over a sustained period. Given the
relative size of the Bank’s deposit base as compared with its
other sources of funding, the Bank is particularly exposed
to any serious loss of confidence by its depositors. Should
the Bank experience an unusually high level of withdrawals
which exceed the Bank’s ability to manage through the
application of its liquidity controls and contingency
planning, this may have an adverse effect on the Bank’s
day-to-day operations, maintain the Bank’s planned lending
which may have an adverse effect on the Bank’s business,
results and financial position and could, in extreme
circumstances, prevent the Bank from meeting its financial
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obligations as they fall due, meeting its regulatory
minimum liquidity requirements or fulfilling its
commitments to lend. In such circumstances, the Bank may
be subject to a resolution procedure under the Banking Act.

The credit rating downgrade experienced by the Bank has:
(1) led to sub-investment grade ratings on the Bank’s senior
debt leading to a significant reduction in the demand for
these types of instrument; (ii) negatively impacted the
Bank’s ability to access short-term unsecured wholesale
funding; and (iii) increased the Bank’s collateral
requirements used in the clearing systems. In addition, the
total amount of the Bank’s corporate deposits also fell by
approximately £1.4 billion in the first half of 2013,
probably caused by the credit rating downgrade. To a lesser
extent, the Bank’s regulatory capital shortfall, its
disappointing results for the six months ended 30 June
2013, and the continued press attention and speculation to
which the Bank is subject have also affected the Bank’s
funding profile and the cost to the Bank of raising new
funding. This continued impact on access to funding and
increased cost of funding may, over the longer term, have
adverse effects on the Bank’s business, financial
performance or future prospects and/or adversely affect the
Bank’s ability to achieve its strategic objectives.

In addition, whilst the Bank’s retail deposit base has
remained broadly stable (in appropriate circumstances, the
Bank has managed its retail offering to mitigate against the
risk of depositors withdrawing funds), a failure by the Bank
to achieve its strategy, a deterioration in the Bank’s
operating results or financial position, or the continued
press attention and speculation to which the Bank is subject
may in extreme circumstances result in a severe decline in
customer confidence which could result in the withdrawal
of retail funds.

Credit risk: The Bank is directly and indirectly subject to
inherent risks arising from general economic conditions in
the UK and other economies and the state of the global
financial markets both generally and as they specifically
affect financial institutions. These risks have been enhanced
by the period of significant turbulence and uncertainty
affecting the global economy and the global financial
system, and the Eurozone in particular (including the risk of
a break-up of the single European currency). The Bank
continues to be exposed to these risks and their
consequences, including lower consumer confidence, high
levels of unemployment, interest rate volatility and
increased cost of credit, which may result in significantly
lower revenues and/or greater than expected losses which
could have a material adverse effect on the Bank’s
operations, financial condition and prospects.

Changes in laws and regulations and regulatory risk: The
Bank is subject to wide-ranging legal and regulatory
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(including liquidity and capital) requirements and
supervision. There is a risk that changes to the legal and
regulatory environment may result in additional compliance
costs (including the raising of further capital and/or
liquidity) and diversion of management time and resources,
which may adversely affect the Bank’s business, strategy
and prospects. In addition, failure to comply with such
requirements may result in investigations, disciplinary
action, fines, reputational damage and the revocation of the
Bank’s licences, permissions or authorisations which could
have a material adverse effect on the Bank’s operations,
financial condition and prospects. Known future changes in
legislation include the new capital regime commonly
known as Basel III which will be implemented in the UK
pursuant to CRD IV (as described above) and which will be
effective from 1 January 2014.

Risk of litigation against the Bank: The Bank faces the
risk that the past, current or future actions of the Bank
(including in respect of the implementation of the
Recapitalisation Plan, and the Liability Management
Exercise of which it is a part) may result in litigation. The
Bank is currently co-operating with enquiries received from
the Conduct Committee of the Financial Reporting Council
relating to the Bank’s disclosures in its 2012 annual report
and the accounts of the Bank’s regulatory capital position,
amongst other matters, and the FCA with respect to the
Bank’s compliance with the FCA’s Disclosure and
Transparency Rules. In addition, on 12 July 2013,
Co-operative Group and the Bank announced the launch of
an independent review, to be chaired by Sir Christopher
Kelly, into the events that led to the recent announcement of
the Recapitalisation Plan to address the Bank’s £1.5 billion
capital shortfall, the decision to merge the Bank with
Britannia in 2009 and the proposed acquisition of the
Lloyds TSB branches (the Kelly Review). The Kelly
Review will include an analysis of strategic decision-
making, management structures, culture, governance and
accounting practices and aspects of the role of the Bank’s
auditors. The intention is to present the findings of the Kelly
Review to Co-operative Group’s members at its annual
general meeting in May 2014. The Bank may face
additional investigations or proceedings arising out of the
Kelly Review. Any of these risks, should they materialise,
could have an adverse impact on the Bank’s operations,
financial results, condition and prospects, and the
confidence of the Bank’s customers in the Bank, as well as
taking a significant amount of management time and
resources away from the implementation of the Bank’s
strategy.

Conduct risk: The Bank is exposed to risks relating to the
mis-selling of financial products, acting in breach of legal
or regulatory principles or requirements and giving
negligent advice. Any failure to manage these risks

28




adequately could lead to significant liabilities and/or
reputational damage. In addition, the Bank faces both
financial and reputational risk where legal or regulatory
proceedings are brought against it or members of its
industry generally, or where complaints are made against it
or members of the industry generally to the Financial
Ombudsman Service or another relevant body. Sustained
conduct reputational damage could affect the Bank’s
operations, financial condition and prospects.

Pensions: The main Co-operative Group pension scheme is
The Co-operative Pension Scheme (Pace) (Pace), in which
the Bank participates. At present there is an actuarial deficit
in Pace: the most recent actuarial report indicated that there
was a funding deficit of £715 million as at 5 April 2013.
Contributions towards the deficit are agreed between the
Co-operative Group and the scheme trustee following the
advice of the independent scheme actuary. However,
Co-operative Group has undertaken to agree with the Bank
its proportion of the employer contributions in Pace (if not
agreed, the matter will be referred to an independent third
party). CFSMS is the employer in relation to the Britannia
Scheme and charges the Bank for any payments due to the
scheme in respect of members employed by CFSMS and
working for the Bank. In addition, the Bank has provided
guarantees in respect of the Britannia Scheme under which
the Bank may become liable to contribute towards that
scheme. However, Co-operative Group has undertaken to
procure that if CFSMS is not controlled by the Bank,
CFSMS will not take or omit to take any action without the
Bank’s prior agreement if the result would be to increase
the Bank’s liabilities or contributions in respect of the
Britannia Scheme. The most recent actuarial report
indicated that the funding deficit in the Britannia Scheme as
at 5 April 2013 was £61 million. There are risks associated
with the pension schemes due to the value of the asset
portfolios and returns from them being less than expected
and because there may be greater than expected increases in
the estimated value of the schemes’ liabilities. In addition,
Pace is a non-segregated, hybrid pension scheme in which
several Co-operative Group companies participate,
including the Bank. On an on-going basis, each employer is
responsible for funding a proportion of the Pace liabilities.
In addition, an exit debt is payable where an employer exits
Pace and this liability is a material risk for the Bank if it
exits Pace following the LME. However Co-operative
Group has undertaken not to exercise its powers without the
Bank’s prior written approval except (i) where the Bank is
in breach of the rules of Pace, (ii) where required by law or
(iii) where all other employers cease participation at the
same time so that a liability of this type does not arise.
There are other circumstances in which funding from an
employer may be required for liabilities relating to
members’ service with another employer. In particular,
where other employers in Co-operative Group have ceased
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to participate in the pension scheme without satisfying their
liabilities (for example due to insolvency) the Bank’s share
of the deficit could include liabilities relating to those other
employers, up to the level of the entire buy-out deficit in the
scheme. These additional liabilities could have an adverse
impact on the Bank’s operations, financial condition and
prospects.

Information technology: The Bank needs and intends to
progressively re-engineer its existing IT platform. This
re-engineering of its IT platform is significant, both in
terms of scale and cost, and involves a number of risks. Any
failure in systems as a result of not mitigating the IT risks,
or in the period prior to such remediation being completed,
could adversely affect the Bank’s ability to conduct its
business and lead to regulatory focus on the Bank, which
may impact on the Bank’s operations, financial condition
and prospects. The Bank is also, and will continue to be,
dependent on the use of third-party IT, software, data and
service providers, including Co-operative Group. A failure
on the part of either Co-operative Group or a third party to
provide the agreed services could have an adverse impact
on the Bank’s operations, financial condition and prospects.

D.3

Key risks regarding
the Notes

The Notes are not protected by the Financial Services
Compensation Scheme (FSCS): Unlike a bank deposit, the
Notes will not be protected by the FSCS. As a result, if the
Bank does go out of business or becomes insolvent, or if the
United Kingdom authorities take action under the Banking
Act (or similar future legislation) to preserve or restore the
viability of the Bank, the FSCS will not pay compensation
to an investor. Accordingly, in such circumstances, an
investor in the Notes may lose some, or the entire amount,
of its investment in the Notes.

The Notes are subordinated obligations of the Bank: The
Notes will constitute unsecured and subordinated
obligations of the Bank. On a winding-up or dissolution of
the Bank, claims in respect of the Notes would rank behind
the claims of all depositors and other unsubordinated
creditors of the Bank. In a winding-up, the assets of the
Bank would be applied first in satisfying all senior ranking
claims in full, and payments would be made to holders of
the Notes, proportionately with payments made to holders
of any other equally ranking instruments (if any), only if
and to the extent that there were any assets remaining after
satisfaction in full of all such senior ranking claims.

The Notes may become subject to provisions enabling the
UK authorities to convert the Notes to equity or write-
down or write-off the principal amount of the Notes,
and/or the UK authorities may exercise existing powers
under the Banking Act: There are current proposals both in
the European Union (through the RRD) and in the United
Kingdom (such proposals were announced by HM Treasury
on 1 October 2013) which, if implemented in the United
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Kingdom, will enable the UK authorities to convert an
instrument issued by the bank from one form or class to
another (for example, a debt instrument into equity), to
write down or write off instruments such as the Notes in
certain circumstances relating to preserving or restoring the
stability of the financial systems in the UK, the protection
and enhancement of public confidence in the stability of the
banking systems of the UK and/or the protection of
depositors. If implemented in the United Kingdom, the use
of any such powers could result in Noteholders losing
some, or potentially all, of their investment in the Notes,
even if the Bank does not become insolvent. In addition, the
UK authorities already have considerable powers under the
Banking Act to resolve a bank which is failing (or likely to
fail) the threshold conditions for its authorisation to conduct
banking business. These powers include, but are not limited
to, the power to modify or annul the effect of an instrument
or to convert securities from one form or class to another
through the making of a share transfer instrument or order
in respect of a bank. If the United Kingdom authorities take
action under the Banking Act, Noteholders may also lose
some or potentially all of their investment in the Notes.

Rights of enforcement in respect of the Notes are limited:
The only events of default under the terms of the Notes are
failure to pay interest or principal when due and the
winding-up of the Bank. Further, the Noteholders will have
limited rights to enforce default, and will only have direct
rights of enforcement in the event that the Trustee
representing the Noteholders fails to act having become
bound to do so.

The conditions of the Notes contain provisions which may
permit their modification without the consent of all
investors: The terms of the Notes provide for the calling of
meetings of Noteholders at which, subject to certain
requirements regarding the conduct of the meeting, a
specified majority of the holders present and voting may
approve amendments to the terms of the Notes in a manner
which will bind all holders (whether or not present at the
meeting and/or voting in favour) and such amendments
could have a material adverse effect on the Notes and/or the
rights of Noteholders under the Notes.

There can be no assurance that a secondary market in the
Notes will develop: The Notes may have no established
trading market when issued, and one may never develop. If
a market does develop, it may not be very liquid. The
market price of Notes can go down as well as up, and
Noteholders may be unable to sell their Notes, or may only
be able to sell them at a loss.
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Section E — Offer

Element

Title

E.2b

Reasons for the Offer
and use of proceeds
when different from
making profit and/or
hedging certain risks

The offer of the Notes forms part of the Liability Management
Exercise, which is being conducted in order to raise at least
£1 billion of common equity tier 1 capital for the Bank as part of
its wider Recapitalisation Plan to generate £1.5 billion of
common equity tier 1 capital. The Recapitalisation Plan is being
implemented to ensure that the Bank has sufficient common
equity tier 1 capital to meet its regulatory obligations, to
minimise the risk of being resolved under the Banking Act and to
ensure it can continue as a going concern.

Common equity tier 1 capital is a form of capital which banks
and other financial institutions are required to maintain to help
absorb losses. As a direct result of the recent global financial
crisis, the PRA, in line with banking regulators around the world,
is requiring UK banks to bolster their capital resources so that the
banks, and the UK banking system generally, is better able to
withstand future losses and financial shocks.

As the Notes are being offered in connection with an exchange
for the Dated Notes of the Bank and 5.5555% Bonds of the Bank,
the issue of the Notes will not generate cash proceeds. However,
the Notes are being offered in exchange for the Dated Notes of
the Bank and the 5.5555% Bonds of the Bank at a discount to the
Bank’s book value for those securities, which will generate
common equity tier 1 capital to the extent that the liability is
reduced to less than such book value.

E.3

Terms and conditions
of the offer

The offer of the Notes (also referred to in this section as the Bank
T2 Notes) is part of the Liability Management Exercise.

The Notes will be issued at the issue price (which is 100% of the
principal amount of the Notes) only upon successful completion
of the Liability Management Exercise, and no Notes will be
issued if the Liability Management Exercise does not
successfully complete.

If the Liability Management Exercise is successful and settles on
18 December 2013, the maximum principal amount of Notes
which may be issued is expected to be £206,000,000.

The final principal amount of Notes to be issued (if any) will be
announced by the Bank via the Regulatory News Service (RNS)
operated by the London Stock Exchange, which announcement is
currently expected to be made on or around 12 December 2013
or, in the event that any meeting pursuant to the Proposals (as
defined below) is adjourned, is currently expected to be made on
or around 30 December 2013.

Introduction

The Liability Management Exercise is being conducted in
respect of the Preference Shares, the 13% Bonds, the 5.5555%
Bonds and the Dated Notes (each as defined below) (together, the
Existing Securities).
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Holders who are eligible to participate in the Exchange Offers for
the Preference Shares, 13% Bonds and 5.5555% Bonds in
accordance with applicable securities laws are referred to below
as Eligible Holders.

The Liability Management Exercise consists of the Exchange
Offers, the Proposals and the Scheme described below.

The Exchange Offers consist of:

. an invitation to Eligible Holders of the Bank’s outstanding
9.25 per cent. Non-Cumulative Irredeemable Preference
Shares (ISIN: GB0002224516) (the Preference Shares)
and 13 per cent. Perpetual Subordinated Bonds (ISIN:
GB00B3VH4201) (the 13% Bonds) to either:

(a) offer to exchange their Preference Shares and 13%
Bonds for new 11 per cent. Final Repayment
Subordinated Notes due 2025 (the Final Repayment
Notes) to be issued by Co-operative Group and
guaranteed (on a subordinated basis) by certain
subsidiaries of Co-operative Group; or

(b) offer to sell their Preference Shares and 13% Bonds to
Co-operative Group for cash consideration payable in
twelve equal instalments over twelve years and
represented by new Instalment Repayment
Subordinated Notes (the Instalment Repayment
Notes and, together with the Final Repayment Notes,
the Group Notes) to be issued by Co-operative Group
and guaranteed (on a subordinated basis) by certain
subsidiaries of Co-operative Group; and

. an invitation to Eligible Holders of the Bank’s outstanding
5.5555 per cent. Perpetual Subordinated Bonds (ISIN:
GB00OB3VMBW45) (the 5.5555% Bonds) to offer to
exchange their 5.5555% Bonds for Bank T2 Notes.

The Proposals consist of the convening of meetings of the
holders of the Preference Shares, 13% Bonds and 5.5555%
Bonds to vote on resolutions which, if passed, will, amongst
other things (i) enable the Bank to mandatorily effect the
exchange (or transfer to Co-operative Group), of any remaining
Preference Shares, 13% Bonds and 5.5555% Bonds (as
applicable) on the same economic terms as the terms of the
relevant Exchange Offer(s) and (ii) result in holders agreeing to
certain waivers and releases in favour of the Bank, Co-operative
Group, their respective directors and certain other persons. In
addition, the holders of the Preference Shares will be asked to
vote on a resolution which, if passed, will enable the Bank to
purchase and cancel any share capital of the Bank (which would
include Preference Shares) from time-to-time without any further
consent of such holders being needed. It is a term of the
Exchange Offers that any holder who offers to exchange (or sell
to Co-operative Group) its Preference Shares, 13% Bonds or
5.5555% Bonds in the Exchange Offers will also vote in favour
of the resolutions proposed at the relevant meeting. If such
resolutions are passed and implemented by the Bank they will
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bind all holders of the relevant Existing Securities, including
those who did not vote in favour of the Proposals.

The Scheme is a scheme of arrangement under Part 26 of the
Companies Act 2006. Pursuant to the Scheme, the holders of
seven series of lower tier 2 subordinated bonds of the Bank (the
Dated Notes) will vote on proposals which, if approved by the
requisite statutory majorities and sanctioned by the court and if
the Settlement Condition is satisfied, will result in all of the
Dated Notes (and accrued but unpaid interest on the Dated Notes
up to a specified record date) being exchanged for a combination
of Bank T2 Notes and new ordinary shares in the Bank (New
Ordinary Shares). The holders of the Dated Notes will also be
entitled to elect to subscribe for 62,500,000 additional New
Ordinary Shares for an aggregate consideration equal to
£125 million, pursuant to, and on the terms of, the Scheme and,
to the extent any such additional New Ordinary Shares are not
subscribed, certain holders of Dated Notes have agreed to
purchase them.

Conditionality of the Liability Management Exercise

The Liability Management Exercise will only be successfully
completed if the entire principal amount of all Existing Securities
is exchanged or sold pursuant to the Liability Management
Exercise. The last date on which the Liability Management
Exercise may successfully complete is 31 December 2013.

In order for the entire principal amount of all Existing Securities
to be exchanged or sold pursuant to the Liability Management
Exercise (i) each of the Proposals in respect of the Preference
Shares, 13% Bonds and 5.5555% Bonds must be approved by the
Holders thereof at meetings convened for the purposes of voting
on such Proposals (and, in the case of the Preference Shares, a
resolution in similar terms must also be approved at a general
meeting of the shareholders of the Bank) and the Proposals must
be capable of being implemented in accordance with their terms,
and (ii) the Scheme must be approved by the requisite majority
of the Holders of the Dated Notes at the Scheme meeting and
sanctioned by the Court, an office copy of the sanction order
must be delivered to the Registrar of Companies at Companies
House and the Scheme must become unconditional in
accordance with its terms (subject only to satisfaction of the
Settlement Condition) (together referred to as the Settlement
Condition).

Offer period

The offer period for the Liability Management Exercise is
expected to commence on 4 November 2013 and end at 4.30 p.m.
(London time) on 6 December 2013 (or such later date and time
to which the Bank and Co-operative Group may extend the offer
period by publication of a supplement to the Prospectus).

However, in order to incentivise holders of the Preference Shares,
13% Bonds and 5.5555% Bonds to participate in the Liability
Management Exercise early, if the Early Participation Threshold
is achieved by 4.30 p.m. (London time) on 29 November 2013
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(the Early Participation Deadline), all such holders will (if the
Liability Management Exercise settles) receive more Bank T2
Notes or Group Notes on the exchange (or sale) of their
Preference Shares, 13% Bonds and 5.5555% Bonds than if the
Early Participation Threshold is not achieved by the Early
Participation Deadline.

The Early Participation Threshold will be achieved by the
Early Participation Deadline only if, by that time, at least 75 per
cent. of the aggregate nominal amount outstanding of each of the
Preference Shares, the 13% Bonds and the 5.5555% Bonds has
been validly offered for exchange (or sale) and/or otherwise
validly voted in favour of the Proposals (and not revoked).

Settlement of the Liability Management Exercise (the date on
which, if the Settlement Condition is satisfied, Existing
Securities will be exchanged or sold) is currently expected to be
on 18 December 2013.

The Bank and Co-Operative Group are entitled to amend the
timetable at their discretion (subject where relevant to the
approval of the Court in relation to the Scheme), and will
announce any amendments by publication of a supplement to the
Prospectus.

Offer Terms
Preference Shares

Eligible Holders of Preference Shares are being invited either:

. to offer to transfer their Preference Shares to Co-operative
Group in exchange for Final Repayment Notes. Holders
electing this option will receive, per £1,000 in nominal
amount of Preference Shares exchanged, (i) £601 in
principal amount of Final Repayment Notes if the Early
Participation Threshold is achieved by the Early
Participation Deadline; or (ii) £551 in principal amount of
Final Repayment Notes if the Early Participation Threshold
is not achieved by the Early Participation Deadline (in each
case subject to rounding); or

. to offer to sell their Preference Shares to Co-operative
Group in consideration for a cash amount which will be
paid in twelve equal instalments over twelve years up to
(and including) 2025 and which will be represented by
Instalment Repayment Notes. Holders electing this option
will receive, per £1,000 in nominal amount of Preference
Shares sold to Co-operative Group, (i) £1,110 in principal
amount of Instalment Repayment Notes if the Early
Participation Threshold is achieved by the Early
Participation Deadline; or (ii) £1,060 in principal amount of
Instalment Repayment Notes if the Early Participation
Threshold is not achieved by the Early Participation
Deadline (in each case subject to rounding).

Such holders will also receive a cash amount equal to accrued but
unpaid dividends on their Preference Shares from 30 November
2013, up to the Settlement Date.

35




The next instalment of the Preference Share dividend is, under
the terms of the Preference Shares, scheduled to be paid on
30 November 2013 (which is during the offer period for the
Liability Management Exercise).

Under the terms of the Preference Shares, the Bank will not be
permitted to pay the dividend in cash, but will instead be required
to allot additional Preference Shares to each holder in lieu of cash
payment (Additional Preference Shares). The Bank expects to
allot such Additional Preference Shares on 29 November 2013
(since 30 November is a Saturday).

However, if the Liability Management Exercise successfully
completes, then upon transfer to Co-operative Group of those
Additional Preference Shares, the relevant holders will not
receive Final Repayment Notes or Instalment Repayment Notes
in respect thereof but rather will receive an amount in cash (in
pounds sterling) equal to the cash dividend which the Bank
would have paid on 29 November 2013 had it been able to do so
under the terms of the Preference Shares.

The references above to an exchange (or sale) of £1,000 in
nominal amount of Preference Shares are for illustrative
purposes only. Holders of Preference Shares will be able to offer
to exchange (or sell) Preference Shares in any whole multiple of
£1, subject to a minimum of £2 if such holder elects the Final
Repayment Notes option. There is no minimum offer amount for
the Instalment Repayment Notes option.

13% Bonds
Eligible Holders of 13% Bonds are being invited either:

. to offer to transfer their 13% Bonds to Co-operative Group
in exchange for Final Repayment Notes. Holders electing
this option will receive, per £1,000 in nominal amount of
13% Bonds exchanged, (i) £844 in principal amount of
Final Repayment Notes if the Early Participation Threshold
is achieved by the Early Participation Deadline; or (ii) £794
in principal amount of Final Repayment Notes if the Early
Participation Threshold is not achieved by the Early
Participation Deadline (in each case subject to rounding); or

. to offer to sell their 13% Bonds to Co-operative Group in
consideration for a cash amount which will be paid in
twelve equal instalments over twelve years up to (and
including) 2025 and which will be represented by
Instalment Repayment Notes. Holders electing this option
will receive, per £1,000 in nominal amount of 13% Bonds
sold to Co-operative Group, (i) £1,560 in principal amount
of Instalment Repayment Notes if the Early Participation
Threshold is achieved by the Early Participation Deadline;
or (ii) £1,510 in principal amount of Instalment Repayment
Notes if the Early Participation Threshold is not achieved
by the Early Participation Deadline (in each case subject to
rounding).
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Such holders will also receive a cash amount equal to accrued but
unpaid interest on their 13% Bonds from 31 July 2013 up to the
Settlement Date.

Upon successful completion of the Liability Management
Exercise the Bank will also pay to all holders of the 13% Bonds
the deferred interest payment originally scheduled for 31 July
2013.

The specified denomination of each 13% Bond is £1,000.
Accordingly, 13% Bonds must be offered for exchange (or sale)

in principal amounts equal to £1,000 or a whole multiple of
£1,000.

5.5555% Bonds

Eligible Holders of the 5.5555% Bonds will be invited to offer to
exchange their 5.5555% Bonds for Bank T2 Notes at the
following exchange ratios:

. if the Early Participation Threshold is achieved by the Early
Participation Deadline, £530 in principal amount of Bank
T2 Notes for every £1,000 in principal amount of 5.5555%
Bonds exchanged; or

. if the Early Participation Threshold is not achieved by the
Early Participation Deadline, £480 in principal amount of
Bank T2 Notes for every £1,000 in principal amount of
5.5555% Bonds exchanged.

Such holders will also receive a cash amount equal to accrued but
unpaid interest on their 5.5555% Bonds from (and including)
14 December 2013 to (but excluding) the Settlement Date.

The next scheduled interest payment date for the 5.5555% Bonds
is 14 December 2013. The Bank intends to defer that interest
payment (which it is entitled to do under the terms of the
5.5555% Bonds). If the Liability Management Exercise
subsequently successfully completes, the Bank will (in addition
to the accrued interest referred to in the paragraph above) pay the
deferred interest payment originally scheduled for 14 December
2013.

The specified denomination of each 5.5555% Bond is £1,000.
Accordingly, 5.5555% Bonds must be offered for exchange in
principal amounts equal to £1,000 or a whole multiple of £1,000.

Dated Notes

Holders of the Dated Notes will, if the Scheme is sanctioned and
implemented, be entitled to receive Bank T2 Notes and New
Ordinary Shares in exchange for their Scheme Claim at
approximately the following exchange ratio:

. £102.63 in principal amount of Bank T2 Notes and 115
New Ordinary Shares for every £1,000 of its Scheme
Claim.

A holder’s claim in the Scheme (its Scheme Claim) will be equal
to the sum of (i) the aggregate principal amount outstanding of
such holder’s Dated Notes and (ii) the accrued and unpaid
interest on such Dated Notes up to (and including) the Scheme
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Record Date; provided that a Holder’s Scheme Claim in respect
of any Floating Rate Callable Step-up Dated Subordinated Notes
due 2016 (ISIN: XS0254625998) (which are denominated in
euro) shall be the sterling equivalent of such sum, calculated on
the basis of an exchange rate of £0.85644 per €1.00.

The Scheme will provide that any interest that accrues or falls
due for payment after the Scheme Record Date will be
irrevocably cancelled.

The Scheme Record Date (the Scheme Record Date) is
currently expected to be 10 December 2013.

The principal amount of Bank T2 Notes and the number of New
Ordinary Shares which such holder will receive will be the same
irrespective of whether or not the Early Participation Threshold
is achieved by the Early Participation Deadline.

The holders of the Dated Notes will also be entitled to elect to
subscribe for 62,500,000 additional New Ordinary Shares for an
aggregate consideration of £125 million pursuant to, and on the
terms of, the Scheme.

Delivery of Bank T2 Notes, Group Notes and New Ordinary
Shares

The Bank T2 Notes, Group Notes and New Ordinary Shares will
be capable of being held and traded (i) in uncertificated form in
CREST; (i1) in uncertificated form in Euroclear and Clearstream,
Luxembourg (via CREST); and (iii) in certificated form outside
the clearing systems.

Eligible Holders of Preference Shares, 13% Bonds and 5.5555%
Bonds and holders of Dated Notes who offer to exchange or sell
their securities in Euroclear, Clearstream, Luxembourg or
CREST will (subject as provided under “Holding Period in respect
of Dated Notes” below) receive interests in their new Bank T2
Notes, Group Notes and/or New Ordinary Shares (as the case
may be) in the same securities account as that in which they
currently hold their Preference Shares, 13% Bonds, 5.5555%
Bonds or Dated Notes (as applicable).

Where holders currently hold Preference Shares, 13% Bonds or
5.5555% Bonds in certificated form outside Euroclear,
Clearstream, Luxembourg and CREST, any Bank T2 Notes and
Group Notes (as applicable) to be delivered to them will be
delivered in certificated form outside Euroclear, Clearstream,
Luxembourg and CREST.

Holding Period in respect of Dated Notes

If any holder of Dated Notes fails to comply with certain
procedures in connection with the Scheme, the Bank T2 Notes
and New Ordinary Shares to which such holder would become
entitled pursuant to the Scheme will be transferred to Lucid
Issuer Services Limited in its capacity as holding period trustee
(the Holding Period Trustee).
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The relevant Bank T2 Notes and New Ordinary Shares will be
held on trust by the Holding Period Trustee pending:

(a)  confirmation for or on behalf of the relevant holder of the
Dated Notes that it or its Designated Recipient is eligible
to receive the Bank T2 Notes and New Ordinary Shares, at
which time the Holding Period Trustee will transfer the
relevant Bank T2 Notes and New Ordinary Shares to the
relevant holder of the Dated Notes or its Designated
Recipient;

(b)  confirmation for or on behalf of the relevant holder of the
Dated Notes that it is not eligible to receive the Bank T2
Notes and the New Ordinary Shares, at which time the
relevant Bank T2 Notes and New Ordinary Shares will be
sold by or on behalf of the Holding Period Trustee and the
net proceeds of such sale (after deduction of all applicable
taxes and expenses) will be distributed to the relevant
holder of the Dated Notes; and

(c) the date falling 36 months following the Scheme
Settlement Date, at which time the Holding Period Trustee
will sell or procure the sale of the Bank T2 Notes and New
Ordinary Shares not already distributed or sold as
described in paragraphs (a) and (b) above and the net
proceeds of such sale (after deduction of all applicable
taxes and expenses) will be distributed to the Bank.

Designated Recipient means a person nominated by a holder of
Dated Notes to receive the New Ordinary Shares and Bank T2
Notes which such holder is entitled to receive pursuant to the
terms of the Scheme.

E4

Material Interests to
the Offer, including
conflicting Interests

The Bank is as, at the date of this Prospectus, a subsidiary of
Banking Group. Following completion of the Liability
Management Exercise, Banking Group is expected to have a
30 per cent. holding in the Bank’s ordinary shares. As a result,
Banking Group and, indirectly, Co-operative Group, are expected
to continue to be able to exercise influence over matters requiring
shareholder approval.

HSBC Bank plc (HSBC) has been appointed as a dealer manager
and adviser to the Bank, and UBS Limited (UBS) has been
appointed as a dealer manager, to facilitate the Liability
Management Exercise. HSBC will be paid fees and expenses by
the Bank in connection with the Liability Management Exercise.
Each of UBS and HSBC and their respective affiliates may also
have engaged, and may in the future engage, in investment
banking and/or commercial banking transactions with, and may
perform other services for, the Bank and its affiliates in the
ordinary course of business.

E.7

Estimated expenses
charged to the investor
by the Issuer

Not applicable. There are no expenses to be charged to the
investor (being the Existing Holders) by the Bank.
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2
RISK FACTORS

The following section contains a description of certain factors which the Bank believes may affect its
ability to fulfil its obligations under the Notes.

The factors include risks relating to the Bank’s business and financial condition, the specific features
of the Notes and how they will be held by investors, and risks relating to the markets generally which
could impact the market price of Notes.

In addition, the following section describes certain risks associated with the Liability Management
Exercise, including risks which relate to the possible consequences for holders of Existing Securities in
the event that the Liability Management Exercise is not successfully implemented.
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RISK FACTORS

Holders and other prospective investors should carefully consider the factors and risks associated with the
Liability Management Exercise, any investment (whether by way of the Scheme or otherwise) in the Notes,
the Bank’s business and the financial services industry in the United Kingdom (the UK) in which the Bank
operates, together with all the other information contained in this document and all of the information
incorporated by reference into this document, including, in particular, the risks and uncertainties described
below. Holders and other prospective investors should note that the risks relating to the Liability
Management Exercise, the Bank, the financial services industry in the UK and the Notes summarised in the
section of this Prospectus headed “Summary” are risks that the Bank believes to be the most essential to an
assessment by a Holder of whether to consider an investment in the Notes. However, as the risks which the
Bank faces relate to events and depend on circumstances that may or may not occur in the future, Holders
should consider not only the information on key risks summarised in the section of this Prospectus headed
“Summary” but also, among other things, the risks and uncertainties described below.

This section describes the risk factors which are considered by the Bank to be material to the Bank and the
decision to participate in the Liability Management Exercise or otherwise decide to make an investment in
the Notes. However, these risk factors should not be regarded as a complete and exhaustive statement or
explanation of all potential risks and uncertainties which Holders may face when making a decision with
respect to participation in any part of the Liability Management Exercise (including making a decision in
respect of the Scheme or otherwise) or any other investment in respect of Notes and should be used as
guidance only. There may be other risks and uncertainties which are currently not known to the Bank or
which the Bank currently does not consider to be material. Should any of the risks described below, or any
other risks or uncertainties, occur this could, individually or cumulatively, have a material adverse effect on
the Bank’s business, results of operation, financial condition or prospects which in turn would be likely to
cause the price of the Notes to decline and, as a result, a Holder could lose some or all of its investment.
Holders should consider carefully whether or not to participate in any part of the Liability Management
Exercise such that they will acquire Notes (including making a decision in respect of the Scheme or
otherwise) is suitable for them in the light of the information contained in this Prospectus and their personal
circumstances. The risk factors, amongst other things, consider the implications for Holders in the event that
the Liability Management Exercise fails, which would occur if sufficient numbers of Holders decided not to
participate in the Liability Management Exercise, such that not all of the Existing Securities would be able
to be exchanged (or purchased) by the Bank or Co-operative Group pursuant to the Liability Management
Exercise.

This section of the Prospectus is divided into three main sections — “Risks Relating to the Liability
Management Exercise”, “Risks Relating to the Bank and its Business” and “Risks Relating to the Notes”.

RISKS RELATING TO THE LIABILITY MANAGEMENT EXERCISE

The implementation of the Liability Management Exercise is subject to a number of significant risks.
Should the Liability Management Exercise not be implemented, the Bank is likely to be the subject of a
resolution procedure under the Banking Act 2009. In such circumstances, Holders of Existing Securities
could potentially have no recovery at all in respect of their investment in the Existing Securities.

Background to the Liability Management Exercise

On 17 June 2013, following the conclusion of the Bank’s review of its capital position and discussions with
the PRA, it was stated in the June Announcement that the Bank required additional aggregate Common
Equity Tier 1 Capital of £1.5 billion, of which at least £1 billion is expected to be contributed pursuant to
the Liability Management Exercise in 2013 and, conditional on completion of the Liability Management
Exercise, £333 million of Common Equity Tier 1 Capital is to be contributed by Banking Group in 2014
pursuant to the 2014 Commitment of which £170 million must be satisfied at the latest by 30 June 2014 (with
£70 million of this contribution to be paid by 31 January 2014) and the remaining £163 million by
31 December 2014.
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On 17 June 2013, the PRA made the following statement:

“The PRA’s current assessment is that the Co-operative Bank needs to generate an additional £1.5 billion
in Common Equity Tier One capital in order to absorb potential losses over coming years. We will hold the
Co-operative Group to the delivery of its plans. In relation to the Co-operative Bank this action will deliver
the Financial Policy Committee’s recommendation to the PRA in March regarding the capital position of the
banking system.”

On 29 August 2013, the PRA reconfirmed its assessment of the Bank’s capital shortfall of £1.5 billion of
Common Equity Tier 1 Capital following the announcement of the Bank’s interim results for the six month
period ended 30 June 2013. The PRA also reconfirmed that this requirement remained unchanged following
the announcement by the Bank on 21 October 2013 of an expectation of an increase in its overall provisions
of approximately £103 million relating to customer redress. The Liability Management Exercise is intended
to generate at least £1 billion of the required £1.5 billion of Common Equity Tier 1 Capital by the end of
2013. Successful completion of the Liability Management Exercise is conditional upon the entire principal
amount of all Existing Securities being exchanged or sold pursuant to the Liability Management Exercise.

The contributions that a successful Liability Management Exercise would provide by the end of 2013 would
increase the Bank’s Common Equity Tier 1 Capital ratio towards the upper end of previously announced
guidance, on 29 August 2013, of “below 9 per cent. but above the regulatory minimum requirement” by the
end of 2013, including after taking into account the impact of the impairment charges of £496.0 million
incurred for the six month period ended 30 June 2013 and potential impairment charges for the remainder of
the Bank’s financial year ending 31 December 2013.

The Liability Management Exercise is expected to generate at least £1 billion of the £1.5 billion of Common
Equity Tier 1 Capital required by the Bank. The Liability Management Exercise will generate Common
Equity Tier 1 Capital in two ways:

. first, to the extent that the Bank exchanges Dated Notes for New Ordinary Shares and issues
Additional New Ordinary Shares pursuant to the Scheme, the amount of such New Ordinary Shares
and Additional New Ordinary Shares issued will constitute Common Equity Tier 1 Capital; and

. second, to the extent that Existing Securities are exchanged or issued for New Securities at a discount
to the Bank’s book value of those Existing Securities (i.e. by imposing a discount on the Existing
Securities through the Liability Management Exercise), Common Equity Tier 1 Capital will also be
generated as a consequence of that discount (on the basis that the Bank will reduce a liability for less
than the book value of that liability in the Bank’s accounts).

See the Offer Memorandum, which is appended to and forms part of this Prospectus, for full terms of the
Liability Management Exercise, including a description of the Existing Securities which are the subject of
the Liability Management Exercise.

Overview of principal risks to the implementation of the Liability Management Exercise

The principal risks to the successful implementation of the Liability Management Exercise are:

. The failure of Holders to participate in the Liability Management Exercise in sufficient numbers such
that the Liability Management Exercise fails.

. Any of the HM Treasury, the Bank of England, the FCA and/or the PRA (the Authorities) concluding
that the aggregate £1.5 billion of Common Equity Tier 1 Capital to be contributed pursuant to the
Recapitalisation Plan is inadequate to meet the Bank’s regulatory capital requirements and that, as a
result, further steps are required to be taken by the Bank to generate additional Common Equity Tier
1 Capital or additional total capital. Should the Authorities reach such a conclusion, the Bank may
decide not to proceed with the Liability Management Exercise and/or Holders may elect not to
participate in the Liability Management Exercise, with the consequence that the Liability
Management Exercise is not successfully implemented.

. The Bank and/or the Co-operative Group becoming involved in disputes and legal proceedings in
respect of the Liability Management Exercise. Such disputes or proceedings could be brought or
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raised during the implementation of the Liability Management Exercise following publication of this
Prospectus with the objective of preventing the implementation of all or part of the Liability
Management Exercise and/or could be brought after the Liability Management Exercise has been
implemented with the objective of seeking a declaration that all or part of the Liability Management
Exercise was unlawful and invalid. Further information on the risk of litigation is contained in the risk
factor titled “Litigation seeking to challenge the implementation of the Liability Management Exercise
or certain aspects of it could materially impact or prevent the successful implementation of the
Liability Management Exercise or result in all or part of the Liability Management Exercise being
declared to be unlawful and invalid retrospectively.”

In the event that the Liability Management Exercise is not successfully implemented, the Bank would fail to
comply with the PRA’s stated requirement that the Bank raise an additional £1 billion of Common Equity
Tier 1 Capital by 31 December 2013. In addition, Banking Group’s undertaking to contribute £333 million
additional Common Equity Tier 1 Capital in 2014 would terminate as it is conditional upon the success of
the Liability Management Exercise. Co-operative Group will not provide any capital contribution to meet the
Bank’s regulatory capital shortfall unless the Liability Management Exercise is successfully implemented
(i.e. all Existing Securities are exchanged or sold pursuant to the Liability Management Exercise).

Consequences of a failure of the Liability Management Exercise

Whilst in the event of the Liability Management Exercise being unsuccessful the Bank would take immediate
action to try to address the Bank’s capital shortfall, including holding urgent discussions with the PRA, the
Bank believes that, in such circumstances, the failure of the Liability Management Exercise would result in
the Bank becoming subject to a resolution procedure under the Banking Act 2009 (the Banking Act). In the
event that the Authorities exercise their powers under the Banking Act or there is market speculation
regarding the occurrence of such an event, it is highly probable that the Bank would be materially adversely
affected and the market price of Existing Securities would be materially adversely affected. The Bank
considers that there are fundamental uncertainties as to whether the Bank could be successfully resolved
such that the Bank remains a going concern without the active participation of Co-operative Group and a
substantial amount of additional capital. The Bank believes that if the Bank were to be resolved and go into
an insolvency proceeding as a result of that resolution, Holders of Existing Securities would receive no
recovery in respect of their Existing Securities. As a result, the Bank believes that the outcome of a successful
Liability Management Exercise is a substantially more favourable outcome to Holders of any class of
Existing Securities than a resolution of the Bank. For further information on the consequences for Holders
of a resolution of the Bank see “Part C — Potential consequences of Holders failing to support the Liability
Management Exercise” in Section 4 (Letter from the Chairman of the Bank, Background to and Reasons for
the Recapitalisation Plan and Potential Consequences of Holders Failing to Support the Liability
Management Exercise).

Failure of Holders to participate in the Liability Management Exercise

The Liability Management Exercise will only be successfully completed if (and is therefore conditional
upon) the entire principal amount of all Existing Securities is exchanged pursuant to the Liability
Management Exercise. If this condition is not satisfied, the Liability Management Exercise will not be
implemented and, furthermore, Banking Group will not be required to contribute £333 million of Common
Equity Tier 1 Capital in 2014.

Part of the Liability Management Exercise will be conducted by way of the Scheme in respect of the Dated
Notes. The Bank intends to propose that Holders of the Dated Notes should vote on the Scheme as a single
class of creditors. In order to approve the Scheme, a majority in number of Holders of the Dated Notes,
representing at least 75 per cent. in value of the Holders of the Dated Notes present in person or by proxy
and voting at the Scheme Meeting, will need to approve the Scheme. Even if the Scheme is approved at the
Scheme Meeting, it is possible for a person with an interest in the Scheme (whether a Holder or otherwise)
to object to the Scheme and to attend or be represented at the Court hearing to sanction the Scheme in order
to make representations that the Scheme should not be approved and to appeal against the granting of the
Court order sanctioning the Scheme. Therefore, it is possible that objections will be made at or before the
Court hearing or that an appeal will be made against the granting of the order by the Court and that any such
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objections or appeal will delay or possibly prevent the implementation of the transactions contemplated by
the Scheme.

In order for the Scheme to become effective under English law, it must receive the sanction of the Court and
the Court order must be lodged with the Registrar of Companies. The Court will not sanction the Scheme
unless it is satisfied that the class of Holders of the Dated Notes (as creditors in respect of the Scheme) has
been properly constituted and, as a matter of discretion, the Court considers that it is proper to sanction the
Scheme. There can be no assurance that the Court will sanction the Scheme. If the Court does not sanction
the Scheme, or approves it subject to conditions or amendments which (i) the Bank and other relevant parties
deem unacceptable or (ii) would have (directly or indirectly) a material adverse effect on the interests of any
Holders and such conditions or amendments are not approved by the Holders, the Scheme will not become
effective and the transactions contemplated by the Scheme will not be implemented.

In connection with the Scheme, Holders of Dated Notes are entitled to elect to subscribe for Additional New
Ordinary Shares in accordance with the terms of the Additional New Ordinary Shares Offer, and it is a
condition of the Scheme that, in connection with the Additional New Ordinary Shares Offer, an amount equal
to or greater than £125,000,000 is placed in an escrow account. Should such sum not be placed in the escrow
account, then a condition to the Scheme will not be satisfied and the Scheme will not become effective. In
connection therewith, the Bank has entered into an agreement (the Purchase Agreement) with certain
Holders of the Dated Notes to subscribe for Additional New Ordinary Shares not taken up by other Holders
of the Dated Notes (should the amount which Holders of the Dated Notes elect to subscribe for be less than
£125 million). The Purchase Agreement is subject to certain conditions precedent described in paragraph
number 20.9 “Purchase Agreement” in Section 20 (Additional Information).

Should Holders of Dated Securities not participate in the Additional New Ordinary Shares Offer (or, having
elected to participate, not transfer funds to the escrow account) such that the total amount placed in escrow
is less than £125,000,000, and should, in such circumstances, the conditions to the Purchase Agreement not
be satisfied (or, at the election of the Holders, such conditions not be waived) such that such Holders of
Dated Notes are not required to subscribe for the Additional New Ordinary Shares not taken up, then the
above mentioned condition is likely not to be satisfied and that the Scheme will not become effective.

If the Scheme is approved by the requisite majorities of the Holders of Dated Notes and sanctioned by the
Court and implemented, all outstanding Dated Notes (including Dated Notes held by Holders who did not
vote in favour of the Scheme) will be exchanged for a combination of New Ordinary Shares and Bank T2
Notes. If, however, the Scheme is not approved, sanctioned and implemented, none of the Dated Notes will
be exchanged in the Liability Management Exercise and the Liability Management Exercise will fail. The
implementation of the Scheme is conditional upon the Settlement Condition having been satisfied.

The remaining part of the Liability Management Exercise is being conducted by way of the Exchange Offers
in respect of the Bank’s Preference Shares, 13% Bonds and 5.5555% Bonds (as each are defined in Section 6
(Details of the Liability Management Exercise) and the Proposals.

Eligible Holders of Preference Shares and 13% Bonds are being invited to either:

(a)  offer to exchange their Preference Shares and 13% Bonds for new 11 per cent. Final Repayment
Subordinated Notes due 2025 (the Final Repayment Notes) to be issued by Co-operative Group and
guaranteed (on a subordinated basis) by certain subsidiaries of Co-operative Group; or

(b)  offer to sell their Preference Shares and 13% Bonds to Co-operative Group for cash consideration
which will be paid in twelve equal instalments over twelve years up to (and including) 2025, and
which will be represented by new Instalment Repayment Subordinated Notes (the Instalment
Repayment Notes and, together with the Final Repayment Notes, the Group Notes) to be issued by
Co-operative Group and guaranteed (on a subordinated basis) by certain subsidiaries of Co-operative
Group,

as described in Section 6 (Details of the Liability Management Exercise).

Eligible Holders of the 5.5555% Bonds are being invited to offer to exchange their 5.5555% Bonds for new
lower tier 2 11 per cent. Subordinated Notes due 2023 to be issued by the Bank (the Bank T2 Notes) as
described in Section 6 (Details of the Liability Management Exercise).
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In conjunction with the Exchange Offers, the Bank is also convening separate meetings of the Holders of the
Preference Shares, the 13% Bonds and the 5.5555% Bonds, respectively, in order for the relevant Holders to
vote on resolutions which, if successful, would enable the Bank to mandatorily effect the exchange or
transfer to Co-operative Group of all securities of the relevant series which are not exchanged or sold in the
Exchange Offers, on the same economic terms as those upon which securities of the relevant series are
exchanged or sold in the Exchange Offers. The resolution at each meeting will be passed if the relevant
meeting is quorate and if the Holders of at least three quarters of the relevant securities present and voting
vote in favour of the resolution. Details of the requisite quorum for each meeting can be found in Appendix
C (Consent and Exchange Offer Memorandum).

The Liability Management Exercise will only successfully complete if the entire principal amount of all
Existing Securities is exchanged pursuant to the Liability Management Exercise.

In order for that to happen, all of the following must occur:

@) the Proposal in respect of the Preference Shares must be (A) approved by the Holders of the
Preference Shares at the meeting convened for such Holders to vote on such Proposal (and a resolution
in similar terms must also be approved at a general meeting of the shareholders of the Bank) and (B)
capable of being implemented in accordance with the terms of that Proposal;

(i1))  the Proposal in respect of the 13% Bonds must be (A) approved by the Holders of the 13% Bonds at
the meeting convened for such Holders to vote on such Proposal and (B) capable of being
implemented in accordance with the terms of that Proposal;

(iii))  the Proposal in respect of the 5.5555% Bonds must be approved by (A) the Holders of the 5.5555%
Bonds at the meeting convened for such Holders to vote on such Proposal and (B) capable of being
implemented in accordance with the terms of that Proposal; and

(iv)  (A) the Scheme must be approved by the requisite majority of the holders of the Dated Notes at the
Scheme Meeting and sanctioned by the Court; (B) an office copy of the sanction order must be
delivered to the Registrar of Companies at Companies House; and (C) the Scheme must become
unconditional in accordance with its terms.

The Authorities concluding that the aggregate £1.5 billion of Common Equity Tier 1 Capital to be
contributed pursuant to the Recapitalisation Plan is inadequate to meet the Bank’s regulatory capital
requirements.

Since January 2013 and up to the date of this Prospectus, the Bank has been in close and continual contact
with the Bank of England, the FCA and the PRA and has discussed in detail with the Bank of England, the
FCA and the PRA the Recapitalisation Plan and the Bank’s capital and financial position. On 17 June 2013,
the PRA announced, following detailed discussions with the Bank and Co-operative Group, that it was the
PRA’s assessment that the Bank needed to generate an additional £1.5 billion in Common Equity Tier 1
Capital. The PRA reconfirmed its assessment, on 29 August 2013, following the announcement by the Bank
of its interim results for the six-month period ended 30 June 2013 and taking into account the Bank’s losses
for such period. In addition, the PRA reconfirmed that the additional Common Equity Tier 1 Capital
requirement of £1.5 billion remained unchanged following the announcement by the Bank on 21 October
2013 of an expectation of an increase in its overall provisions of approximately £103 million relating to
customer redress.

Notwithstanding these detailed discussions between the Bank and the Bank of England, the FCA and the
PRA and the announcements by the PRA on 29 August 2013 confirming its assessment that £1.5 billion in
Common Equity Tier 1 Capital is sufficient, there remains a risk, whether due to changes in circumstances
or otherwise, that the Authorities decide that the Bank is required to generate more than £1.5 billion of
Common Equity Tier 1 Capital. Should the Authorities reach such a conclusion, the Bank may decide not to
proceed with the Liability Management Exercise and/or Holders may elect not to participate in the Liability
Management Exercise, with the consequence that the Liability Management Exercise is not successfully
implemented.

45



Resolution procedure under the Banking Act 2009

Should the Liability Management Exercise not be successful the Directors consider it likely that the Bank
will be subject to a resolution procedure under the Banking Act (see “Part C — Potential consequences of
Holders failing to support the Liability Management Exercise” in Section 4 (Letter from the Chairman of the
Bank, Background to and Reasons for the Recapitalisation Plan and Potential Consequences of Holders
Failing to Support the Liability Management Exercise)).

The Banking Act empowers the Authorities, where a bank is failing (or likely to fail) the threshold conditions
(which relate to conducting its business in a prudent manner, which is assessed by reference to its financial
and non-financial resources and structural arrangements) for its authorisation to conduct banking business,
to impose the special resolution regime (the SRR) on relevant entities. The SRR consists of three
stabilisation options, a bank insolvency procedure and a bank administration procedure, which may be
commenced by the Authorities. The three stabilisation options could, for example, include the taking of the
Bank into temporary public ownership, or the sale of some or all of the Bank’s assets to a private sector
purchaser or bridge bank, which may involve the residual part of the Bank being run off as a “bad bank™.

The stabilisation options available to the Authorities are described in paragraph 2.6 titled “Recovery and
resolution regime” in Section 17 (Supervision and Regulation).

In addition, the Authorities have the power under the Banking Act to require the exchange of Existing
Securities into equity for so long as the Existing Securities remain outstanding.

Given the discretionary nature of the powers available to the Resolution Authorities under the Banking Act,
the Bank is unable to predict with certainty the precise outcome for Holders if the Liability Management
Exercise is not successfully implemented during 2013. The Bank has no other source available to it to raise
the required additional capital. As stated in the Bank’s Interim Financial Information, if the Liability
Management Exercise is not successfully implemented the Bank will cease to be a going concern and, as a
result, is likely to fail to satisfy its threshold conditions for authorisation (within the meaning of Section 55B
of FSMA) and the relevant Authorities may then exercise a stabilisation power under the Banking Act. These
threshold conditions include a requirement that the PRA is satisfied that the Bank, in particular, has
appropriate financial and non-financial resources, including that the Bank has made appropriate provisions
for its liabilities. In addition, the Resolution Authorities may also exercise powers to resolve the Bank even
where it remains a going concern.

If the Liability Management Exercise is not successfully implemented on or before 31 December 2013, the
Bank therefore considers that the PRA would have a basis for determining: that the Bank is failing, or is
likely to fail, to satisfy its threshold conditions; that the power of the Resolution Authorities to exercise
stabilisation powers under the Banking Act had arisen, and that the Bank would be subject to a resolution
procedure under the Banking Act. The Bank therefore believes that there are only two realistic outcomes for
the Bank, which are either its recapitalisation following successful implementation of the Liability
Management Exercise or a failure of the Liability Management Exercise resulting in the Bank becoming
subject to a resolution procedure under the Banking Act.

In the event that the Resolution Authorities exercise their powers under the Banking Act or there is market
speculation regarding the occurrence of any such event, it is highly probable that the Bank would be
materially adversely affected, and the market price of Existing Securities would be materially adversely
affected. The Bank considers that there are fundamental uncertainties as to whether the Bank could be
successfully resolved such that the Bank remains a going concern without the active participation of
Co-operative Group and a substantial amount of additional capital. The Bank believes that if the Bank were
to be resolved and go into an insolvency proceeding as a result of that resolution, the Holders of Existing
Securities would receive no recovery. Part C of Section 4 (Letter from the Chairman of the Bank, Background
to and Reasons for the Recapitalisation Plan and Potential Consequences of Holders Failing to Support the
Liability Management Exercise) sets out a description of the hypothetical position that Holders would be
likely to face if the Bank were to be resolved. As a result, the Bank believes that implementation of the
Liability Management Exercise is substantially more beneficial to Holders of all classes of Existing
Securities than a resolution of the Bank.
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Litigation seeking to challenge the implementation of the Liability Management Exercise or certain
aspects of it could materially impact or prevent the successful implementation of the Liability
Management Exercise or result in all or part of the Liability Management Exercise being declared to be
unlawful and invalid retrospectively.

Litigation seeking to challenge the implementation of the Liability Management Exercise

Whilst the exact nature of any disputes and legal proceedings in connection with the Liability Management
Exercise, and the likelihood of their occurrence or their outcome, cannot be predicted in advance with any
certainty, the Bank is aware that previous liability management exercises by other institutions have
demonstrated that, in such situations, there are people who may seek to bring claims or raise arguments in
Court. Therefore it is possible that Holders may seek to bring claims or raise arguments in Court with the
objective of preventing or delaying the implementation of all or part of the Liability Management Exercise.

In particular, it is possible that Holders may advance arguments seeking to persuade the Court not to:
(i) approve the composition of the voting class for the purposes of the Scheme Meeting; and/or (ii) sanction
the Scheme. Holders may also bring claims seeking to challenge the lawfulness of the Exchange Offers in
respect of the Preference Shares, the 13% Bonds and/or the 5.5555% Bonds, and/or the related Proposals in
respect of those securities. The success of any such arguments or claims or delay to the implementation of
the Liability Management Exercise arising out of any such arguments or claims (including where any such
claims are without merit) could result in the failure of the Liability Management Exercise.

Claims determined after the implementation of the Liability Management Exercise

It is possible that claims challenging the elements of legality of the Liability Management Exercise, or
certain aspects of that exercise, may be brought after the Liability Management Exercise has been
implemented. Other claims brought before such implementation may not be determined until after such
implementation.

However, the success of such claims could result in all or part of the Liability Management Exercise being
declared to be unlawful and invalid retrospectively. The consequences of such a finding would largely
depend on the scope of the claims and the legal basis of the finding, but it could conceivably result in the
Bank no longer meeting the PRA’s requirement that the Bank raise an additional £1.5 billion Common
Equity Tier 1 Capital. It is not clear, in such circumstances, what steps the PRA would take, but the Bank
would take immediate action to try to address the Bank’s capital shortfall, including holding urgent
discussions with the PRA. See also the risk factor titled “Consequences of a failure of the Liability
Management Exercise”.

Other potential consequences of proceedings

The Bank may incur significant expense in connection with any such proceedings (whether seeking to
challenge the implementation of the Liability Management Exercise or determined after the implementation
of the Liability Management Exercise), even if such proceedings are ultimately concluded in favour of the
Bank. Any one or more proceedings could also expose the Bank to substantial monetary damage, other
penalties and injunctive relief and/or a negative effect on the Bank’s reputation, any of which could have an
adverse impact on the Bank’s operations, financial condition and prospects. An adverse decision in any one
matter could lead to further claims against the Bank.

The failure of the Liability Management Exercise is likely to result in the Bank ceasing to be a going
concern.

As a result of the Bank’s capital position and its dependency on the success of the Liability Management
Exercise, along with other matters and uncertainties set forth in note 2 to the Interim Financial Information,
the notes to the Bank’s Interim Financial Information indicate that, and the audit report in respect of the
Bank’s Interim Financial Information contain an “emphasis of matter” statement to the effect that, there is a
material uncertainty which may cast significant doubt on the Bank’s ability to continue as a going concern.

If the Liability Management Exercise is not successfully completed on or before 31 December 2013, and in
the absence of alternative support, the Bank believes that the Bank will be unable to continue as a going
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concern. Were the Bank to be unable to continue as a going concern, it is likely that the Resolution
Authorities would exercise their powers under the Banking Act to resolve the Bank. See the risk factor titled
“The implementation of the Liability Management Exercise is subject to a number of significant risks. Should
the Liability Management Exercise not be implemented, the Bank is likely to be the subject of a resolution
procedure under the Banking Act 2009. In such circumstances, Holders of Existing Securities could
potentially have no recovery at all in respect of their investment in Existing Securities.”

The Liability Management Exercise will, if successfully implemented, result in all Existing Securities
being exchanged or sold pursuant to the Liability Management Exercise, even those held by Holders who
do not voluntarily participate

It is a term of the Liability Management Exercise that it will only be implemented if all Existing Securities
will be exchanged or sold pursuant to the Liability Management Exercise.

Holders of Dated Notes should be aware that if the Scheme is approved at the Scheme Meeting and
sanctioned by the Court, all Dated Notes (including those held by Holders who vote against the Scheme or
who take no action in connection with the Scheme) will (if the Liability Management Exercise settles) be
mandatorily exchanged for a combination of New Ordinary Shares and Bank T2 Notes in accordance with
the terms of the Scheme.

Holders of Preference Shares should be aware that, even if they do not offer to exchange (or sell to
Co-operative Group) their Preference Shares in the relevant Exchange Offer, if the resolution proposed at the
meeting convened for Holders of the Preference Shares is passed and implemented, the Bank will (if the
Liability Management Exercise is settled) mandatorily effect the exchange (or sale to Co-operative Group)
of all Preference Shares (including those held by Holders of Preference Shares who vote against the
resolution or who take no action in connection with the Liability Management Exercise) for Group Notes on
the same economic terms as those on which Preference Shares are exchanged (or sold) in the Exchange
Offer. In that regard, Holders should also be aware that any such Holder who offers to exchange (or sell) its
Preference Shares in the Exchange Offer will also instruct a proxy to exercise the votes attached to those
Preference Shares in favour of the resolution at the meeting.

Holders of 13% Bonds should be aware that, even if they do not offer to exchange (or sell to Co-operative
Group) their 13% Bonds in the relevant Exchange Offer, if the resolution proposed at the meeting convened
for Holders of the 13% Bonds is passed and implemented, the Bank will (if the Liability Management
Exercise settles) mandatorily effect the exchange (or sale to Co-operative Group) of all 13% Bonds
(including those held by Holders of 13% Bonds who vote against the resolution or who take no action in
connection with the Liability Management Exercise) for Group Notes on the same economic terms as those
on which 13% Bonds are exchanged (or sold) in the Exchange Offer. In that regard, Holders of 13% Bonds
should also be aware that any such Holder who offers to exchange (or sell) its 13% Bonds in the Exchange
Ofter will also instruct a proxy to exercise the votes attached to those 13% Bonds in favour of the resolution
at the meeting.

Holders of 5.5555% Bonds should be aware that, even if they do not offer to exchange their 5.5555% Bonds
in the relevant Exchange Offer, if the resolution proposed at the meeting convened for Holders of the
5.5555% Bonds is passed and implemented, the Bank will (if the Liability Management Exercise settles)
mandatorily effect the exchange all 5.5555% Bonds (including those held by Holders of 5.5555% Bonds
who vote against the resolution or who take no action in connection with the Liability Management Exercise)
for Bank T2 Notes on the same economic terms as those on which 5.5555% Bonds are exchanged in the
Exchange Offer. In that regard, Holders of 5.5555% Bonds should also be aware that any such Holder who
offers to exchange its 5.5555% Bonds in the Exchange Offer will also instruct a proxy to exercise the votes
attached to those 5.5555% Bonds in favour of the resolution at the meeting.

Exchange Instructions are irrevocable except in certain limited circumstances.

It is a term of the Exchange Offers that Exchange Instructions are irrevocable from the time of their
submission, except that Holders will be entitled to revoke their Exchange Instructions during a period of two
days following the publication of any supplement to this Prospectus and/or the Group Notes Prospectus.
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The participation by Holders in the Liability Management Exercise will result in the blocking of their
Existing Securities such that they will be unable to transfer those Existing Securities pending settlement
or termination of the Liability Management Exercise.

By offering to exchange or sell Existing Securities in the Exchange Offers or voting on the Proposals or
entering into certain arrangements with respect to the Scheme, Holders of Existing Securities will be
required to take steps to immobilise their Existing Securities (by blocking them in a relevant securities
account or surrendering their certificates to the relevant Registrar). Except where, in respect of Holders of
Preference Shares, 5.5555% Bonds or 13% Bonds only, the Holder revokes its Exchange Instruction in the
limited circumstances in which revocation will be permitted, each Holder will not be able to transfer such
Existing Securities until the Liability Management Exercise is successfully completed (in which case those
Existing Securities will be transferred to the Bank or Co-operative Group, as applicable or as it directs) or
terminated (in which case the Existing Securities will no longer be immobilised and can be transferred by
such Holder). Holders should take into account these restrictions on the transfer of their Existing Securities
before deciding whether or not to participate in the Liability Management Exercise.

The nominal amount of New Securities to be delivered in exchange for Existing Securities will generally
be lower than the nominal amount of the Existing Securities, and there are important differences between
the Existing Securities and the New Securities.

The Existing Securities exchanged or sold in the Liability Management Exercise will be exchanged or sold
at an effective discount, such that if a Holder’s Existing Securities are exchanged or sold for New Securities
in the Liability Management Exercise (whether through voluntary participation by such Holder or as a result
of the Bank mandatorily exchanging Existing Securities through the Scheme or the Proposals), the nominal
amount of the New Securities delivered to such Holder will generally be lower than the nominal amount of
its Existing Securities exchanged or sold. Whilst holders of the 13% Bonds and the Preference Shares who
elect to receive Instalments Repayment Notes will receive a nominal amount of Instalment Repayment Notes
which is initially higher than that of their 13% Bonds or Preference Shares, such Instalments Repayment
Notes will not bear interest, and will, in real terms, amount to an effective discount to their 13% Bonds or
Preference Shares. In addition, the terms of the New Securities will be different from the Existing Securities
in certain material respects. The consequences of the discount and the different terms of the New Securities
may include that the Holder’s income from its investment will decrease and the tax consequences of the
investment may change.

With respect to Preference Shares, 13% Bonds and 5.5555% Bonds, certain differences between those
securities and the New Securities for which they may be exchanged or sold are set out in Parts 6, 7 and 8 of
Section C of the Offer Memorandum, which is appended to and forms part of this Prospectus.

Holders of Preference Shares, 13% Bonds and 5.5555% Bonds should note, in particular:

. the difference between the annual income payable on their Existing Securities and the amounts which
they will receive each year as a result of holding the Group Notes or (in the case of the 5.5555%
Bonds) the Bank T2 Notes. For the avoidance of doubt, no interest shall be payable on the Instalment
Repayment Notes;

. the difference between the tax treatment of Existing Securities and New Securities (particularly where
Preference Shares are exchanged for Final Repayment Notes);

. the differences between the payment obligations of the Bank under the Existing Securities (including
the ability of the Bank to defer interest on the 13% Bonds and the 5.5555% Bonds and that the Bank
may, in certain circumstances, deliver additional Preference Shares instead of paying a cash dividend
in certain circumstances) and the payment obligations of the Bank and Co-operative Group,
respectively, on the Bank T2 Notes and Group Notes which will be mandatory);

. that the Bank T2 Notes and Group Notes will not be perpetual, but rather the Bank and Co-operative
Group, respectively, will be required to repay those Bank T2 Notes and Group Notes; and

. that the date of such repayment will be ten years after issue in the case of the Bank T2 Notes and
twelve years after issue in the case of the Final Repayment Notes whereas the Instalment Repayment
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Notes will repay principal in twelve equal instalments over twelve years rather than in one payment
at the end of those twelve years.

Holders of the Dated Notes should note that part of the consideration for exchange of their Dated Notes will
be delivered in the form of New Ordinary Shares. Holders of New Ordinary Shares will be the first creditors
of the Bank to suffer losses (i.e. potentially lose all of their investment) in a winding-up of the Bank. The
Bank will not expect to be able to pay dividends on such New Ordinary Shares in the near-term, as more
fully described in paragraph 9 titled “Dividend Policy” in Section 8 (Description of the Bank). The Ordinary
Shares will not, as of their date of issue, be listed or admitted to trading on any stock exchange.

These differences described above are not the only differences between the Existing Securities and the New
Securities, and Holders should ensure that they carefully review the terms of their Existing Securities and the
New Securities which they may receive in the Liability Management Exercise and that they fully understand
the differences (including the tax consequencies thereof).

The tax treatment of Existing Securities may be different to the tax treatment of the New Securities. The tax
treatment of Holders of Preference Shares or 13% Bonds opting to exchange their Preference Shares or 13%
Bonds for Final Repayment Notes will be different to the tax treatment of such Holders opting to sell their
Preference Shares or 13% Bonds for a cash amount paid in instalments (represented by Instalment
Repayment Notes). Holders are advised to consult their own professional advisers regarding the differences
for them in the tax treatment.

Failure to comply with the procedures of the Liability Management Exercise may result in Holders being
unable to attend or vote at the Scheme Meeting, exchange or sell their Existing Securities or attend or
vote at the meetings convened for the Holders of the Preference Shares, the 13% Bonds and the 5.5555%
Bonds.

Holders of Existing Securities are responsible for complying with all of the procedures for participating in
the Liability Management Exercise, which are set out in the Offer Memorandum appended to this Prospectus
as Appendix C (Consent and Exchange Offer Memorandum) and, in the case of the Dated Notes, the
Explanatory Statement and the other Scheme documents. Failure to do so may result in Holders being unable
to receive New Securities in exchange for their Existing Securities or, as the case may be, attend or vote at
the meetings convened for the Holders of the Preference Shares, the 13% Bonds and the 5.5555% Bonds or,
in the case of the Dated Notes, attend or vote at the Scheme Meeting.

The price obtained on a sale of New Securities pursuant to the trust arrangements may be less than their
price on issue

If any Holder of Dated Notes fails to comply with certain procedures in connection with the Scheme, the
Bank T2 Notes and New Ordinary Shares for which such Holder’s Dated Notes will be exchanged if the
Scheme is sanctioned and implemented to which such Holder becomes entitled pursuant to the Scheme will
be transferred to Lucid Issuer Services Limited as holding period trustee (the Holding Period Trustee).
Such Bank T2 Notes and New Ordinary Shares will be held on trust by the Holding Period Trustee pending:

(a)  confirmation for or on behalf of the relevant Holder that it or its Designated Recipient is eligible to
receive the Bank T2 Notes and New Ordinary Shares, at which time the Holding Period Trustee will
transfer the relevant Bank T2 Notes and New Ordinary Shares to that Holder or its Designated
Recipient;

(b)  confirmation for or on behalf of the relevant Holder that it is not eligible to receive the Bank T2 Notes
and New Ordinary Shares, at which time the relevant Bank T2 Notes and New Ordinary Shares will
be sold by or on behalf of the Holding Period Trustee and the net proceeds of such sale (after
deduction of all applicable fees and expenses) will be distributed to that Holder; or

(c)  the date falling 36 months following the Scheme Settlement Date, at which time the Holding Period
Trustee will sell or procure the sale of the Bank T2 Notes and New Ordinary Shares not already
distributed or sold as described in paragraphs (a) and (b) above and the net proceeds of such sale (after
deduction of all applicable taxes and expenses) will be distributed to the Bank.
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In the event that the Holding Period Trustee or selling agent (as applicable) sells any New Securities in the
market as described above, the price obtained will be less than their current market price after deduction of
costs and expenses, may be less than the price at which they were issued and may also be less than the
holder’s own valuation of such New Securities.

Sales of New Securities pursuant to the trust arrangements may affect the value of other New Securities

Any sales by the Holding Period Trustee or selling agent (as applicable) in the circumstances described in
the risk factor “The price obtained on a sale of New Securities pursuant to the trust arrangements may be
less than their price on issue” set out above may have an adverse effect on the market price of other New
Securities issued pursuant to the Liability Management Exercise and which are not sold pursuant to the trust
arrangements. In particular, certain holders of Dated Notes may not be permitted to hold unlisted ordinary
shares of any company (including the Bank) which may mean a large number of New Ordinary Shares may
be sold pursuant to the arrangements described above. Any such sales of any New Securities (particularly if
a large number of New Securities are sold by the Holding Period Trustee or selling agent) may adversely
affect the value of such other New Securities.

Holders may face penalties or the unwinding of transactions unless they comply with the offer terms and
Offer Restrictions.

There are certain offer restrictions (called Offer Restrictions) imposed on the Liability Management
Exercise and, in addition Holders will be deemed to make a number of acknowledgements, representations,
warranties and undertakings on submission of an Exchange Instruction. Failure to comply with such Offer
Restrictions or any such acknowledgements, representations, warranties and undertakings could result in,
among other things, the unwinding of trades and/or heavy penalties.

RISKS RELATING TO THE BANK AND ITS BUSINESS

A failure to successfully implement or a delay in implementing the Bank’s strategy may adversely impact
the Bank’s business, results of operation, financial position and/or prospects, its regulatory capital
position and its ability to comply with its regulatory capital requirements.

The difficult situation currently faced by the Bank is unprecedented for the Bank. The Bank has recently
adopted a new four to five year business plan and begun to implement a range of measures aimed at
improving its financial and operational performance and capital position. This includes the Recapitalisation
Plan, separating its Non-core Business from its Core Business, refocusing the Core Business onto its core
relationship retail and SME banking customers, overseeing a controlled run-off and exit of its Non-core
Assets over the medium term, as well as embarking on a significant cost reduction programme across the
Bank. In connection therewith, the Bank is beginning to implement steps designed to upgrade and enhance
many of its operational processes and IT systems for the Core Business. Further information on the Bank’s
strategy is contained in Section 8 (Description of the Bank).

The Bank’s newly adopted strategy was developed in a relatively short timeframe, has yet to be implemented
and its performance and effectiveness is not yet proven. It is therefore possible that the Bank’s strategy may
not sufficiently address the Bank’s problems or deliver the expected benefits to the Bank. The successful
implementation of the Bank’s strategy requires the simultaneous execution of a number of complex and
overlapping changes (including the finalisation of the separation arrangements between the Bank and
Co-operative Group, significant cost reductions, a substantial re-engineering of its IT platform, the
reorientation of its distribution network, improving revenue in its business in the medium-term, the
streamlining of its product offering, and the managing of its Non-core Assets in a manner intended to achieve
optimal economic outcomes, after taking into consideration capital requirements, liquidity provisions, the
nature of the assets and the underlying trends of value of such assets) in a manner that does not negatively
impact on the Bank’s brand, reputation, customer satisfaction or its relationship with, and ability to retain,
its employees. The Bank also has a poor historic track record of successfully implementing large-scale
changes.

In delivering its strategy, the Bank will be reliant on the collective skill, experience and commitment of its
Directors, senior management team, and persons working for the Bank. The board has been strengthened
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through the appointment of Richard Pym as Chairman of the board and Niall Booker as Chief Executive
Officer and the Bank intends further to strengthen the Board. The senior management team has also recently
been strengthened through the appointment of Robert Rickert as Chief Operating Officer and Julie Harding
as HR Director. The Directors and senior managers therefore have a relatively limited track record of
working for the Bank and working together. Notwithstanding these appointments, a number of further
appointments are still required. In particular, following completion of the Liability Management Exercise,
the Bank intends to appoint a finance director to the Bank’s board. Grahame McGirr is currently both head
of Co-operative Asset Management (CoAM) and CRO; following completion of the Liability Management
Exercise the expectation is that a new CRO will be appointed allowing Grahame McGirr to focus solely on
CoAM. In addition, Rodney Bulmer, the current Deputy Chief Executive Officer of the Bank and the
Executive Director responsible for the Bank’s Core Business has given notice to terminate his contract and
is expected to leave the Bank in March 2014. A replacement will need to be found for Rodney Bulmer. The
failure to recruit or delay in recruiting suitable members of the senior management team, the loss of one or
more executive Directors or members of senior management without finding suitable replacements or any
adverse perception resulting from the change to the Bank’s ownership structure following the successful
completion of the Recapitalisation Plan may delay or impact on the ability of the Bank to successfully
implement its strategy.

The delivery of the strategy is also dependent on the commitment and ability of persons working for the
Bank to effectively and appropriately implement and support the numerous changes required by the strategy
at the same time that cost reductions and redundancies are being implemented. The successful
implementation of the strategy will necessitate changes to a more performance-based culture, with clear
accountability and with commercially driven decision making whilst retaining the co-operative principles
that help differentiate the Bank. At the same time, in areas where the Bank lacks or does not have sufficient
number of skilled persons, the Bank is reliant on being able to attract and recruit such persons and to do so
within the timescales envisaged by the Bank. A failure by the Bank to change its culture, a failure by persons
working for the Bank to advocate or implement the changes required by the strategy, a deterioration in
employee engagement, the loss of skilled and experienced employees, or a failure to attract and retain skilled
employees or to do so within the timescales envisaged may negatively impact on the Bank’s business,
operating results, financial position and prospects. The ability of the Bank to recruit skilled and experienced
employees is currently negatively impacted by uncertainty as to whether the Liability Management Exercise
will be successfully implemented. A failure to successfully implement the Liability Management Exercise
will have a significant negative impact on the Bank’s ability to attract and recruit such employees. See the
risk factor titled “The Bank is dependent on its Directors, senior management team and skilled personnel
and the loss of one or more Directors or members of senior management or the loss of or failure to recruit
and retain skilled personnel may have an adverse effect on the Bank’s business, financial position and
prospects and its ability to achieve its strategy” below for further details.

There can be no assurance that the Bank will be able to successfully implement all or part of its strategy or
implement it when expected or targeted. The Bank may experience unexpected costs or cost increases, delays
and other execution problems in implementing its strategy; in particular, any significant delay in or failure
of the Bank to implement the required steps to separate from Co-operative Group as a result of the change
in the Bank’s shareholding structure, the Liability Management Exercise, or to re-engineer its existing I'T
platform may result in a significant delay in delivering planned cost savings and may impact on the Bank’s
ability to achieve its business strategy. Risks may also emerge from the separation of services currently
provided by the Co-operative Group. There can also be no assurance that the Bank will be able to achieve
its capital, financial or operational targets (including its targets for return on equity, cost-to-income ratio,
Non-core Assets profitability and Common Equity Tier 1 Capital) or realise all or part of the benefits that it
expects from its current plans or other future initiatives. A failure or delay in implementing the Bank’s
strategy or a failure by the Bank to achieve its targets may adversely affect the Bank’s business, results of
operation, financial position and/or prospects, its regulatory capital position and its ability to comply with its
regulatory capital requirements.
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The implementation of the Bank’s strategy has the following specific risks:

The Bank’s strategy includes leveraging the Bank’s strong and differentiated brand and leading levels
of customer satisfaction. The implementation of significant cost reductions, branch closures,
redundancies and the reorientation of the Bank’s distribution network may have a negative impact on
the Bank’s brand and levels of customer satisfaction which may, in turn, result in customer attrition.
The Bank may also be unsuccessful in achieving a shift in customer behaviour towards self-service
and digital banking.

The Liability Management Exercise and the arrangements entered into in connection therewith and/or
actions taken by the Bank in the implementation of its strategy may inadvertently be, or may be
perceived to be, contrary to the principles of the co-operative movement which could negatively
impact on the Bank’s brand and business, in particular it may result in a loss of customers.

The Bank’s strategy also includes improving revenue in its Core Business through improved pricing
of its products, appropriate re-pricing of existing products towards market rates, growing primary
account customers in the Bank’s key market segments, cross-selling products and growing the volume
of higher margin unsecured lending. The Bank’s ability to improve revenue in its Core Business is
dependent upon a number of factors, including prevailing macroeconomic conditions (including the
level of interest rates), the Bank’s relative position versus its competitors and the ability of persons
working for the Bank to appropriately cross sell products (see the risk factor titled “The Bank faces
competition in all of the core markets in which it operates” and “The Bank’s business and financial
performance have been and may continue to be affected by general economic conditions in the UK,
and adverse developments in the UK or global financial markets could cause the Bank’s earnings and
profitability to decline”).

There is also a risk that the recent credit rating downgrades, the Bank’s capital shortfall and/or the
Bank’s disappointing financial results for the six months ended 30 June 2013, continuing press
reporting and public scrutiny of the same and of the Recapitalisation Plan and/or actions by the
Holders of the Bank’s Existing Securities may, individually or cumulatively, over the longer term have
a negative impact on the Bank’s brand and reputation or on the strength of the co-operative movement
as a whole.

The Bank’s high cost-to-income ratio continues to impact on its profitability and its capital position,
and reducing its cost base remains a priority for the Bank. This cost reduction will be delivered
through (i) the simplification of the Bank’s product offering, allowing for efficiency gains in the
Bank’s operations and IT functions; (ii) greater levels of self-service through the reorientation of the
Bank’s distribution model towards digital and other self-service channels; (iii) business process re-
engineering (both IT and non-IT enabled) which will remove middle and back office costs; (iv)
delayering of management; and (v) full integration of Britannia within the Bank. There is no
guarantee that these actions will achieve the intended cost benefits and will be successful or that they
will otherwise be delivered on time or when expected. In particular, the implementation of this cost
reduction programme currently has no member of the senior management team who has been
appointed to oversee and be accountable for the delivery of this plan. In addition, the reorientation of
the Bank’s distribution model and its cost reduction programme may negatively impact the Bank’s
customer service, which may result in customer attrition.

The Bank needs to significantly improve, and the Bank intends to progressively re-engineer, its
existing IT platform. This re-engineering of its IT platform is significant, both in terms of scale and
cost, and involves a number of risks (see the risk factor titled “The Bank’s operations are highly
dependent on the proper functioning of IT and communication systems. Any significant delay in or
failure of the Bank to re-engineer its existing IT platform to meet the requirements of its business
strategy may adversely affect the future operational and financial performance of the business”). In
addition, the Non-core Business and the Core Business also share the same IT platform. As the IT
platform is remediated, digitalised and re-engineered in line with the Core Business’ strategy, the
systems may over time cease to be suitable for the activities of the Non-core Business and the Non-
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core Business may, as a consequence, be negatively impacted and/or required to move to alternative
IT systems.

. The inability of the Bank to deleverage its Non-core Assets in a controlled and capital efficient manner
may have a negative impact on the Bank’s operating results and financial position (in particular, its
net interest margin) and its regulatory capital position. In addition, any greater than expected costs or
delays in deleveraging the Non-core Assets may divert funding from and adversely impact the longer
term development and growth of the Core Business (for further information see the risk factor titled
“The inability of the Bank to deleverage its Non-core Assets in a controlled and capital efficient
manner may have a negative impact on the Bank’s financial position and operating results and, its
regulatory capital position and ability to comply with its regulatory capital requirements. Any greater
than expected costs or delays in deleveraging the Non-core Assets may divert funding from and
adversely impact the growth of the Core Business”).

The model used to create the Bank’s four to five year plan was produced in a relatively short timescale. In
addition, the model is reliant on manual inputs and controls, and inputs are from a wide range of sources.
Whilst and notwithstanding that the Bank engaged independent advisers to assist it in developing its model
and separate independent advisers to perform an external review of the model (consequential to which a
number of changes to the model were made) and a number of checks have been carried out to confirm the
accuracy of the data inputs, given the relatively short timescale in which the model was created and given
the reliance on manual inputs and controls, there is a risk that there are weaknesses in the design of the model
and there is a risk that data has been incorrectly input into the model.

The successful development and implementation of the Bank’s strategy requires difficult, subjective and
complex judgements, including forecasts of economic conditions. Furthermore, the successful
implementation of the Bank’s strategy is contingent upon a range of factors which are beyond the Bank’s
control, including market conditions, the general business environment, regulation (including currently
unexpected regulatory change), the activities of its competitors and consumers and the legal and political
environment.

The inability of the Bank to deleverage its Non-core Assets in a controlled and capital efficient manner
may have a negative impact on the Bank’s financial position and operating results and its regulatory
capital position and ability to comply with its regulatory capital requirements. Any greater than expected
costs or delays in deleveraging the Non-core Assets may divert funding from and adversely impact the
growth of the Core Business.

The Bank’s Non-core Assets consist of asset classes of the Bank which are not consistent with the Bank’s
Core Business strategy. As at 30 June 2013 the Non-core Business had total segment assets of £14.2 billion
constituting 32.1 per cent. of the Bank’s total segment assets. The Bank’s Non-core Assets therefore
constitute a significant part of the Bank’s total assets.

A key part of the Bank’s overall strategy is a controlled run-off and exit of the Non-core Assets in a manner
that the anticipated future losses from such run-off and exit do not materially exceed the capital which is
released from the reduction in RWAs, and which the Directors believe minimises adverse impact on the
realisation of the Bank’s Core Business strategy and the Bank’s core customers. As part of this process, the
Bank has reviewed its corporate loan book on an asset-by-asset basis, identified Non-core Assets for run-
down and exit and changed the work-out approach on a significant number of such assets. The assets are
managed taking into consideration their capital requirements, provisioning (both past and future), the nature
of any security over the assets, returns, and the ability to improve economic outcomes by proactive
management of the assets. Depending on the asset, this may involve the sale or refinancing of the asset or
the holding of the asset until maturity. The Bank has also adjusted its credit risk management approach and
the data upon which impairment assessments are made. These factors in part resulted in significant
impairment charges of £496.0 million for the six month period ended 30 June 2013.

A failure by the Bank to deleverage its Non-core Assets in a controlled manner in accordance with its
strategy may (for example, through greater than currently expected losses from the run-off or sale of Non-
core Assets) negatively impact on the Bank’s operating results and financial position (in particular, its net
interest margin) and its regulatory capital position and ability to comply with its regulatory capital
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requirements. The Bank may, for example, be unable to exit or run down its Non-core Assets as anticipated
due to unfavourable market conditions, lack of appetite from buyers, or because sales take longer to execute
than assumed. In addition, the Bank may be competing against other financial and other institutions also
seeking to exit from their Non-core Assets, in particular given the continuing European-wide deleveraging
of similar assets, which may impact on secondary market pricing and demand for its Non-core Assets, and
the Bank may be required to compete on price and ease of execution. In addition, given the period over which
the Bank will be running off and exiting from its Non-core Assets, the Bank is exposed to market conditions,
including declines in commercial property values, and other macro-economic factors during this period. For
further information see the risk factor titled see “Worsening economic and market conditions could result in
increased commercial property loan losses beyond what the Bank has already provided for, which could
adversely impact the Bank’s financial and operational performance”. The Bank may be required or may
decide to exit on short notice and at unfavourable prices for liquidity, funding or other needs.

Notwithstanding the significant impairments already made to the Non-core Assets, the Non-core Business
also has significant additional impairment risk given the underlying assets, which includes Optimum, a book
of predominantly interest-only intermediary and acquired mortgage book assets (as at 30 June 2013, £7.3
billion). Worsening economic and market conditions and/or increasing interest rates and/or a fall in house
prices could result in the Non-core Assets suffering from more than expected impairments which would
adversely impact on the Bank’s operating results and financial position (in particular, its net interest margin)
and its regulatory capital position and ability to comply with its regulatory capital requirements (for further
information see the risk factor titled “Worsening economic and market conditions and/or increasing interest
rates and/or a fall in house prices could result in increased residential mortgage and unsecured loan losses
which would adversely impact the Bank’s financial and operational performance”).

The Non-core Business’ corporate asset book is relatively concentrated, with the result that a small number
of borrowers account for a large proportion of the total loans outstanding. A significant impairment of any
of these borrowers would result in a disproportionate impact on the Bank’s operating results and financial
position (for further information see the risk factor titled “A number of the Non-core Asset classes have a
small number of borrowers accounting for a large proportion of the total loans outstanding”).

The failure of the Non-core Business to deleverage its assets in a controlled manner in accordance with its
strategy may hinder or restrict the longer term development and growth of the Core Business’ business, and
divert management attention from the Core Business. For example, it may restrict the ability of the Core
Business to grow its existing loan portfolios or to expand its growth of other products, such as unsecured
lending. In addition, the Non-core Business is partially funded by retail deposits from the Core Business.
Any greater than expected expenses or operating costs or delays in the exiting and running down of the Non-
core Assets may require additional funding from the Core Business (and which cannot reasonably be funded
from elsewhere) which may divert funding from the Core Business to the Non-core Business and may
adversely impact the development and growth of the Core Business.

The commitment by Banking Group to contribute £333 million of Common Equity Tier 1 Capital during
2014, in addition to being solely conditional upon the successful completion of the Liability Management
Exercise, is subject to the ability of Banking Group and/or Co-operative Group to fund the commitment,
which is dependent on certain actions, some of which are partially outside the control of Co-operative
Group.

An important part of the Recapitalisation Plan is the contribution by Banking Group of £333 million of
Common Equity Tier 1 Capital during 2014 (the 2014 Commitment). On 4 November 2013 (being the date
of the launch of the Recapitalisation Plan), Banking Group entered into a legally binding and irrevocable
undertaking to pay (the Undertaking to Pay) in favour of the Bank in consideration for the issuance of
54,058,442 New Ordinary Shares immediately prior to the completion of the Liability Management Exercise
(the 2014 Commitment Agreement). Banking Group’s obligations under the 2014 Commitment and the
Undertaking to Pay are conditional only upon the successful completion of the Liability Management
Exercise.

As announced on 17 June 2013, Banking Group intends to satisfy the 2014 Commitment and the
Undertaking to Pay from the net proceeds of the sale by Banking Group of Co-operative Life Insurance and
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Asset Management and the proposed sale of CIS General Insurance (the Insurance Proceeds). The
Insurance Proceeds are currently anticipated to be sufficient to satisfy the Undertaking to Pay subject to these
disposals realising the Insurance Proceeds in the expected timeframe. In the absence of the Insurance
Proceeds (and the proceeds of the Intra-group Loan (as described further below)), Banking Group would be
unable to satisfy its obligations under the Undertaking to Pay without seeking alternative sources of funding.

The sale of Co-operative Life Insurance and Asset Management to The Royal London Mutual Insurance
Society Limited (Royal London) completed on 31 July 2013. The total consideration for the sale was £219.0
million, of which £39.0 million has already been paid to Banking Group. Payment of the remaining £180
million (as deferred consideration) is subject to the approval of the court under a transfer of the life insurance
fund of Co-operative Life Insurance Society Ltd (now named RL (CIS) Ltd) into Royal London under Part
VII of FSMA. There is no certainty as to timing or outcome of the court process and therefore no certainty
as to when the deferred consideration may be received by Banking Group or if it will be received at all. The
Bank also understands that Banking Group, together with the Co-operative Group, is currently in discussions
with various interested parties to sell CIS General Insurance, but as at the date of this Prospectus, no legally
binding agreement to sell CIS General Insurance has been entered into and any such agreement may, when
entered into, be subject to various conditions precedent. In addition the trustee of Pace have a guarantee from
CIS General Insurance for the liabilities of that scheme, which would need to be released as part of the sale
process. It is therefore uncertain how much, if any, proceeds will be generated by Banking Group through a
disposal of CIS General Insurance as a result of this requirement.

The PRA have stipulated that the 2014 Commitment must be satisfied in two tranches, with £170 million
payable by 30 June 2014 and £163 million payable after 30 June 2014 but not later than 31 December 2014.
In the 2014 Commitment Agreement, Banking Group has agreed to contribute the 2014 Commitment and
satisfy the Undertaking to Pay in a number of tranches, with (i) £20 million payable by no later than
31 December 2013; (ii) £50 million by no later than 31 January 2014; (iii) £100 million by no later than 30
June 2014; and (iv) £163 million by no later than 31 December 2014. In addition, following receipt by
Banking Group of the Co-operative Life Insurance and Asset Management Deferred Consideration or the net
proceeds of the disposal of CIS General Insurance, Banking Group is required to apply such proceeds as
soon as reasonably practicable following receipt of such proceeds in satisfaction of the Undertaking to Pay
(in part or in full as the case may be).

To provide support to Banking Group’s obligations under the Undertaking to Pay, the Bank and Banking
Group have entered into an intra-group loan with Co-operative Group (the Intra-group Loan). The Intra-
group Loan allows Banking Group to draw down sufficient amounts to satisfy the Undertaking to Pay taking
into account Banking Group’s existing cash resources and is intended to be unconditional before 2014 (and
is only subject to a small number of customary conditions precedent — see the paragraph number 20.6 titled
“Intra-group Loan” in Section 20 (Additional Information) for further details). Banking Group, under the
terms of the Intra-group Loan is obliged to pay any amounts drawn down under that loan to the Bank in
satisfaction of the Undertaking to Pay.

Given Banking Group’s potential reliance on the Intra-group Loan to fund its obligations under the 2014
Commitment Agreement, Banking Group may, as a result, be dependent on the ability of Co-operative Group
to satisfy, in turn, its obligations under the Intra-group Loan. Co-operative Group has informed the Bank that
it has appropriate arrangements in place to fund any draw down under the Intra-group Loan to enable
Banking Group to satisfy the discharge of its obligations under the Intra-group Loan from alternative
resources in the event that the Insurance Proceeds are not sufficient to enable Banking Group to satisfy the
amount of the 2014 Commitment or are otherwise not received in time to satisfy the PRA’s required timing
to satisfy the 2014 Commitment. Whilst Co-operative Group has an established track record of executing
such transactions, they are by their nature dependent on purchasers and finance providers being willing to
enter into such transactions which, in turn, are dependent on market conditions at the time of the transactions.
As aresult of such dependencies, it is possible that Banking Group may be unable to successfully draw down
under the Intra-group Loan in the envisaged manner should this be required should the Co-operative Group
have insufficient funds to comply with its funding obligations.

As a result, Banking Group may then, in turn, be in default of its obligations under the 2014 Commitment
Agreement and Bank will be able to exercise certain rights under the 2014 Commitment Agreement and/or
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to take legal action against Banking Group to recover any amounts owed. The Bank may fail to recover some
or all of such amounts in such circumstances, which would adversely impact its regulatory capital position
as the New Ordinary Shares which have been issued under the 2014 Commitment Agreement do not
constitute Common Equity Tier 1 Capital until they Undertaking to Pay in respect of them has been satisfied.
Should the Bank fail to raise £1.5 billion of additional Common Equity Tier 1 Capital by the end of 2014
the Bank will likely be in breach of the PRA requirement that the Bank raise an additional £1.5 billion of
Common Equity Tier 1 Capital by the end of 2014 and similar consequences to those described in the risk
factor entitled “The implementation of the Liability Management Exercise is subject to a number of
significant risks. Should the Liability Management Exercise not be implemented, the Bank is likely to be the
subject of a resolution procedure under the Banking Act 2009. In such circumstances, Holders of Existing
Securities could potentially have no recovery at all in respect of their investment in the Existing Securities”
above could apply.

See paragraph titled “The Recapitalisation Plan” in Section 12 (Operating and Financial Review) and
paragraph 20.4 titled “2014 Commitment Agreement” in Section 20 (Additional Information) for more details
of the 2014 Commitment.

The Bank’s business, operating results, financial position and/or its ability to implement its strategy may
be adversely impacted by it not maintaining adequate regulatory capital and by future changes to its
regulatory capital requirements.

The Bank is required to maintain adequate regulatory capital and capital ratios at all times. The Bank will
be required to meet new international capital and liquidity requirements (commonly referred to as Basel III)
as implemented in the EU through the introduction of the Prudential Requirements Regulation (the PRR)
and a further iteration of the Capital Requirements Directive (the PRD, and together with the PRR, CRD
IV). The PRR will have direct effect in the UK with effect from 1 January 2014 and the PRA has consulted
on the implementation of CRD 1V in the UK, which must also be implemented by 1 January 2014; the results
of that consultation are not yet public. These new EU capital requirements (and any additional UK
requirements in excess of those required by CRD IV) will among other things require increased minimum
levels of, and quality standards for, capital, increased risk weighting of assets, introduction of a minimum
leverage ratio and additional capital buffers and new liquidity requirements. The Bank monitors its capital
position under the forthcoming Basel Il requirements and it believes, based on its current understanding of
how such regulations will be implemented by the PRA in the UK and subject to implementation of the
Recapitalisation Plan, that it will be compliant with the new Basel III capital requirements once they are
implemented in the UK.

As the PRA’s implementation of CRD IV in the areas in which Member States have discretion is not yet
finalised, the impact on the Bank of certain of the new requirements is difficult to quantify. The PRA’s rules
(in exercising its discretion under CRD IV) and/or the requirements imposed as a result of finalisation of the
European Banking Authority’s (the EBA) technical standards could, therefore, have a negative impact on the
Bank’s capital and liquidity calculations and funding requirements and consequentially adversely affect its
business or profitability beyond what is currently contemplated. It is not currently possible to predict with
accuracy the final details of these reforms and the impact on the costs of capital.

The Regulatory Capital Framework

On 16 December 2010 and on 13 January 2011, the Basel Committee issued its final published guidance on
a number of fundamental reforms to the regulatory capital framework (such reforms being commonly
referred to as Basel III) (revised in June 2011), including new capital requirements, higher capital ratios,
more stringent eligibility requirements for capital instruments, a new leverage ratio and liquidity
requirements intended to reinforce capital standards and to establish minimum liquidity standards for
financial institutions, including the Bank.

The Basel III reform package will be implemented in the European Economic Area (the EEA) through the
PRR and the associated directive, the PRD, each of which was adopted by the European Parliament and the
European Council on 26 June 2013. The PRR establishes a single set of harmonised prudential rules which
will apply directly to all credit institutions in the EEA from 1 January 2014 with the PRD containing less
prescriptive provisions which will need to be transposed into national law. Full implementation will begin
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from 1 January 2014, with particular requirements being phased in over a period of time, to be fully effective
by 2019.

Key elements of the CRD IV include the following:

. Regulatory capital requirements — higher minimum capital ratios and the introduction of conservation,
countercyclical and systemic risk buffers (together, the Capital Buffers), which are expected to be
phased in over the period January 2016 to January 2019. Once implemented, a bank will be restricted
in making discretionary distributions where the Capital Buffer requirements are not met;

. Definition of capital — whilst all of the Bank’s Dated Notes, Preference Shares and Perpetual
Subordinated Bonds are intended to be retired as part of the Liability Management Exercise (if it is
successful) any of the Bank’s subordinated debt which is not retired following a failure of the Liability
Management Exercise and which does not meet the new recognition criteria will cease to be
recognised as capital over the period from 1 January 2014 to 1 January 2022. It is possible that the
PRA may seek to decrease this time period. Over the period 2014-2018, changes and additions to
capital deductions will also apply;

. Counterparty credit risk — an additional capital charge for representing the volatility of credit
valuation adjustments applied to derivative positions will be imposed;

. Securitisation exposures — the new regulation will also lead to certain securitisation exposures being
deducted 100 per cent. from Basel III Tier 1 Capital from 2014, as opposed to the current treatment
of a 50 per cent. deduction from Core Tier 1 Capital and a 50 per cent. deduction from Tier 2;

. New liquidity metrics — two new liquidity ratios will be introduced. These are a short-term liquidity
stress ratio, referred to as the liquidity non-performing loans average ratio, and a longer-term ratio,
referred to as the net stable funding ratio. Both ratios are required to be maintained at levels in excess
of 100 per cent, when fully implemented; and

. New leverage ratio — a new ratio, calculated by reference to Basel III Common Equity Tier 1 Capital
after deductions divided by adjusted balance sheet exposure is required to be maintained at a level of
at least 3 per cent. The PRR requires firms to disclose their leverage ratio from 2015. Calculation of
the CRD 1V leverage ratio remains subject to review by the EBA; following this review the European
Commission is expected to develop a further legislative proposal for submission to the European
Parliament and the European Council by the end of 2016. On the current timetable the CRD IV
leverage ratio is not expected to be finally implemented until 2018. In the UK, the interim Financial
Policy Committee (FPC) recommended that the regulator encourage UK banks to disclose their
leverage ratios publicly; such disclosures began in 2013 in respect of the 2012 financial year end. It
is currently expected that the requirement for a specific leverage ratio will be implemented on
1 January 2018. Because the leverage ratio requirement remains subject to EBA review, the impact of
it remains unknown. The Bank expects to achieve a leverage ratio above the regulatory minimum by
the end of 2014.

EBA technical standards yet to be finalised

The actual impact of CRD IV on the Bank’s capital requirements is also dependent on the EBA’s technical
standards (to be issued by the EBA and other European supervisory authorities), a large number of which
are yet to be finalised. Based on its current understanding of how the CRD IV will be implemented in the
UK, the Bank believes it will be in compliance with the requirements upon their implementation. However,
the risk that the final content of these technical standards may differ materially from current expectations
cannot be excluded. In that case, the Bank may become subject to regulatory capital requirements not
currently anticipated or provided for.

PRA implementation of CRD 1V

The PRR and PRD contain a number of national discretions for the competent authorities of EU Member
States which, depending on how those discretions are exercised in the UK by the PRA, could impact upon
the Bank; in particular, the Bank’s current forecasts of its capital position vis-a-vis its capital requirements
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may need to be revised.

On 2 August 2013, the PRA published a consultation (“Strengthening Capital Standards: Implementing CRD
1V — CP5/13”) on the changes to the PRA rules to implement the new EU capital requirements. Under the
PRA consultation, the PRA proposed that the definition of Common Equity Tier 1 Capital will require capital
deductions and amendments to prudential filters to apply fully from 1 January 2014, rather than on a
transitional basis as permitted by CRD IV. However, the disclosures on the Bank’s capital resources in
Section 13 (Capital Adequacy) are produced in-line with PRA requirements issued before the consultation
on CRD IV and do not include these proposed amendments to the transitional period. The PRA has consulted
on the proposals in CP5/13, and the consultation closed on 2 October 2013. The PRA intends to publish its
policy statement containing the finalised rules in December 2013. As the PRA’s rules are not in final form,
it is not possible to assess with absolute certainty the impact of CRD IV on the Bank in areas where Member
States have national discretion. If the PRA’s final rules differ substantially from the current proposals, the
Bank’s capital position may differ from its current forecasts; the Bank does not presently expect such
substantive changes, but it is a risk which cannot presently be excluded.

The key areas, from the Bank’s perspective, in which Member States have discretion as to the details and/or
timing of implementation include:

. Capital Buffers — the PRA has discretion as to the implementation date of the capital conservation
buffer (a buffer comprised of Common Equity Tier 1 Capital and representing a percentage of risk
weighted assets at group and solo level, intended to enable banks to absorb losses in stressed periods).
The PRA currently proposes to begin phasing this buffer in from 1 January 2016. The quantum of the
capital conservation buffer is also subject to the discretion of the home Member State. Member States
may also impose additional capital buffers if it is considered that the Capital Buffers prescribed for in
the PRD are insufficient to enable firms to meet their capital requirements under stress. Whilst the
PRA has indicated its intention to utilise this discretion, it is yet to propose provisions in this respect.
If the PRA were to require the Bank to hold a greater quantum of capital against its risk weighted
assets than is prescribed for in the PRD (though within the discretions permitted to Member States),
this may require the Bank to raise its capital beyond that required by the minimum harmonisation
requirements of the PRD. Should it fail to hold the capital buffer required by the PRA, the Bank would
be restricted in making discretionary distributions to holders of its securities.

. Risk weighting for qualifying holdings outside the financial sector — the PRD gives competent
authorities of Member States discretion as to whether to apply a risk weight of 1250 per cent. to
“qualifying holdings” outside of the financial sector which exceed certain thresholds (i.e. direct or
indirect holdings of 10 per cent. or more of the capital or voting rights of an undertaking). The PRA
has indicated its intention to elect not to prohibit firms from having qualifying holdings exceeding the
relevant thresholds. As the PRA’s rules are not yet finalised in this respect, the PRA’s position may
change.

. Capital treatment of securitisations — the decision as to whether significant risk transfer (SRT) has
been achieved (and so whether the capital benefits that securitisations offer banks are available to a
firm) and the ability of originators to use SRT, is subject to the discretion of the competent authorities
of Member States. The SRT requirements seek to ensure that any reduction in capital as a result of a
securitisation is matched by a commensurate transfer of risk to third parties. The PRA has indicated
its intention to apply a high degree of scrutiny in its assessment of whether SRT has been achieved.
Depending on the PRA’s application of its discretions as to the capital treatment of securitisations, the
Bank may need to revise the calculation of its capital position vis-a-vis its capital requirements (and
its statements of current and historic capital position as calculated in accordance with Basel III) to
ensure compliance with the PRA’s rules.

FPC recommendations for possible additional capital

In March 2013, a meeting of the then interim FPC, a part of the Bank of England responsible for macro-
prudential regulation, voted unanimously that the PRA should take steps to ensure that, by the end of 2013,
major UK banks and building societies, including the Bank, hold capital resources equivalent to at least 7 per
cent. of their risk-weighted assets assessed using the Basel III definition of equity capital but after:
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(1) making deductions from currently-stated capital to reflect an assessment of expected future losses and a
realistic assessment of future costs of conduct redress; and (ii) adjusting for a more prudent calculation of
risk weights. The FPC noted that, relative to that benchmark, major UK banks and building societies in
aggregate had a shortfall in capital of around £25 billion. The introduction by the PRA of any higher
regulatory capital requirements in excess of the 7 per cent. referred to above on major UK banks could have
an adverse impact on the Bank’s operations, business, results, financial conditions and prospects. This risk
is not currently quantifiable and so has not been accounted for by the Bank.

Consequences of changes to regulatory capital requirements or the Bank’s current understanding of such
requirements

Effective management of the Bank’s capital is critical to its ability to operate and grow its business and to
pursue its strategy. Any change that limits the Bank’s ability to manage effectively its balance sheet and
capital resources could have a material adverse impact on its business, financial condition, results of
operations, liquidity and/or prospects.

In the event that the impact of any of the new Basel III regulatory capital and liquidity requirements is greater
than is currently anticipated by management and the Bank were as a consequence to suffer a shortage of
regulatory capital (assuming and notwithstanding the completion of the Recapitalisation Plan), the Bank
would expect to enter into discussions with the PRA and consider what actions to take in light of such
circumstances, taking into account the regulatory capital position and requirements of the Bank at that time.
Any such discussions with the PRA could take some time before agreement is reached. Any such actions, or
any delay in implementing such actions or in agreeing them with the PRA, may have a material adverse
effect on the Bank and its business. Possible actions might include accelerating the Non-core Business’s
asset disposal plan. A regulatory capital shortfall resulting from any of the new Basel III regulatory capital
and liquidity requirements may in extreme circumstances result in the Bank being subject to a resolution
procedure under the Banking Act. See paragraph 2.6 titled “Recovery and resolution regime” in Section 17
(Supervision and Regulation) for further details of such resolution procedures.

The Bank is not currently compliant with its Individual Capital Guidance (ICG), being the PRA’s statement
as to the regulatory capital it expects the Bank to hold, although the Bank does meet its Pillar 1Requirements.
The Bank has discussed, and agreed, with the PRA the Bank’s recently adopted four to five year business
plan which contemplates that the Bank will meet its ICG by the end of the plan period. The plan also
envisages that the Bank will raise approximately £400 million by way of additional tier 2 capital during the
plan period. Whether the Bank is able to meet its ICG during the period of the plan will depend on a number
of factors, both within and outside the control of the Bank, including the Bank’s ability to meet its newly
adopted business plan and economic and market conditions generally in the UK. Whilst the PRA has agreed
its plan with its ICG, the PRA has discretion to revisit the Bank’s ICG and the Bank’s non-compliance with
its ICG. It is not possible to predict with any degree of certainty, if and therefore when, the PRA would
revisit them and, if so, the nature or extent of any possible changes to the ICG. Should the Bank fail to meet
its ICG or its plan to comply with its ICG, it is not possible to predict how the PRA would react. The PRA
may, in any such circumstances, at its discretion elect to exercise one or more of its various powers over the
Bank, which could include a variation of the Bank’s permissions, restricting the Bank’s business or, in
conjunction with the other Authorities, imposing a resolution procedure on the Bank.

On 1 October 2013, the Bank of England published a discussion paper (“A framework for stress testing the
UK banking system’) setting out proposals for annual, concurrent stress tests of the UK banking system. The
discussion paper follows the FPC recommendation in March 2013 that “looking to 2014 and beyond, the
Bank of England and the PRA should develop proposals for regular stress testing of the UK banking system”.
The main purpose of the proposed stress-testing framework is to provide a quantitative, forward looking
assessment of the capital adequacy of the UK banking system and individual institutions within it. The
discussion paper states that the Bank of England expects that the stress-testing framework will use a suite of
models to translate both common and bespoke scenarios into projections of bank profitability and capital
ratios. The stress testing for 2014 will cover only the eight major UK banks. These banks (including the
Bank) will be required to submit the results of the analysis to the PRA by 30 June 2014. The outcome of the
analysis will be considered by the FPC and PRA during the fourth quarter of 2014, and will be used to inform
remedial actions either at a system or individual bank level. It is not possible to predict with any certainty
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what the output of the 2014 stress testing might be. As a result of such stress tests, the Bank may be required
to hold more regulatory capital, or to take other steps to mitigate risks identified as part of the stress tests.

Failure by the Bank to maintain adequate regulatory capital could lead to an inability of the Bank to support
its business operations and implement its strategy, meet regulatory requirements, implement its investment
plans, raise (in the medium term) further capital, make distributions, and could result in further changes to
its credit ratings. Such consequences could, in turn, have a material adverse effect on the Bank’s business,
operating results, financial condition and prospects.

The Bank operates in highly regulated industries and the Bank’s business and results may be significantly
affected by the laws and regulations applicable to it. In particular, the Bank may face legal and regulatory
proceedings.

As a financial services firm, the Bank is subject to extensive and comprehensive regulation under the laws
of the jurisdictions in which it does business. These laws and regulations significantly affect the way that the
Bank does business, and can restrict the scope of its existing businesses and limit its ability to expand its
product offerings, or can make its products and services more expensive for clients and customers. There has
also been an increased focus on regulation and procedures for the protection of customers and clients of
financial services firms. This has resulted, moreover, in increased willingness on the part of regulators to
investigate past practices of financial services firms.

The Bank is exposed to many forms of risk relating to legal and regulatory proceedings, including that: (i)
business may not be, or may not have been, conducted in accordance with applicable laws and financial and
other penalties may result; (ii) contractual obligations may either not be enforceable as intended or may be
enforced in a way adverse to the Bank; (iii) intellectual property may not be adequately protected and the
Bank may use intellectual property which infringes, or is alleged to infringe, the rights of third parties; and
(iv) liability for damages may be incurred to third parties harmed by the conduct of the Bank’s business.

The Bank is currently involved in litigation (for further information see paragraph 21 titled “Litigation and
Arbitration” in Section 20 (Additional Information)) and may in the future become involved in further
litigation. The outcome of any legal proceedings is difficult to predict.

Following the publication by the Bank of its annual report and accounts for the financial year ended
31 December 2012 (the 2012 Accounts), the Bank received enquiries from the FCA relating to the Bank’s
compliance with the Disclosure and Transparency Rules in respect of disclosures made by the Bank
concerning its regulatory capital position. In addition, the Bank has received certain enquiries from the
Conduct Committee of the Financial Reporting Council in respect of the 2012 Accounts. These enquiries
relate to the disclosure in the 2012 annual report and accounts of the Bank’s regulatory capital position. They
also relate to the Bank’s loan impairment, impairment of its investment in its replacement banking IT
platform, and to fair value disclosures.

For example the 2012 Accounts included on page 80 of the statements that: (a) “Adequate capitalisation can
be maintained at all times even under the most severe stress scenarios, including the revised FSA ‘anchor’
stress scenario”; and (b) “A capital buffer above Individual Capital Guidance (ICG) is being maintained to
provide the ability to absorb capital shocks and ensure sufficient surplus capital is available at all times to
cover the Bank’s regulatory minimum requirements”. The Board has reviewed the basis for these statements
and has concluded that they are inaccurate and, should they be read in isolation, these statements could be
misleading, but when taken in the context of the 2012 Accounts as a whole, including the disclosures on
pages 18, 29 and 30 of the 2012 Accounts, a more balanced view can be formed. The Directors believe that
the 2012 Accounts would not have been required to be reissued solely on the basis of the inaccuracy on page
80 referred to above. KPMG has confirmed agreement with the conclusion reached by the Board on this
matter.

Given the preliminary nature of such enquiries the Bank is unable to make any definitive comment in relation
to them and the Bank is cooperating with such enquiries. Given that the Bank is currently unable to assess
whether or not it is likely that the enquiries may result in more formal investigations or proceedings and
whether such or other investigations or proceedings may result in findings adverse to the Bank.
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On 12 July 2013 Co-operative Group and the Bank announced the launch of an independent review, to be
chaired by Sir Christopher Kelly, into the events that led to the recent announcement of the Recapitalisation
Plan to address the Bank’s £1.5 billion capital shortfall, the decision to merge the Bank with Britannia in
2009 and the proposed acquisition of the Verde Business (the Kelly Review). The Kelly Review will include
an analysis of strategic decision-making, management structures, culture, governance and accounting
practices and aspects of the role of the Bank’s auditors. The intention is to present the findings of the Kelly
Review to Co-operative Group’s members at its annual general meeting in May 2014. The Bank may face
additional enquiries or proceedings arising out of the Kelly Review. In addition, the House of Commons
Treasury Committee is also currently conducting hearings in connection with its enquiry into the required
divestment of the Verde Business and the collapse of the Bank’s bid for the Verde Business.

The outcome of these enquiries or any other future legal, regulatory or other enquiries, investigations or
proceedings, including any legal, regulatory or other enquiries, investigations or proceedings arising out of
any other allegations made against the Bank, is difficult to predict. However, the Bank may incur significant
expense in connection with any legal, regulatory or other enquiries, investigations or proceedings, which
could expose the Bank to any of the following: substantial monetary damages and fines; other penalties and
injunctive relief; potential for additional civil or private litigation; potential for criminal prosecution in
certain circumstances; potential regulatory restrictions on the Bank’s business; and/or a negative effect on
the Bank’s reputation. Any of these risks, should they materialise, could have an adverse impact on the
Bank’s operations, financial results, condition and prospects, and the confidence of the Bank’s customers in
the Bank, as well as taking a significant amount of management time and resources away from the
implementation of the Bank’s strategy.

The Bank’s business is subject to inherent risks concerning liquidity, particularly if the availability of
traditional sources of funding such as retail deposits becomes limited and/or becomes more expensive,
and this may have an adverse effect on the Bank’s business, profitability and its ability to meet its
liabilities as they fall due.

The Bank is subject to liquidity risk as an inherent part of its business. Liquidity risk is the risk that an
institution may not have sufficient funds at any time to make full payment in respect of liabilities falling due
or can only do so at excessive cost. This may result in an inability to operate in the ordinary course, and/or
a failure to meet liquidity or regulatory capital requirements, and/or may adversely impact the Bank’s
business and/or the implementation of its strategy.

The Bank raises the majority of its funding through accepting retail and corporate deposits. The Bank
also maintains a range of funding programmes (including medium-term note, securitisation and covered
bond programmes), targeting wholesale investors. The Bank’s funding programmes are used for both short
and medium-term funding, whilst its covered bond issues serve to satisfy longer-term funding requirements.

Depositors are a significant source of funding for the Bank and the maintenance and growth of the level of
the Bank’s lending activities depends in large part on the availability of deposit funding on appropriate terms.
The Bank’s deposits are split between retail and corporate deposits. As at 30 June 2013, the Bank’s retail
customer deposits totalled £28.1 billion and the Bank’s corporate customer deposits totalled £4.7 billion,
equal to 82.1 per cent. and 13.6 per cent., respectively, of the Bank’s total customer funding as at that date.
The Bank offers savings products which, generally, give rise to liabilities to repay depositors either “on
demand” or on relatively short notice. The Bank’s mortgage products, by contrast, are long-term assets
repayable to the Bank over relatively long repayment terms. As a result, and given that the Bank’s main
source of funds is deposits, the Bank faces the risk of not being able to replace funds when they are
withdrawn or, should a significant number of depositors seek to withdraw their funds, of not being able to
meet its obligations to fund such withdrawals, repay lenders in accordance with its financing arrangements
or fulfil commitments to lend.

The Bank monitors the adequacy of its controls to provide assurance that liquidity risk is being appropriately
managed and regularly assesses its funding position. This is supported with detailed contingency funding
plans and recovery options which are tested and reviewed on regular basis. The Bank’s liquidity management
framework is designed in line with the BIPRU regulations and industry guidelines. The Bank calculated its
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total liquidity resources as at 30 June 2013 as £8,971.9 million compared with £8,657.7 million as at
31 December 2012.

The Bank uses a combination of asset pools to manage its liquidity, with “primary liquidity” (being assets
that are eligible under BIPRU 12.7, being operational balances with central banks, gilts and central
government and multilateral development bank bonds) which are used predominantly for short term cash
flow movements, while “secondary liquidity” (being all other liquid assets (excluding non-buffer assets) is
used for creating longer term or contingent liquidity. Regular realisation through repo transactions and
outright sales provide assurance that these asset pools remain sufficiently liquid.

The overall quantum of the Bank’s liquidity has remained stable during the period ended 30 June 2013,
supported by a large reduction in the Bank’s non-buffer assets over this period. The Bank’s secondary
liquidity portfolio has been boosted by an increase in assets eligible for discounting at central banks. Overall,
there has been a substantial reduction in non-buffer assets of the period (from £1,927.2 million as at 31
December 2012 to £188.2 million as at 30 June 2013). This reflected the change in the Bank’s funding profile
as a result of the Bank’s rating downgrades and the sale of non-buffer assets which has been used to maintain
sufficient levels of primary liquidity. The Bank’s liquidity position is described in further detail in the
paragraph titled “Capital adequacy and liquidity requirements” in Section 12 (Operating and Financial
Review).

However, notwithstanding the steps that the Bank has taken to maintain its levels of total liquidity, given the
reliance by the Bank on its customer deposits to provide funding for the Bank, any severe decline in customer
confidence in the Bank could increase the amount of deposit withdrawals in a short space of time or over a
sustained period. Given the relative size of the Bank’s deposit base as compared with its other sources of
funding, the Bank is particularly exposed to any serious loss of confidence by its depositors. Should the Bank
experience an unusually high level of withdrawals which exceed the Bank’s ability to manage through the
application of its liquidity controls and contingency planning, this may have an adverse effect on the Bank’s
day-to-day operations, maintain the Bank’s planned lending which may have an adverse effect on the Bank’s
business, results and financial position and could, in extreme circumstances, prevent the Bank from meeting
its financial obligations as they fall due, meeting its regulatory minimum liquidity requirements or fulfilling
its commitments to lend. In such circumstances, the Bank may be subject to a resolution procedure under the
Banking Act.

The Bank’s ability to access retail and wholesale funding sources on satisfactory economic terms or at all is
subject to a variety of factors, some of which are outside the control of the Bank. Factors which apply
generally include general economic conditions (including interest rates) and market volatility, market
dislocation, confidence in the UK banking system and the economy in general and the financial services
industry specifically, regulatory requirements, and major disasters. These risks can be exacerbated by
enterprise-specific factors, such as over-reliance on a particular source of funding. There is also a risk that
the funding structure employed by the Bank may prove to be inefficient, giving rise to a level of funding cost
that is not sustainable in the long-term for the Bank to grow its business.

If the Bank’s sources of short-term funding become volatile or unavailable, the Bank may be required to
utilise other, possibly more expensive, sources to meet its short-term funding needs. The availability of
wholesale funding depends on a variety of factors including market conditions, the general availability of
credit, the volume of trading activities, the overall availability of credit to the financial services industry, and
rating agencies’ and funding markets’ assessment of the Bank’s credit strength.

The Bank is also a participant in the Bank of England’s sterling monetary framework and, as such and
subject to certain eligibility criteria at the Bank of England’s discretion (as detailed in Chapter VIII of the
Bank of England’s Red Book), the Bank may be granted access to the Bank of England’s Discount Window
Facility (the DWF). The DWF offers liquidity insurance for idiosyncratic as well as system-wide shocks and
is a bilateral facility designed to be able to address short-term liquidity shocks without disturbing the Bank
of England’s incentives for prudent liquidity management. At the Bank of England’s discretion, eligible
banks may therefore borrow gilts for 30 or 364 days, against a wide range of collateral in return for a fee,
which will vary with the collateral used and the size and maturity of the borrowings. In the event that the
Bank was not granted access to the DWF and the Bank at such time was dependent on the provision of
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liquidity from the DWE, the absence of such liquidity may have an adverse effect on the Bank’s business,
results and financial position, and could, in extreme circumstances, prevent the Bank from meeting its
financial obligations as they fall due, from meeting its minimum liquidity requirements or from fulfilling its
commitment to lend.

The credit rating downgrade experienced by the Bank has (i) led to sub-investment grade ratings on the
Bank’s senior debt leading to a significant reduction in the demand for these types of instrument (ii)
negatively impacted the Bank’s ability to access short-term unsecured wholesale funding, and (iii) increased
the Bank’s collateral requirements used in the clearing systems. In addition, the total amount of the Bank’s
corporate deposits also fell by approximately £1.4 billion in the first half of 2013, which the Bank believes
was probably caused by the credit rating downgrade. To a lesser extent, the Bank’s regulatory capital
shortfall, its disappointing results for the six months ended 30 June 2013, and the continued press attention
and speculation to which the Bank is subject have also affected the Bank’s funding profile and the cost to
the Bank of raising new funding. The Bank’s business plan also envisages that the Bank will raise
approximately £400 million by way of additional tier 2 capital during the plan period. This continued impact
on access to funding and increased cost of funding may, over the longer term, have adverse effects on the
Bank’s business, financial performance or future prospects and/or adversely affect the Bank’s ability to
achieve its strategy.

Whilst the retail deposit base has remained broadly stable (in appropriate circumstances, the Bank has
managed its retail offering to mitigate against the risk of depositors withdrawing funds), a failure by the Bank
to achieve its strategy, a deterioration in the Bank’s operating results or financial position, or the continued
press attention and speculation to which the Bank is subject may result in a severe decline in customer
confidence which could result in the withdrawal of retail funds.

The Bank is dependent on its Directors, senior management team and skilled personnel and the loss of
one or more Directors or members of senior management or the loss of or failure to recruit and retain
skilled personnel may have an adverse effect on the Bank’s business, financial position and prospects and
its ability to achieve its strategy.

The Bank depends on the continued contributions of its Directors, senior management and other key persons
with the experience, knowledge and skills in retail banking and asset management for its success. The board
has recently been strengthened through the appointment of Richard Pym as Chairman of the board and Niall
Booker as Chief Executive Officer and the Bank intends to further strengthen the Board. The senior
management team has also recently been strengthened through the appointment of Robert Rickert as Chief
Operating Officer and Julie Harding as HR Director. The Directors and senior managers therefore have a
limited track record of working for the Bank and working together. Notwithstanding these appointments, a
number of further appointments are still required. In particular, following completion of the Liability
Management Exercise, the Bank intends to appoint a finance director to the Bank’s board. Grahame McGirr
is currently both head of CoAM and Chief Risk Officer; following completion of the Liability Management
Exercise the expectation is that a new Chief Risk Officer will be appointed allowing Grahame McGirr to
focus solely on CoAM. In addition, Rodney Bulmer, the current Deputy Chief Executive Officer of the Bank
(and the Executive Director responsible for the Bank’s Core Business) has given notice to terminate his
contract and is expected to leave the Bank in March 2014. A replacement will need to be found for Rodney
Bulmer. The failure to recruit, or delay in recruiting suitable members of the senior management team, or
the loss of one or more Directors or members of senior management without finding suitable replacements,
or any adverse perception resulting from the change in the Bank’s ownership structure following the
successful completion of the Recapitalisation Plan, may delay or impact on the ability of the Bank to
implement its strategy and may have an adverse effect on the Bank’s business, prospects, results of
operations and financial position. In the delivery of its strategy, the Bank is reliant on the skill, commitment
and support of appropriately skilled and experienced persons working for the Bank to deliver the required
changes. The successful implementation of the strategy will necessitate changes to a more performance-
based culture, with clear accountability and with more commercially driven decision making whilst retaining
the co-operative principles that help differentiate the Bank. At the same time, in areas where the Bank lacks
or does not have sufficient number of skilled persons, the Bank is reliant on being able to attract and recruit
such persons and to do so within the timescales envisaged by the Bank. The challenges which the Bank faces
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in the implementation of its strategy, the impact of any proposed staff redundancies and cost reductions, and
the impact of transferring employees to the Bank as part of the Bank’s separation process from Co-operative
Group (for further information see paragraph 8 titled “Separation” in Section 8 (Description of the Bank)),
may adversely impact staff morale, retention and the ability to recruit new staff, in particular highly
competent specialists. Any significant reduction in staff morale may have a consequential impact on service
delivery and customer service and, potentially, the Bank’s brand, positioning and its ability to maintain its
retail funding. In addition, and more generally, competition for personnel with skills (in particular highly
competent specialists, particularly those with financial, banking, IT and other specialist skills) and proven
ability is intense among financial institutions. Given the current difficult situation facing the Bank, it is
harder for the Bank to retain and to attract and recruit appropriately skilled and experienced individuals.

There is no guarantee that the Bank will be able to retain and to attract and recruit a sufficient number of
appropriately skilled and experienced employees to deliver the required changes and a failure to do so may
impact on the Bank’s ability to achieve the strategy which, in turn, may negatively impact on its business,
operating results, financial position and prospects.

As at 30 June 2013, approximately 73 per cent. of the individuals who currently provide the Bank’s services,
are engaged by CFS Management Services Limited (CFSMS) and their services are then provided to the
Bank through secondment arrangements agreed with CFSMS under the terms of the CFSMS-Bank 2006
Agreement. The significant majority of these people work full time for the Bank but in some cases, these
individuals only spend part of their working time servicing the Bank and the rest is spent servicing other
parts of Co-operative Group. Whilst the Bank intends to continue to operate through the use of secondment
arrangements in the short-term as described in paragraph 8 titled “Separation” in Section 8 (Description of
the Bank) the Bank and the Co-operative Group expect to amend these arrangements such that, the Bank
expects to agree an arrangement whereby the services of relevant individuals would transfer to the Bank.
However, until such agreement can be reached the current arrangements will continue with the consequential
risks of significant additional VAT charge for Bank and reliance of CFSMS for staff on terms that are not
sufficiently robust (see the risk factor titled “It may not be possible to agree new arrangements pursuant to
which the Co-operative Group and CFSMS will continue to provide services, personnel and assets to Bank.
A failure or delay in agreeing the new arrangements will result in a significant VAT charge for the Bank. The
new arrangements may be less favourable to Bank than the existing arrangements”).

The Bank’s inability to attract, retain and (where relevant) obtain PRA and/or FCA approval for, directors
and highly skilled personnel, and to retain, motivate and train its staff effectively could adversely affect its
competitive position, which could in turn result in an adverse effect on its business, prospects, results of
operations and financial position.

Union representation subjects the Bank’s business to the risk of interruptions through strikes or delays
resulting from any restructuring of the Bank or in renegotiating labour contracts.

The Bank collectively recognises three trade unions — Britannia Staff Union, Unite and the National
Association of Co-operative Officials. As at 30 June 2013, approximately 60 per cent. of the Bank’s
employees are union members. Whilst the Bank has not experienced any significant business interruption as
a result of labour disputes at any of its businesses since August 2005, and the Bank considers its relations
with employees to be good, the Bank does have a high proportion of staff, including senior individuals, who
are members of a trade union. Union representation subjects the Bank’s business to increased risk of
interruptions through strikes or delays resulting from any restructuring of the Bank or in renegotiating labour
contracts.

The Bank’s strategy includes a significant cost-cutting exercise, which includes workforce redundancies. In
addition, the terms and conditions for the majority of the staff are negotiated through collective bargaining
with the unions. The Bank may be unsuccessful in concluding any such negotiations with unions regarding
redundancies and reaching an agreement with the unions. A failure to conclude negotiations and reach
agreement, or any protracted negotiations, may result in interruptions to the business through strikes or
delays, a diversion of management time from running the Bank’s business and implementing the Bank’s
strategy, a deterioration in employee relationships, an adverse impact on the Bank’s reputation, and/or an
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adverse impact on the Bank’s customer relationships. Such interruptions may, in turn, impact on the Bank’s
business, financial condition and results of operations and its ability to achieve its strategy.

There can be no assurance that such arrangements will always be in place in the future or that the Bank will
be able to continue to negotiate wages and salaries and terms and conditions of employment on terms that
support its ability to offer its services at competitive prices.

The processes for consolidating the Bank’s financial results are manual in nature and involve significant
spreadsheet overlays. The processes are reliant on checks and reconciliations to ensure accuracy of the
results reported, and are resource intensive.

The Bank’s financial reporting process is complex, reflecting reliance on legacy systems which have not
been integrated following the merger of the Bank and Britannia. The Bank relies on manual processes to
consolidate the Bank’s financial results, and there is a significant use of spreadsheets, as opposed to
automated consolidation processes. The manual nature of the processes increases the risk of accounting
erTors.

The Bank’s statutory results and management accounts are drawn from five different ledgers on different
versions of Oracle Financials. Spreadsheets are used to consolidate information from the five ledgers and to
perform consolidation adjustments (e.g. remove intercompany balances and eliminate the cost of investment
in subsidiaries). This process is further complicated through fair value adjustments (which arise from the
accounting treatment of the Bank’s merger with Britannia) and further manual adjustments (usually in
relation to key judgements and estimates). Similarly, the production of the monthly management accounts
requires the use of spreadsheets and templates to produce the consolidated Bank results.

Given the manual and complex nature of these processes, the Bank has implemented controls and checks to
help ensure the accuracy of the financial results. These include reconciliations between ledgers and operating
systems and further detailed account reconciliations performed by the financial control team. They also
include the production and review of board performance reports, which detail the composition of each
balance sheet item in the statutory balance sheet.

Since 2012, a project has been ongoing to improve the consolidation process. As the Bank will continue to
use five ledgers for the foreseeable future, it will not have a fully automated consolidation process. The
project will, however, result in greater automation and in improved processes and controls in respect of the
spreadsheet consolidation. The Bank intends to have completed implementation of these changes by the end
of 2014. These changes may take longer or prove to be more expensive than currently anticipated.

Although the Bank will not have implemented all these changes by the time of completion of the Liability
Management Exercise, the Bank does not believe that the Bank’s financial reporting processes will result in
inaccuracies or delays in the financial or other information which the Bank is required to publish as a
company with securities admitted to the Official List. Notwithstanding anything in this risk factor, this risk
factor should not be taken as implying that the Bank will be unable to comply with its obligations as a
company with securities admitted to the Official List.

The Bank is exposed to a number of conduct risks

The Bank is exposed to many forms of legal and regulatory risk, which may arise in a number of ways. In
particular:

. certain aspects of its business may be determined by the PRA, the FCA, HM Treasury, the Financial
Ombudsman Service or the courts as not being conducted in accordance with applicable laws or
regulations, or, in the case of the Financial Ombudsman Service, with what is fair and reasonable in
the Ombudsman’s opinion. If the Bank fails to comply with any relevant regulations, there is a risk of
an adverse impact on its business due to sanctions, fines or other actions imposed by the regulatory
authorities;

. the alleged mis-selling of financial products, including as a result of having sales practices and/or
reward structures in place that are determined to have been inappropriate, may result in disciplinary
action (including significant fines) or requirements to amend sales processes, withdraw products or
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provide restitution to affected customers, all or any of which could result in the incurrence of
significant costs, may require provisions to be recorded in the Bank’s financial statements and could
adversely impact future revenues from affected products; and

. the Bank may be liable for damages to third parties harmed by the manner in which the Bank has
conducted one or more aspects of its business.

Failure to manage these risks adequately could lead to significant liabilities or reputational damage, which
could have a material adverse effect on the Bank’s business, financial condition, results of operations and
relations with customers. The Bank also faces both financial and reputational risk where legal or regulatory
proceedings are brought against it or members of its industry generally, or where complaints are made
against it or members of its industry generally to the Financial Ombudsman Service or another relevant body.

The Bank’s provision for customer redress is reflected in a significant item charge of £163.0 million in the
six month period ended 30 June 2013, which includes provisions for potential customer compensation claims
relating to past sales of payment protection insurance (PPI), alleged failings relating to the introduction of
third-party sales of card and identity protection products, arrears charges and the processing of first payments
on certain mortgages, the mis-selling of interest rate swaps and an additional provision following
identification of a technical breach of the CCA as announced by the Bank on 21 October 2013.

In the past, the Bank sold PPI alongside mortgage and non-mortgage credit products. Although the Bank
stopped selling loans PPI in January 2009 and mortgage PPI in March 2012, there can be no assurance that
its estimates for potential liability are correct, and its reserves taken to date might prove inadequate. Given
the high level of scrutiny regarding financial institutions’ treatment of customers and business conduct from
regulatory bodies, the media and politicians, there is a risk that certain other aspects of the Bank’s current or
historic business may be determined by the FCA and other regulatory bodies or the courts as not being
conducted in accordance with applicable laws or regulations, or fair and reasonable treatment in their
opinion. In particular, there is currently a significant regulatory focus on the sales practices and reward
structures that financial institutions have used when selling financial products. The Bank faces the possibility
of regulatory investigations and actions against it in regards to the alleged mis-selling of financial products
such as interest-only mortgages, packaged accounts, customer first mortgage payments and lending into
retirement plans. The nature of any future disputes and legal, regulatory or other investigations or
proceedings into such matters cannot be predicted in advance. Furthermore, the outcome of any on-going
disputes and legal, regulatory or other investigations or proceedings is difficult to predict. However, it may
be that in connection with any such on-going and future matters the Bank will incur significant expense
investigating and, where applicable, defending such claims. In addition, such action could lead to substantial
monetary damages and/or fines, public reprimands, a negative effect on the Bank’s reputation, increased
regulatory compliance requirements or other potential regulatory restrictions on the Bank’s business. Any of
these risks, should they materialise, could have an adverse impact on the Bank’s operations, financial results
and condition and prospects. There is also a risk that the outcome of such investigations or proceedings may
give rise to changes in law or regulation as part of a wider response by relevant law makers and regulators.
An adverse decision in any one matter, either against the Bank or another financial institution facing similar
claims, could lead to further claims against the Bank.

Potential regulatory investigation could cause reputational damage to the Bank’s brand arising from any
association, action or inaction which is perceived by stakeholders to be inappropriate or unethical. Failure to
appropriately manage conduct and reputation risks may reduce — directly or indirectly — the attractiveness of
the Bank to stakeholders, including customers, and may lead to negative publicity, loss of revenue, litigation,
higher scrutiny and/or intervention from regulators, regulatory or legislative action, loss of existing or
potential client business, reduced workforce morale, and difficulties in recruiting and retaining talent.
Sustained damage arising from conduct and reputation risks could have a materially negative impact on the
Bank’s operations, financial condition and prospects.

The Bank faces competition in all of the core markets in which it operates.

Competition in the UK personal financial services markets may adversely affect the Bank’s operations. The
Bank competes mainly with other providers of personal financial services, including other banks, building
societies and insurance companies, and operates in an increasingly competitive UK personal financial
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services market. Each of the main personal financial services markets in which the Bank operates is mature
and slow-growing, so that growth requires taking market share from competitors. This places elevated focus
on price and service as the key differentiators, each of which carries a cost to the provider. The quality of the
Bank’s products and systems, in particular distribution and IT, in turn impact on price and service. If the
Bank is unable to match its competitors in these respects, it risks losing customers to its competitors which
may adversely affect its business and prospects.

The UK market for financial services and the mortgage market in particular have been reshaped by the recent
financial crises. Lenders have moved increasingly towards a policy of concentrating on the highest quality
customers, judged by credit score and loan-to-value criteria, and there is strong competition for these
customers.

Notwithstanding the Funding for Lending Scheme, which has seen banks drawing on this rather than pricing
up in the retail deposit market, there remains significant competition for retail deposits, which has inevitably
impacted lenders’ margins. Competition may intensify further in response to consumer demand,
technological changes, the impact of consolidation by the Bank’s competitors, regulatory actions and other
factors. If increased competition were to occur as a result of these or other factors, the Bank’s business,
financial condition and results of operations could be materially adversely affected. In particular, the
implementation of the draft Banking Reform Bill, which requires, among other things, the separation of
retail banking activities from the wholesale and investment banking activities carried on by large banking
groups operating in the UK between 2015 and 2019 could reduce the distinctiveness of the co-operative
model. The Bank’s revised strategy is designed to meet the requirements of the Banking Reform Bill by
2016.

In addition, each of the major UK banks has announced that it will focus on improving its customer service.
If the Bank’s customer service levels were perceived to be negatively impacted by the implementation of its
strategy, in particular, as a consequence of the Bank’s cost reduction programme and the reorientation of its
distribution channel, including branch closures, or were perceived by the market to be only in line with, or
materially below, those of competitor UK financial institutions, it could lose existing and potential new
business. In contrast to the Bank, a number of the Bank’s competitors have recently increased the marketing
of their brands and products. Whilst such increased marketing efforts are not specifically directed at the
Bank, there is a risk that such efforts are successful in attracting customers of the Bank to transfer their
banking relationship or primary account relationships to the Bank’s competitors. If the Bank is not successful
in retaining and strengthening its core relationship with retail and SME customers, it may lose market share
as a result of the targeting of the Bank’s customers by its competitors or otherwise, incur losses on some or
all of its activities or fail to attract new deposits or retain existing deposits, which could have a material
adverse effect on its business, financial condition and results of operations. In September 2013 a new Current
Account Switch Service, overseen by the UK Payments Council, was launched. This has given rise to
increased competition for the Bank. Whilst it is too early to establish any trends in this activity, based on
prior period monthly averages the Bank has experienced, over the short period since the introduction of the
Current Account Switch Account Service, a period which has seen significant incremental advertising spend
by the Bank’s competitors, a material reduction in the number of accounts switching to the Bank. This
Current Account Switch Account Service may result in the Bank losing customers to competitors and/or
needing to provide an enhanced proposition for retail customers in order to retain and attract customers.

The Bank’s business and financial performance have been and may continue to be affected by general
economic conditions in the UK, and adverse developments in the UK or global financial markets could
cause the Bank’s earnings and profitability to decline.

As with its competitors, the Bank is directly and indirectly subject to inherent risks arising from general
economic conditions in the UK and other economies and the state of the global financial markets both
generally and as they specifically affect financial institutions. Since mid-2008, the global economy and the
global financial system, and the Eurozone in particular, have experienced a period of significant turbulence
and uncertainty. The severe dislocation of the financial markets around the world that began in August 2007
and significantly worsened in mid-2008 triggered widespread problems at many commercial banks,
investment banks and other financial and related institutions in the UK and around the world. The dislocation
severely impacted general levels of liquidity, the availability of credit and the terms on which credit is
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available. This crisis in the financial markets led the Government and other governments to inject liquidity
into the financial system and take other forms of action relating to financial institutions, including bank
recapitalisations and the provision of government guarantees for certain types of funding, aimed at both
supporting the sector and providing confidence to the market. There can be no guarantee of such support in
the future, and such support is likely to be on more punitive terms for financial institutions than in the past.

These market dislocations were also accompanied by recessionary conditions and trends in the UK and many
economies around the world. The widespread deterioration in these economies adversely affected, among
other things, consumer confidence, levels of unemployment, the state of the housing market, the commercial
real estate sector, bond markets, equity markets, counterparty risk, inflation, the availability and cost of
credit, transaction volumes in wholesale and retail markets, the liquidity of the global financial markets and
market interest rates, which in turn had, and continues to have, in a number of respects, a material adverse
effect on the Bank’s business, operating results, financial condition and prospects.

Although there have been periods where market conditions have generally improved, developments in 2011
and 2012, particularly in the Eurozone, have demonstrated that there continues to be significant uncertainty;
see the risk factor titled “The Bank’s business and financial performance would be adversely affected by a
break-up of the single European currency” below.

The sovereign debt crisis in Europe led to an increase in the cost of funding. The initial impact of this
increase was felt in the wholesale markets, and there was a consequent increase in the cost of retail funding,
with greater competition in a savings market which is growing only slowly by historical standards. A number
of policy interventions, including most recently the Bank of England’s Funding for Lending Scheme have
helped to ease these funding pressures. However, if there were to be further escalations in the European
sovereign debt crisis, the cost of funding could increase again.

Prospects for the UK economy continue to be challenging and continued uncertainty surrounding the
combined economic prospects of the Eurozone presents a risk of a significant slowdown in economic activity
in the UK’s principal export markets, which would have a corresponding effect on the broader UK economy.
Domestically, both public and household spending are being constrained by austerity measures, an on-going
squeeze on household incomes, and declines in real disposable incomes. These pressures on households may,
particularly if combined with an increase in interest rates, lead to an increase in arrears in the Bank’s
residential lending portfolios, in particular Optimum, and an associated increase in retail impairment
provisions; see the risk factor titled “Worsening economic and market conditions and/or increasing interest
rates and/or a fall in house prices could result in increased residential mortgage and unsecured loan losses
which would adversely impact the Bank’s financial and operational performance” below. The Bank
continues to expect the UK’s economic recovery to be slow, with the Bank of England’s explicit forward
guidance regarding the future conduct of monetary policy presently anticipating base rate rises only when
the official measure of unemployment falls to 7 per cent. (subject to certain conditions), currently anticipated
to occur in 2016. In the meantime, the low interest rate environment will continue to exert downward
pressure on net interest income across the financial sector. The continuation of the low interest rate
environment, however, continues to support affordability of the Bank’s mortgages by its customers. The
Bank has experienced a decline in its net interest margin since the market dislocations commenced in August
2007 from 259 bps for the year ended 31 December 2007 to 104 bps for the six months ended 30 June 2013.
The UK housing market, which the Bank is exposed to, has remained muted since late 2009, with transaction
levels below historic norms and with house prices essentially flat since mid-2010 although recent indicators
suggest that the UK housing market is improving, particularly London and the South East. Whilst forecasts
of the UK housing market are difficult to make with any certainty, the Bank expects overall buyer activity
across the UK in the short/medium term to continue to be relatively subdued, with the potential to decline
should the labour market situation deteriorate markedly, or if strains in the financial system re-emerge and
impair the flow of credit to the wider economy. Similarly, the outlook for the commercial property market
continues to be uncertain in the light of the uncertain broader macroeconomic conditions. Potential for
further weakening in tenant demand and investor appetite means the impairment outlook for the Bank’s
commercial lending business has become more uncertain; for further information see the risk factor titled
“Worsening economic and market conditions could result in increased commercial loan losses beyond what
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the Bank has already provided for, which would adversely impact the Bank’s financial and operational
performance” below.

The continued effect of margin compression and exposure to both retail and commercial loan impairment
charges resulting from the impact of general economic conditions means that the Bank’s results of operations
and financial position may continue to be adversely impacted by such factors, and there remains the
possibility of further downward pressure on its results of operation and financial position and growth
depending on a number of external influences, such as the consequences of a more austere economic
environment.

Rating downgrades and/or negative market sentiment with respect to the Bank, the sector and/or the UK
may have an adverse effect on the Bank’s performance.

The Bank’s ratings have been adversely affected by concerns regarding the Bank’s capital position with the
result that the Bank’s debt is no longer rated with an investment grade rating.

On 20 June 2013, Fitch downgraded the Bank’s long-term Issuer default rating by three notches to BB- from
BBB- reflecting concerns regarding the Bank’s capital requirements following the announcement of the
Recapitalisation Plan. This followed a two notch downgrade on 5 April 2013 from BBB+ to BBB- and a one
notch downgrade on 19 July 2012 from A- (which was the long-term rating the Bank had held since 2009)
to BBB+.

On 18 June 2013, Moody’s downgraded the Bank’s senior unsecured debt and deposit ratings by four notches
to Caal from Ba3 reflecting concerns regarding the Bank’s capital requirements following the announcement
of the Recapitalisation Plan. This followed a six notch downgrade in the Bank’s deposit and senior debt
ratings on 9 May 2013 from A3 to Ba3 and the placing of the Bank onto watch for a possible downgrade on
30 July 2012. Previously, the Bank had held a credit rating of A3 since October 2011.

The Bank raises the majority of its funding through accepting retail and corporate deposits. The Bank
also maintains a range of funding programmes (including medium-term note, securitisation and covered
bond programmes), targeting wholesale investors. In addition, the Bank maintains a high quality portfolio of
marketable asset pools that it uses for liquidity management within the Treasury operation. Specifically, this
includes a core portfolio of liquid assets comprising gilts, cash at the Bank of England and multilateral
development bonds. In addition, the Bank also has access to a wider pool of liquid assets which, though not
as liquid as its core portfolio, provide further diversification within the Bank’s total liquid asset portfolio.

The total amount of the Bank’s corporate deposits fell by approximately by £1.4 billion in the first half of
2013, probably caused by the downgrading of the Bank’s credit rating by the credit rating agencies. In
addition, the credit rating downgrade has: (i) led to sub-investment grade ratings on the Bank’s senior debt
leading to a significant reduction in the demand for these types of instruments; (ii) negatively impacted the
Bank’s ability to access short-term unsecured wholesale funding; and (iii) increased the Bank’s collateral
requirements used in the clearing systems. The retail deposit base has, however, remained broadly stable.
The credit rating downgrades and, to a lesser extent, the announcement of the Bank’s regulatory capital
shortfall, its results for the six months ended 30 June 2013 and the continued press attention and speculation
to which the Bank is subject have affected the Bank’s funding profile and the cost to the Bank of raising new
funding.

The securitisation and covered bond programmes are in the process of being amended due to the downgrade
received by the Bank from the rating agencies in the first half of 2013. These proposed amendments relate
to the appointment of back up servicing and back up cash management and bank account triggers to
accommodate, amongst other things, the latest structured rating agency methodology and changes to the
rules relating to direct debits and payment schemes. The Bank will consider further issuance from these
programmes after these modifications are complete and if market conditions permit.

There can be no guarantee that the implementation of the Bank’s strategy or other actions taken by the Bank
will restore the Bank’s investment grade rating. Further negative change in sentiment towards the Bank as a
result of market or other conditions could result in the Bank’s credit rating being kept at below investment
grade and/or reduced further. Any future declines in those aspects of the Bank identified by the rating
agencies as significant business or a failure by the Bank to achieve its strategic objectives could also
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adversely affect the rating agencies’ perception of the Bank’s credit and cause them to take further negative
ratings actions.

The continuation of the Bank’s current rating or any further downgrade in the Bank’s credit ratings could:

. trigger additional collateral requirements on derivative contracts and other unsecured funding
arrangements;

. undermine confidence in the Bank and/or result in an outflow of deposits from the Bank;

o increase its borrowing costs; and/or

. further limit its access to the capital markets or limit the range of counterparties willing to enter into

transactions with the Bank, as many institutions require their counterparties to satisfy minimum
ratings requirements.

By way of an illustration of the potential financial effect of a downgrade, the Bank is party to contracts which
specify collateral requirements based on the Bank’s rating. As a result, a downgrade of the Bank’s long-term
debt rating results in cash outflows to meet the new collateral requirements. However, the contractually
required cash outflow would not necessarily match the actual cash outflow as a result of other actions that
could be taken by management to reduce the impact of the downgrades.

Furthermore, in February and April 2013, both Moody’s and Fitch reduced the ‘UK’s long-term ratings, from
Aaa to Aal (in the case of Moody’s) and from AAA to AA+ (in the case of Fitch). Although these actions
have not impacted the respective agencies’ ratings of the Bank, any further downgrade of the UK sovereign
credit rating or the perception that such a downgrade may occur could destabilise the markets, impact the
Bank’s own rating and borrowing costs and have a material adverse effect on the Bank’s operating results
and financial condition. In addition, on 13 December 2012, S&P affirmed its AAA/A-1+ long- and short-
term unsolicited sovereign credit ratings for the UK, but revised the outlook to negative from stable. A further
UK sovereign downgrade or the perception that such a downgrade may occur could depress consumer
confidence, restrict the availability, and increase the cost, of funding for the Bank and/or its customers,
further depress economic activity or inhibit any recovery, increase unemployment and reduce asset prices.
These risks are exacerbated by concerns over the levels of the public debt of, the risk of further sovereign
downgrades of, and the weakness of the economies in, Greece, Italy, Ireland, Portugal and Spain (the GIIPS
countries) in particular. Further instability within these countries or others within the Eurozone might lead
to contagion.

Future legislative and regulatory changes could impose operational restrictions on the Bank, increase the
Bank’s expenses and/or otherwise adversely affect its business, results, financial condition or prospects.

Future changes in regulation, fiscal or other policies are unpredictable and beyond the Bank’s control and
could materially adversely affect its business or operations. Regulators and other bodies in the UK and
worldwide have produced a range of proposals for future legislative and regulatory changes which could
impose operational restrictions on the Bank, cause the Bank to raise further capital, increase the Bank’s
expenses and/or otherwise adversely affect its business results, financial condition or prospects. These
include, amongst others:

. measures contained in the Financial Services (Banking Reform) Bill (the Banking Reform Bill)
including: (i) ring-fencing domestic retail banking services of UK banks; (ii) increasing UK banks’
and building societies’ loss-absorbing capacity (including by way of bail-in bonds); and (iii)
increasing the ranking of insured depositors on a winding-up to rank ahead of all other unsecured
creditors. On 1 October 2013, HM Treasury published amendments to the Banking Reform Bill under
which it is proposed, amongst other things, that the Bank of England be given the power, in a
resolution scenario, to cancel, reduce or defer the equity liabilities of a bank (including divesting
shareholders of a bank of their shares), convert an instrument issued by a bank from one form or class
to another (for example, a debt instrument into equity) and/or transfer some or all of the securities of
bank to an appointed bail-in administrator. The Bank’s revised strategy is designed to meet the
requirements of the Banking Reform Bill by 2016, but as the legislation is still subject to the UK
legislative procedure, it is possible that more stringent requirements than currently envisaged will be
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imposed on the Bank, which would require the Bank to raise additional capital, change its current
legal structure and/or revise its strategy;

. at the EU level, structural reform measures that are similar to some of those contained in the Banking
Reform Bill are also under consideration, following the report of the Liikanen Group, which was
published in October 2012. This report’s proposals were heavily influenced by the UK experience but
there remains a risk that any subsequent EU legislation implementing the recommendations in the
report may impose requirements which are more onerous than those in the Banking Reform Bill or
which may not be completely consistent with those in the Banking Reform Bill. The Bank (and
therefore holders of its securities) may be negatively affected if the EU reforms impose requirements
on the Bank in excess of those currently contemplated in the UK;

. also at the European level, the draft RRD, which requires Member States to ensure that regulatory
authorities have, among other things, powers to intervene in failing banks. The draft RRD also
provides for Resolution Authorities to have the power to require institutions and groups to make
structural changes to ensure legal and operational separation of “critical functions” from other
functions where necessary, or to require institutions to limit or cease existing or proposed activities in
certain circumstances. The exercise of these powers may require the Bank to change its current
structure or operations, having negative consequences for the Bank’s strategy and causing the Bank
to incur potentially significant costs. It is currently contemplated that the RRD will be implemented
in Member States by 31 December 2014 except for certain bail in provisions which are to be
implemented by 1 January 2018. The draft RRD is not in final form and changes may be made to it
in the course of the legislative process; and

. on 19 June 2013, the Parliamentary Commission on Banking Standards published its final report
(“Changing banking for good”). This was followed by the publication of the Government’s response
on 8 July 2013, accepting the overall conclusions of the report and all of its principal
recommendations. Among other things, this included proposals for a new banking standards regime
governing the conduct of bank staff, the introduction of a criminal offence for reckless misconduct by
senior bank staff, and steps to improve competition in the banking sector. Depending on how the
Government decides to implement these proposals, they may have a substantial impact on banks in
the UK generally, including the Bank, and ensuring future compliance with the requirements is likely
to cause the Bank to incur potentially significant costs.

There is also a risk that the recent restructuring of regulatory bodies and, in particular, the creation of
multiple regulators in the UK could lead to a lack of co-ordination and the emergence of inconsistencies
between policies of the different regulatory bodies. Any such development could adversely impact the
Bank’s ability to manage its business efficiently and subject it to increased costs through managing as a result
of the need to manage an increasingly complex compliance burden.

If implemented in their current form, none of these anticipated or forthcoming changes to the legal and
regulatory framework to which the Bank is subject give rise to specific and quantifiable risks for the Bank.
However, at this point it is impossible to predict the effect that any of the proposed changes listed above will
have on the Bank’s operations, business and prospects or how any of the proposals discussed above will be
implemented in light of the fundamental changes to the regulatory environment proposed by the
Government. Depending on the specific nature of the requirements and how they are enforced, such changes
could have a significant impact on the Bank’s operations, structure, costs and/or capital requirements.
Accordingly, the Bank cannot assure potential investors that the implementation of any of the foregoing
matters or any other regulatory or legislative changes that may be proposed will not have a material adverse
effect on its operations, business, results, financial condition or prospects.

The Bank has a regulated branch in Guernsey and a regulated branch and subsidiary in the Isle of Man,
each of which are subject to local regulatory requirements that may impact on their business or
profitability and thus on the business or profitability of the Bank.

The Bank’s relevant regulated branch in Guernsey and regulated branch and subsidiary in the Isle of Man are
also subject to the local regulatory regime and the potential for regulatory intervention in Guernsey and the
Isle of Man respectively.
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The principal risk associated with regulated branches is that the local regulators may require the branch to
hold liquidity locally; the local regulators also have oversight of the branch’s operations and may have
powers to require changes to those operations.

Regulated subsidiaries are subject to the full scope of regulation in the jurisdiction in which they are
established — including locally imposed capital requirements and liquidity requirements, as well as conduct
of business and other operational requirements. The local regulator may impose requirements on the
subsidiary which will affect that subsidiary’s ability to generate a return for the Bank, including requirements
to hold both further capital and liquidity. The consequence of these requirements is that they will impact the
Bank’s liquidity and consolidated capital requirements. For example, the Bank’s Isle of Man subsidiary has
been required to hold additional collateral against its existing lending to the Bank following the
announcement of the Bank’s Recapitalisation Plan. The Bank intends to approach the Isle of Man regulators
to request permission to terminate these additional collateral arrangements upon successful completion of
the Recapitalisation Plan. There is no guarantee that the Isle of Man regulator will agree to this.

The Bank’s earnings and net interest margins have been adversely affected by a number of factors,
including a prolonged period of low Bank of England base rates and competition for retail funds, and
may continue to be adversely affected for so long as one or more of these factors persist. In addition, the
ratings downgrade, regulatory capital shortfall and other recent events impacting the Bank may have an
adverse effect on the Bank’s net interest margin.

The Bank’s net interest margin and, consequentially, earnings are affected by the pricing on the lending
products it offers to its customers and the cost of funding. The Bank’s net interest margin has been squeezed
by a number of factors which have negatively impacted on the pricing of its lending products and the cost of
its funds.

The very low level of the Bank of England base rate since March 2009 contributed to a decline in the Bank’s
net interest margin as funding costs rose relative to base rate, in turn caused by savings rates falling below
base rate. The Bank of England base rate has remained at 0.5 per cent. since March 2009, having fallen from
5.75 per cent. in July 2007 through eight consecutive cuts of between .25 per cent. and 1.0 per cent. In the
30 years preceding July 2007, the lowest level of the base rate was 3.5 per cent. Following the
announcements by the Bank of England’s Monetary Policy Committee on 7 June 2013, the Bank currently
does not expect any short-term increase in the base rate and, accordingly, is likely to continue to be impacted
by the effects which the low base rate has on its net interest margin.

Competition for the highest quality mortgages is intense and is likely to continue, putting downward pressure
on returns available for the lowest risk-weighted mortgage assets. The ratings downgrade, regulatory capital
shortfall and other recent events impacting the Bank, together with the publicity surrounding those events,
has made it more difficult for the Bank to access funding for such mortgages and therefore to compete for
such mortgages.

At the same time, price comparison websites have become more popular and widely used, allowing
customers more easily to compare products and make buying decisions based on price. Whilst the Bank aims
to provide fair pricing to its customers there is a risk that there will always be a number of other providers
offering better pricing that will attract customers who may otherwise have joined or stayed with the Bank.
In consequence, there is a risk that industry pricing will be forced lower, impacting on the Bank’s ability to
deliver its strategic income targets and impacting on its financial performance.

For a number of years, the retail savings market has been under pressure from restrictions on households’
ability to save, historically low interest rates and competition from banks seeking to lower their loan-to-
deposit ratios and to reduce their reliance on wholesale funding. Notwithstanding the Funding for Lending
Scheme (which has reduced competition for retail deposits by providing financial institutions with cheap
funding), the net result of these pressures has been an increase in the relative price for retail savings,
adversely impacting the Bank’s ability to manage its net interest margin. The ratings downgrade, regulatory
capital downgrade and other recent events impacting the Bank have also increased the costs of funding as
the Bank has sought to manage its deposits offering to mitigate against the risk of customers leaving the
Bank.
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Worsening economic and market conditions and/or increasing interest rates and/or a fall in house prices
could result in increased residential mortgage and unsecured loan losses which would adversely impact
the Bank’s financial and operational performance.

The performance of the Bank’s core retail lending portfolios (which excluded Optimum, a closed book of
intermediary and acquired mortgage book assets) has been stable over the past three financial years, with
levels of arrears that are below industry averages published by the Council of Mortgage Lenders (the CML).
The number of the Bank’s customers greater than 2.5 per cent. in arrears is 0.3 per cent. (excluding Platform
and Optimum) at 30 June 2013 (CML average was 1.40 per cent. as of 30 June 2013). However, despite some
deleveraging, the personal sector in the UK remains heavily indebted and vulnerable to increases in
unemployment, rising interest rates and/or falling house prices.

Increased unemployment could lead to borrowers who lose their jobs being unable to service the loan
payments in a timely fashion which would result in higher levels of arrears in both the Bank’s secured
residential mortgage loan and unsecured consumer loan portfolios which, in turn, would lead to an increase
in the Bank’s impairment charges in respect of these portfolios. Increased unemployment could also result
in less demand for the Bank’s products.

Rising interest rates would put pressure on existing and new borrowers whose loans are linked to the base
rate or the Bank’s variable rates and who may have become accustomed to the current low interest rate
environment. A significant portion of the Bank’s outstanding residential mortgage loan products are
potentially subject to changes in interest rates. In particular, the Optimum portfolio, being a portfolio of
predominantly interest-only intermediary and mortgage book assets (as at 30 June 2013, £7.3 billion) is
particularly sensitive to changes in interest rates. By way of example, and to illustrate the sensitivity of this
portfolio to a rise in interest rates, if interest rates were to rise by 2.5 per cent. management estimate the
impact on credit losses of Optimum resulting from such a rise in interest rates would be approximately
£200 million (on a purely single stress basis). In addition, borrowers with a mortgage loan that is subject to
a variable rate of interest or where the interest rate adjusts following an initial fixed rate or low introductory
rate are exposed to increased monthly payments as and when their mortgage interest rate adjusts upward (or,
in the case of a mortgage loan with an initial fixed rate or low introductory rate, at the end of the relevant
fixed or introductory period). In an increasing interest rate environment, borrowers seeking to avoid these
increased monthly payments by refinancing their mortgage loans may no longer be able to find available
replacement loans at comparably low interest rates and this could lead to an increase in arrears in the Bank’s
retail lending portfolios as well as an increase in the Bank’s retail loan impairment charges. In addition, a
significant portion of the Bank’s outstanding unsecured loan portfolio is also subject to changes in interest
rates.

A number of loans are also linked to LIBOR and such loans would be impacted by an increase in LIBOR,
whether or not there is an increase in underlying interest rates. The Bank has approximately 21,000
customers with aggregate balances of £2.2 billion on a LIBOR-linked mortgage (out of a total of
approximately 245,000 customers). Virtually all these customers hold a mortgage originated on the Optimum
platform.

According to the seasonally adjusted Halifax House Price Index, average house prices in the UK peaked in
Q3 2007 at almost £200,000 before falling steadily until Q1 2009 to £158,000. Average house prices have
then remained delicately balanced and in the three quarters to Q2 2013 have recovered to £167,000. If UK
house prices were to fall generally or in particular regions to which the Bank has significant exposure in
response to renewed economic pressures and/or the actions of lenders seeking to realise the values of
impaired assets, this would be likely to result in an increase in the Bank’s retail loan impairment charges as
the value of the security underlying its mortgage loans was eroded. In addition, a key assumption in the
judgement of estimated future credit losses is the Bank’s estimate of future house price index movements.
Optimum, which had an average loan-to-value of 79.2 per cent. as at 30 June 2013, is particulary exposed to
movements in house prices. If Optimum’s future house price index movements were to differ from
management’s expectations with a deterioration of 5 per cent., the impact on credit losses would be £22.1
million.
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As aresult of recent government initiatives, there has been an increased interest in buy-to-let loans, with buy-
to-let lenders advancing 40,000 buy-to-let loans in Q2 2013 resulting in £5.1 billion of mortgages according
to data published by the CML. Both the number of buy-to-let loans and the value of lending were the highest
since Q3 2008, a trend which the Bank expects will continue in the near term. Whilst the Bank intends to
constrain volumes of new buy-to-let mortgages as a proportion of total new lending, as at 30 June 2013, the
Bank had £1.1 billion buy-to-let loans in its Core Business and £2.1 billion in its Non-core Business. As at
30 June 2013, 90.6 per cent. of the Bank’s buy-to-let loans were interest-only. These borrowers have been
supported through the financial crisis by a combination of low interest rates, stable house prices and rising
rents as first-time buyers have struggled to raise the required deposit to allow them to purchase their own
homes. Whilst, as at 30 June 2013, the percentage of buy-to-let loans with greater than 2.5 per cent. in arrears
was low, if interest rates were to rise and/or the economy were to weaken and place pressure on employment,
incomes and/or house prices, the credit performance of the Bank’s buy-to-let mortgage book (together with
the Bank’s retail mortgage book), may deteriorate, which in turn could adversely impact the Bank’s financial
and operational performance. In addition, the buy-to-let market has not been through a period of significant
decline in house prices and therefore it is difficult to predict how buy-to-let investors will react.

Worsening economic and market conditions could result in increased commercial property loan losses
beyond what the Bank has already provided for, which would adversely impact the Bank’s financial and
operational performance.

The Bank’s portfolio of loans secured on commercial property amounted to £3.5 billion at 30 June 2013. The
underlying credit quality of these loans has been negatively impacted by continued poor economic
conditions. The Bank has segregated much of the Bank’s commercial property loans into its non-core
division, CoAM. These commercial loans had already suffered a significant degree of impairment prior to
being placed into run-off.

However, the conditions which continue to adversely impact the commercial property market include:

. falling commercial property valuations, in part as a result of a general focus by banks across Europe
on reducing their exposures to higher risk assets through portfolio sales and individual asset disposals;

. lower availability of debt and equity finance to support restructurings;

. uncertainties about the capital treatment of commercial real estate lending, with a trend towards
higher regulatory capital requirements for commercial real estate lending;

. several high-profile tenant failures in recent years; and
. a continuation in the market trend for shorter lease life and of tenants exercising breaks.

All these factors reduce the certainty of cash flows and exacerbate shifts in collateral values and difficulties
in refinancing. Reflecting these factors, it is possible that there may be further declines in collateral values
in the next few years, particularly in secondary office and retail properties, with some recovery thereafter
with the result that further impairments in connection with the Bank’s remaining commercial loan property
portfolio may occur.

A number of the Non-core Asset classes have a small number of borrowers accounting for a large
proportion of the total loans outstanding.

As at 30 June 2013 the Bank’s Non-core Business gross loans and advances to customers, totalled £14.9
billion of exposure of which 47.9 per cent. represented the Optimum mortgage book, 23.5 per cent.
represented commercial real estate (CRE) borrowers, 11.4 per cent. represented general corporate
borrowers, 7.2 per cent. represented private finance initiative (PFI) borrowers, 6.2 per cent. represented
registered housing associations, 3.6 per cent. represented energy and 0.2 per cent. represented local
authorities. The top ten exposures in each asset class represented 24 per cent. of CRE, 21 per cent. of general
corporate borrowers, 29 per cent. of PFI, 58 per cent. of registered housing associations, 47 per cent. of
energy and 41 per cent. of leveraged finance exposure.

The nature of such assets and the complexity of the issues potentially involved requires detailed and careful
management. The Bank may, in appropriate circumstances, decide to increase lending to a borrower in order
to better facilitate a more successful exit. The complexity of the risks involved also increase the possibility
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of not being able to successfully exit or run down such assets given their complexity. The concentration
within certain asset classes also increases the risk that a failure to achieve a timely exit or to achieve an exit
in a capital neutral or accretive manner in respect of one or more of such assets will have a greater negative
impact on the Bank’s results of operation and financial position.

The Bank will continue to rely on Co-operative Group and the Co-operative brand. Co-operative Group
will also continue to exert substantial influence over the Bank.

Immediately following completion of the Liability Management Exercise, Co-operative Group will own
30 per cent. of the issued ordinary share capital of the Bank.

While it remains a significant shareholder of the Bank, Co-operative Group will continue to have the power,
among other things, to affect or influence the Bank’s legal and capital structure and certain changes to its
operations. The interests of Co-operative Group could conflict with those of the Bank or other shareholders,
and this concentration of ownership may also have the effect of delaying, deferring or preventing the Bank’s
ability to effect certain types of transactions that require approval by Co-operative Group, including by
special resolution. In addition, the separation between the Bank and Co-operative Group will provide a
challenge to the Bank’s operating model.

In order to manage these risks, the Bank has entered into a Relationship Agreement with Co-operative Group
which, as from and conditional upon completion of the Liability Management Exercise, will regulate (in
part) the relationship between and the degree of control that Co-operative Group and its subsidiaries may
exercise over the Bank. In addition, as referred to in the Relationship Agreement, the Articles of Association
of the Bank, which will be proposed for approval at a general meeting of the Bank to be held on
15 November 2013, grant Co-operative Group the right to appoint up to two members to the Board
depending on the size of its holding of Ordinary Shares (see paragraph 20.3 titled “Relationship Agreement”
in Section 20 (Additional Information) of this Prospectus for further details of the Relationship Agreement).

The Bank is also dependent on the strength of the Co-operative Bank brand, the wider Co-operative brand
and its reputation with customers and potential customers of the Bank. Whilst the Bank seeks to manage
material risks to the Co-operative brand through careful monitoring, ultimately the Bank is exposed to the
risk that Co-operative Group acts in a way such as to bring the Bank brand into disrepute. For example,
litigation, employee misconduct or the misconduct of anyone associated with the Co-operative brand,
operational failures, accidents, the outcome of regulatory investigations, press speculation and negative
publicity, disclosure of confidential customer information, inadequate products and services, amongst others,
could negatively impact the Co-operative brand or Co-operative Group’s reputation. Should, as a result, the
Bank’s brand, levels of customer satisfaction or the co-operative movement more generally be damaged, this
would have a negative effect on the Bank’s business, financial position and prospects and negatively impact
the ability of the Bank to achieve its stated strategy.

In addition, the Bank will, following completion of the Liability Management Exercise, continue to be
dependent on Co-operative Group for the provision of certain services, in particular IT (see “The Bank’s
operations are highly dependent on the proper functioning of IT and communication systems. Any significant
delay in or failure of the Bank to re-engineer its existing IT platform to meet the requirements of its business
strategy may adversely affect the future operational and financial performance of the business” and “The
Bank relies on the provision of a number of services (including certain critical functions) by Co-operative
Group, including IT”, below). There can be no guarantee that these arrangements between Co-operative
Group and the Bank will be sufficient for the Bank’s future needs or that such provision of services will not
be interrupted or cease altogether. If the contractual arrangements with Co-operative Group are terminated,
the Bank may not find an alternative outsource provider or supplier for the services, on a timely basis, on
equivalent terms without significant expense, or at all. The additional costs and expenses incurred in doing
so may have a material adverse effect on the Bank’s cost base. This could have a material adverse effect on
the Bank’s business and the results of its operations. In relation to certain other administrative services
provided by Co-operative Group to the Bank (such as finance, marketing and human resources) the Bank
expects to agree with Co-operative Group to bring such services back into the Bank and that (depending on
the separation method pursued) staff may transfer to it from CFSMS as a result, but the Bank does not have
certainty that, in that scenario, it will get the right number or skill set of staff to maintain the necessary
service level (see paragraph 8 titled “Separation” in Section 8 (Description of the Bank)).
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Furthermore, the Secretary of State for Business, Innovation and Skills may, under section 76(1) of the
Companies Act 2000, direct the Bank to change its registered name if, in his opnion, it gives so misleading
an indication of the nature of its activities as to be likely to cause harm to the public. The FCA has the power
to prevent the use of the “co-operative” name, or to take other action regarding the Bank’s branding, if the
FCA considers this desirable to protect consumers, to promote competition in the interests of consumers or
to protect the integrity of the UK financial system (note 2.55L(2)(c) and (3), s.55N and the FCA’s objectives
in s.1C, 1D and 1E of FSMA).

The Bank’s strategy is based in part on leveraging the Bank’s reputation as being fairer, more responsible
and more trusted than its competitors. This is a key competitive advantage for the Bank and there is a risk
that, as a result of the Recapitalisation Plan and the Bank’s new ownership structure, the Bank’s
reputation as being fairer, more responsible and more trusted than its competitors may be undermined.

The Bank has been wholly owned by Co-operative Group, which is a mutual organisation owned by and run
for the benefit of, its members. As a result, the Bank has sought to manage its business so as to target a higher
quality of service and a superior product offering to its customers, sometimes including more customer
attractive interest rates, rather than focusing specifically on profit maximisation.

Upon the successful completion of the Recapitalisation Plan, 70 per cent. of the equity of the Bank will be
owned by its former lower tier 2 bondholders (i.e. the holders of the Dated Notes). As a result of the Bank’s
new ownership structure or as a result of implementing its newly adopted strategy, the Bank may find itself
in conflict between its obligations to its new Ordinary Shareholders and its mutual ethos and heritage, in
particular around profit maximisation and the steps required to implement certain elements of the Bank’s
strategy. There is a risk therefore that the Bank decides to follow a course of action which is inconsistent
with the Bank’s mutual ethos and heritage. This may, unless the consequential reputational damage is
mitigated, make customers, depositors and investors unwilling to do business with the Bank which may, in
turn, result in customer attrition. Furthermore, such conflict may lead to the Bank reconsidering all or certain
aspects of its strategy, such as building on the Bank’s co-operative brand strength and high levels of customer
satisfaction (see paragraph 3 titled “Strategy” in Section 8 (Description of the Bank)).

The group of Holders of Dated Notes who were involved in the negotiation of the terms of the revised
Recapitalisation Plan with the Bank and Co-operative Group (the LT2 Group) have acknowledged that the
Bank is unique for its ethics, mission and heritage which are essential components of the Bank’s
differentiated approach and it is important to them that the Bank maintains its unique characteristics and
ethos. Further, to ensure that the Bank continues to have a clear ethical focus, cooperative values and ethics
shall be, for the first time, with the agreement of the Co-operative Group and the LT2 Group, been embedded
in the constitution of the Bank and the Bank will set up a values and ethics committee, with an independent
director as chair.

However, shareholders of the Bank may decide to remove those provisions of its constitution that entrench
Co-operative values and ethics. The Bank has agreed principles of co-existence with Co-operative Group
pursuant to which the use of trade-marks as between Co-operative Group and Bank is governed. Under this
agreement, Bank’s removal of those provisions without Co-operative Group’s consent, would result in the
Bank being obliged to cease exploitation of Co-operative Group’s trademarks and ceasing to offer
membership rights in Co-operative Group or any other benefits associated with being a co-operative. This
would, in turn, under the Bank’s current strategy, conflict with those aspects of its strategy focused on
building on the co-operative brand strength and leveraging off the Bank’s relationship with Co-operative
Group and the Co-operative Group membership. It is therefore likely that the removal of these entrenched
values and ethics would result in the Bank changing its strategy which could adversely effect the Bank’s
business and financial condition and results of operations and could damage its relationships with its
regulators.

The Bank’s operations are highly dependent on the proper functioning of IT and communication systems.
Any significant delay in or failure of the Bank to re-engineer its existing IT platform to meet the
requirements of its business strategy may adversely affect the future operational and financial
performance of the business.
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The Bank relies heavily on its operational processes and on IT and communication systems to conduct its
business, including the pricing and sale of its products, payment processing, data collection, assessing
acceptable levels of risk exposure, setting required levels of provisions and capital, and maintaining customer
service and accurate records and security.

These processes and systems may not operate as expected, may not fulfil their intended purpose or may be
damaged or interrupted by increases in usage, human error, unauthorised access, implementation/change
activities, natural hazards or disasters or similarly disruptive events. Any failure of the Bank’s IT and
communications systems and/or third-party infrastructure on which the Bank relies, including that of
Co-operative Group or other suppliers, could lead to significant costs and disruptions that could adversely
affect the overall operational or financial performance of the business as well as harm the Bank’s reputation,
cause the Bank to breach its obligations as a regulated entity and/or attract increased regulatory scrutiny.

Notwithstanding anything in this risk factor, this risk factor should not be taken as implying that the Bank
will be unable to comply with its obligations as a company with securities admitted to the Official List (as
the case may be).

The Bank has recently undertaken a review of the IT resilience risks associated with the Bank’s IT platform
and infrastructure. The review has identified risks that fall broadly into the categories of “disaster recovery”
“design of IT systems”, “single points of failure”, “end of life technology” and “third party suppliers”. The
output from this risk review has been shared with the PRA as part of their thematic review of IT resilience
risks across the UK banking industry. The Bank has initiated a three-year IT resilience remediation
programme which will remediate the critical risks identified by the review, and has committed significant
additional investment to this programme. The resilience review also identified risks in the Bank’s data centre
facilities and the committed investment covers the required remediation activities. The Bank will continue
to be subject to these risks until such time as it has completed its planned remediation activities, scheduled
for the end of 2016 (and the intention is to prioritise remediation of high priority risks by the end of 2014
wherever possible). Any failure in systems as a result of not remediating the IT risks, or in the period to such
remediation being completed, could adversely affect the Bank’s ability to conduct its business and lead to
the PRA imposing additional requirements on the Bank or subject the Bank to additional regulatory scrutiny.

There are also access control issues across the Bank that have been highlighted within past internal and
external audit reports and internal assessments highlighting associated risk exposures. These issues include
the overall governance of logical access and how access to data is managed within IT and the wider business.
In response, there is targeted activity to address key areas of control weaknesses such as the Logical Access
Management project. The need for further remediation is being assessed and will be reported to the Bank’s
Risk Committee.

The Bank had previously intended to replace key IT systems (including the existing core banking platform,
and the applications that support the branch, internet and call centre channels) with a new core software
platform which it had been developing or, had the planned acquisition of Lloyds TSB branches (the Verde
Business) gone ahead, with the IT systems used by the Verde Business. The Bank has since undertaken a
strategic review of its overall IT requirements against the backdrop of the strategy of the Core Business, and
has agreed a new IT strategy. This strategy involves incremental re-engineering of the existing platform to
create a target platform that supports the Core Business, including: introduction of new digital channel
applications with improved capabilities as the Bank’s digital channel offerings lag significantly behind its
competitors; enhancements to the core mainframe platform to allow for simpler product development and
management; improved reporting and analytics; and improved process and workflow automation. This re-
engineering will be combined with simplification of IT systems in order to reduce running costs (as the IT
running costs are currently above the Bank’s industry peers) e.g. rationalisation of existing savings and
mortgage platform. Cost reductions from improvements in IT operating efficiency will also be targeted
although this will require management of the risk that these reductions reduce service below acceptable
levels.

These IT initiatives are significant, both in terms of scale, complexity and cost and the Bank also has a poor
historic track record of successfully implementing large-scale changes and therefore these initiatives involve
delivery risk, although this is partially mitigated by the modular and iterative delivery approach that is being

78



adopted. Any significant delay in or failure of the Bank to deliver these IT re-engineering initiatives may
result in significant additional investment costs and also significantly impact on the Bank’s ability to achieve
its business strategy, and may adversely affect the future operational and financial performance of the
business. Whilst the investment costs continue to be assessed by the Bank, if investment costs materially
exceed the level of cost that the Bank determines through the current assessment process, then the Bank
would consider alternative IT strategies to implement the business strategy. The Bank recognises that there
are aspects of the delivery of this re-engineering programme and the implementation of the IT strategy which
will require the Bank to engage third parties to complement its intended delivery capability, in particular in
respect of the digitalisation aspects of the programme (although others may be identified in due course).

As part of the Bank’s wider strategy, the Bank is still in a process of transition from the merger with Britannia
and is continuing to integrate heritage systems and processes. As a result, there are risks associated with the
on-going integration of two organisations of the size of the Bank and Britannia. Particular areas of risk
include: difficulties or unexpected costs relating to the integration of technology platforms, financial and
accounting systems and difficulties or unexpected costs in realising synergies from the remaining
consolidation of head office and back office functions. If the implementation of any such projects is not
delivered on time, and/or the costs of implementation rise significantly and the Bank fails to exploit such
projects once implemented, there is a risk that there could both be a delay to the future benefits, and an
increased cost for the transformation process which may have an adverse effect on the Bank’s business,
financial position and results of operations.

The Bank relies on the provision of a number of services (including certain critical functions) by
Co-operative Group, including IT.

The IT services provided by Co-operative Group include core infrastructure services, colleague technology
services, network services, service management services (including change management services),
architecture direction, architecture design, supplier management, IT programme management and
management operations. For further information see paragraph 7 titled “Technology/IP/IT” in Section 8
(Description of the Bank).

It is intended that one of the IT functions which is currently provided to the Bank by Co-operative Group
under the Existing IT Service Agreement will return to the Bank under a New IT Services Agreement (as
defined in paragraph 20.1(a) titled “IT Services Agreement” in Section 20 (Additional Information)), the
terms of which are to be finalised. The returned function is IT service continuity and disaster recovery. Under
the New IT Services Agreement the Bank would manage the Bank’s receipt of Co-operative Group’s
provision of these services. For further information please see paragraph 20.1(a) titled “IT Services
Agreement” in Section 20 (Additional Information). Following completion of the Liability Management
Exercise, a significant majority of the I'T functions provided to the Bank by Co-operative Group are expected
to return, over time, to the Bank.

In addition, the Bank relies on Co-operative Group to provide certain services in respect of finance
(including procurement), marketing, human resources, risk, corporate affairs, secretariat (governance),
secretariat (legal), estates and investment property management functions. Some of these services are critical
to maintaining the level of support for the on-going needs of the business and customers. Please see
paragraph 20.1 titled “Project Unity” in Section 20 (Additional Information) for further details of these
services.

The Bank intends that certain services which are currently provided to the Bank by Co-operative Group
under the Existing MSA will return to the Bank on completion of the Liability Management Exercise under
a New MSA (as defined in paragraph 20.1(b) titled “MSA” in Section 20 (Additional Information), the terms
of which are under negotiation. These include secretariat services and corporate affairs. Under the New MSA
the Bank would control and direct Co-operative Group’s provision of these and other services. Please see
paragraph 20.1(b) titled “MSA” in Section 20 (Additional Information) for further details. As described in
paragraph 8 titled “Separation” in Section 8 (Description of the Bank), the Bank and Co-operative Group
shall be considering further changes to the arrangements under the current MSA such that, following
completion of the Liability Management Exercise, all services that would otherwise have been provided by
Co-operative Group to the Bank under the MSA will return to the Bank.
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The concentration of responsibility for providing a wide range of services with Co-operative Group, as a
single supplier, increases the risk that any event or series of events impacting the ability of Co-operative
Group to provide the services or perform its other obligations (such as an event of force majeure or an
insolvency event) would have an impact on the Bank’s ability to conduct its business.

Under the New IT Services Agreement and New MSA, to the extent implemented in their current form, the
Co-operative Group would be required to provide the services in accordance with Co-operative Group
policies, except where Co-operative Group and the Bank agreed that a Co-operative Bank policy should
apply in substitution for a Co-operative Group policy. The Bank would be able to require that a Co-operative
Bank policy is followed where required by applicable law or a regulator. As a result, Co-operative Group
would seek to provide these services in a way that enables it to comply with its policies (e.g. its ethical
policies which may be detrimental to the business of the Bank).

If Co-operative Group fails to provide or procure the services envisaged or provide them in a timely manner
or to agreed levels under either of the Existing IT Services Agreement or Existing MSA, such failure could
have a material adverse effect on the Bank’s business, prospects, results of operations and financial position.

The Bank is dependent on third party providers of services, IT, software, data and other assets.

There is a risk that third-party providers will fail to supply services, IT, software, data or other assets. If third
party providers fail to provide or procure the services envisaged or to provide them in a timely manner or to
agreed levels, or the arrangements with those providers are terminated by the third party, such failure could
have a material adverse effect on the Bank’s business, prospects, results of operations and financial position.
The Bank may be unable to source an alternative provider for the services, IT, software, data or other assets
on a timely basis, on equivalent terms or without significant expense, or at all. The additional costs and
expenses incurred in doing so may have a material adverse effect on the Bank’s cost base. This could have
a material adverse effect on the Bank’s business and the results of its operations.

Any reduction in third party product quality or any failure by a third party to comply with the Bank’s
licensing or regulatory requirements, including requirements with respect to the handling of customer data,
could cause a material disruption to or adverse financial and/or reputational impact on the Bank’s business.
Any of these events could have a material adverse effect on the Bank’s business, prospects, results of
operations and financial position.

The Bank is dependent on CFSMS to provide certain personnel and assets, and to on-supply certain
services, data and assets supplied by third party providers.

A significant proportion of third party services and assets are procured by CFSMS for the benefit of the Bank
and other members of Banking Group.

CFSMS was established as a wholly-owned subsidiary of Banking Group to facilitate economies of scale
through the sharing of employees and the sourcing of third party services across Banking Group, including
the Bank. It employs the majority of personnel within Banking Group. Banking Group utilises employees
across its different businesses. As such, the Bank procures certain assets and third party services (including
services provided by Steria Limited and SAS Software Limited) through CFSMS. The Bank receives third
party services and assets with the support of procurement service provided by Co-operative Group, but the
agreements under which those assets or third party services are provided are entered into by CFSMS.

As a result, the Bank is reliant on CFSMS to on-supply services, staff and assets to Bank. As part of the
proposed separation (see paragraph 8 titled “Separation” in Section 8 (Description of the Bank)) the Bank
intends to transfer from CFSMS the employees, assets and contracts it uses pursuant to the CFSMS-Bank
2006 Agreement, so that it is significantly less reliant on CFSMS to provide personnel and services to
conduct its day-to-day activities. To the extent that these transfers or alternative arrangements cannot be
implemented before completion of the Liability Management Exercise, the Bank’s current proposal that the
Bank and CFSMS will enter into a new agreement to replace the CFSMS-Bank 2006 Agreement, for the
purpose of (amongst other reasons) ensuring the Bank has robust contractual recourse should CFSMS fail to
deliver assets or secondees or fail to enforce the terms of any third party agreement under which those
supplies are obtained or otherwise is in breach. A summary of the draft terms of the amended CFSMS-Bank
Framework Agreement is set out in paragraph 20.2 titled “CFSMS — Bank Framework Agreement” in Section
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20 (Additional Information). However, until such agreement can be reached, the current arrangements will
continue with the consequential risk of significant additional VAT charge for the Bank and reliance on
CFSMS staff on terms that are not sufficiently robust.

It may not be possible to agree new arrangements pursuant to which Co-operative Group and CFSMS will
continue to provide services, personnel and assets to Bank. A failure or delay in agreeing the new
arrangements will result in, amongst other things, a significant VAT charge for the Bank. The new
arrangements may be less favourable to Bank than the existing arrangements.

The Bank is dependent on Co-operative Group for the provision of a number of services and is dependent
on CFSMS for the provision of certain personnel, assets and the on-supply of certain third party services (see
“The Bank relies on the provision of a number of services (including certain critical functions) by Co-
operative Group, including IT” and “The Bank is dependent on CFSMS to provide certain personnel and
assets, and to on-supply certain services, data and assets supplied by third party providers” above). There
are a number of agreements in place to govern these arrangements (the “Existing Service Agreements”).

In light of the fact that, on completion of the Liability Management Exercise, the Bank will cease to be part
of the same group as Co-operative Group and CFSMS, the Bank, Group and CFSMS are currently
renegotiating the terms of the Existing Service Agreements with a view to ensuring that the replacement
arrangements are appropriate to reflect this fact.

As the terms of the replacement arrangements are still the subject of negotiation, there is a risk that the scope
of or terms upon which the services are agreed to be provided to Bank may not be as favourable to Bank as
the terms of the current arrangements or that Bank may not receive all the personnel, use of assets or services
which it requires. In such circumstances, the Bank will be dependent on sourcing such personnel, assets or
services from elsewhere and there is no guarantee that the Bank will be able to source such personnel, assets
or services, to do so within a reasonable period of time, or to do so on favourable terms.

If, and for so long as, the terms of the new agreements cannot be agreed, the Existing Service Agreements
will continue to apply with the result that the Bank would incur a significant VAT cost from completion of
the Liability Management Exercise as a result of VAT becoming payable in respect of the services, as the
Bank and Co-operative Group will no longer be in the same VAT group. In relation to staff, continuation of
the Existing Service Agreements will result in the Bank continuing to have to rely on CFSMS for the
provision of the majority of the staff in its business. In addition, if, and for so long as, the terms of the
Existing Service Agreements continue to apply, Co-operative Group and CFSMS will continue to be able to
terminate those agreements on relatively short notice with the consequence that, should they do so, the
services provided under the Existing Service Agreements may cease before appropriate replacement
arrangements have been found. Consequently, failure to reach agreement on the replacement arrangements
could have a material adverse effect on the Bank’s business, prospects, results of operations and financial
position.

The Bank’s requirement for standalone insurance arrangements.

The Bank has historically participated in Co-operative Group’s insurance programme. On completion of the
Liability Management Exercise, the Bank will need to arrange its own insurance on a standalone basis. As
at the date of this Prospectus, there is no guarantee that the cover which the Bank will be able to obtain on
a standalone basis will be equivalent to that available to it under Co-operative Group's programme, whether
in respect of the level, pricing and terms (including continuity) of cover.

The contributions that the Bank is required to make to its pension schemes may change over time. The
Bank may be obliged to make large one-off payments to the pension schemes if certain events occur.

Co-operative Group operates several pension schemes. The main Co-operative Group pension scheme is
Pace, which provides defined contribution and defined benefit pensions for current employees and former
employees. The Bank participates in Pace. In addition, Co-operative Group operates several other pension
schemes, including the Britannia Pension Scheme (the Britannia Scheme). The Bank is a guarantor in
respect of the Britannia Scheme.
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The assets of the pension schemes are held and managed by trustees separate from the Bank’s assets. At
present there is an actuarial deficit in Pace, with the most recent actuarial report indicating that there was a
funding deficit of £715 million as at 5 April 2013. The employers participating in Pace make aggregate
contributions towards the deficit as agreed between Co-operative Group and the trustee of Pace following the
advice of the independent scheme actuary. These contributions are reviewed by the trustee and Co-operative
Group following each triennial actuarial valuation. The time by which the trustees and Co-operative Group
are required, under pensions legislation to agree contributions is 15 months after the effective date of the
valuation, although this deadline can often be extended. This may lead to an increase in the rate of
contributions the participating employers are required to make to the scheme. Co-operative Group conducts
negotiations with the trustee of Pace on behalf of all the employers in Pace and then allocates the agreed
aggregate employer contributions among the participating employers. Although Co-operative Group seeks
input from the Bank in connection with the valuation process, ultimately the Bank’s contributions can be
determined by Co-operative Group without the Bank’s agreement. However Co-operative Group has
undertaken to agree with the Bank its proportion of the employer contributions to Pace (if not agreed, the
matter will be referred to an independent third party).

CFSMS is the employer in relation to the Britannia Scheme and charges the Bank for any payments due to
the scheme in respect of members employed by CFSMS and working for the Bank. This means that the Bank
is charged for contributions to the Britannia Scheme which have historically been determined without any
input from the Bank. However, Co-operative Group has undertaken to procure that if CFSMS is not
controlled by the Bank, CFSMS will not take or omit to take any action without the Bank’s prior agreement
if the result would be to increase the Bank’s liabilities or contributions in respect of the Britannia Scheme.
In addition the Bank has also provided guarantees in respect of the Britannia Scheme under which the Bank
may become liable to contribute towards that scheme. The most recent actuarial report indicated that the
funding deficit in the Britannia Scheme as at 5 April 2013 was £61 million.

Risk arises from the schemes because the value of their asset portfolios and returns from them may be less
than expected and because there may be greater than expected increases in the estimated value of the
schemes’ liabilities (for example, due to rates of investment return, pensioner mortality, changes in interest
rates, changes in pension regulations, changes in expenses (including the Pension Protection Fund levy) and
changes in the trustees’ view of the strength of the employer). In these circumstances, the Bank could be
obliged, or may choose, to make additional contributions to the pension schemes.

Liabilities may also arise for the Bank as an employer participating in a defined benefit pension scheme (or
as the guarantor of such employers) in certain circumstances set out in legislation, for example on ceasing
to participate in the pension scheme or becoming insolvent. The liability will be the value of the employer’s
share of the deficit at the time, calculated by reference to the cost of buying out the scheme’s liabilities in
the insurance market (which commonly produces a greater deficit than the ongoing funding deficit — in some
cases a substantially greater deficit). No formal calculations have been undertaken in respect of what the
Bank’s share of such deficit would be, and if calculated it could be very large. Co-operative Group has the
power under the rules of Pace to require the Bank (or any other participating employer) to cease to participate
in Pace; exercise of that power would result in a liability for the Bank of this type. However Co-operative
Group has undertaken not to exercise its powers without the Bank’s prior written approval except (i) where
the Bank is in breach of the rules of Pace, (ii) where required by law or (iii) where all other employers cease
participation at the same time so that a liability of this type does not arise. Further, if the Bank sought to
address its risks as a participating employer in Pace by terminating its participation, a liability of this nature
would result.

It is possible to agree arrangements that would reduce the Bank’s liability on termination of participation in
Pace. Any such arrangement would require the consent of the trustees of Pace and in some cases of Co-
operative Group and the Pensions Regulator. No arrangements have been agreed and there is a risk that none
can be agreed.

If CFSMS terminated its participation in the Britannia Scheme (for example as part of separating the Bank’s
pension arrangements from Co-operative Group’s), CFSMS would incur a liability as described above which
would have to be met by the Bank. Any arrangement to reduce CFSMS’s liability would require the consent
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of the trustees of the Britannia Scheme and in some cases of the continuing sponsoring employer after
CFSMS’s exit. No arrangements have been agreed and there is a risk that none will be agreed.

Pace is a non-segregated, hybrid pension scheme in which several Co-operative Group companies
participate, including the Bank. On an on-going basis, each employer is responsible for funding a proportion
of the Pace liabilities, as determined by Co-operative Group, subject to Co-operative Group’s undertaking to
agree the Bank’s proportion with the Bank. In addition, there are circumstances in which funding from an
employer may be required for liabilities relating to members’ service with another employer. In particular,
where other employers in Co-operative Group have ceased to participate in the pension scheme without
satisfying their liabilities (for example due to insolvency) the Bank’s share of the deficit could include
liabilities relating to those other employers, up to the level of the entire deficit in the scheme (calculated on
the insurance buy-out basis mentioned above).

The Pensions Regulator also has the power to require an employer of a defined benefit scheme or a person
connected or associated with it to make a contribution to or provide financial support for that scheme in
certain circumstances. There are eight defined benefit pension schemes within the Co-operative Group in
addition to Pace and the Britannia Scheme and there is a risk that the Pensions Regulator could impose
liability in respect of any of these Co-operative Group pension schemes on the Bank. Such liability could
have a material adverse affect on the Bank.

Co-operative Group has engaged in discussions with the trustees of the pension schemes and the Pensions
Regulator. These discussions have centred on the effect on the pension schemes of the turnaround plan, in
particular on the future funding of the pension schemes and the position of the trustees as creditors compared
with that of other creditors. These discussions have not yet concluded and Co-operative Group continues to
seek to satisfy the trustees and the Pensions Regulator on the matters they have raised.

The burden on the Bank of the Financial Services Compensation Scheme, which imposes significant
levies on the Bank, may increase in future periods.

FSMA established the FSCS, which pays compensation to eligible customers of authorised financial services
firms which are unable, or are likely to be unable, to pay claims against them. An institution’s FSCS levy is
linked to its share of the UK deposit market, and therefore its FSCS levy may have a material impact on its
profits. As at the date of this Prospectus, a number of claims against the FSCS have been triggered. Claims
on the FSCS are funded by loans from HM Treasury, and until such loans are repaid, increased levies on UK
deposit-taking institutions fund interest payments on such loans. As a result of the various claims under the
FSCS, the Bank, in common with all regulated UK deposit takers, has recently been subject to significantly
increased FSCS levies. In certain circumstances, regulated UK deposit takers may further be required to
fund, by way of a further increase in the FSCS levy, the capital repayment to HM Treasury of such loans.
There can also be no assurance that there will be no actions taken under the Banking Act that may lead to
future claims against the FSCS, and concomitant increased FSCS levies payable by the Bank (and other
regulated UK deposit takers), which may have a material adverse effect on its results of operations.

Based on its share of protected deposits, the Bank pays levies to the FSCS to enable the scheme to meet
claims against it. The amount provided for in the Bank’s accounts to meet its obligations to the FSCS was
£38.4 million as at 30 June 2013. While it is anticipated that the substantial majority of claims will be repaid
wholly from recoveries from the institutions concerned, there is the risk of a shortfall, such that the FSCS
may place additional levies on all FSCS participants, which levies may be in significant amounts that may
have a material impact on the Bank’s profits. For example, in March 2012 the FSCS and HM Treasury agreed
the refinancing of £20.4 billion in loans made to the FSCS by HM Treasury to fund the compensation
payments made by the FSCS to customers whose savings were put at risk by bank failures in 2008 and 2009.
As a result, the FSCS was required to pay a significantly increased amount of interest which it will recover
through additional levies on the financial services industry. Following recoveries since March 2012, the
FSCS currently has outstanding loans of approximately £17.3 billion.

As noted above, in common with other financial institutions which are subject to the FSCS, the Bank also
has a potential exposure to future FSCS levies resulting from the failure of other financial institutions and
consequential claims which arise against the FSCS as a result of such failure. The quantification and timing
of such losses are, accordingly, yet to be determined and, therefore, although the Bank’s share could be
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significant (reflecting the fact that the share is calculated by reference to the level of each institution’s
protected deposits and, for the scheme year 2012/2013, the Bank’s share of such deposits was 3 per cent.),
the Bank has not made any provision in respect of such levies yet.

Historically, compensation scheme levies similar to the FSCS have tended to increase over time (especially
during and in the aftermath of periods of economic crisis), and there can also be no assurance that there will
not be any further claims against the FSCS and concomitant increased FSCS levies payable by the Bank.
Any such increases in the Bank’s costs and liabilities related to the levy may have a material adverse effect
on the results of operations of the Bank. In July 2012, the FCA published a consultation paper as part of its
FSCS Funding Model Review (FFMR). The FFMR will concentrate on issues such as the composition of
the nine funding classes, the levy thresholds applicable to each and their tariff bases. However, the
methodology for determining levies per institution will be driven primarily by revisions to the EU Deposit
Guarantee Scheme Directive (DGSD). The European Commission published a legislative proposal in July
2010. The main changes proposed included a tighter definition of deposits, a requirement that the Deposit
Guarantee Scheme pay customers within a week and that banks must be able to provide information on the
aggregated deposits of a depositor, known as the single customer view, at any time. On 12 June 2013 the
European Council announced that the negotiations on revisions to the DGSD were on hold, pending further
development on the RRD.

As a result of the structural reorganisation and reform of the UK financial regulatory authorities, the FSCS
is now the responsibility of the FCA. It is possible that future policy of the FSCS and future levies on the
Bank may differ from those at present, and such reforms could result in the Bank incurring additional costs
and liabilities, which may adversely affect its business, financial condition and/or results of operations.

During 2012, the FSCS indicated that it expected to raise a capital levy to cover the estimated shortfall in the
amounts recovered from the failed banks to repay HM Treasury loans made to the FSCS. The Bank has
provided £11.6 million (30 June 2012: £nil) in respect of its share of this levy.

Reputational risk could cause harm to the Bank and its business prospects.

The Bank’s reputation is one of its most important assets and its ability to attract and retain customers and
conduct business with its counterparties could be adversely affected to the extent that its reputation or the
reputation of its brand is damaged. Failure to address, or appearing to fail to address, various issues that
could give rise to reputational risk could cause harm to the Bank and its business prospects. Reputational
issues include, but are not limited to:

. the reputational damage arising from the downgrades to the Bank’s credit ratings and the
implementation of the Recapitalisation Plan;

. litigation or objections from creditors in connection with the Liability Management Exercise or the
Recapitalisation Plan as a whole and associated media coverage;

. being required to raise further capital in the future, which could affect, or be perceived to affect,
confidence in the Bank;

. failure to implement the Bank’s strategy;

. a reduction in the Bank’s’ customer service levels resulting from cost-cutting to the Bank’s Core
Business and/or the reorientation of the Bank’s distribution channels;

. the Bank no longer being owned by Co-operative Group with the result that the mutual and ethical
reputation of Co-operative Group could conflict with the profit maximisation objective of other
holders of Ordinary Shares and the Board’s duties to such shareholders;

. an impact to the Bank’s reputation as a result of an action of Co-operative Group which adversely
impacts the Bank brand, including as a result of adverse findings following from any legal or
regulatory investigation into the Bank’s conduct, in particular criticism arising from the independent
Kelly Review into the events which led to the announcement of the Bank’s Recapitalisation Plan,
which is due to report to Co-operative Group’s members’ annual general meeting in May 2014;
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. failing to appropriately address potential conflicts of interest;

. breaching or facing allegations of having breached legal and regulatory requirements (including
money laundering and anti-terrorism financing requirements and conduct risk events such as past
business reviews);

. acting or facing allegations of having acted unethically (including having adopted inappropriate sales
and trading practices);

. failing or facing allegations of having failed to maintain appropriate standards of customer privacy,
customer service and record-keeping;

. technology failures that impact upon customer services and accounts;
. internal fraud, such as market manipulation;
. failing to properly identify legal, reputational, credit, liquidity and market risks inherent in products

offered; and
. generally poor company performance.

A failure to address these or any other relevant issues appropriately could make customers, depositors and
investors unwilling to do business with the Bank, which could adversely affect its business, financial
condition and results of operations and could damage its relationships with its regulators. The Bank cannot
ensure that it will be successful in avoiding damage to its business from reputational risk.

In past years the Government has provided significant support to UK financial institutions, including
most recently the Funding for Lending Scheme which commenced on 1 August 2012 and to which an
extension was announced on 24 April 2013. Any significant reduction or withdrawal of the Funding for
Lending Scheme could increase competition for other sources of funding which could adversely impact
the Bank.

In past years the Government has provided significant support to UK financial institutions, including through
the Special Liquidity Scheme, which is the liquidity scheme introduced by the Bank of England on 21 April
2008 for certain financial institutions, which was introduced in April 2008 to improve the liquidity position
of the banking system by allowing banks and building societies to swap their high-quality mortgage-backed
and other securities for UK Treasury Bills for up to three years, and the Credit Guarantee Scheme, which
was introduced in October 2008 and under which the Government guaranteed eligible bank and building
society debt securities for a limited period.

On 1 August 2012, the Funding for Lending Scheme became operational. The aim is to boost the incentive
for banks and building societies to lend to UK households and non-financial companies. The Funding for
Lending Scheme is designed to reduce funding costs for participating institutions so that they can make loans
cheaper and more easily available. Access to the Funding for Lending Scheme is directly linked to how much
each institution lends to the real economy. Those that increase lending are able to borrow more and at a lower
cost than those that scale back their loans. Under the Funding for Lending Scheme, participating financial
institutions are, for a period of 18 months to the end of January 2014, able to borrow funds with a maturity
of up to four years. On 24 April 2013, the scheme was extended for a further 12 months, with drawings now
permitted until the end of January 2015 and the funding under the scheme now running until January 2019.
The Bank accessed the Funding for Lending Scheme in the first half of 2013, drawing £900 million of
Treasury Bills. The Treasury Bills remain available to the Bank until March 2017. The fee payable under the
scheme is linked to net lending growth and therefore may increase.

The availability of Government support for UK financial institutions, to the extent that it provides access to
cheaper and more attractive funding than other sources, reduces the need for those institutions to fund
themselves in the retail or wholesale markets. Any significant reduction or withdrawal of Government
support will increase funding costs for those institutions which have previously utilised that support. In
addition, other financial institutions that have relied significantly on Government support to meet their
funding needs will also need to find alternative sources of funding when that support is reduced or withdrawn
and, in such a scenario, the Bank expects to face increased competition for funding, particularly retail
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funding on which it is reliant, in the future. This competition could further increase its funding costs and
thereby adversely impact its results of operations and financial position.

The extension to the Funding for Lending Scheme announced in April 2013 has skewed the incentive
towards lending to SMEs, by weighting net lending to that sector by a factor of 10 in 2013 and 5 in 2014.
This will benefit eligible institutions which are seeking to reduce the residential mortgage element of their
balance sheets but which are still providing loans to SMEs. As the Bank is seeking to reduce its exposure to
commercial real estate lending but does conduct some lending with SMEs, there is a risk that its competitive
position will be damaged through other institutions having greater access to new Funding for Lending
Scheme funds that the Bank does not enjoy, with the result that the Bank might not be able economically to
match the pricing of those competitors in the mortgage market.

The Bank’s guidelines and policies for risk management may prove inadequate for the risks faced by its
business and any failure to properly manage the risks which it faces could cause harm to the Bank and
its business prospects. Certain controls have not in the past operated effectively

The management of financial, operational and legal risks requires, among other things, robust guidelines and
policies for the accurate identification and control of a large number of transactions and events. In addition,
the Bank’s board is responsible for setting the overall Bank risk strategy, identifying the key business risks
facing the Bank and planning the Bank’s risk strategy and the acceptable level of risk appetite. The Bank’s
risk management guidelines and policies may not always prove to be adequate in practice. The operation of
controls over credit risk have, in the past, not operated effectively and not adequately brought issues to the
attention of senior management quickly enough. In recognition of this, credit risk controls were recently
reviewed by senior management and external advisers, and such controls have been tightened.

Until September 2013, Banking Group maintained a common governance, organisational and risk
management structure. From September 2013, and as a result of the separation of the Bank from
Co-operative Group, the Bank has put in place its own revised, updated and independent risk management
framework. The revised and updated risk management framework and policies have been adopted by the
Bank, however these policies will take time to be embedded within individual business units, in particular in
relation to awareness of responsibilities. In addition, whilst the revised overall risk management framework
(and supporting documented risk policies) adheres to a clear three lines of defence model, there are still
occasions where the first and second lines are blurred and improvements are still required to be made to the
third line of defence, in particular improving the capability of the internal audit team. Prior to implementing
changes to the internal audit team, the Bank is utilising outsourced resources from Deloitte to support its
internal audit function. For further information of the Bank’s risk management framework, see Section 14
(Risk Management).

The Bank faces a wide range of risks in its business activities, including, in particular:

. credit risk is the risk that a borrower or a counterparty fails to pay interest or to repay the principal on
a loan or other financial instrument;

. liquidity risk, see the risk factor titled “The Bank’s business is subject to inherent risks concerning
liquidity, particularly if the availability of traditional sources of funding such as retail deposits
becomes limited and/or becomes more expensive, and this may have an adverse effect on the Bank’s
business, profitability and its ability to meet its liabilities as they fall due” above;

. market risk is the risk of loss as a result of the value of financial assets or liabilities (including off-
balance sheet instruments) being adversely affected by movements in market rates or prices. This loss
can be reflected in the near-term earnings by changing net interest income, or in the longer term
because of changes in the economic value of future cash flows. The main source of market risk within
the Bank is driven by mismatches between the repricing profiles of asset and liability customer
products within the retail and corporate businesses and certain characteristics embedded within these
products and basis risk. The Bank’s Treasury function also creates market risk through its various
portfolio management and trading activities along with currency risk;

. interest rate risk (a type of market risk) is the risk arising out of changes in interest rate levels, yield
curves and spreads, which may affect the Bank’s interest rate margin realised between lending and
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borrowing costs. Changes in currency rates, particularly in the sterling-dollar and sterling-euro
exchange rates, affect the value of assets and liabilities denominated in foreign currencies and may
affect income from assets and liabilities denominated in foreign currency. The performance of
financial markets may also cause changes in the value of the Bank’s investment and liquidity
portfolios. The Bank seeks to minimise the volatility of future earnings from interest rate changes and
all fixed interest rate risk exposure is removed from the Core Business and the Non-core Business and
consolidated at the centre where it is managed from the core balance sheet within agreed limits. The
Bank’s Treasury function is responsible for interest rate risk management for the Bank;

. model risk is the risk that an adverse outcome occurs as a direct result of weaknesses or failures in the
design or use of a model. Models are mathematical representations of business systems designed to
help describe, predict, experiment with or optimise decisions and scenarios and are used throughout
the Bank’s business;

. operational risk is the risk of loss resulting from inadequate or failed internal processes, people and
systems or external events. The operational risk control framework is in the process of being
strengthened to ensure that it meets regulatory requirements; and

. pension risk is the risk arising from exposure to scheme liabilities (to the extent liabilities are not met
by scheme assets) and risks inherent in the valuation of scheme liabilities and assets.

In the past, there have been failings by the Bank’s business units to adhere to the Bank’s credit risk policies,
including in respect of the origination and documentation of corporate loans. Weaknesses in the credit
challenge and control process resulted in such failings not being brought to the attention of senior
management quickly enough. These historic failings contributed to the impairment charges on the Bank’s
corporate loans, which were recognised in the financial year ended 31 December 2012 and the six month
period ended 30 June 2013. As a consequence, and in March 2013, the Bank launched an internal review of
its credit controls, in order to establish more robust control standards and to improve the ability of the Bank
to identify and anticipate credit risk issues. In addition, a number of independent reviews, in particular in
relation to corporate credit risk, have been undertaken by independent advisers. Consequential to such
internal and external reviews, the Bank has documented and approved new credit control standards, and a
number of changes have been made to limit the amount of credit control and discretion which can be
exercised within the business units themselves, and more detailed checks are now being performed by the
credit risk function. These reviews did not result in any amendments to the impairment provisions recorded
in prior financial years. There can be no guarantee that the Bank’s new control standards will be sufficient
to minimise further credit losses in the future.

The Bank has a range of tools designed to measure and manage the various risks which it faces. These
methods may prove to be inadequate for predicting risk exposure, which may prove to be significantly
greater than is predicted. Methods for risk management are based on evaluation of information regarding
markets, customers or other information that is publicly known or otherwise available to the Bank. Such
information may not always be correct, updated or correctly evaluated. In addition, even though the Bank
constantly measures and monitors its exposures, there can be no assurance that its risk management methods
will be effective, particularly in unusual or extreme market conditions. It is difficult to predict with accuracy
changes in economic or market conditions and to anticipate the effects that such changes could have on the
Bank’s financial performance and business operations.

The Bank’s business and financial performance would be adversely affected by a break-up of the single
European currency.

In recent years, there has been significant volatility in financial markets around the world. The financial
turbulence in 2008 and its after-effects on the wider economy have led to generally more difficult earnings
conditions for the financial sector and, at the time, resulted in the failures of a number of financial institutions
in the United States, the UK and elsewhere in Europe and unprecedented action by governmental authorities,
regulators and central banks around the world. A number of countries in Europe, such as the GIIPS countries,
together with Cyprus, have been particularly affected by the difficult financial and economic conditions since
2008 and are struggling with large sovereign debts and/or public budget deficits. These factors, together with
weak economies and disruption in the capital markets, necessitated a range of international rescue packages
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and other assistance, including for Greece and Ireland in 2010, Portugal in 2011, Greece and Spain in 2012
and, most recently, Cyprus in March 2013. The perceived risk of default on the sovereign debt of certain of
the GIIPS countries intensified in the latter part of 2011 and into 2012, particularly in relation to Greece.
This raised concern about the contagion effect such a default would have on other EU economies as well as
the on-going viability of the euro currency and the Economic and Monetary Union (EMU).

Reflecting these and other concerns, in January 2012 one of the major international credit rating agencies
lowered its long-term ratings in respect of nine European sovereigns, further increasing market uncertainty.
Furthermore, the effectiveness of the actions aimed at stabilising European economies and reducing debt
burdens is not assured and the possibility remains that the euro could be abandoned as a currency by
countries that have already adopted its use or, in an extreme scenario, abandonment of the euro could result
in the dissolution of the EMU. This would lead to the re-introduction of individual currencies in one or more
EMU Member States. The effects on the European and global economies of the potential dissolution of the
EMU, exit of one or more EU Member States from the EMU and the redenomination of financial instruments
from euro to a different currency, are impossible to predict fully.

However, if any such events were to occur they would likely:

. result in significant market dislocation;
. heighten counterparty risk; and
. affect adversely the management of market risk and, in particular, asset and liability management due,

in part, to redenomination of financial assets and liabilities.

If any such events were to occur, the Bank would be immediately exposed to certain potential losses on its
portfolio of treasury assets and to redenomination risks as one or more individual countries introduced new
currencies. However, as the Bank is a UK-focused retail and commercial operation it has no sovereign
exposure to the GIIPS countries but does have sovereign exposures to other Eurozone governments. As at
30 June 2013, the Bank had a £306.6 million gross exposure to the Government of Finland, and £226.5
million to the Federal Republic of Germany, as well as, by way of exposure to non-Eurozone countries, £91.2
million to the Swedish Export Credit Corporation, repayable in over one year. It held no other material
non-UK sovereign debt.

The Bank anticipates that the occurrence of any of the events described above would be likely to adversely
impact the cost and availability of wholesale funding, thereby increasing competition for retail funds and
adversely impacting the Bank’s net interest margin.

The Bank could be negatively affected by a deterioration or a perceived deterioration in the soundness of
other financial institutions and counterparties.

Given the high level of interdependence between financial institutions, the Bank is and will continue to be
subject to the risk of deterioration of the commercial and financial soundness, or perceived soundness, of
other financial services institutions. Within the financial services industry, the default of any one institution
could lead to defaults by other institutions. Concerns about, or a default by, one institution could lead to
significant liquidity problems, losses or defaults by other institutions, as was the case after the bankruptcy
of Lehman Brothers in 2008, because the commercial and financial soundness of many financial institutions
may be closely related as a result of their credit, trading, clearing or other relationships. Even the perceived
lack of creditworthiness of, or questions about, a counterparty may lead to market-wide liquidity problems
and losses or defaults by the Bank or by other institutions. This risk is sometimes referred to as “systemic
risk” and may adversely affect financial intermediaries, such as clearing agencies, clearing houses, banks,
securities firms and exchanges with whom the Bank interacts on a daily basis. Systemic risk could have a
material adverse effect on the Bank’s ability to raise new funding and on its business, financial condition,
results of operations, liquidity and/or prospects.

The Bank routinely executes a large number of transactions with counterparties in the financial services
industry, resulting in large daily settlement amounts and significant credit exposure. As a result, the Bank
faces concentration risk with respect to specific counterparties and customers. A default by, or even concerns
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about the creditworthiness of, one or more financial services institutions could therefore lead to further
significant systemic liquidity problems, or losses or defaults by other financial institutions.

Changes in the Bank’s accounting policies or in accounting standards could materially affect how it
reports its financial condition and results of operations.

From time to time, the International Accounting Standards Board (the IASB) and/or the EU change the
international financial reporting standards issued by the IASB, as adopted by the European Commission for
use in the EU (IFRS) that govern the preparation of the Bank’s financial statements. These changes can be
difficult to predict and could materially impact how the Bank records and reports its financial condition and
results of operations. In some cases, the Bank could be required to apply a new or revised standard
retroactively, resulting in restating prior period financial statements.

For example, amendments to International Accounting Standard 19 (IAS 19) are effective for accounting
periods beginning on or after 1 January 2013. The amendments update the recognition, presentation and
disclosures of retirement benefit plans. The most significant change in the treatment of defined benefit plans
is the replacement of the expected return on plan assets and interest cost with a single measure of net interest
income (or expense) based on the net retirement benefit asset (or obligation). The Bank is a participating
employer in Pace. Pace is a non-segregated hybrid scheme providing defined contribution and defined
benefit pensions for current employees and former employees. The Bank accounts under IAS 19 for its
payments to Pace on a defined contribution basis, which are recognised as an expense on the income
statement as incurred and based on a fixed percentage as agreed with the trustees. The Bank expects to adopt
amended IAS 19 in its financial statements for its financial year ending 31 December 2013, however this
amendment will not lead to a change in the pension costs disclosed by the Bank on the defined contribution
basis.

In addition, changes to International Financial Reporting Standard 9 (Financial Instruments: Recognition and
Measurement) (IFRS 9), which are due to become effective in relation to accounting periods beginning on
or after 1 January 2015, address phase 1 of the IASB’s project to replace International Accounting Standard
39, Financial Instruments: Recognition and Measurement. The changes will require the Bank to classify its
financial assets either at amortised cost or at fair value and the available for sale category for financial assets
currently used by the Bank will cease to be available. In addition, where the Bank opts to fair value its
financial liabilities under IFRS 9, the movement in fair value due to own credit risk will be directly
recognised in other comprehensive income unless this results in an accounting mismatch. Currently, other
than derivatives which are required, to be carried at fair value, the Bank only fair values its liabilities on
‘Customer accounts — capital bonds. The capital bonds are fixed term customer accounts with returns based
on movements in an index, such as FTSE-100, over the life of the bonds. The Bank uses swaps to create
economic hedges against all of its capital bonds and so has elected to carry them at fair value through income
and expense in order to prevent an accounting mismatch. The TASB is currently proposing amendments to
the classification and measurement requirements of Phase 1 of IFRS 9. The Bank expects that IFRS 9 will
significantly impact its financial statements, the full extent of which is currently being considered.

The TASB may make other changes to financial accounting and reporting standards that govern the
preparation of the Bank’s financial statements, which the Bank may adopt, or which the Bank may adopt
prior to the date on which such changes become mandatory if determined to be appropriate by the Bank, or
which the Bank may be required to adopt. Any such change in the Bank’s accounting policies or accounting
standards could materially affect its reported financial condition and results of operations.

The Bank’s accounting policies and methods are critical to how it reports its financial condition and
results of operations. They require the Bank to make estimates about matters that are uncertain.

Accounting policies and methods are fundamental to how the Bank records and reports its financial condition
and results of operations. The Bank must exercise judgement in selecting and applying many of these
accounting policies and methods so that they comply with IFRS.

In the Bank’s financial statements, the basis of preparation and accounting policies disclosures have
identified certain accounting policies in respect of which significant judgement is required in determining
appropriate assumptions and estimates when valuing assets, liabilities, commitments and contingencies.
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These critical judgements and estimates relate to the assumptions used in the determination of loan
impairment provisions, intangible and tangible assets impairments and deferred tax.

A variety of factors could affect the ultimate value that is obtained either when earning income, recognising
an expense, recovering an asset or reducing a liability. The Bank has established detailed policies and control
procedures that are intended to ensure that these judgements (and the associated assumptions and estimates)
are well controlled and applied consistently. In addition, the policies and procedures are intended to ensure
that the process for changing methodologies occurs in an appropriate manner. Because of the uncertainty
surrounding the Bank’s judgements and the estimates pertaining to these matters, the Bank cannot guarantee
that it will not be required to make changes in accounting estimates or restate prior period financial
statements in the future and any such changes or restatements could be material in nature.

Failure to maintain adequately and protect customer and employee information could have a material
adverse effect on the Bank.

The Bank collects and processes personal data (including name, address, age, bank and credit card details
and other personal data) from its customers, third party claimants, business contacts and employees as part
of the operation of its business, and therefore it must comply with data protection and privacy laws and
industry standards in the UK and the EU. Those laws and standards impose certain requirements on the Bank
in respect of the collection, use, processing and storage of such personal information. For example, under
UK and EU data protection laws and regulations, when collecting personal data, certain information must be
provided to the individual whose data is being collected. This information includes the identity of the data
controller, the purpose for which the data is being collected and any other relevant information relating to
the processing. There is a risk that data collected by the Bank and its appointed third parties is not processed
in accordance with notifications made to, or obligations imposed by, data subjects, regulators, or other
counterparties or applicable law. Failure to operate effective data collection controls could potentially lead
to regulatory censure, fines, reputational and financial costs as well as result in potentially inaccurate rating
of risks or overpayment of claims.

The Bank is also subject to certain data protection industry standards, and may be contractually required to
comply with those standards. For example, as a major processor of payments from payment cards, the Bank
is required to comply with the Payment Card Industry Data Security Standard as part of its contractual
obligations to merchant acquirers. For example, there is a risk that certain types of data security breaches
could subject the Bank to liability and/or damage to the Bank’s brands and reputation.

In addition, the Bank is exposed to the risk that the personal data it controls could be wrongfully accessed
and/or used, whether by employees or other third parties, or otherwise lost or disclosed or processed in
breach of data protection regulations. If the Bank or any of the third-party service providers on which it relies
(including Co-operative Group under the Bank’s separation arrangements) fail to process, store or protect
such personal data in a secure manner or if any such theft or loss of personal data were otherwise to occur,
the Bank could face liability under data protection laws. This could also result in damage to the Bank’s
brands and reputation as well as the loss of new or repeat business, any of which could have a material
adverse effect on the Bank’s business, prospects, results of operations and financial position.

The Bank has significant holdings of investment securities and negative changes in the fair value of these
securities could have a material adverse effect on the Bank’s comprehensive income, financial condition
and prospects.

As at 30 June 2013, the Bank’s portfolio of available for sale investment securities had a fair value of
£3.4 billion. The Bank’s investment securities are, where appropriate, fair valued on each balance sheet date
and may be significantly different from the amounts which will actually be paid on the maturity or settlement
dates of the instruments. As a wide range of valuation techniques are available, it may be inappropriate to
compare the Bank’s fair value information to that of independent market or other financial institutions.
Changes to assumptions and different methodologies can have significant impacts, particularly on fair values
which are based on unobservable inputs.

In addition, on the merger of the Bank with Britannia in 2009, Britannia’s net assets were restated to fair
value. The majority of these fair value adjustment unwinds are expected to be through the income statement
over the lives of the associated assets and liabilities. Although over time the impact is broadly neutral, the
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impact in any one year depends on the assumptions made about expected future arrears, interest rates,
redemption rates and maturities. The timing of fair value adjustment unwinds may have a material adverse
effect on the Bank’s operating results, financial condition and prospects.

Any changes in fair value of available for sale investment securities during the relevant period are recorded
in other comprehensive income, except for impairment losses and foreign exchange gains or losses which
are recognised in the income statement. Gains and losses arising on the sale of available for sale investment
securities are also recognised in the income statement, including any cumulative fair value gain or loss
previously recognised in other comprehensive income which is reclassified to the income statement. Any
changes in fair value of investment securities designated at fair value through income or expense during the
relevant period are recognised in the income statement. In each of the three financial years ended
31 December 2012, 2011 and 2010 and the six-month period ended 30 June 2013, the Bank recorded other
comprehensive income from available for sale investments (net of amounts reclassified to the income
statement) of £10.5 million, £32.6 million, £(15.6) million and £(24.1) million, respectively. In each of the
three financial years ended 31 December 2012, 2011 and 2010 and the six-month period ended 30 June 2013,
the Bank also recognised net impairment gains on available for sale investment securities of £2.7 million,
£nil million, £nil million and £nil million, respectively. The impairment gains related to a structured
investment vehicle held by the Bank.

In each of the three financial years ended 31 December 2012, 2011 and 2010 and the six-month period ended
30 June 2013, the Bank recorded fair value movements through the income statement from investment
securities designated at fair value through income or expense of £6.5 million, £(1.0) million, £nil and
£(16.3) million, respectively.

Although the Bank has recorded other comprehensive income in respect of its available for sale investment
portfolio in recent years, it has in previous years experienced significant fair valuation losses on securities
included in the portfolio. Accordingly, there can be no assurance that fair valuations of its investment
securities in future periods will not result in other comprehensive losses or impairments which could be
material. In addition, the value that the Bank ultimately realises for its investment securities may be lower
than their current fair value, resulting in losses being recorded in its income statement, which losses could
be material. Any of these factors could have a material adverse effect on the Bank’s operating results,
financial condition or prospects.

The Bank is exposed to the risk of changes in tax legislation and its interpretation and to increases in the
rate of corporate and other taxes.

The Bank’s activities are principally conducted in the UK and it is therefore subject to a range of UK taxes
at various rates. Future actions by the Government to increase tax rates or to impose additional taxes would
reduce the Bank’s profitability. Revisions to tax legislation or to its interpretation might also affect the
Bank’s financial condition in the future. In addition, the Bank is subject to periodic tax audits which could
result in additional tax assessments relating to past periods of up to six years being made. Any such
assessments could be material, which might also affect the Bank’s financial condition in the future.

RISKS RELATED TO THE FEATURES OF THE NOTES
Key factors which are material for the purpose of assessing the risks associated with the Notes

The conditions of the Notes will include certain features which are specific to the Notes and which may have
a material adverse effect on the amount of principal and interest which the Bank will pay to investors and
the timing of such payments. There may be circumstances or events as a result of which investors will not
receive any principal and/or interest. The risks associated with the particular features of the Notes include
the following risks. Holders of Existing Securities should bear in mind that a number of these risks will also
apply to their Existing Securities, and they should consider the following risks in that context.

The Notes are not protected by the Financial Services Compensation Scheme

The Notes will not be protected deposits for the purposes of the FSCS, which is the fund of last resort for
customers of authorised financial services firms. In this regard, investors should note that the Bank is
currently facing considerable financial difficulties. As a result, if the Bank does go out of business or
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becomes insolvent, or if the Authorities take action under the Banking Act (or similar future legislation) to
preserve or restore the viability of the Bank or part or all of its business, the FSCS will not pay compensation
to an investor. Accordingly, in such circumstances, an investor in the Notes may lose some, or the entire
amount, of its investment in the Notes.

The Notes are subordinated obligations of the Bank. On a winding-up or dissolution of the Bank,
investors in the Notes may lose their entire investment in the Notes

The Notes will constitute unsecured and subordinated obligations of the Bank. On a winding-up or
dissolution of the Bank, claims in respect of the Notes would rank behind the claims of all depositors and
other unsubordinated creditors of the Bank, and rank equally with all claims of holders of all other dated
subordinated obligations (and, potentially, certain undated subordinated obligations) of the Issuer.

Accordingly, in a winding-up, the assets of the Bank would be applied first in satisfying all senior-ranking
claims in full, and payments would be made to holders of the Notes, proportionately with payments made to
holders of any other instruments which rank equally with the Notes (if any), only if and to the extent that
there are any assets remaining after satisfaction in full of all such senior ranking claims. If, in the winding-
up of the Bank, the Bank’s assets are not sufficient to repay all depositors and other senior creditors in full,
investors in the Notes will not be eligible to receive any amounts in the winding-up process and will lose
their entire investment in the Notes. If the Bank’s assets are sufficient to repay all depositors and other senior
creditors in full, but are insufficient to fully repay the Noteholders and other creditors who rank alongside
the Noteholders, then the Noteholders will lose some of their investment in the Notes.

There is no restriction on the amount of securities or other instruments which the Bank may issue or incur
and which rank senior to, or rank equally with, the Notes. The issue of any such securities or instruments
may reduce the amount (if any) recoverable by holders of Notes on a winding-up, liquidation or dissolution
of the Bank.

The Bank is currently facing considerable financial difficulties. If the Bank’s Recapitalisation Plan is
unsuccessful or if its financial condition deteriorates such that there is an increased risk that the Bank may
be wound-up, such circumstances can be expected to have a material adverse effect on the market price of
the Notes. Investors in the Notes may find it difficult to sell their Notes in such circumstances, or may only
be able to sell their Notes at a price which may be significantly lower than the price at which they purchased
their Notes. In such event, investors may lose some or substantially all of their investment in the Notes,
whether or not the Bank is wound up.

The Notes may become subject to provisions requiring capital instruments to be written-down or converted
to Common Equity Tier 1 Capital (as defined in Basel I1I) instruments under current proposals

On 16 December 2010 and on 13 January 2011, with a minor revision on 1 June 2011, the Basel Committee
(which seeks to set global standards for making the banking system safer) issued final guidance on a number
of fundamental reforms to its global regulatory capital framework (such reforms being commonly referred
to as Basel IIT). The reforms included a proposal that (amongst other instruments) all tier 2 (as defined in
Basel III) capital instruments issued by banks (which would include the Notes) should be capable of being
written-down or converted into ordinary shares (or other common equity tier 1 instruments) at the option of
the relevant national authorities if such action was considered by those authorities to be necessary to preserve
or restore the financial viability of the bank. This mechanism is commonly referred to as ‘loss absorption at
the point of non-viability’, and would be intended to be used before the bank becomes insolvent.

The Basel III proposals are not directly binding in any country, but are expected to be implemented by local
law. In the EU (including the United Kingdom), the Basel III proposals are, broadly, being implemented on
the basis of two sets of European legislation. The majority of the Basel III proposals will be implemented
through CRD IV, which will take effect in the United Kingdom from 1 January 2014.

However, the mechanism enabling the Authorities to require the write-down (which means that the
Authorities can reduce (to zero if necessary), the principal amount of the instrument) or conversion to
ordinary shares of (amongst other instruments) tier 2 (as defined in Basel III) capital instruments at the point
of non-viability is currently expected to be implemented from 1 January 2015 through an EU Directive
commonly referred to as the RRD. A first draft of RRD was published on 6 June 2012, and further drafts
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have since been made available. Whilst the text of RRD has not yet been finalised, and thus there remains
significant uncertainty as to the effect and timing of this legislation, it is expected that, if and when the RRD
is enacted and implemented in the United Kingdom, the United Kingdom Resolution Authorities will have
the power to write-down or write-off the Notes at the point at which they consider such action to be necessary
in order to preserve or restore the viability of the Bank.

In addition, it is possible that the Authorities will be afforded similar express powers (to the extent not
already available), under current proposals to amend the Banking Act before RRD is finalised. On 1 October
2013, HM Treasury published amendments to the Banking Reform Bill under which it is proposed, amongst
other things, that the Bank of England be given the power, in a resolution scenario, to cancel, reduce or defer
the equity liabilities of a bank (including divesting shareholders of a bank of their shares), convert an
instrument issued by a bank from one form or class to another (for example, a debt instrument (such as the
Notes) into equity) and/or transfer some or all of the securities of bank to an appointed bail-in administrator.

The Resolution Authorities will have considerable discretion in determining the timing and circumstances in
which they take any action under the Banking Act, but in any event such action would be expected before
any injection of public funds by the Government. As such, investors of the Notes would expect to lose all or
substantially all of their investment before any ‘bail-out’ of the Bank by the Government. The inherent
unpredictability as to if and when the Resolution Authorities would exercise their powers could also lead to
significant volatility in the market prices for the Notes.

If the Notes are written-down or written-off due to the exercise by the Authorities of powers under the
Banking Act, Noteholders may receive no compensation or may in certain circumstances receive ordinary
shares in the Bank (although, given the circumstances in which such powers would be exercised by the
Authorities, the value of such shares is likely to be negligible). Accordingly, any such action taken by
Resolution Authorities under the Banking Act would result in Noteholders losing some, or potentially all, of
their investment in the Notes, notwithstanding that the Bank does not become insolvent.

In addition, the coming into force of RRD or the other proposed changes to the Banking Act or any similar
legislation may have a material adverse effect on the market price of the Notes, and the market price of the
Notes may be more volatile than the market prices of other securities or instruments that are not subject to
similar write-down or write-off provisions, and may be more sensitive generally to adverse changes in the
Bank’s financial condition. Further, any anticipated write-down, write-off or conversion of the Notes can be
expected to have a material adverse effect on the market price of the Notes, and such effects can be expected
to become increasingly pronounced if the Bank’s financial condition deteriorates such that it becomes more
likely that the relevant non-viability powers will be exercised. Investors in the Notes may find it difficult to
sell their Notes in such circumstances, or may only be able to sell their Notes at a price which may be
significantly lower than the price at which they purchased their Notes. In such event, investors may lose some
or substantially all of their investment in the Notes, whether or not any write-down, write-off or conversion
of the Notes ultimately occurs.

The Bank is currently facing considerable financial difficulties. If the Bank’s Recapitalisation Plan is
unsuccessful or if its financial condition deteriorates, there is a real risk that the Authorities may elect to use
their powers under the Banking Act, which could result in investors in the Notes losing some, or potentially
all, of their investment in the Notes.

Noteholders could lose some or all of their investment if the United Kingdom authorities implement other
resolution procedures under the Banking Act 2009

In addition to the potential risks under the proposed RRD and the proposed amendments to introduce bail-
in powers under the Banking Act, the United Kingdom authorities already have broad powers to effect the
resolution of the Bank under the Banking Act. The Banking Act currently empowers the United Kingdom
authorities, where a bank is failing (or likely to fail) the threshold conditions for its authorisation to conduct
banking business (which includes, amongst other things, the conducting of its business in a prudent manner,
which is assessed by reference to its financial and non-financial resources), to impose the SRR on relevant
entities. The SRR consists of three stabilisation options, a bank insolvency procedure and a bank
administration procedure, which may be commenced by the authorities. For more detail on the Banking Act
and the SRR, see the risk factor titled “Resolution procedure under the Banking Act 2009”.
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If the United Kingdom authorities were to take action under the Banking Act to resolve the Bank, an investor
in the Notes may lose all or substantially all of its investment, including if the Bank’s payment obligations
on the Notes are modified, reduced or eliminated, or if the Notes are transferred to, or (in circumstances
where the assets of the Bank are transferred to a new entity) left behind in, an entity with no, or non-
performing, assets.

Further, if the market anticipates that the Bank may become subject to any such action, this can be expected
to have a material adverse effect on the market price of the Notes, and the market price of the Notes may
become more volatile, and may be more sensitive generally to adverse changes in the Bank’s financial
condition. Such effects can be expected to become increasingly pronounced if the Bank’s financial condition
deteriorates such that it becomes more likely that the relevant powers will be exercised. Investors in the Notes
may find it difficult to sell their Notes in such circumstances, or may only be able to sell their Notes at a
price which may be significantly lower than the price at which they purchased their Notes. In such event,
investors may lose some or substantially all of their investment in the Notes, whether or not the United
Kingdom authorities ultimately exercise their powers under the Banking Act.

The Bank is currently facing considerable financial difficulties. If the Bank’s Recapitalisation Plan is
unsuccessful or if its financial condition deteriorates, there is a real risk that the Authorities may elect to use
their powers under the Banking Act, which could result in investors in the Notes losing some, or potentially
all, of their investment in the Notes.

Whilst the Notes may pay a higher rate of interest than comparable notes in the market, investors should
be aware that this reflects the greater risk which an investment in the Notes may involve when compared
to those other notes.

The Notes will bear interest at a rate of 11 per cent. per annum. Whilst this rate of interest may initially
appear to be favourable when compared to interest rates payable on some other products and notes in the
market, investors should be aware that a higher rate of return tends to indicate a higher degree of risk in the
investment. An investment in the Notes will involve considerable risks, given both the current financial
condition of the Bank and the challenges it faces in the future and the specific features of the Notes (as
described in the present section). Although the Notes may pay a higher rate of interest than other products
or notes in the market, there is a real risk that an investor in the Notes will lose all or some of its investment
should the Bank become insolvent or if the Authorities take action to resolve the Bank before it becomes
insolvent.

An investor must determine for itself, together (if applicable) with its financial and other advisers, whether
or not the Notes are a suitable investment for it, given the risks inherent in such an investment. Professional
investors tend to invest in higher-risk investments only as part of a balanced and diversified investment
portfolio. Investors should consider carefully the impact on their financial circumstances if they were to lose
all or substantially all of their investment in the Notes.

There are circumstances in which the Bank (subject to certain conditions) may redeem all outstanding
Notes, and an investor may not be able to reinvest the redemption proceeds at as effective a rate of return
as that in respect of the Notes

The Bank may (subject to certain conditions) redeem all outstanding Notes at any time at an amount equal
to 101 per cent. of their principal amount together with any accrued but unpaid interest if:

(a)  as aresult of a change in applicable law or regulation, payments in respect of the Notes (i) cease to
be partly or fully deductible for United Kingdom corporation tax purposes or (ii) become subject to
United Kingdom withholding tax and the Issuer is required to gross-up any such payments; and

(b)  as aresult of a change in applicable prudential and capital adequacy laws or regulations, the Notes
outstanding are (or will, within 90 days, be) fully excluded from tier 2 capital of the Bank.

During any period when the Bank may elect to redeem the Notes, the market value of the Notes generally
will not rise substantially above the price at which they can be redeemed. This also may be true prior to any
redemption period.
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An investor may not be able to reinvest the redemption proceeds at an effective rate of return as high as that
in respect of the Notes and may only be able to do so at a significantly lower rate of return. Potential investors
should consider reinvestment risk in light of other investments which may be available at that time.

Rights of enforcement in respect of the Notes are limited

No remedy against the Issuer, other than the institution of proceedings by the Trustee for the winding-up of
the Issuer and/or proving in the winding-up of the Issuer, shall be available to the Trustee or the Noteholders
for the recovery of amounts owing in respect of the Notes.

Further, no holder of Notes shall be entitled to take any enforcement action against the Bank in respect of its
Notes unless the Trustee, having become bound to take action in accordance with the Conditions, fails to do
so within a reasonable period and such failure shall be continuing.

Accordingly, if the Bank were to breach the terms of the Notes, the ability of the holders to require the Bank
to resolve the breach, or to seek recompense, is very restricted. In the event of a significant breach of the
terms of the Notes by the Bank (for example, if the Bank were to fail to make an interest payment when due),
the main right of enforcement available to the Noteholders (through the Trustee) would be to take steps to
initiate the winding-up of the Bank. If the Bank were to be wound up, the Noteholders’ claim will rank
behind the claims of depositors and other unsubordinated creditors of the Bank. In such circumstances,
depositors and senior creditors would be repaid in full before the Noteholders receive any amounts, and
accordingly investors in the Notes may lose some or all of their investment in the Notes.

The conditions of the Notes will contain provisions which may permit their modification without the
consent of all investors and confer significant discretions on the Trustee which may be exercised without
the consent of the Noteholders and without regard to the individual interests of particular Noteholders

The conditions of the Notes will contain provisions for calling meetings of Noteholders to consider matters
affecting their interests generally, as more fully described in the Trust Deed. These provisions permit defined
majorities to bind all Noteholders including Noteholders who did not attend and vote at the relevant meeting
and Noteholders who voted in a manner contrary to the majority. The powers afforded to majorities to bind
minorities are significant, and could result in material changes to the terms of the Notes, including (without
limitation) potentially reducing the amounts of interest and/or principal payable by the Bank, changes to the
maturity of the Notes (including extending the time to maturity of the Notes) the timing of those payments
of interest and/or principal, mandatory substitution of the Notes with other securities and, in the extreme, the
complete abrogation (i.e. annulment) of all rights of the holders under the Notes. Accordingly, a Noteholder’s
rights under the Notes could be materially adversely affected — or removed altogether — without its consent,
where the requisite majority of holders of the Notes exercise those powers.

The conditions of the Notes also provide that the Trustee may, without the consent of Noteholders and
without regard to the interests of particular Noteholders, (i) agree to any modification of, or to the waiver or
authorisation of any breach or proposed breach of, any of the provisions of the Notes or (ii) determine
without the consent of the Noteholders that any potential event of default shall not be treated as such or (iii)
agree to the substitution of another company as principal debtor under any Notes in place of the Bank. Whilst
the Trustee, in exercising those powers and discretions, can be expected to act in a manner in which it
considers is not materially prejudicial to the interests of the Noteholders, the Trustee will be entitled to have
regard to the Noteholders as a class and to disregard the particular interest or circumstances of individual
Noteholders. Accordingly, there can be no assurance that the exercise of those powers and discretions will
not result in adverse consequences for any given Noteholder.

Potential denomination should the United Kingdom join the European Monetary Union

If the UK joins the European Monetary Union prior to the maturity of the Notes, there is no assurance that
this would not adversely affect investors in the Notes. It is possible that prior to the maturity of the Notes the
UK may become a participating Member State (as such term is defined in Section 19 (Taxation)) and that
the euro may become the lawful currency of the UK. In that event (i) all amounts payable in respect of any
Notes denominated in Sterling may become payable in euro, (ii) the law may allow or require such Notes to
be redenominated into euro and additional measures to be taken in respect of such Notes, and (iii) there may
no longer be available published or displayed rates for deposits in Sterling used to determine the rates of
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interest on such Notes or changes in the way those rates are calculated, quoted and published or displayed.
The introduction of the euro could also be accompanied by a volatile interest rate environment, which could
adversely affect investors in the Notes.

RISKS RELATED TO APPLICABLE TAX AND OTHER LEGISLATION

The Notes may be subject to withholding taxes in circumstances where the Bank is not obliged to make
gross-up payments and this would result in holders receiving less interest than expected and could
significantly adversely affect their return on the Notes

EU Savings Directive

Under EC Council Directive 2003/48/EC on the taxation of savings income (the EU Savings Directive),
Member States are required to provide to the tax authorities of another Member State details of payments of
interest (or other similar income) paid by a person within its jurisdiction to an individual resident in that other
Member State or certain limited types of entity established in that other Member State. However, for a
transitional period, Austria and Luxembourg are instead required (unless during that period they elect
otherwise) to operate a withholding system in relation to such payments (the ending of such transitional
period being dependent upon the conclusion of certain other agreements relating to information exchange
with certain other countries). A number of non-EU countries and territories including Switzerland have
adopted similar measures (a withholding system in Switzerland). In April 2013, the Luxembourg
Government announced its intention to abolish the withholding system with effect from 1 January 2015, in
favour of automatic information exchange under the EU Savings Directive.

The European Commission has proposed certain amendments to the EU Savings Directive, which may, if
implemented, amend or broaden the scope of the requirements described above.

Foreign Account Tax Compliance Act Withholding

Sections 1471 through 1474 of the U.S. Internal Revenue Code of 1986 (FATCA) impose a new reporting
regime and, potentially, a 30 per cent. withholding tax with respect to (i) certain payments from sources
within the United States, (ii) “foreign passthru payments” made to certain non-U.S. financial institutions that
do not comply with this new reporting regime, and (iii) payments to certain investors that do not provide
identification information with respect to interests issued by a participating non-U.S. financial institution.

In respect of any Notes which are held within the clearing systems, in all but the most remote circumstances,
it is not expected that the FATCA will affect the amount of any payment received by the clearing systems.
However, FATCA may affect payments made to custodians or intermediaries in the subsequent payment
chain leading to the ultimate investor if any such custodian or intermediary generally is unable to receive
payments free of FATCA withholding. It also may affect payment to any ultimate investor that is a financial
institution that is not entitled to receive payments free of withholding under FATCA, or an ultimate investor
that fails to provide its broker (or other custodian or intermediary from which it receives payment) with any
information, forms, other documentation or consents that may be necessary for the payments to be made free
of FATCA withholding. Investors should choose the custodians or intermediaries with care (to ensure each
is compliant with FATCA or other laws or agreements related to FATCA) and provide each custodian or
intermediary with any information, forms, other documentation or consents that may be necessary for such
custodian or intermediary to make a payment free of FATCA withholding. The Bank’s obligations under the
Notes are discharged once it has paid the common depositary for the clearing systems (as registered holder
of the Notes) and the Bank has therefore no responsibility for any amount thereafter transmitted through the
hands of the clearing systems and custodians or intermediaries.

The value of the Notes could be adversely affected by a change in English law or administrative practice

The conditions of the Notes will be based on English law in effect as at the date of this Prospectus. No
assurance can be given as to the impact of any possible judicial decision or change to English law or
administrative practice after the date of this Prospectus and any such change could materially adversely
impact the value of any Notes affected by it.
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RISKS RELATED TO THE MARKET GENERALLY

Set out below is a brief description of the principal market risks, including liquidity risk, exchange rate risk,
interest rate risk and credit risk:

Secondary market

The Notes may have no established trading market when issued, and one may never develop. If a market does
develop, it may not be very liquid. Illiquidity may have a severely adverse effect on the market value of the
Notes. If the Notes are traded after their initial issuance, they may trade at a discount to their issue price,
depending upon prevailing market rates of return, the market for similar securities, general economic
conditions and investors’ general perception of the credit risk of the Bank. The market prices may also be
volatile, meaning that prices may go up and/or down sharply. In addition, any deterioration in the financial
condition of the Bank can be expected to have a material adverse effect on the market price of the Notes,
including if the Bank’s financial condition deteriorates to an extent where the market anticipates that action
may be taken in respect of the Bank or the Notes under the Banking Act or (if and when implemented in the
United Kingdom) the RRD or otherwise if the Bank may become insolvent.

Therefore, investors may not be able to sell the Notes easily, or at prices that will provide them with a yield
comparable to similar investments that have a developed secondary market. Investors in the Notes will lose
some of their investment if they sell their Notes at a price that is lower than the price at which they purchased
such Notes.

Interest rate and inflation risks

The Notes bear interest at a fixed rate. Investors should note that (i) if market interest rates start to rise then
the income to be paid on the Notes might become less attractive and the price the investors get if they sell
such Notes could fall (however, the market price of the Notes has no effect on the interest amounts due on
the Notes or what investors will be due to be repaid on the Maturity Date if the Notes are held by the
investors until they expire); and (ii) inflation will reduce the real value of the Notes over time which may
affect what investors can buy with their investments in the future and which may make the fixed interest rate
on the Notes less attractive in the future.

Exchange rate risks and exchange controls

The Bank will pay principal and interest on the Notes in Sterling. This presents certain risks relating to
currency conversions if an investor’s financial activities are denominated principally in a currency or
currency unit (the Investor’s Currency) other than Sterling. These include the risk that exchange rates may
significantly change (including changes due to devaluation of Sterling or revaluation of the Investor’s
Currency) and the risk that authorities with jurisdiction over the Investor’s Currency may impose or modify
exchange controls. An appreciation in the value of the Investor’s Currency relative to Sterling would decrease
(1) the Investor’s Currency-equivalent yield on the Notes, (2) the Investor’s Currency equivalent value of the
principal payable on the Notes and (3) the Investor’s Currency equivalent market value of the Notes.

Government and monetary authorities may impose (as some have done in the past) exchange controls that
could adversely affect an applicable exchange rate. As a result, investors may receive less interest or principal
than expected, or no interest or principal.

RISKS RELATING TO THE HOLDING STRUCTURE OF THE NOTES
Risks relating to holding Notes in uncertificated form

CREST, Euroclear and Clearstream, Luxembourg are clearing systems which provide for instruments such
as the Notes to be traded electronically, rather than in physical form.

The Bank will discharge its payment obligations under the Notes held in uncertificated form by making the
relevant interest and principal payments to, or to the order of, the registered holder of the Notes. Investors in
such Notes must rely on the procedures of CREST, any applicable nominee and, if applicable Euroclear or
Clearstream, Luxembourg for their share of the relevant payments. Investors must also rely on the procedures
of CREST, and, if applicable Euroclear or Clearstream, Luxembourg for trading their Notes and for certain
communications with the Bank (including receipt of notices given by the Bank in accordance with the terms
of the Notes).
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3
INFORMATION ABOUT THE NOTES

The following is an overview of the key terms of the Notes.

The full Conditions of the Notes are contained in Appendix B (Conditions of the Notes) to this
Prospectus. It is important that Holders read the entirety of this Prospectus, including the Conditions
of the Notes, before deciding whether or not to exchange their Existing Securities (in whole or in part)
for Notes. If a Holder has any questions, it should seek advice from its financial adviser or other
professional adviser before deciding whether or not to invest.
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INFORMATION ABOUT THE NOTES

What are the Notes?

The 11 per cent. Subordinated Notes due 2023 (the Notes) will be bonds issued by The Co-operative Bank
p.l.c. (the Bank).

What is a bond?

A bond is a form of borrowing by a company seeking to raise funds from investors. The company that issues
a bond usually promises to pay to the holder of such bond a rate of interest periodically until the date when
the relevant bond becomes repayable (usually on the relevant maturity date, although a bond may also
become repayable early in certain circumstances) when the company also promises to repay the amount
borrowed.

An investor does not have to keep a bond until the date when the bond matures. A bond is a tradable
instrument (which is one respect in which bonds can be differentiated from traditional bank loans or deposits
in a bank account). The market price of a bond will fluctuate between the start of the bond’s life and when
it matures depending upon a number of factors, including (amongst other things) the financial condition of
the company issuing the bond, the relative coupon of the bond and the relative appeal of other investments
available in the market from time to time.

Who can buy the Notes?

The Notes are being offered exclusively in connection with a liability management exercise being conducted
by the Bank and the Co-operative Group Limited (Co-operative Group) in respect of certain existing capital
securities of the Bank (the Liability Management Exercise or LME) as originally announced by the Bank
on 17 June 2013 and as more fully described in Section 4 (Letter from the Chairman of the Bank, Background
to and Reasons for the Recapitalisation Plan and Potential Consequences of Holders Failing to Support the
Liability Management Exercise) and Appendix C (Consent and Exchange Offer Memorandum).

Part of the Liability Management Exercise involves invitations to Eligible Holders of the Bank’s 5.5555%
Perpetual Subordinated Bonds (ISIN: GBOOB3VMBW45) (the 5.5555% Bonds) to offer to exchange their
5.5555% Bonds for a portion of the Notes.

A further part of the Liability Management Exercise involves invitations to holders of the Floating Rate
Callable Step-up Dated Subordinated Notes due 2016 (ISIN: XS0254625998) (the 2016 Notes), the 5.875%
Subordinated Callable Notes due 2019 (ISIN: XS0189539942) (the 2019 Notes), the 9.25% Subordinated
Notes due 28 April 2021 (ISIN: XS0620315902) (the April 2021 Notes), the Fixed/Floating Rate
Subordinated Notes due November 2021 (ISIN: XS0274155984) (the November 2021 Notes), the 7.875%
Subordinated Notes due 19 December 2022 (ISIN: XS0864253868) (the 2022 Notes), the 5.75% Dated
Callable Step-up Subordinated Notes due 2024 (ISIN: XS0188218183) (the 2024 Notes), the 5.875%
Subordinated Notes due 2033 (ISIN: XS0145065602) (the 2033 Notes) (together the Dated Notes) to vote
on proposals under a scheme of arrangement under Part 26 of the Companies Act 2006 to authorise the Bank
to exchange all outstanding Dated Notes (including those held by holders who do not vote in favour of the
proposals) for a combination of (i) New Ordinary Shares to be issued by the Bank and (ii) a portion of the
Notes.

Accordingly, only investors who hold Dated Notes or 5.5555% Bonds will be able to obtain the Notes
upon their initial issue. Instead of paying for the Notes in cash, those investors will deliver their Dated
Notes and 5.5555% Bonds to the Bank (or as the Bank directs) in exchange for the Notes.

What is the total amount of Notes to be issued?

The Notes will be issued only upon successful completion of the Liability Management Exercise, and no
Notes will be issued if the Liability Management Exercise does not successfully complete.

If the Liability Management Exercise is successful and settles on 18 December 2013, the maximum principal
amount of Notes which may be issued is expected to be £206,000,000.
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The final principal amount of Notes to be issued (if any) will be announced by the Bank via the Regulatory
News Service operated by the London Stock Exchange, which announcement is currently expected to be
made on or around 12 December 2013 or, in the event that any meeting pursuant to the Proposals is
adjourned, is currently expected to be made on or around 30 December 2013.

What is the issue price of the Notes?

The Notes will be issued at the issue price (which is 100 per cent. of the principal amount of the Notes).

When will the Notes be issued?

The issue date of the Notes will depend upon the progress of the Liability Management Exercise, including
whether there are any delays in implementing the Liability Management Exercise. Delays may occur if, for
example, the Bank is required to adjourn certain bondholder meetings which are being convened in
connection with the Proposals, or if the Bank elects to extend the period during which the Offers remain
open.

If there are no delays, the Bank expects to issue the Notes on 18 December 2013. If there are delays, the
latest date on which the Bank currently expects to issue the Notes would be 31 December 2013.

The Bank will from time to time make announcements in connection with the Liability Management
Exercise via the Regulatory News Service operated by the London Stock Exchange. Persons who participate
in the Liability Management Exercise are recommended to check that service regularly in order to obtain any
updates on the progress of the Liability Management Exercise, including the final issue date of the Notes
assuming successful completion of the Liability Management Exercise.

What are the main features of the Notes?

The full terms and conditions of the Notes are set out in Appendix B (Conditions of the Notes) to this
Prospectus. Key features of the Notes (some of which are further described below) include that:

(a)  the Notes will have a denomination of £10 per Note;
(b)  the Notes will pay a fixed rate of interest of 11 per cent. per year;
(c)  interest will be paid quarterly at the end of each three-month accrual period;

(d)  the Bank will be required to redeem the Notes in full at maturity on the tenth anniversary of the issue
date (redemption means that the Bank will repay the principal amount of the Notes, upon which the
Notes will be cancelled);

(e)  subject to the consent of the Prudential Regulation Authority, the Bank may, in certain circumstances,
elect to repay the Notes before maturity at an amount equal to 101 per cent. of their principal amount;

(f)  the Notes will not be secured by or over any assets of the Bank;
(g)  the Notes will be subordinated obligations of the Bank; and

(h)  the Notes are intended to be admitted to trading on the London Stock Exchange.

In what form will the Notes be issued?

The Notes will be issued in registered form in denominations of £10 each. The Notes are intended to be held
electronically either (i) in certificated form outside of CREST, Euroclear and Clearstream, Luxembourg, (ii)
in uncertificated form in CREST, or (iii) in uncertificated form with Euroclear or Clearstream, Luxembourg
through CREST.

Notes held in uncertificated form will be held in accordance with the Uncertificated Securities Regulations
2001, including any modification or re-enactment thereof for the time being in force (the Uncertificated
Securities Regulations). Notes held in uncertificated form will be participating securities for the purposes
of the Uncertificated Securities Regulations. Title to Notes held in uncertificated form will be recorded on
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the relevant Operator register of corporate securities (as defined in the Uncertificated Securities Regulations)
and the relevant “Operator” (as such term is used in the Uncertificated Securities Regulations) is Euroclear
UK & Ireland Limited or any additional or alternative operator from time to time approved by the Issuer and
the Registrar and in accordance with the Uncertificated Securities Regulations.

What is the interest rate on the Notes?

The Notes will bear interest at a fixed rate of 11 per cent. per year.

When will interest be paid?

Interest will accrue from (and including) the date of issue of the Notes and will be paid quarterly on each
three-month anniversary of the issue date until the Notes are redeemed.

As noted above, the issue date of the Notes will depend upon the progress of the Liability Management
Exercise. However, by way of example:

If the Notes were to be issued on 18 December 2013, then interest would be paid on 18 March, 18 June,
18 September and 18 December in each year, with the first payment being due on 18 March 2014 and the
last payment being due on 18 December 2023.

If the Notes were to be issued on 31 December 2013, then interest would be paid on 31 March, 30 June,
30 September and 31 December in each year, with the first payment being due on 31 March 2014 and the
last payment being due on 31 December 2023.

When will the Notes be repaid?

The Bank will be required to repay the Notes at their principal amount on the tenth anniversary of the issue
date (the Maturity Date). By way of example:

If the Notes were to be issued on 18 December 2013, then the Bank would be required to repay the Notes
on 18 December 2023.

If the Notes were to be issued on 31 December 2013, then the Bank would be required to repay the Notes
on 31 December 2023.

Are there any circumstances in which the Notes may be repaid early?

The Bank will have the right (subject to the consent of the Prudential Regulation Authority), the United
Kingdom banking regulator) to repay the Notes at an amount equal to 101 per cent. of their principal amount
before the Maturity Date if either:

@) there is a change in the tax laws of the United Kingdom resulting in the Bank having to pay additional
amounts under the Notes or interest payments on the Notes ceasing to be partly or fully deductible for
UK corporation tax purposes; or

(i1)  there is a change in English law or applicable banking regulations (or their official application or
interpretation) and as a result the Notes are fully excluded from the tier 2 capital of the Bank.

See “What happens if the Bank fails to make a payment of principal or interest on the Notes” below for
information on what happens in that circumstance.

Can Noteholders require the Bank to repay their Notes before the Maturity Date?

No. The Noteholders do not have any right to require the Bank to repay or purchase their Notes prior to the
Maturity Date.

Will the Bank be able to buy Notes in the market?

The Bank, or any of its subsidiaries, may at any time purchase Notes in any manner and at any price, subject
to applicable law and regulatory consent of the Prudential Regulatory Authority.
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Will the Notes be secured over the assets of the Bank?

No, the Notes will be unsecured.

The Notes are expressed to be ‘subordinated’. What does that mean?

The Notes will be subordinated obligations of the Bank. This means that, on a winding-up of the Bank, the
claims of holders in respect of the Notes would rank behind the claims of depositors and senior creditors of
the Bank such as holders of senior notes issued by the Bank. Accordingly, the assets of the Bank would be
used to pay all depositors and senior creditors in full before any payment is made to holders of the Notes.
This feature makes the Notes a riskier investment than other investments in the Bank which are not
subordinated.

If, in the winding-up of the Bank, the Bank’s assets are not sufficient to repay all depositors and other senior
creditors in full, investors in the Notes will not be eligible to receive any amounts in the winding-up process
and will lose their entire investment in the Notes. If the Bank’s assets are sufficient to repay all depositors
and other senior creditors in full, but are insufficient to fully repay the Noteholders and other creditors whose
claims rank alongside the Noteholders’ claims, then the Noteholders will lose some of their investment in
the Notes.

Will there be withholding on any payments in respect of the Notes?

Under current United Kingdom tax law, the Bank will not need to withhold or deduct any amounts for or on
account of United Kingdom taxation. If in the future withholding or deduction is required under United
Kingdom tax law, the Bank will pay an additional amount to ensure that Noteholders will receive the same
amount as they would have received without the withholding or deduction, subject to certain customary
exceptions.

Who represents the Noteholders?

Law Debenture Trustees Limited (the Trustee) will act as trustee for the holders of the Notes under the terms
of a trust deed to be entered into between the Bank and the Trustee on the issue date of the Notes (the Trust
Deed).

What happens if the Bank fails to make a payment of principal or interest on the Notes?

If the Bank fails to make a payment of any principal or interest when due on the Notes and such payment
default continues in the case of principal for a period of 7 days and in the case of interest for a period of 15
days, the Trustee may, subject as provided in the Conditions, at its discretion (or, in certain circumstances,
if directed by the Noteholders), institute proceedings for the winding-up of the Bank and prove in the
winding-up, but may take no other action in respect of such payment default.

If, otherwise than for the purposes of a reconstruction or amalgamation on terms previously approved in
writing by the Trustee, an order is made or an effective resolution is passed for winding-up the Bank, the
Trustee may, and, if so requested in writing by the holders of at least one-fifth in nominal amount of the
Notes then outstanding or if so directed by an Extraordinary Resolution of the holders of the Notes shall
subject as provided in the Conditions, give notice to the Bank that the Notes are, and they shall thereby
become, immediately due and repayable at their principal amount, together with accrued interest. This means
that the holders of the Notes will have a claim in the winding-up of the Bank, and such claim will be equal
to the principal amount of their Notes together with accrued and unpaid interest. That claim will, however,
be subordinated as described above under the paragraph titled “The Notes are expressed to be ‘subordinated’.
What does that mean?”.

How will notices be given to Noteholders?

The terms of the Notes provide for the Bank to give Noteholders notices in certain circumstances. Notices
to the Noteholders are to be mailed to them at their respective addresses in the register of Noteholders
maintained by the Registrar and may also be published on the Regulatory News Service operated by the
London Stock Exchange.
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Can the Conditions of the Notes be amended?

The terms of the Notes and the Trust Deed contain provisions for calling meetings of Noteholders to consider
matters affecting their interests generally. These provisions permit defined majorities of the Noteholders
attending the relevant meeting to pass resolutions which will bind all Noteholders, including Noteholders
who did not attend the meeting as well as Noteholders who voted against the resolution. The powers afforded
to majorities to bind minorities are significant, and could result in material changes to the terms of the Notes,
including (without limitation) potentially reducing the amounts of interest and/or principal payable by the
Bank, the timing of those payments of interest and/or principal, mandatory substitution of the Notes with
other securities and, in the extreme, the complete abrogation (i.e. annulment) of all rights of the holders
under the Notes.

All Noteholders will have the right to receive notice of such meetings and to vote on any resolution proposed
at such meetings. For the avoidance of doubt, Noteholders are not, by virtue of their holding of Notes,
entitled to attend or vote at any meeting of the shareholders of the Bank.

The Trustee may also agree to minor or technical amendments to the terms of the Notes or amendments
which, in the opinion of the Trustee, are not materially prejudicial to the interests of Noteholders.

Does an investment in the Notes involve any risks?

Yes. As with any investment, an investment in the Notes involves certain risks. Given, in particular, the
current financial difficulties which the Bank is facing and also the specific features of the Notes, the risk of
an investment in the Notes is considerably higher as of the date of this Prospectus than many other
investments (although many of those risks will also apply to the Dated Notes and 5.5555% Bonds which may
be exchanged for Notes). Holders of the Dated Notes and 5.5555% Bonds are urged to read carefully the risk
factors set out in Section 2 (Risk Factors) of this Prospectus.

Will any expenses and taxes be charged to the Noteholders?
The Bank and the Dealer Managers will not charge any expenses or taxes.

103



4
LETTER FROM THE CHAIRMAN OF THE BANK,
BACKGROUND TO AND REASONS FOR THE
RECAPITALISATION PLAN AND POTENTIAL
CONSEQUENCES OF HOLDERS FAILING TO
SUPPORT THE LIABILITY MANAGEMENT
EXERCISE

The following section contains a brief explanation of the background to and reasons for the
Recapitalisation Plan and potential consequences of holders failing to support the Liability
Management Exercise.
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LETTER FROM THE CHAIRMAN OF THE BANK, BACKGROUND TO AND REASONS FOR
THE RECAPITALISATION PLAN AND POTENTIAL CONSEQUENCES OF HOLDERS
FAILING TO SUPPORT THE LIABILITY MANAGEMENT EXERCISE

PART A - LETTER FROM THE CHAIRMAN OF THE BANK

The co-operative bank

(incorporated in England and Wales under the 1948 Companies Act, as amended and restated,
with registered number 990937)

Registered office:
1 Balloon Street
Manchester

M60 4EP

4 November 2013
Dear Holders

On 17 June 2013, following the conclusion of the Bank’s review of its capital position and discussions with
the Prudential Regulation Authority (the PRA), the Bank and Co-operative Group announced that the Bank
required additional aggregate Common Equity Tier 1 Capital of £1.5 billion (the June Announcement). In
the June Announcement, the Bank and Co-operative Group also announced the initial details of the
Recapitalisation Plan, which was intended to address this capital requirement. At least £1 billion is expected
to be contributed pursuant to the Liability Management Exercise by the end of 2013 and, conditional on
completion of the Liability Management Exercise, £333 million of Common Equity Tier 1 Capital is
expected to be contributed by Banking Group during 2014.

The publication today of the various documents launching the Liability Management Exercise in relation to
the Bank’s Existing Securities and describing the Recapitalisation Plan in the form that has developed since
June represents a significant milestone in the Bank’s plan to address this shortfall.

I said in June that the announcement of the Recapitalisation Plan was an important turning point for the Bank
and the Bank Board continues to believe that the completion of that plan will provide the foundations to
support the long-term success of the Bank in offering a real alternative to customers. If the initial details of
the Recapitalisation Plan had not been announced in June, the Bank believes it is likely that it would have
been resolved almost immediately by the Bank of England or HM Treasury. The Recapitalisation Plan which
is being announced today is different from the initial plan announced in June but we believe it is much better
for all stakeholders than the plan previously announced. The Liability Management Exercise launched today
is the cornerstone of the Recapitalisation Plan. The support of Holders is critically important to the success
of the Liability Management Exercise and the viability of the Bank. It is only with Holders’ support that the
Bank will be able to move fo