














Chief Executive’'s Review

Year ended
31 December 2014

2014 Business Highlights:

« New mortgage lendingincreased by 24% to £2.7bn, significantly
above our market share'

« Netresidential lending of £1.1bnis our best ever performance

« Operating profit before exceptional item rose by 26% to a
record £80.9m

« Savings balances grew by £560m to £9.2bn, the highest level
in our history

« Assetsincreased by 8% toarecord £12.1bn

« 69,000 new members were attracted, taking total membership
toarecord 721,000

 Capitalandreservesincreasedtoarecord £731m
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In this our 140th year, | am proud to report a
record set of results driven by the growth in
lending and a reduction in impairment provisions
and charges. As aresult, assets are now £12.1bn
and our success over many decades has helped
millions of members to build their future
together with our support.

We have made a significant investment in our
colleagues and technology in 2014 to further
develop our service proposition and provide long-
term value to members. This, combined with our
new brand proposition and award-winning product
innovation, means we remain as relevant today as
when we were founded 140 years ago.

Our vision, which is built on four strategic pillars,
is to be 'Britain's most successful building society'.
Our pillars are:

1. To support the aspirations of a wide range of
borrowers and savers, in particular those who
are not well served by the wider market.

2. To generate strong levels of profit, which are
retained in the business to build a solid platform
for growth and continuing financial security.

3. To deliver outstanding personal service to all
our members.

4. To continue to reinvestin the business to improve
efficiency, whilst being intolerant of waste.

I have outlined the progress that has been made
throughout 2014 against each of these:

Supporting the Aspirations of Borrowers

and Savers

Bank Base Rate (BBR) has been at the historic low
of 0.5% since March 2009 and we do not currently
anticipate any increase until 2016. Whilst this has
benefited mortgage customers,  am mindful

that the current economic climate is particularly
challenging for savers.

During 2014, we have worked hard to provide
competitive returns to our savers and taken a
number of steps to achieve this. Following member
feedback, we re-launched the popular 10 Year
Fixed Rate Bond, which pays interest monthly, and
provided a competitive ISA range.

We also increased the interest rate on 151,000
accounts and as a result, all savers receive a
minimum return of 0.5%, which is equivalent to the
current BBR. Additionally, we simplified our legacy
savings products from over 260 to fewer than 50,
and improved the access terms on these to reduce
complexity.

As a consequence of the market rate environment
and in common with other providers, we have
reduced rates on some of our accounts, but delayed
taking this action for as long as we could in order

to maintain higher rates for as long as possible.
Based on the latest figures available, we continue

to pay 0.81%"more to savers than the rest of
market average.

' Leeds Building Society defines market share as follows: Mortgages — Council
of Mortgage Lenders market share statistics. Savings —mutual sector net retail
savings as published by the Building Societies Association.

" CACI Data, October 2014 — CAClis an independent company that provides
Financial Services benchmarking data and covers 85% of the high street cash
savings market.

"Best Regular Savings Account Provider from Savings Champion.

Highly commended Best No Notice Account Provider from Moneyfacts.

To support our members and recognise our

140th year, we have also launched a Fixed Rate
Anniversary Account. This pays a competitive rate
of interest with unlimited access to all of the funds
at any time, providing members with complete
flexibility to review their savings decision, should the
interest rate environment change.

This combination of above-market returns and
award-winning savings accounts” meant that we
attracted over £2.2bn of retail savings deposits and
savings balances are now £9.2bn, the highest level
inour 140 year history.

Savers provide the funds to support lending growth
and we were able to help a record number of
borrowers achieve their aim of home ownership.
In 2014, we provided £2.7bn of mortgages, which
is a 24% increase on the year before and
significantly more than our market share!’

This included helping more than 7,800 first time
buyers purchase their homes, which accounted
for over 33% of our total lending by value, and
£250m more than we extended to this important
segmentin 2013.

Our focus on supporting borrowers who are not
well served by the wider market continued and we
were active in the Shared Ownership, Interest Only
and Help to Buy segments. We have also increased
our penetration of the Buy to Let market. This,
combined with our mainstream lending, means
that we achieved record mortgage lending across a
balanced product range.

We continue to innovate and have launched

our Contractor proposition designed to provide

mortgages to professional contractors. This was
recognised when we received Mortgage Finance
Gazette's 'Innovation Award for Lenders' for the
second year running.

As a result of this success in our core markets of
savings and mortgages, membership grew to a
record 721,000.

Continuing Financial Security

Achieving good levels of profitis how we build

our financial strength and ability to investin the
business. Operating profit before exceptional item
increased by 26% to £80.9m as a result of record
mortgage lending and a reduction inimpairment
charges. Closure of our defined benefit pension
scheme to future accrual also resulted in an
accounting adjustment and took total profit before
taxto £87.9m. This enabled us to increase capital
andreservestoarecord £731m.

Total assets are now £12.1bn and we remain
well-placed to continue to fund lending growth.
Furthermore, the credit ratings agencies, Moody's
and Fitch, both continue to assign long term A’
ratings to the Society as a result of our very strong
financial performance.

The improving UK economy has meant fewer
borrowers are experiencing financial difficulty and
residential arrears (1.5% or more of outstanding
mortgage balances) reduced from 2.28%in 2013
t0 1.88%in 2014.
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Year ended

31 December 2014

In our opinion the financial statements:

« Give a true and fair view, in accordance with
International Financial Reporting Standards
(IFRSs) as adopted by the European Union, of the
state of the Group's and the Society's affairs as
at 31 December 2014 and of the Group's and the
Society's income and expenditure for the year
then ended; and

» Have been prepared in accordance with the
requirements of the Building Societies Act 1986
and, as regards the Group financial statements,
Article 4 of the IAS Regulation.

The financial statements comprise the Group and
Society Income Statements, Group and Society
Statements of Comprehensive Income, Group
and Society Statements of Financial Positions,
Group and Society Statements of Movements

in Members' Interests, Group and Society
Statements of Cash Flows and the related notes

1 to 38. The financial reporting framework that has
been applied in their preparation is applicable law
and IFRSs as adopted by the European Union.

We have reviewed the Directors' Report on
page 33 that the Group is a going concern.

We confirm that:

* We have concluded that the directors’ use
of the going concern basis of accounting in
the preparation of the financial statements is
appropriate; and

» We have notidentified any material uncertainties
that may cast significant doubt on the Group's
ability to continue as a going concern.

However, because not all future events or
conditions can be predicted, this statementis not
a guarantee as to the Group's ability to continue as
a going concern.

The assessed risks of material misstatement
described below are those that had the greatest
effect on our audit strategy, the allocation of
resources in the audit and directing the efforts of
the engagement team.

Risk

How the scope of our audit responded to the risk

Impairment provisions

The Group holds £57.1 million of impairment provisions at
year-end (2013: £74.5 million) against total loans and advances
to customers of £10,318.0 million (2013: £9,226.4 million).
The calculation of impairment provisions against residential
customer loans is a judgemental process, requiring the
estimation of customer default rates, forced sale discounts,
likelihood of repossession, and the impact of macro economic
factors, especially in Spain and Ireland where the outlook is
more uncertain, such as house price volatility, interest rate
expectations and unemployment rates.

Significant judgements are made by Management in terms of
determining if an impairment trigger has been reached in light
of the strategy for the commercial loan portfolio. In addition,
valuations obtained to establish exposures can be highly
subjective due to a lack of comparable properties or observable
market data available to the third party valuer.

Loan loss provision balances are detailed within note 8.
Management's associated accounting policies are detailed on
page 65 with detail about judgements in applying accounting
policies and critical accounting estimates on page 68.

We evaluated the design and operating effectiveness of
internal controls over the provisioning process.

We challenged the appropriateness of Management's
assumptions in relation to residential and commercial
impairment provisions by benchmarking these to external data
and comparing against historical experience. We have also
assessed the completeness and validity of impairment triggers
identified. In addition, we evaluated the adequacy of property
valuations used, including consultation with our commercial
real estate specialists as appropriate. We have also reviewed
minutes from Board Credit Committee meetings and attended
the meeting where the year end provisions were approved.

We performed independent procedures upon source data
extracted from the Society's core lending system to identify
whether the data was accurate and complete.
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Hedge accounting

The Society employs macro hedge accounting to manage
interest rate risk for fixed rate savings and mortgage products,
the application of which is complex. Furthermore, the
valuation of certain derivative instruments requires significant
judgementin the choice of inputs such as interest rates,
discount curves and counterparty credit ratings.

Management's associated accounting policies are detailed on
page 66 with detail about judgements in applying accounting
policies and critical accounting estimates on page 68.

We tested the design, implementation and operating
effectiveness of internal controls over the hedge accounting
process.

We audited the population of hedge instruments on a sample
basis and our internal financial instruments specialists
assessed and re-performed Management's retrospective
hedge effectiveness testing, and obtained evidence of the
prospective effectiveness whichis required under IAS 39 to
evidence that the hedge relationship continues to meet certain
effectiveness criteria.

The specialists also independently benchmarked derivative
valuations to external data and recalculated the fair value
of a sample of derivative instruments, challenging the
appropriateness of any inputs into the valuations such as
interest rates, volatility, exchange rates, counterparty credit
ratings and valuation adjustments.

We also performed independent procedures upon source data
extracted from the Society's core treasury system to identify
whether the data was accurate and complete.

Revenue recognition

The calculation of Effective Interest Rate (EIR) used to allocate
interestincome on loans and receivables requires significant
judgement in the determination of key assumptions such

as the behavioural life of mortgages. These calculations are
based upon historical data and estimates of future economic
conditions. Discounts, cashbacks, arrangement and valuation
fees and costs directly attributable and incremental to setting
up the loan are held on the balance sheet and will be amortised
over the expected life of the associated loan portfolios.

Management's associated accounting policies are detailed on
page 67 with detail about judgements in applying accounting
policies and critical accounting estimates on page 68.

We tested the design and implementation of internal controls
over the EIR process.

We challenged Management's assumptions in relation to

the calculation of the EIR by reference to historical data on
behavioural lives. We also considered the treatment of directly
attributable fees and charges arising on mortgages, and
independently verified the completeness and accuracy of the
data used to perform the calculation.

Curtailment gain

The Group operates a defined benefit pension scheme, the
“"Leeds Building Society Staff Pension Scheme”, and the
defined benefit section of the Scheme has been closed for
future accrual from 31 December 2014. The closure has led to
a curtailment gain of £7.0 million being recognised in 2014.

The key judgements in the actuarial assumptions relate to
the discount rate to be applied to the liabilities and future
expectations of inflation and current and future pensioner life
expectancy.

Management's associated accounting policies are detailed on
page 67 with detail about judgements in applying accounting
policies on page 68.

We tested the design and implementation of internal controls
over the pensions accounting applied.

We have utilised our actuarial specialists to assess and
benchmark the assumptions used by Managementin
calculating the defined benefit liability.

Our actuarial specialists have also assessed the assumptions
used in calculating the curtailment gain by benchmarking to
industry averages.
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Year ended
31 December 2014

Continued

Last year our report included one other risk
whichis notincluded in our report this year:
regulatory provisions (due to the Financial Services
Compensation Scheme provision being based on
externally available information this risk has not
been considered a key risk in the current

year audit).

The description of risks above should be read in
conjunction with the significant issues considered
by the Audit Committee discussed on page 41.

Our audit procedures relating to these matters
were designed in the context of our audit of

the financial statements as a whole, and not

to express an opinion on individual accounts

or disclosures. Our opinion on the financial
statements is not modified with respect to any of
the risks described above, and we do not express
an opinion on these individual matters.

We define materiality as the magnitude of
misstatement in the financial statements that
makes it probable that the economic decisions
of areasonably knowledgeable person would be
changed or influenced. We use materiality both
in planning the scope of our audit work and in
evaluating the results of our work.

We determined materiality for the Group to be
£4.4m, whichis 5% of reported pre-tax profit, and
below 0.05% of total reserves and liabilities. This is
a change of approach from 2013, where we used
a materiality of £4.8m which was around 8% of
profit before tax and which equates to 0.05% of
total reserves and liabilities. We have changed the
percentage applied to align more closely to other
comparable societies.

We agreed with the Audit Committee that

we would report to the Committee all audit
differences in excess of £88,000 (2013: £83,000),
as well as differences below that threshold that,
in our view, warranted reporting on qualitative
grounds. We also report to the Audit Committee
on disclosure matters that we identified when
assessing the overall presentation of the financial
statements.

As in the prior year, our Group audit was scoped
by obtaining an understanding of the Group and
its environment, including Group-wide controls,
and assessing the risks of material misstatement
at the Group level. Based on that assessment,
we performed a full audit of the Society and its

subsidiaries, executed at levels of materiality
applicable to each individual entity, which were
lower than Group materiality, in the range of
£0.03 million to £3.7 million.

At the Group level we also tested the
consolidation process.

In our opinion:

« The Annual Business Statement and the
Directors' Report have been preparedin
accordance with the requirements of the Building
Societies Act 1986;

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

* The information given in the Annual Business
Statement (other than the information upon
which we are not required to report) gives a true
representation of the matters in respect of which
itis given.

In our opinion the information given on page
112 for the financial year ended 31 December
2014 has been properly prepared, in all material
respects, in accordance with the Capital
Requirements (Country-by-Country Reporting)
Regulations 2013.

Adequacy of explanations received and
accounting records

Under the Building Societies Act 1986 we are
required to report to you if, in our opinion:

» Proper accounting records have not been kept
by the Society; or

* The Society's financial statements are notin
agreement with the accounting records; or

» We have not received all the information and
explanations and access to documents we
require for our audit.

We have nothing to report in respect of these
matters.
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Our duty to read other information in the
Annual Report

Under International Standards on Auditing (UK and
Ireland), we are required to report to you if, in our
opinion, information in the annual report is:

« Materially inconsistent with the information in the
audited financial statements; or

 Apparently materially incorrect based on, or
materially inconsistent with, our knowledge of
the Group acquired in the course of performing
our audit; or

+ Otherwise misleading.

In particular, we are required to consider whether
we have identified any inconsistencies between
our knowledge acquired during the audit and the
directors’ statement that they consider the annual
reportis fair, balanced and understandable and
whether the annual report appropriately discloses
those matters that we communicated to the
audit committee which we consider should have
been disclosed. We confirm that we have not
identified any such inconsistencies or misleading
statements.

As explained more fully in the Directors'
Responsibilities Statement, the directors are
responsible for the preparation of financial
statements which give a true and fair view.

Our responsibility is to audit and express an
opinion on the financial statements in accordance
with applicable law and International Standards

on Auditing (UK and Ireland). Those standards
require us to comply with the Auditing Practices
Board's Ethical Standards for Auditors. We also
comply with International Standard on Quality
Control 1 (UK and Ireland). Our audit methodology
and tools aim to ensure that our quality control
procedures are effective, understood and applied.
Our quality controls and systems include our
dedicated professional standards review team
and independent partner reviews.

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

An audit involves obtaining evidence about

the amounts and disclosures in the financial
statements sufficient to give reasonable
assurance that the financial statements are free
from material misstatement, whether caused by
fraud or error. This includes an assessment of:
whether the accounting policies are appropriate
to the Group's and Society's circumstances and
have been consistently applied and adequately
disclosed; the reasonableness of significant
accounting estimates made by the directors;
and the overall presentation of the financial
statements. In addition, we read all the financial
and non-financial information in the annual
report to identify material inconsistencies with
the audited financial statements and to identify
any information that is apparently materially
incorrect based on, or materially inconsistent
with, the knowledge acquired by us in the course
of performing the audit. If we become aware

of any apparent material misstatements or
inconsistencies we consider the implications
for our report.

e

Matthew Perkins ACA

(Senior Statutory Auditor)

for and on behalf of Deloitte LLP
Chartered Accountants and
Statutory Auditor

Birmingham, United Kingdom

24 February 2015
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Income Statements

For the year ended
31 December 2014

Group Group Society Society

2014 2013 2014 2013

Notes £M £M £M £M

Interest receivable and similar income 3 397.5 384.0 393.8 375.4
Interest payable and similar charges 4 (212.7) (220.8) (209.4) (212.4)
Net interest receivable 184.8 163.2 184.4 163.0
Fees and commissions receivable 13.8 14.6 13.8 14.5
Fees and commissions payable (0.7) (0.5) - (0.1)
Fair value gains less losses from financial instruments 5 (0.4) (0.9) 1.2 (2.9)
Income from investments in subsidiaries 13 - - - 7.6
Other operating income 0.9 0.9 0.4 0.4
Total income 198.4 177.3 199.8 182.5
Administrative expenses 6 (64.6) (54.2) (64.0) (53.5)
Depreciation 14 (1.6) (1.3) (1.6) (1.3)
Impairment losses on loans and advances to customers 8 (39.5) (47.9) (43.9) (47.9)
Provisions 23 (11.8) (7.6) (11.8) (8.1)
Impairment loss on land and buildings 14 - (0.8) - (0.8)
Investment property fair value movement 15 - (1.3) - -
Operating profit before exceptional item 80.9 64.2 78.5 70.9
Pension curtailment gain 28 7.0 - 7.0 -
Profit before tax 87.9 64.2 85.5 70.9
Tax expense 9 (18.5) (15.2) (18.1) (14.4)
Profit for the financial year 69.4 49.0 67.4 56.5

Allamounts relate to continuing operations.

The notes on pages 65 to 108 form part of these accounts.
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Statements of Comprehensive

Income

For the year ended
31 December 2014

Group Group Society Society
2014 2013 2014 2013
Notes £M £M £M &M
Profit for the financial year 69.4 49.0 67.4 56.5
Items that may subsequently be reclassified to profit and loss:
Available for sale investment securities gain/(loss) 12 10.1 (8.3) 10.1 (8.3)
Cash flow hedges - 3.5 - 3.5
Property revaluation - (0.9) - (0.9)
Tax relating to items that may subsequently be reclassified 30 (2.1) 1.3 (2.1) 1.0
Items that may not subsequently be reclassified to profit and loss:
Actuarial (loss)/gain on retirement benefit obligations 28 (7.4) (2.3) (7.4) (2.3)
Tax relating to items that may not be reclassified 30 0.6 0.5 0.6 0.5
Total comprehensive income for the year 70.6 42.8 68.6 50.0
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