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Leeds Building Society Covered Bonds LLP 
 Members’ Report and Financial Statements 

Year ended 31 December 2023 
 

Members’ Report 

The Members present their Annual Report on the affairs of Leeds Building Society Covered Bonds Limited Liability 

Partnership (the LLP), together with the audited Financial Statements for the year ended 31 December 2023. 

Principal activities 

The LLP has been set up as a special purpose vehicle to raise finance for Leeds Building Society (LBS), a mutual 

building society authorised by the Prudential Regulation Authority (PRA) and regulated by the PRA and the Financial 

Conduct Authority (FCA). Its principal activity is to acquire, inter alia, loans and their related security from LBS pursuant 

to the terms of the Mortgage Sale Agreement and to guarantee certain payments in respect of the covered bonds. The 

LLP will legally hold the portfolio and the other charged property in accordance with the terms of the transaction 

documents.  

Results 

The profit for the year after taxation amounted to £980,130 (2022: profit of £3,182,100). This is mainly attributable to 

the accounting policies adopted for derivative financial instruments which require fair value gains and foreign exchange 

gains/ (losses) to be recognised in the income statement. The impact on the Statement of Comprehensive Income that 

was attributable to fair value movements in derivatives was a gain of £1,423,068 (2022: gain of £2,144,998). In addition 

there was a foreign exchange loss for the financial year of £(442,938) (2022: £1,035,929 gain). 

Key performance indicators 

The LLP is used as a secured funding vehicle, and as such its key performance indicators have been designed to aid 

LBS in its role as mortgage administrator. These are: 

• Asset Coverage Test. This test is performed to ensure that the value of mortgage loans held in the portfolio is 
at least equal to the Sterling equivalent of the aggregate principal amount of the outstanding covered bonds. 
The percentage calculated shows the excess of mortgages (after stresses applied) above the value of the 
covered bonds. At 31 December 2023 the scheme’s asset coverage percentage was 83.0% (2022: 83.0%). 

• Arrears profile. The arrears profile calculates the number of months that a mortgage loan has been in arrears. 
See note 14 for the arrears profile analysis for the LLP at 31 December 2023 and 31 December 2022. 

Going concern 

The LLP’s business activities, together with the factors likely to affect its future development, performance and position 

are set out below.  The financial position of the LLP, its cash flows, liquidity position and borrowing facilities are set out 

in the Financial Statements.   

In addition, details of the LLP’s financial risk management objectives, its financial instruments and hedging activities; 

and its exposures to credit, operational, liquidity risk and other risks are set out in notes 14 to 17 to the Financial 

Statements. The LLP’s objectives, policies and processes for managing its capital are described in note 16 to the 

Financial Statements. 

The Members have considered in detail the LLP’s forecast performance and liquidity requirements, as well as its 

regulatory capital and liquidity resources. On this basis, the Members have a reasonable expectation that the LLP has 

sufficient funding and liquidity facilities to continue in operational existence for the foreseeable future.   

Whilst the LLP is currently in a net liability position, this is not considered to have a significant impact on the going 

concern assumption, due to the continued support from LBS and the level of gross over-collateralisation of the beneficial 

interest in mortgages. The LLP has sufficient liquid resources available to meet its obligations as they fall due. This is 

supported by the LLP’s total asset position which exceeds the amount payable to noteholders as at the year-end. 

The activities of the LLP are dependent upon the future funding strategies within LBS and there are no plans to 

terminate the operations of the LLP within at least the next year. After reviewing the above factors, the Members are 

satisfied that there are no material uncertainties that may cast significant doubt over the LLP’s ability to continue as a 

going concern for a period of at least twelve months and have, therefore, continued to adopt the going concern basis 

in preparing these financial statements. 
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Members’ Report (continued) 

Members  

The Members during the year and to the date of this Annual Report were: 

Leeds Building Society 
Leeds Covered Bonds Designated Member (No.1) Limited 
Leeds Covered Bonds Designated Member (No.2) Limited 
 

Members’ interest 

The allocation of profits or losses to, and the acceptance/repayment of capital contributions from/to Members have 

been legally formalised. Members are entitled to the sum of £3,000 (or such other sum as may be agreed by the 

Members from time to time) in aggregate, to be allocated and paid to each Member in proportion to their respective 

Capital Contribution Balances subject to a minimum of £1 per annum each, as their profit for their respective interests 

as Member of the LLP. Where a loss is made this is borne by LBS. 

Risk management 

Risk management within the LLP is undertaken by LBS, primarily by its Assets and Liabilities Committee (ALCO), which 

reports into the Board Risk Committee. ALCO oversees the treasury strategy and operations and ensures that these 

are conducted within the framework of control set out in the LBS Board approved Wholesale Credit Risk Policy (WCRP). 

The main duties of ALCO include monitoring the LLP’s exposure to funding and liquidity risks, market risk, and 

wholesale counterparty credit risk, in addition to approving any proposed additions to the underlying pool of mortgages.   

Credit risk 

The LLP is exposed to the potential risk that a customer will not be able to meet its obligations to the LLP as they fall 

due. This risk is mitigated by the mortgage underwriting process at the inception of mortgage loans by LBS and is 

actively monitored. 

Market risk  

Market risk is the risk that the value or cash flows of a financial instrument will fluctuate due to movement in market 

factors. Market risk within the LLP mainly comprises interest rate risk and currency risk. The market risk is minimised 

by the use of loans and deposits with LBS as well as the use of appropriate hedging instruments.  

Liquidity risk 

Liquidity risk is the risk that the LLP will be unable to meet current and future financial commitments as they fall due. 

The risk is managed by a dedicated structured funding team using the facilities available to them within the covered 

bond structure, such as the use of extra liquidity held in the Reserve Ledger and credit enhancement sustained in the 

programme. 

Operational risk 

Operational risk is the risk of loss resulting from inadequate or failed internal processes, people and systems or from 

external events. Operational loss can result from fraud, errors by employees of LBS, failure to comply with regulatory 

requirements, equipment failures or natural disasters. Conduct risk is a sub-set of operational risk and is considered to 

be the risk that actual or potential customer detriment arises, or may arise, from the way LBS and its subsidiaries 

conduct their business. LBS ensures independent assessment of conduct risk through a dedicated Conduct Oversight 

function, and committee. These risks are managed as an integral part of the operations of each of LBS’s business 

units. 

The LLP and LBS have continued to operate effectively throughout the current uncertain economic environment. The 

mortgages and structure in place continue to operate in the current environment. Liquidity coverage in LBS remains 

above the regulatory minimum and the financial position of LBS is strong. There is currently no significant impact of the 

current economic uncertainty on the cash flow to the LLP. 

Disclosure of information to external auditor 

The Members who held office at the date of approval of the Members’ Report confirm that: 

• so far as they are each aware, there is no relevant audit information of which the LLP’s auditor is unaware; and  

• the Members have taken all the steps that they ought to have taken as Members to make themselves aware of 
any relevant audit information (as defined) and to establish that the LLP’s auditor is aware of that information.  
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Members’ Report (continued) 

Auditor 

The year ended 31 December 2023 will be the final year of Deloitte LLP’s appointment as external auditor. 

It will be proposed at the forthcoming annual members meeting to appoint EY as the LLP’s external auditors in 

accordance with the Companies Act 2006 as applied by the Limited Liability Partnerships (Accounts and Audit) 

(Application of Companies Act 2006) Regulations 2008 (as amended). 

 

 

 

 

 

Helena Whitaker 

Per pro Intertrust Directors 1 Limited  

As Director 

For and on behalf of 

Leeds Covered Bonds Designated Member (No.1) Limited 

As Member 

 

08 March 2024 

     

https://intertrustgroup.eu2.adobesign.com/verifier?tx=CBJCHBCAABAAbyPAfDW9QVCgSwQDBgj_auNM8mSANWDk
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Year ended 31 December 2023 

Statement of Members’ Responsibilities 

The Members are responsible for preparing the Members’ Report and the Financial Statements in accordance with 

applicable United Kingdom law and regulations. 

The Limited Liability Partnerships (Accounts & Audit) (Application of Companies Act 2006) Regulations 2008 (as 

amended) require the Members to prepare Financial Statements for each financial year. Under that law the Members 

have elected to prepare the Financial Statements in accordance with International Accounting Standards in conformity 

with the Limited Liability Partnerships (Accounts and Audit) (Application of Companies Act 2006) Regulations 2008.   

Under Regulation 8 of the Limited Liability Partnerships (Accounts and Audit) (Application of Companies Act 2006) 

Regulations 2008, the Members must not approve the Financial Statements unless they are satisfied that they give a 

true and fair view of the state of affairs of the LLP and of the profit or loss of the LLP for that period. 

In preparing the financial statements, the Members are required to: 

• select appropriate accounting policies and apply them consistently; 

• make judgements and estimates that are reasonable, relevant and reliable; 

• present information, including accounting policies, in a manner that provides relevant, reliable, comparable and 
understandable information;  

• provide additional disclosures when compliance with the specific requirements in International Financial 
Reporting Standards (IFRS) is insufficient to enable users to understand the impact of particular transactions, 
other events and conditions on the LLP’s  financial position and financial performance;  

• in respect of the Financial Statements, state whether International Accounting Standards in conformity with the 
Limited Liability Partnerships (Accounts and Audit) (Application of Companies Act 2006) Regulations 2008 have 
been followed, subject to any material departures disclosed and explained in the Financial Statements; and 

• prepare the Financial Statements on the going concern basis unless it is inappropriate to presume that the LLP 
will continue in business. 

 

Under Regulation 6 of the Limited Liability Partnerships (Accounts and Audit) (Application of Companies Act 2006) 

Regulations 2008, the Members are responsible for keeping adequate accounting records that are sufficient to show 

and explain the LLP’s transactions and disclose with reasonable accuracy at any time the financial position of the LLP 

and enable them to ensure that its Financial Statements comply with those regulations.  

They are responsible for such internal control as they determine is necessary to enable the preparation of financial 

statements that are free from material misstatement, whether due to fraud or error, and have general responsibility for 

taking such steps as are reasonably open to them to safeguard the assets of the LLP and to prevent and detect fraud 

and other irregularities. 

. 

 

 

 

 

Helena Whitaker 

Per pro Intertrust Directors 1 Limited 

As Director 

For and on behalf of 

Leeds Covered Bonds Designated Member (No.1) Limited  

As Member 

 

08 March 2024 

 

 

    

https://intertrustgroup.eu2.adobesign.com/verifier?tx=CBJCHBCAABAAbyPAfDW9QVCgSwQDBgj_auNM8mSANWDk
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Year ended 31 December 2023 

Independent auditor’s report to the members of Leeds Building Society Covered Bonds LLP 

Report on the audit of the financial statements 

Opinion 

In our opinion the financial statements of Leeds Building Society Covered Bonds LLP:  

• give a true and fair view of the state of the limited liability partnership’s affairs as at 31 December 2023 and of 
its profit for the year then ended; 

• have been properly prepared in accordance with international accounting standards in conformity with the 
requirements of the Companies Act 2006 and International Financial Reporting Standards (IFRSs) as issued 
by the International Accounting Standards Board (IASB); and 

• have been prepared in accordance with the requirements of the Companies Act 2006 as applied to a limited 
liability partnership 
 

We have audited the financial statements, which comprise: 

• the statement of comprehensive income; 

• the statement of financial position; 

• the statement of changes in members’ interest; 

• the statement of cash flows; and, 

• the related notes 1 to 20. 
 

The financial reporting framework that has been applied in their preparation is applicable law and international accounting 
standards in conformity with the requirements of the Companies Act 2006 and IFRSs as issued by the IASB. 

Basis for opinion 

We conducted our audit in accordance with International Standards on Auditing (UK) (ISAs (UK)) and applicable law. 
Our responsibilities under those standards are further described in the auditor's responsibilities for the audit of the 
financial statements section of our report.  

We are independent of the limited liability partnership in accordance with the ethical requirements that are relevant to 
our audit of the financial statements in the UK, including the Financial Reporting Council’s (the ‘FRC’s’) Ethical 
Standard, and we have fulfilled our other ethical responsibilities in accordance with these requirements. We believe 
that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion. 

Conclusions relating to going concern 

In auditing the financial statements, we have concluded that the directors’ use of the going concern basis of accounting 
in the preparation of the financial statements is appropriate.  

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

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

Other information 

The members are responsible for the other information. The other information comprises the information included in the 
annual report, other than the financial statements and our auditor’s report thereon. Our opinion on the financial 
statements does not cover the other information and we do not express any form of assurance conclusion thereon. 

In connection with our audit of the financial statements, our responsibility is to read the other information and, in doing 
so, consider whether the other information is materially inconsistent with the financial statements or our knowledge 
obtained in the audit or otherwise appears to be materially misstated. If we identify such material inconsistencies or 
apparent material misstatements, we are required to determine whether there is a material misstatement in the 
financial statements or a material misstatement of the other information.  

If, based on the work we have performed, we conclude that there is a material misstatement of this other information, 
we are required to report that fact. 

We have nothing to report in respect of these matters. 
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Independent auditor’s report to the members of Leeds Building Society Covered Bonds LLP 

(continued) 

Responsibilities of members 

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

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

Auditor’s responsibilities for the audit of the financial statements 

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

A further description of our responsibilities for the audit of the financial statements is located on the FRC’s website at: 
www.frc.org.uk/auditorsresponsibilities. This description forms part of our auditor’s report. 

Extent to which the audit was considered capable of detecting irregularities, including fraud 

Irregularities, including fraud, are instances of non-compliance with laws and regulations. We design procedures in line 
with our responsibilities, outlined above, to detect material misstatements in respect of irregularities, including fraud. 
The extent to which our procedures are capable of detecting irregularities, including fraud is detailed below. 

We considered the nature of the company’s industry and its control environment, and reviewed the company’s 
documentation of their policies and procedures relating to fraud and compliance with laws and regulations. We also 
enquired of management about their own identification and assessment of the risks of irregularities. 

We obtained an understanding of the legal and regulatory frameworks that the company operates in, and identified the 
key laws and regulations that:  
 

• had a direct effect on the determination of material amounts and disclosures in the financial statements; and 

• do not have a direct effect on the financial statements but compliance with which may be fundamental to the 
company’s ability to operate or to avoid a material penalty.  

 

We discussed among the audit engagement team regarding the opportunities and incentives that may exist within the 
organisation for fraud and how and where fraud might occur in the financial statements. 

In common with all audits under ISAs (UK), we are also required to perform specific procedures to respond to the risk 
of management override. In addressing the risk of fraud through management override of controls, we tested the 
appropriateness of journal entries and other adjustments; assessed whether the judgements made in making 
accounting estimates are indicative of a potential bias; and evaluated the business rationale of any significant 
transactions that are unusual or outside the normal course of business. 
 
In addition to the above, our procedures to respond to the risks identified included the following:  
 

• reviewing financial statement disclosures by testing to supporting documentation to assess compliance with 
provisions of relevant laws and regulations described as having a direct effect on the financial statements; 

• performing analytical procedures to identify any unusual or unexpected relationships that may indicate risks 
of material misstatement due to fraud;  

• enquiring of management and in-house legal counsel concerning actual and potential litigation and claims, 
and instances of non-compliance with laws and regulations; and  

• reading minutes of meetings of those charged with governance and reviewing internal audit reports 
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Independent auditor’s report to the members of Leeds Building Society Covered Bonds LLP 

(continued) 

Report on other legal and regulatory requirements 

Matters on which we are required to report by exception 

Under the Companies Act 2006 as applied to limited liability partnerships we are required to report in respect of the 
following matters if, in our opinion: 

• adequate accounting records have not been, or returns adequate for our audit have not been received from 
branches not visited by us; or 

• the financial statements are not in agreement with the accounting records and returns; or 

• we have not received all the information and explanations we require for our audit. 
 

We have nothing to report in respect of these matters. 

Use of our report 

This report is made solely to the limited liability partnership’s members, as a body, in accordance with Chapter 3 of Part 
16 of the Companies Act 2006 as applied to limited liability partnerships. Our audit work has been undertaken so that 
we might state to the limited liability partnership’s members those matters we are required to state to them in an 
auditor’s report and for no other purpose. To the fullest extent permitted by law, we do not accept or assume 
responsibility to anyone other than the limited liability partnership and the limited liability partnership’s members as a 
body, for our audit work, for this report, or for the opinions we have formed.. 

 

 

 

Matthew Bainbridge 
For and on behalf of Deloitte LLP 
Statutory Auditor 
Leeds, United Kingdom 
08 March 2024 
 

 

 



 

9 

 

Leeds Building Society Covered Bonds LLP 
 Members’ Report and Financial Statements 

Year ended 31 December 2023 

Statement of Comprehensive Income 

for the year ended 31 December 

 

  

All amounts relate to continuing operations. 

 

The notes on pages 13 to 28 are an integral part of these Financial Statements.
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Statement of Financial Position 

as at 31 December 

 

 

 

 

The accompanying notes on pages 13 to 28 are an integral part of these Financial Statements.  

Loan to originator is payable to LBS, a Member of the Limited Liability Partnership. 

The Financial Statements were approved by the Members and authorised for issuance on 08 March 2024 and signed 

on their behalf by: 

 

 

 

 

 

 

Helena Whitaker 

Per pro Intertrust Directors 1 Limited  

As Director 

For and on behalf of 

Leeds Covered Bonds Designated Member (No.1) Limited  

As Member 

 

08 March 2024 

 

Limited Liability Partnership Registration No. OC340174   

Note 2023 2022

£000 £000

Assets

Cash and cash equivalents 8 104,421 168,245

Loan to originator 9 1,935,788 2,189,429

Derivative financial instruments 10                   -   409

Other receivables 11 110,002 100,003

Total assets 2,150,211 2,458,086

Liabilities

Interest bearing loans and borrowings 12 2,033,541 2,308,620

Fair value adjustment for hedged risk 12 (7,738) (19,602)

Derivative financial instruments 10 16,555 20,024

Other payables 13 110,027 152,198

Total liabilities 2,152,385 2,461,240

Net liabilities attributable to members (2,174) (3,154)

Retained earnings (2,174) (3,154)

Total liabilities & retained earnings 2,150,211 2,458,086

https://intertrustgroup.eu2.adobesign.com/verifier?tx=CBJCHBCAABAAbyPAfDW9QVCgSwQDBgj_auNM8mSANWDk
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Statement of Changes in Members’ Interest 

for the year ended 31 December 

  

 

 

The accompanying notes on pages 13 to 28 are an integral part of these Financial Statements  
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Statement of Cash Flows 

for the year ended 31 December 

 

 

 

 

The accompanying notes on pages 13 to 28 are an integral part of these Financial Statements  
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Notes to the Financial Statements  

1.  Accounting policies  

(a) General information 

Leeds Building Society Covered Bonds LLP is a limited liability partnership, incorporated and domiciled in the United 
Kingdom and registered in England and Wales. The address of the registered office is 26 Sovereign Street, Leeds 
LS1 4BJ. 

(b) Basis of preparation 

The Financial Statements for the year ended 31 December 2023 have been prepared in accordance with International 

Accounting Standards in conformity with the requirements of the Limited Liability Partnerships (Accounts and Audit) 

(Application of Companies Act 2006) Regulations 2008.  These accounts also comply with the relevant provisions of 

Part 15 of the Companies Act 2006. 

The Financial Statements are also prepared in accordance with International Financial Reporting Standards (IFRS) as 

adopted by the United Kingdom and are presented in sterling which is the LLP’s functional and presentational currency 

and rounded to the nearest thousand. 

The principal accounting policies adopted are described below and have been consistently applied from the prior year, 

unless otherwise stated. 

The LLP prepares its Financial Statements under the historical cost convention, except where financial assets and 

liabilities are held at fair value through the Statement of Comprehensive Income. The Financial Statements have been 

prepared on the going concern basis as outlined in the Members’ Report.   

 (c) Income recognition 

Interest income and expense on all financial instruments is recognised in interest receivable or payable in the Income 

Statement. Interest income and expense is calculated using the effective interest rate method for financial assets and 

liabilities held at amortised cost. 

The effective interest rate is the rate that exactly discounts estimated future cash payments or receipts through the 

expected life of the financial instrument. 

Interest income and expense on financial assets and liabilities held at fair value through profit and loss (FVTPL) is 

recognised in line with the accrual of receipts or payments which are contractually due on the instrument. 

(d) Taxation 

Taxation on all partnership profits is solely the liability of Members.  Consequently, neither taxation nor related deferred 

taxation is accounted for in the LLP’s Financial Statements. 

(e) Financial instruments 

The LLP has classified its financial instruments with reference to both the LLP’s business model for managing the 

instruments and the contractual cash flow characteristics of the instruments. The LLP’s financial instruments have been 

classified into the following categories: 

Financial assets 

i) Cash and cash equivalents 

For the purposes of the Statement of Financial Position and Statement of Cash Flows, cash and cash equivalents 

comprise balances with less than three months’ maturity from the date of acquisition, including cash, amounts due from 

other banks and short term investments in securities. 

ii) Loan to originator 

In accordance with IFRS 9, where a transfer of a financial asset by the transferor does not qualify for derecognition, 

the transferee does not recognise the transferred asset as its asset.  Instead, the transferee recognises a receivable, 

measured at amortised cost, from the transferor, and derecognises any cash or other consideration paid. LBS has 

transferred to the LLP various mortgage portfolios. However, it is considered inappropriate for these to be derecognised 

by LBS as it has retained significant risks and rewards of ownership of these financial assets. The loan to the originator 

is based on the contractual amounts owed by customers.  
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Notes to the Financial Statements (continued) 

1.  Accounting policies (continued) 

ii) Loan to originator (continued) 

Included in the loan to originator is deferred consideration. The contractual requirement to pay deferred consideration 

is accounted for at amortised cost. The level of deferred consideration depends on the extent to which surplus income 

generated by the underlying mortgages in which the LLP has a beneficial interest exceeds the administration costs of 

the scheme. 

Deferred consideration is deducted from interest income as the LLP is not entitled to this excess consideration. Deferred 

consideration is any excess cash receipt from the underlying pool of mortgages, which is payable to the originator 

(LBS) as part of the original transfer agreement.  

iii) Other receivables 

Other receivables are held at amortised cost. 

Financial liabilities 

i) Interest bearing loans and borrowings 

Interest bearing loans and borrowings comprise a series of term advances from LBS, equivalent to the amounts raised 

by LBS under its covered bonds programme, held at amortised cost. It is the responsibility of LBS to record in its own 

Financial Statements the debt commitment arising from the issue of the covered bonds. However, in the event of default 

by LBS this obligation will transfer to the LLP. The term advance represents this obligation. Included within the term 

advance is the value of covered bond issuances that were released to external third parties.   

 

ii) Derivative financial instruments and fair value adjustment for hedged risk 

During the financial year the LLP continued to apply the IAS 39 hedge accounting standards, as permitted by IFRS 9. 

Derivatives are initially recognised at fair value on the date on which a derivative contract is entered into and are 

subsequently re-measured monthly at their fair value. All derivatives are carried as assets when their fair value is 

positive and as liabilities when their fair value is negative. 

All derivatives are entered into by the LLP for the purpose of providing an economic hedge; however certain criteria 

must be met before the instruments can be allocated to accounting hedge relationships. The LLP makes use of 

accounting hedges to reduce volatility which is associated to the interest rate risk of issuing fixed rate wholesale debt. 

A fair value hedge is used to hedge exposures to variability in the fair value of financial assets and liabilities, such as 

fixed rate wholesale debt issuances. Changes in the fair value of derivatives that are designated and qualify as fair 

value hedges are recorded in the Statement of Comprehensive Income together with any changes in the fair value of 

the hedged asset or liability that are attributable to the hedged risk. 

If the hedge no longer meets the criteria for hedge accounting, the relationship is de-designated and the adjustment to 

the carrying amount of the hedged item is amortised to the Statement of Comprehensive Income over the period to 

maturity. 

 

iii) Other payables 

Other payables are held at amortised cost. Finance costs are charged to the Statement of Comprehensive Income 

using the effective interest rate method. 

 

(f) Impairment of financial assets 

The carrying amounts of the LLP’s financial assets held at amortised cost are reviewed at the date of the Statement of 

Financial Position to determine whether there is any indication of impairment. An impairment loss is recognised 

whenever the carrying amount of an asset exceeds its recoverable amount. In the event that there is an impairment, 

the carrying amount of the asset is reduced through a provision account and the amount of the loss is recognised in 

the Statement of Comprehensive Income. 

 

Impairment loss provisions are calculated to cover future losses expected to emerge over a defined time period, 

dependent on the stage allocation of the individual asset, as set out below. This approach to impairment losses is 

known as the expected credit loss (ECL) basis. 
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Notes to the Financial Statements (continued) 

1.  Accounting policies (continued) 

(f) Impairment of financial assets (continued) 

• Stage 1 – assets are allocated to this stage on initial recognition and remain in this stage if there has not been a 
significant increase in credit risk since initial recognition. Impairment losses are recognised to cover 12 month 
ECL, being the proportion of lifetime ECL arising from default events expected within 12 months of the reporting 
date. 

• Stage 2 – assets where it is determined that there has been a significant increase in credit risk since initial 
recognition, but where there is no objective evidence of impairment. Impairment losses are recognised to cover 
lifetime ECL. 

• Stage 3 – assets where there is objective evidence of impairment, i.e. they are considered to be in default or in 
the cure period following default. Impairment losses are recognised to cover lifetime ECL. 
 

Financial assets continue to be recognised, net of impairment loss provisions, until there is no reasonable prospect of 

recovery. If a loss is ultimately realised, it is written off against the provision previously made.  

(g) Foreign currency 

Assets and liabilities denominated in foreign currencies are translated into sterling at the relevant rates of exchange 

prevailing at the date of the Statement of Financial Position. Any exchange rate differences are recorded in the 

Statement of Comprehensive Income as they arise. 

(i) Related party transactions 

LBS, the LLP’s controlling undertaking, is registered in England and Wales. The administration, operations, accounting 

and financial reporting functions of the LLP are performed by LBS. Related party transactions with Group undertakings 

are detailed in the relevant notes. 

2.  Critical accounting estimates and judgements 

Critical accounting judgement 

Loan to originator 

As described in note 1, judgement is required in assessing whether risks or rewards of ownership of the mortgage 

portfolio have been transferred by LBS to the LLP.  

The loan to originator asset is subject to annual impairment assessment and the ECL on the underlying mortgage 

portfolio is calculated by LBS using models and management judgements which incorporate both quantitative and 

qualitative factors such as historical experience on loan performance, risk evaluation at the point of origination and 

forecast of future economic scenarios. Any impairment on the underlying mortgage portfolio itself does not result in 

impairment of the loan to originator, due to the level of gross over-collateralisation of the beneficial interest in mortgages 

as any losses incurred would be deducted from deferred consideration payable to LBS. Therefore, the impairment 

provision recognised as 12 month ‘Stage 1’ ECL has been determined to be immaterial as at 31 December 2023. 

Financial assets are considered to be in default and are allocated to Stage 3 if contractual payments are more than 90 

days past due or if the borrower is subject to certain forbearance activities or has been identified as bankrupt and is in 

arrears by more than a nominal amount. LBS has provided a financial commitment to the LLP and is required to buy 

back all defaulting mortgages once they reach three months in arrears. As a result, the LLP does not suffer a loss on 

the buy back as it receives all outstanding amounts, including the accrued arrears. 
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3.  Interest receivable and similar income  

 

 

 

As described in note 1, deferred consideration is deducted from interest income as the LLP is not entitled to this excess 

consideration.  

 

4.  Interest payable and similar charges 

 

 

 

5.  Administrative expenses 

 

 

 

The audit fee for the current year has been paid on the LLP’s behalf by its UK controlling undertaking, LBS, in 

accordance with LBS policy, for which a recharge has not been made.  The audit fee for the current year (excluding 

irrecoverable VAT) is £15,971 (2022: £14,652). 

 

6.  Members’ emoluments 

The Designated Members in total received £1,200 and LBS received £1,200 in respect of qualifying services during 

the year to 31 December 2023 (2022: £1,200 and £1,200 respectively). The LLP has no employees (2022: none). 

 

 

 

 

2023 2022

£000 £000

Interest payable on loans and borrowings 137,710 73,512 

Interest (receivable) on derivative financial instruments (121,388) (68,773)

16,322 4,739

2023 2022

£000 £000

Management fees 103 39
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7.  Fair value gains from financial instruments 

 

 

 

 

8.  Cash and cash equivalents  

 

 

Included in the amount reported for cash and cash equivalents is £77 (31 December 2022: £52,170,000) of cash 

collateral received from LBS in relation to derivative financial instruments.  

Derivatives held by the LLP are managed bilaterally under the terms of industry-standard International Swaps and 

Derivatives Association (ISDA) Master Agreements and Credit Support Annexes (CSA). Under these arrangements, 

collateral is exchanged between the counterparties of the transaction to mitigate some of the counterparty credit risk 

inherent in outstanding derivative positions. 

Derivative transactions are usually settled on a gross basis and therefore there is no netting in the financial 

statements. 

 

9.  Loan to originator  

Loan to originator represents a receivable from LBS, generated as a result of the transferred beneficial interest in the 

mortgage portfolio. The loan to originator is due in over one year. 

 

 

As outlined in Note 1, the loan to originator is held at amortised cost and is reviewed for impairment at each reporting 

date.  

Any impairment on the underlying mortgage portfolio does not itself result in impairment of the loan to originator, due 

to the level of gross over-collateralisation of the beneficial interest in mortgages, as any losses incurred would be 

deducted from deferred consideration payable to LBS. Losses on the underlying mortgage portfolio would have to be 

greater than the excess revenue recognised for an impairment provision to be recognised. Therefore, the impairment 

provision recognised as 12 month ‘Stage 1’ ECL has been determined to be immaterial as at 31 December 2023. 

  

 

2023 2022

£000 £000

Derivatives designated in fair value hedge relationships 11,895 (27,176)

Fair value adjustment for hedged risk of hedged items (11,864) 27,193

Derivatives not designated in fair value hedge relationships 1,392 2,128

1,423 2,145

2023 2022

£000 £000

Deposits with other banks 104,421 168,245

2023 2022

£000 £000

Loan to originator 1,935,788 2,189,429
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10. Derivative financial instruments  

 

 

See note 14 for a maturity analysis of financial instruments. 

 

11.  Other receivables  

 

 

Included in the amount reported for other receivables is £110,000,000 (31 December 2022: £100,000,000) of 

collateral assets that have been pledged by LBS in relation to derivative financial instruments. 

 

12.  Interest bearing loans and borrowings and fair value adjustments for hedged risk 

Interest bearing loans and borrowings comprise a series of term advances from LBS, equivalent to the amounts raised 

by LBS under its Covered Bonds Programme. Each term advance bears interest at a rate equal to the rate of interest 

payable on the corresponding series of covered bonds. 

LBS will not be relying on repayment of the term advance (in part, or in full) or the interest thereon to meet its interest 

and repayment obligations under the covered bonds.  

The covered bonds are unconditionally guaranteed by the LLP. The term advances will not be repaid by the LLP until 

all amounts payable under the corresponding covered bond series have been repaid in their entirety. Any amounts 

owed by the LLP are subordinated to amounts owed by the LLP under the Priorities of Payment Guarantee.  

Under this guarantee the LLP’s obligations constitute direct obligations and are secured from time to time against the 

assets of the LLP and recourse against the LLP is limited to such assets. The principal asset of the LLP is its beneficial 

interest in the mortgage loans acquired from LBS. The LLP has also provided a guarantee as to payments of interest 

and principal under the Covered Bonds Programme Trust Deed, where amounts would otherwise be unpaid by LBS. 

The LLP treats the above guarantee contract as a contingent liability until such time as it becomes probable that the 

LLP will be required to make a payment under the guarantee. There have been no such arrangements in force during 

the current or prior years. 

  

2023 2022

£000 £000

Derivatives designated in fair value hedges:

Interest rate swaps (11,150) (20,024)

Derivatives not designated in fair value hedge relationships:

Cross currency swaps (5,405) 409

(16,555) (19,615)

2023 2022

£000 £000

Other receivables 110,002 100,003 
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12.  Interest bearing loans and borrowings and fair value adjustments for hedged risk (continued) 

The amounts due to LBS mature on the following dates: 

 

 

Covered bond issue 11 matured on 15th April 2023. 

Covered bond issue 10 has been designated in a micro fair value hedge and a fair value adjustment of £7.7m (31 

December 2022: £19.6m) which was attributable to the hedged risk has been recognised at 31 December 2023. 

For the purposes of the Statement of Cash Flows, interest bearing loans and borrowings are classified as liabilities 

arising from financing activities, and no other items within the Statement of Financial Position are classified as such. 

The table below provides a reconciliation of movements in interest bearing loans and borrowings: 

 

 

 

13.  Other payables 

 

Included in the amount reported for amounts owed to credit institutions is £110,000,000 of amounts payable to LBS 

associated with collateral that will be payable in relation to the derivative financial instruments for which LBS is the 

counterparty. 

 

 

 

 

 

2023 2022

 Issue Maturity Date Currency of issue Interest rate Payment terms £000 £000

Interest bearing loans and borrowings:

10 3 July 2024 Euro Fixed 0.5% Annually in arrears (433,541) (442,990)

11 15 April 2023 Sterling SONIA 3 months in arrears - (265,631)

12 15 January 2025 Sterling SONIA 3 months in arrears (600,000) (600,000)

13 17 May 2027 Sterling SONIA 3 months in arrears (500,000) (500,000)

14 15 September 2026 Sterling SONIA 3 months in arrears (500,000) (500,000)

(2,033,541) (2,308,619)

Fair value adjustment for hedged risk:

10 3 July 2024 7,738 19,602

7,738 19,602

2023 2022

£000 £000

At 1 January 2,308,619 1,620,100

Cash flows:

        Net proceeds from issue of debt securities - 1,000,000 

        Repayments of debt securities in issue (265,631) (319,972)

        Movement in accrued interest 2 (14,399)

Non cash flows:

        Foreign exchange movements (9,449) 22,890

At 31 December 2,033,541 2,308,619 

2023 2022

£000 £000

Amounts owed to credit institutions 110,027 152,198

110,027 152,198
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14.  Financial commitment 

LBS has provided a financial commitment to the LLP. From October 2009, LBS is required to buy back all defaulting 

mortgages from the LLP once they reach three months in arrears. The LLP does not suffer a loss on the buy back as 

it receives all outstanding amounts, including the arrears. 

 

15.  Risk management policy and control framework 

Gross contractual cash flows 

The following table shows the gross contractual cash flows of the LLP’s financial liabilities:  
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15.  Risk management policy and control framework (continued) 

Maturity profile of financial instruments 

The table below analyses the LLP’s assets and liabilities into relevant maturity groupings based on the remaining period 

between the Statement of Financial Position and the contractual maturity date. 
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15.  Risk management policy and control framework (continued) 

Credit risk 

Credit risk arises because of the risk of factors such as deterioration in the individual investee’s financial health and 

uncertainty within the wholesale market generally. For the reasons outlined above the exposure to loss as a result of 

credit risk is kept to a minimum; however, the LLP is exposed to credit risk via its loan to originator which is collateralised 

on the LLP’s beneficial interest in the covered bond mortgage portfolio. When the loans in the portfolio do not provide 

sufficient funds to cover the investment made by the LLP, it has no superior claim on the assets of LBS. 

The LLP’s maximum exposure to credit risk is equal to the value in its investment in the mortgage portfolio of £3.0bn 

(2022: £3.6bn) and £104.4m (2022: £168.2m) in relation to cash amounts deposited with Barclays.  

It is the responsibility of LBS’s Credit Committee to formulate and monitor policy pertaining to asset quality and credit 

risk, with ultimate challenge and oversight resting with the LBS Board. LBS is firmly committed to the management of 

this risk at all stages of the lending cycle. LBS monitors closely customer affordability and loan to value multiples at the 

application stage. It employs appropriate underwriting and fraud detection techniques to minimise losses once loans 

have been approved, and it also takes a proactive approach to the control of bad and doubtful debtors which is managed 

by a specialist team dedicated solely to the collections and recovery process. LBS continues to invest in developing 

and enhancing its arrears management strategies to minimise credit risk whilst ensuring that customers are treated 

fairly. The total value of loans that have had their terms restructured in 2023 is £5.1m (2022: £9.9m). 

Credit risk for residential mortgages is managed by LBS and impairment provisions are calculated under IFRS 9. It 

requires an impairment provision to be recognised on origination of a financial asset, based on its anticipated credit 

loss. The LLP recognises the expected credit loss on the loan to originator when it is estimated that it will not be in a 

position to receive all payments due. The expected credit loss is the difference between contractual cash flows and the 

cash flows the LLP expects to receive discounted at the effective interest rate of the loan to originator. Any impairment 

on the underlying mortgage portfolio itself does not result in impairment of the loan to originator, due to the level of 

gross over-collateralisation of the beneficial interest in mortgages as any losses incurred would be deducted from 

deferred consideration payable to LBS. Therefore, the impairment provision recognised as 12 month ‘Stage 1’ ECL has 

been determined to be immaterial as at 31 December 2023. 

The table below shows the arrears profile of the mortgage portfolio: 

 

 

 

  

2023 2023 2022 2022

£000 % £000 %

Not past due 2,944,666 99.0 3,560,228 99.2

>0 <=1 month arrears 21,173 0.7 22,792 0.6

>1 <=2 months arrears 5,189 0.2 3,986 0.1

>2 <=3 months arrears 3,042 0.1 1,796 0.1

>3 months arrears - - - - 

Total 2,974,070 100.0 3,588,802 100.0



 

23 

 

Leeds Building Society Covered Bonds LLP 
 Members’ Report and Financial Statements 

Year ended 31 December 2023 
 

Notes to the Financial Statements (continued) 

15.  Risk management policy and control framework (continued) 

Credit risk (continued) 

General UK economic factors, such as unemployment and problems in the housing market have an impact on credit 

risk, and these factors may affect some areas of the UK more than others (concentration risk). The mortgage portfolio’s 

exposure to concentration risk is outlined in the table below: 

 

 

 

16.  Capital management and financial resources 

Capital held by the LLP is managed centrally as part of LBS. Capital is managed by way of processes set up at inception 

of the LLP and subsequently there is no active process for managing its own capital. The LLP is designed to hold 

minimum reserves once all amounts due have been received and amounts owing have been paid. The LLP’s capital is 

not externally regulated. Risks such as interest rate risk and foreign exchange rate risk have an impact on the LLP’s 

capital. As discussed in the Members’ Report these are managed by LBS. 

 

 

  

2023 2023 2022 2022

£000 % £000 %

East Anglia 289,118 9.7 358,122 10.0

East Midlands 238,520 8.0 288,381 8.0

London 325,617 10.9 397,408 11.1

North 153,946 5.2 181,250 5.1

North West 345,322 11.6 407,203 11.3

Northern Ireland 45,030 1.5 55,776 1.6

South East 431,484 14.6 526,886 14.8

South West 300,869 10.1 364,112 10.1

Scotland 76,175 2.6 94,646 2.6

Wales 141,578 4.8 166,753 4.6

West Midlands 277,907 9.3 330,566 9.2

Yorkshire 348,504 11.7 417,698 11.6

Total 2,974,070 100.0 3,588,802 100.0
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17.  Financial instruments 

The financial instruments of the LLP comprise a loan to originator, derivative financial instruments, cash and cash 

equivalents, interest bearing loans and borrowings, other receivables and other payables that arise directly from its 

operations. The main purpose of these financial instruments is to raise finance for LBS. 

The following table summarises the classification of the carrying value of the LLP’s financial assets and liabilities: 
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17.  Financial instruments (continued) 

Book value and fair values 

A comparison of the LLP’s financial instruments’ book value and fair value has been provided below. Fair values have 

been determined using external market prices where available. When this data is not available internal pricing models 

have been used.  

 

 

i. Loan to originator is recognised at amortised cost. The fair value is calculated on the discounted cash flow basis, 

which also includes an assessment of future credit loss where appropriate. 

ii. Other receivables, cash and cash equivalents and other payables are recognised at amortised cost. This is 

considered to be a close approximation to fair value for these short term instruments. 

iii. All derivatives are held for economic hedging purposes and are measured at fair value through profit and loss. 

The fair value of derivative financial instruments is calculated via a discounted cash flow valuation model and 

checked against counterparty valuations.  

iv. The fair value of interest bearing loans and borrowings has been calculated by reference to the price of the term 

advances from LBS which represent the covered bonds issued, which are listed on the London Stock Exchange. 

v. The fair value adjustment for hedged risk is calculated using a discounted cash flow valuation model and held at 

fair value through profit and loss. 

 

Fair value hierarchy 

Level 1: Relates to financial instruments where quoted prices (unadjusted) in active markets can be found for identical 

assets or liabilities. 

Level 2: Valuation techniques are used to value these instruments for which significant inputs are taken from observable 

market data for the asset and liability, either directly (for example as price) or indirectly (for example derived prices) 

other than quoted prices included in Level 1. These include valuation models used to calculate the present values of 

expected future cash flows, using curves from published market sources and are employed when no active market 

exists or when no quoted prices for similar instruments can be obtained. Level 2 instruments comprise derivative 

financial instruments where values are derived from internal calculations.  
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17.  Financial instruments (continued) 

Level 3: The valuation of the asset or liability is not based on observable market data (unobservable inputs). Valuation 

techniques include net present value and discounted cash flow methods. The assumptions used in such models may 

include risk-free benchmark interest rates, foreign currency exchange rates, equity index prices and expected price 

volatilities. The objective of the valuation techniques is to determine a fair value that reflects the price of the financial 

instrument that would have been used by two counterparties in an arms-length transaction.  

As the loan to originator will change in line with the underlying mortgage portfolio this is deemed to be an unobservable 

input and therefore the instruments have been classified as Level 3. 

 

18. Hedge accounting 

The LLP designates certain derivatives as fair value hedges of recognised fixed rate liabilities. These derivatives are 

transacted as receive fix, pay floating swaps and have been transacted to manage the interest rate risk associated with 

issuing debt at a fixed rate. No other risk, such as credit risk, is managed using an accounting hedge relationship. 

The swap and the risk it has been transacted to hedge are designated as micro fair value hedges. In this type of hedge a 

single swap is matched directly against a term advance from LBS (equivalent to the fixed rate covered bond amount issued 

by LBS under its covered bond programme) and remains matched until maturity or a de-designation event (such as 

becoming ineffective).  

By hedging in this way, the change in fair value of the term advance and swap offset to reduce volatility in the Statement 

of Comprehensive Income. The main source of ineffectiveness in the micro hedges is differences in the discount rate used 

to calculate the fair values of the swap and term advance.    

 

The notional value of interest rate swaps designated into hedge relationships is as follows, analysed by maturity date: 

 

 

 

 

 Less than 

3 months 

 3 to 12 

months 

 1 to 5 

years 

 Over 5 

years 

31 December 2023 £000 £000 £000 £000

 Micro hedges of interest bearing loans and borrowings 

Denominated in Euros

Swap notional -              433,548      -                -              

 Average fixed rate % -              0.5% -                -              

 Less than 

3 months 

 3 to 12 

months  1 to 5 years 

 Over 5 

years 

31 December 2022 £000 £000 £000 £000

 Micro hedges of interest bearing loans and borrowings 

 Denominated in Euros 

 Swap notional -              -                 442,978     -              

 Average fixed rate % -              -                 0.5% -              
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18. Hedge Accounting (continued) 

The tables below provide analysis of the impacts of hedge accounting on the Statement of Financial Position and the Statement of Comprehensive Income: 

 

 

 

Notes: 

1. The Statement of Financial Position line that includes these items is "Derivative financial instruments". 

2. The Statement of Financial Position lines that include these fair value adjustments on hedged items is "Fair value adjustment for hedged risk". 
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19.  Members and capital reserves 

The average number of Members during the year was three (2022: three).  Profit share is based upon Members’ capital 

contribution balances. 

 

20.  Ultimate controlling party and transactions with related parties 

The LLP considers LBS to be its ultimate controlling party, as it has the power to govern its financial and operating 

policies, and so obtain benefit from its activities. LBS is a building society authorised by the Prudential Regulation 

Authority and regulated by the Financial Conduct Authority and Prudential Regulation Authority. Copies of LBS’s Annual 

Report and Accounts are available from the registered office at 26 Sovereign Street, Leeds, LS1 4BJ. 

The largest and smallest Group in which the results of the LLP are consolidated is that headed by LBS. The LLP has 

provided a loan to LBS (see note 9). 

LBS has pledged £110,000,000 (31 December 2022: £100,000,000) of assets and £77 (31 December 2022: 

£52,170,000) of cash as collateral with LLP in relation to derivative financial instruments. See notes 8 and 11. 

Intertrust Management Limited provides corporate administration services pursuant to a corporate services agreement 

with the LLP. Intertrust Management Limited was paid £ 4,972.92 in 2023 (2022: £8,380.80) for services provided in 

the year. These fees are paid on behalf of the LLP by LBS.  
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