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NATIONWIDE COVERED BONDS LLP
Members’ Report for the year ended 4 April 2018

On behalf of the members of Nationwide Covered Bonds LLP (the “LLP"), the Management Board have pleasure
in presenting the members’ report and the audited financial statements for the LLP for the year ended 4 April
2018. As set out in the accounting policies, the Annual Report and Financial Statements have been prepared in
accordance with Financial Reporting Standard 101 Reduced Disclosure Framework. All financial information
given in the members’ report is taken solely from the statutory results prepared on the above basis. The
members consider the financial statements to be fair, balanced and understandable.

Business Objectives and Principal Activities

The LLP is a limited liability partnership which was incorporated by Nationwide Building Society (“the Society”
or “NBS””}) and Moulton Capital Finance Limited. The LLP is registered, domiciled and operates solely in the UK.
The LLP was incorporated on 25 June 2005. The LLP is a special purpose vehicle whose purpose is to guarantee
the Covered Bonds issued by the Society by acquiring mortgage loans and their related security from the Society
(the “Originator”) pursuant to the terms of the Mortgage Sale Agreement entered on 30 November 2005, when
trading commenced. No change in principal activity is envisaged or has occurred during the year.

The LLP enters into interest rate swap agreements with the Society under which it swaps the interest cash flows
of the mortgage loans for 3-month LIBOR plus a spread. The LLP funds the purchase of the mortgage loans by
loans from the Society, replicating the issue of Covered Bonds by the Society in currency. Currencies currently
in use are Sterling (GBP) {the LLP’s functional currency), Euros (EUR) and Norwegian Krona (NOK). The LLP enters
into currency swap agreements under which it pays cash flows in GBP and receives EUR and NOK cash flows
which are used to pay the loans to Nationwide. The Society is one of the designated members of the LLP, the
Covered Bond originator and the LLP’s parent undertaking. The Covered Bond structure is set out in
diagrammatic form below.
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NATIONWIDE COVERED BONDS LLP
Members’ Report for the year ended 4 April 2018 (Continued)

Main Accounting Assumptions

The Society is considered to have retained substantially alf the exposure to the risks and rewards of ownership
of the transferred mortgages. As a result, the acquisition of mortgage loans by the LLP is considered to fail the
derecognition criteria of IAS 39, so that the assets sold are retained on the balance sheet of the Society. As
described further in note 1 to the financial statements, the LLP therefore treats the transaction as a loan from
the Society (the “deemed loan”), secured on a collateral pool of assets, rather than the financial assets that it
has legally purchased. The differences between the ‘deemed loan’ and the balance of mortgage loans is legally
recognised as a capital contribution in the LLP. However, as the mortgage loans fail the derecognition criteria of
IAS 39, the capital contribution and the associated element of the deemed loan and interest receivable (referred
to as ‘over-collateralisation’) on it is not recognised in the LLP. The deemed loan is shown net of the over-
collateralisation adjustment on the face of the balance sheet. The gross amount is disclosed in the notes.

For accounting purposes, the interest rate swap between the LLP and the Society (swapping the interest cash
flows of the mortgage loans for 3-month LIBOR plus a spread) is not separately recognised as a derivative. The
effective interest rate accrued by the LLP on the deemed loan due to the LLP from the Society reflects the rate
payable under the swap. The swap is consequentially not separately fair valued.

Employees
The LLP does not have any employees (2017: Zero employees).
Designated Members

The following designated members have remained unchanged since incorporation of the LLP on 25 June 2005:

- Nationwide Building Society
- Moulton Capital Finance Limited

Going Concern

The LLP’s majority member interest is held by Nationwide Building Society. The Society’s board of directors has
confirmed that it will continue to fund the LLP’s activities for the foreseeable future. The foreseeable future is
considered for this purpose to be a period of at least 12 months forward from the date of approval of the
financial statements. Taking this into account, the members have a reasonable expectation that the LLP has
adequate resources to continue in business for the foreseeable future and therefore continue to adopt the going
concern basis in preparing the financial statements.

Environment

Nationwide Building Society and its consolidated subsidiaries (collectively the “Group”) recognises the
importance of its environmental responsibilities, monitors its impact on the environment, and designs and
implements policies to reduce any damage that might be caused by the Group’s activities. The Group has a
comprehensive programme of activity on environmental issues. It runs an active carbon saving programme and
has acted on issues such as transport, lighting, heating and recycling.

Domicile

The LLP is registered and domiciled in the United Kingdom. The registered office is Nationwide House, Pipers
Way, Swindon, Wiltshire, SN38 1NW.

Independent Auditors

PricewaterhouseCoopers LLP have been appointed by the members as the auditors of the LLP and are to remain
in office until the conclusion of the LLP’s annual general meeting. Having expressed their willingness to continue
in office, a resolution for the re-appointment of PricewaterhouseCoopers LLP will be proposed at the
forthcoming Annual Members’ Meeting, in accordance with the Companies Act 2006 as applied to the Limited
Liability Partnerships (Accounts and Audit) (Application of Companies Act 2006) Regulations 2008.




NATIONWIDE COVERED BONDS LLP
Members’ Report for the year ended 4 April 2018 (Continued)

Members and Members’ Interests

The LLP members during the year and up to the date of signing the financial statements are shown on page 2.
At no time during the year have the members’ executive and non-executive directors, or their connected parties,
had any beneficial interest in the LLP nor have they had a material interest in any contract significant to the LLP’s
business.

Statement of Members Responsibilities in Respect of the Financial Statements

The members are responsible for preparing the Annual Report and the financial statements in accordance with
applicable law and regulation.

Company law, as applied to limited liability partnerships by the Limited Liability Partnerships (Accounts and
Audit) (Application of Companies Act 2006) Regulations 2008 (the “Regulations”), requires the members to
prepare financial statements for each financial year. Under that law the members have prepared the financial
statements in accordance with United Kingdom Generally Accepted Accounting Practice (United Kingdom
Accounting Standards, comprising FRS 101 “Reduced Disclosure Framework”, and applicable law). Under
company law, as applied to limited liability partnerships, 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 limited liability
partnership and of the profit or loss of the limited liability partnership for that period. In preparing the financial
statements, the members are required to:

e select suitable accounting policies and then apply them consistently;

e state whether applicable United Kingdom Accounting Standards, comprising FRS 101, have been followed,
subject to any material departures disclosed and explained in the financial statements;

e make judgements and accounting estimates that are reasonable and prudent; and

e prepare the financial statements on the going concern basis unless it is inappropriate to presume that the
limited liability partnership will continue in business.

The members are also responsible for safeguarding the assets of the limited liability partnership and hence for
taking reasonable steps for the prevention and detection of fraud and other irregularities.

The members are responsible for keeping adequate accounting records that are sufficient to show and explain
the limited liability partnership's transactions and disclose with reasonable accuracy at any time the financial
position of the limited liability partnership and enable them to ensure that the financial statements comply with
the Companies Act 2006 as applied to limited liability partnerships by the Regulations.

Statement of Disclosure of Information to Auditors

In accordance with Section 418 of the Companies Act 2006 as applicable to limited liability partnerships, for each
member in office at the date the members’ report is approved:

e So far as the members are aware, there is no relevant audit information of which the LLP’s auditors are

unaware, and
e Each member has taken all the steps necessary as a member to make themselves aware of any relevant
audit information and to establish that the LLP’s auditors are aware of that information.

By order of the Management Board

S

Alexander Wall
For and on behalf of the LLP

Date: 25 July 2018




NATIONWIDE COVERED BONDS LLP
Strategic Report for the year ended 4 April 2018

As set out in the accounting policies, the Annual Report and Financial Statements have been prepared in
accordance with Financial Reporting Standard 101 Reduced Disclosure Framework.

Business Review

In the year to 4 April 2018, the LLP structure serviced an additional £926.3 million of covered bond issuances:

Note Amount Date
CB 2017-02 €1,000.0 million 29 June 2017
CB 2017-03 €50.0 million 8 December 2017

During the year, there were two covered bond note maturities:

Note , Amount ’ Date
CB 2011-11 €58.0 million ' 4 October 2017

CB 2014-03 £750.0 million 17 July 2017

The balance sheet on page 12 of the financial statements shows the LLP’s finanéial position at the year end.
Future Developments

The LLP will continue to guarantee covered bonds issued by the Soc1ety by acquiring mortgage Ioans and their
related security from the Soc1ety

Strategic Goals

Although strategic goals are set at Group level, the Board is aware of the LLP’s role in supporting the Group’s
ambition to meet these goals. Further information on the Group’s strategic goals and performance against these
goals, as well as the strategic goals for the next five years can be found in the Overview section of the Group
Annual Report and Accounts.

The programme performance is monitored monthly for financial and non-financial indictors inciuding covenants
and tests for managing risk which are published within the monthly investor report (available via the Nationwide
Building Society website), for example: Asset Coverage Test (ACT); Interest Coverage Test; Service Trigger (which
monitors the servicer’s ratings to required levels); and Yield Shortfall Test (which checks that the portfolio yield
does not fall below LIBOR plus 0.15%).

The level of over-collateralisation is central to the contractual mechanics and to credit rating agencies oversight.
The level of over-collateralisation can be estimated using the ACT which is carried out each month and is deemed
to establish the level of over-collateralisation for the LLP.

To date, all loan and note repayments have been made in accordance with the scheduled repayment dates.

Results

The profit for the year was £12.6 million (2017: £61.2 million loss). This is composed primarily of net interest
income of £3.7 million (2017: £3.3 million), profit from derivatives and hedge accounting of £12.6 million (2017:
£61.2 million loss) and administrative expenses of £3.7 million (2017: £3.3 million).

Profits on a cash flow basis are pre-determined under the Covered Bonds LLP programme documentation. The
cash flow profits before tax, which exclude gains/(losses) from derivatives and hedge accounting and foreign
exchange gains/(losses), are fixed to a maximum of £1 per annum.

At 4 April 2018, the amount of the beneficial interest in the mortgage loan portfolio was £21,000.4 million (2017:
£19,322.4 million) and the amount of the deemed loan was £13,581.9 million (2017: £13,465.4 million). The
difference of £7,418.5 million (2017: £5,857.0 million) mainly represents the amount of over-collateralisation in
the structure.




NATIONWIDE COVERED BONDS LLP
Strategic Report for the year ended 4 April 2018 (Continued)

Risk Management and Control of the Group

The Group’s mutual model ensures focus on securing the long-term needs of its members whilst maintaining a
balance sheet primarily invested in UK residential property and an investment grade liquidity portfolio. Sound
management has reduced the Group’s exposure to higher risk assets over recent years and retained profits have
allowed investment in ongoing service development and strengthened the capital position.

While the Group is a low risk organisation, inevitably it faces challenges that pose strategic risks to the delivery
of planned objective and operational risks as it continues to embrace the digital revolution.

The LLP’s risk management policies are set at Group level. Effective risk management is at the heart of the
business, supporting the delivery of the Group’s strategy by ensuring the business is built to last and continues
to be safe and sustainable, protecting members’ interests. An enterprise-wide risk management framework
ensures that risks are managed effectively. This is underpinned by the three lines of defence model which
ensures independent oversight and audit of risks management carried out by the business. '

The Group’s principal risks are:

e Lending risk

e  Financial risk

. ‘Operational risk

e  Conduct and compliance risk
e Strategic risk

Nationwide will continue to focus on the above and emerging risks, monitor the macroeconomic environment,
and ensure we deliver what is required by our regulators and other authorities. Other areas of focus will include
risks associated with the execution of Nationwide’s strategy, reviews into specific areas of risk, ‘and the
simplification of the ERMF (Enterprise Risk Management Framework) to further improve its effectiveness.
Expectations of the safety, security, resilience and ethics of financial institutions remain high and the Secured
Funding Committee engages fully with management to oversee the continued strengthening of these within the
Society’s business operations to ensure that our customers’ interests are safeguarded.

The risk management objectives and policies which correspond to these risks and uncertainties and detail on
how these are managed and mitigated can be found in the Governance section of the 2018 Group Annual Report
and Financial Statements. Further details can also be found in note 13 of the Company’s Financial Statements.

By order of the Management Board

Alexander Wall

For and on behalf of the LLP

Date: 25 July 2018




NATIONWIDE COVERED BONDS LLP
Independent Auditor’s Report to the Members of Nationwide Covered Bonds LLP

Report on the audit of the financial statements
Opinion

In our opinion, Nationwide Covered Bonds LLP’s financial statements:

e give a true and fair view of the state of the limited liability partnership’s affairs as at 4 April 2018 and of its
profit for the year then ended;

e have been properly prepared in accordance with United Kingdom Generaily Accepted Accounting Practice
(United Kingdom Accounting Standards, comprising FRS 101 “Reduced Disclosure Framework”, and
applicable law); and _

e have been prepared in accordance with the requirements of the Companies Act 2006 as applied to limited
liability partnerships by the Limited Liability Partnerships (Accounts and Audit) (Application of Companies
Act 2006) Regulations 2008.

We have audited the financial statements, included within the Annual Report and Financial Statements (the

“Annual Report”), which comprise: the balance sheet as at 4 April 2018; the profit and loss account, and the

statement of movements in members' interest for the year then ended; and the notes to the financial

statements, which include a description of the significant accounting policies.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) {“ISAs (UK)”) and applicable
law. Our responsibilities under I1SAs (UK) are further described in the Auditors’ responsibilities for the audit of
the financial statements section of our report. We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our opinion. '

Independence
We remained 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, which includes the FRC’s Ethical Standard, and
we have fulfilled our other ethical responsibilities in accordance with these requirements.

Conclusions relating to going concern

We have nothing to report in respect of the following matters in relation to which iSAs (UK) require us to report

to you when: '

¢ the members’ use of the going concern basis of accounting in the preparation of the financial statements is
not appropriate; or

e the members have not disclosed in the financial statements any identified material uncertainties that may
cast significant doubt about the limited liability partnership’s ability to continue to adopt the going concern
basis of accounting for a period of at least twelve months from the date when the financial statements are
authorised for issue.

However, because not all future events or conditions can be predicted, this statement is not a guarantee as to

the limited liability partnership’s ability to continue as a going concern.
Reporting on other information

The other information comprises all of the information in the Annual Report other than the financial statements
and our auditors’ report thereon. The members are responsible for the other information. Our opinion on the
financial statements does not cover the other information and, accordingly, we do not express an audit opinion
or any form of assurance 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 an apparent
material inconsistency or material misstatement, we are required to perform procedures to conclude whether
there is a material misstatement of 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 based on these responsibilities.




NATIONWIDE COVERED BONDS LLP
Independent Auditor’s Report to the Members of Nationwide Covered Bonds LLP (Continued)

Responsibilities for the financial statements and the audit
Responsibilities of the members for the financial statements

As explained more fully in the Statement of Members’ Responsibilities, the members are responsible for the
preparation of the financial statements in accordance with the applicable framework and for being satisfied that
they give a true and fair view. The members are also 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.

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.

Auditors’ 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 auditors’ 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 auditors’ report.

Use of this report

This report, including the opinion, has been prepared for and only for the members of the partnership as a body
in accordance with the Companies Act 2006 as applied to limited liability partnerships by the Limited Liability
Partnerships (Accounts and Audit) (Application of Companies Act 2006} Regulations 2008 and for no other
purpose. We do not, in giving this opinion, accept or assume responsibility for any other purpose or to any other
person to whom this report is shown or into whose hands it may come save where expressly agreed by our prior
consent in writing.

Other required reporting

Companies Act 2006 exception reporting

Under the Companies Act 2006 as applicable to limited liability partnerships we are required to report to you if,

in our opinion:

e we have not received all the information and explanations we require for our audit; or

e adequate accounting records have not been kept by the limited liability partnership, or returns adequate
for our audit have not been received from branches not visited by us; or

e the financial statements are not in agreement with the accounting records and returns.

We have no exceptions to report arising from this responsibility.

Yoo Wosdba

Laura Needham (Senior Statutory Auditor)

For and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
London

Date: 25 July 2018




NATIONWIDE COVERED BONDS LLP

Profit and Loss Account for the year ended 4 April 2018

Note 2018 2017

£'m £'m

Interest Receivable & Similar Income 3 148.8 153.5
Interest Payable & Similar Expenses 4 (145.1) (150.2)
Net Interest Income 3.7 3.3
Gains/(Losses) From Derivatives & Hedge Accounting 5 12.6 (61.2)
Administrative Expenses 6 (3.7) (3.3)
Profit/(Loss) for the Year 12.6 (61.2)

No other comprehensive income was earned during the year (2017: £nil).

The notes on pages 13 to 30 form part of these financial statements.

10



NATIONWIDE COVERED BONDS LLP
Balance Sheet as at 4 April 2018

Note 2018 2017
£'m £'m

Assets
Cash & Cash Equivalents 7 1,569.5 1,538.2
Loans & Other Debts Due from Members 8 13,581.9 13,465.4
Derivative Financial Instrument Assets 9 " 2,335.2 2,290.5
Other Assets 10 ~ 105 13.0
Total Assets 17,497.1 17,307.1
Liabilities
Loans from Members 11 16,166.3 16,074.4
Derivative Financial Instrument Liabilities 9 143.2 74.2
Other Liabilities 12 1,188.1 1,171.6
Total Liabilities 17,497.6 17,320.2
Members' Other Interests
General Reserve : (0.5) (13.1)
Total Members' Other Interests (0.5) (13.1)
Total Members' Other Interests & Liabilities 17,497.1 17,307.1
Total Members' Interest
Members' Interest in General Reserves (0.5) (13.1)
Loans from Members . 16,166.3 16,074.4
Loans & Other Debts Due from Members (13,581.9) (13,465.4)
Total Members' Interest 2,583.9 2,595.9

The notes on pages 13 to 30 form part of these financial statements.

The members acknowledge their responsibility for complying with the requirements of the Companies
Act 2006 with respect to accounting records and for the preparation of financial statements.

The financial statements were approved by the members on 25 July 2018.
Signed on behalf of the members

ety

Alexander Wall

Registration Number OC313878
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NATIONWIDE COVERED BONDS LLP

Statement of Movements in Members’ Interest for the year ended 4 April 2018

General Reserve at 5 April 2017

Profit for the Year

Balance Carried Forward at 4 April 2018
Loans from Members

Loans & Other Debts Due from Members
Members' Interests as at 4 April 2018

General Reserve at 5 April 2016

Loss for the Year

Balance Carried Forward at 4 April 2017
Loans from Members

Loans & Other Debts Due from Members
Members' Interests as at 4 April 2017

The notes on pages 13 to 30 form part of these financial statements.

General Loans from Total Members
Reserve Members Interest
£'m £'m £'m
(13.1) - (13.1)
12.6 - 12.6
(0.5) - (0.5)

- 16,166.3 16,166.3

- (13,581.9) (13,581.9)

(0.5) 2,584.4 2,583.9
General Loans from Total Members
Reserve Members Interest
£'m £'m £'m
48.1 - 48.1
(61.2) - (61.2)
(13.1) - (13.1)

- 16,074.4 16,074.4

- (13,465.4) (13,465.4)

(13.1) 2,609.0 2,595.9

12



NATIONWIDE COVERED BONDS LLP
Notes to the Financial Statements for the year ended 4 April 2018

1. Accounting Policies
Basis of Preparation

The financial statements have been prepared in accordance with Financial Reporting Standard 101
Reduced Disclosure Framework (FRS 101). The financial statements have been prepared under the
historical cost convention as modified to include the fair valuation of derivatives to the extent required
or permitted under the relevant financial reporting framework and as set out in the relevant
accounting policies. Accounting policies have been consistently applied in preparing these financial
statements. The financial statements are presented in Sterling and all values are rounded to the
nearest million pounds (£'m) except where otherwise indicated.

The Company has taken advantage of the following disclosure exemptions under FRS 101:

e The requirements of International Accounting Standard 7 Statement of Cash Flows (IAS 7)

e The requirements of paragraphs 30 and 31 of International Accounting Standard 8 Accounting
Policies, Changes in Accounting Estimates and Errors (IAS 8)

s The requirements of International Accounting Standard 24 Related Party Disclosures (IAS 8) to
disclose related party transactions entered into between two or more members of a group,
provided that any subsidiary which is a party to the transaction is wholly owned by such a member

The preparation of financial statements in conformity with generally accepted accounting principles
requires the use of estimates and assumptions that affect the reported amounts of assets and
liabilities at the date of the financial statements and the reported accounts of revenues and expenses
during the year. Although these estimates are based on management’s best knowledge of the amount,
event or actions, actual results ultimately may differ from those estimates. Further details on critical
accounting estimates are given in note 2.

As stated in the directors’ report, the directors consider that it is appropriate to continue to adopt the
going concern basis in preparing the financial statements.

New Standards, Amendments and IFRIC Interpretations

No new accounting standard, or amendments to accounting standard, or IFRIC interpretations that
are effective for the year ended 4 April 2018, have had a material impact on the Company.

Contributions and Drawings

Under the terms of the transaction document for the sale of the mortgage loans, Nationwide Building
Society is legally treated as having made a capital contribution to the LLP for an amount equal to the
difference between the current balance of the loans sold at transfer date and the cash payment made
by the LLP for the loans and relevant securities on that transfer date.

If so requested by the Management Board, the members may, from time to time, make cash
contributions to the LLP which will constitute cash capital contributions. The liquidation member,
Moulton Capital Finance Limited, will not make any capital contributions to the LLP. No interest is paid
on the members’ capital balances.

As the sale of the beneficial interest in the mortgage portfolio does not pass the derecognition criteria
as described in |1AS 39, capital contributions consist only of cash capital contributions.

Capital distributions may only be made in accordance with the LLP Deed where sufficient principal
receipts are available and higher priority payments have been made.

13



NATIONWIDE COVERED BONDS LLP
Notes to the Financial Statements for the year ended 4 April 2018 (Continued)

1. Accounting Policies (Continued)
Contributions and Drawings (Continued)

Under the priority of payments, payment pro rata and pari passu to the members of the sum of £3,000
in aggregate (or such other sum as may be agreed by members from time to time) is allocated and
paid to each member in proportion to their respective capital contribution balance as at the relevant
calculation date, subject to a minimum of £1 each, as their profit for their respective interest as
members in the LLP.

Deferred Consideration

Under the terms of the mortgage sale agreement, Nationwide Building Society, as the Originator of
the mortgage loans, retains the right to receive excess income (deferred' consideration) arising on
those loans, after certain higher priority payments have been met by the LLP. Deferred consideration
is treated as a reduction in the interest due from the Nationwide Building Society on the loan arising
from the failure to derecognise the sale of the mortgages. Deferred consideration is presented with
other debt due to members were not paid.

Interest Receivable and Interest Expense

Interest income and expense are recognised in the profit and loss account on an effective interest rate
(EIR) basis. The EIR is the rate that exactly discounts estimated future cash payments or receipts
through the expected life of the financial instrument or, when appropriate, a shorter period to the net
carrying amount of the financial asset or financial liability.

In calculating the effective interest rate, the LLP estimates cash flows considering all contractual terms
of the financial instrument but does not consider future credit losses. The calculation includes all fees
received and paid and costs borne that are an integral part of the EIR and all other premium or
discounts above or below market rates.

Interest income on derivatives is included in interest receivable and similar income and interest
expense and similar charges in the profit and loss account.

Interest receivable is presented net of amounts payable for profits more than the £1 per annum limit
set out in the programme documents. The associated amounts payable is presented net with loans
and other debts due to members.

Fees and Commissions

Direct fees and costs incremental to generating a financial instrument are deferred and spread as
interest receivable or expense on an effective interest basis.

Other fees and commissions are recognised on the accruals basis as services provided, or on the
performance of a significant act.

Taxation Including Deferred Tax

Taxation on all partnership profits is solely the liability of members. Consequently, neither taxation
nor related deferred taxation the LLP is accounted for in these financial statements.

14



NATIONWIDE COVERED BONDS LLP
Notes to the Financial Statements for the year ended 4 April 2018 (Continued)

1. Accounting Policies {Continued)
Loans and Other Debts Due from Members

The entity classifies its loans and other debts due from members as loans and receivables which are
held at amortised cost. As described above the sale of the beneficial interest in the mortgage portfolio,
even though legally acquired from the Nationwide Building Society, does not pass the derecognition
criteria as described in IAS 39 and therefore a deemed loan is shown on the balance sheet.

Impairment of Financial Assets

The LLP assesses at the end of each balance sheet date whether, because of one or more events
occurring after initial recognition, there is objective evidence that a financial asset has become
impaired. Evidence of impairment may include indications that the counterparty is experiencing
significant financial difficulty, default or delinquency in interest or principal payments.

The carrying amount of the asset is reduced by the amount of any impairment loss. Any losses are
recognised in the profit and loss account.

Derivatives and Hedge Accounting

Derivatives are only used to reduce the economic risks from movements in interest rates and exchange
rates and are not used for speculative purposes.

a) Derivative Financial Instruments

Other than noted in (c) on the next page, derivatives are carried at fair value with movement in fair
value recorded in the profit and loss account. Derivative financial instruments are principally valued
by discounted cash flow models using yield curves that are based on observable market data or are
based on valuations obtained from counterparties. For collateralised positions the LLP uses discount
curves based on overnight indexed swap rates, as detailed in note 5, and for non-collateralised
positions the LLP uses discount curves based on term LIBOR rates.

In the first instance fair values are calculated using mid prices. An adjustment is them made to
derivative assets and liabilities to value them on a bid and offer basis respectively. The bid-offer
adjustment is calculated on a portfolio basis and reflects the costs that would be incurred if
substantially all residual net portfolio market risks were close out using available hedging instruments
or by disposing of or unwinding actual positions. The methodology for determining the bid-offer
adjustments involves netting between long and short positions and the grouping of risk by type, in
accordance with hedging strategy. Bid-offer spreads are derived from market sources such as broker
data and are reviewed periodically.

In measuring fair value, separate credit valuation and debit valuation adjustments are made for
counterparty or own credit risk to the extent not already included in the valuation.

All derivatives are classified as assets where their fair value is positive and liabilities where their fair
value is negative. Where there is a legal ability and intention to settle net, then the derivative is
classified as a net asset or liability, as appropriate.

Where cash collateral is received, to mitigate the risk inherent in amounts due to the LLP, it is included
as a liability. Where was collateral is given, to mitigate the risk inherent in amounts due from the LLP,
it is included as an asset.
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NATIONWIDE COVERED BONDS LLP
Notes to the Financial Statements for the year ended 4 April 2018 (Continued)

1. Accounting Policies (Continued)
Derivatives and Hedge Accounting (Continued)
b) Hedge Accounting

When transactions meet the criteria specified in IAS 39, the LLP applies fair value hedge accounting so
that changes in the fair value of the underlying asset or ljability that are attributable to the hedged
risk are recorded in the profit and loss account to offset the fair value movement of the related
derivative.

To qualify for Hedge accounting the hedge relationship must be clearly documented at inception and
the derivative must be expected to be highly effective in offsetting the hedged risk. Effectiveness must
be tested throughout the life of the hedge relationship.

The LLP discontinues hedge accounting when:

1. It is evident from testing that a derivative is not, or has ceased to be, highly effective as a hedge
2. The derivative expires, or is sold, terminated or exercised
3. The underlying item matures or is sold or repaid

The LLP may also decide to cease hedge accounting even though the hedge relationship continues to
be highly effective by ceasing to designate the financial instrument as a hedge.

If the derivative no longer meets the criteria for hedge accounting, the cumulative fair value hedging
adjustment is amortised over the period to maturity of the previously designated hedge relationship.
if the underlying item is sold or repaid, the unamortised fair value adjustment is immediately reflected
in the profit and loss account.

¢) Derivatives Hedging Beneficial Interest in the Mortgage Portfolio

The LLP holds derivatives to hedge interest rate risk associated with the beneficial interest on the
mortgage portfolio. These derivatives are not fair valued as under IAS 39 they are accounted for on an
accrual basis as part of the deemed loan to originator included in loans and other debts due from
members of the LLP.

Derecognition

If a transferor retains substantially all the risks and rewards associated with the transferred assets, the
transaction is accounted for as a financing transaction, notwithstanding that it is a sale transaction
from a legal perspective. The members of the LLP have concluded that the Originator has retained
substantially all the exposure to risks and rewards of the pool of mortgage loans and therefore, the
LLP does not recognise the mortgage loans on its balance sheet but rather a loan due from the
Originator.

The basis swaps between the LLP and the Originator are not recognised separately as financial
derivative instruments, as the amounts payable under the swaps reflect interest flow from the
mortgage loans which are not recognised by the LLP for accounting purposes. Instead, the deemed
loan to the Originator is recognised with an effective interest rate which reflects the amount
receivable under the swap receiving leg.
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NATIONWIDE COVERED BONDS LLP
Notes to the Financial Statements for the year ended 4 April 2018 (Continued)

1. Accounting Policies (Continued)
Foreign Currencies

The financial statements are presented in Sterling, which is the currency of the primary economic
environment in which the Company operates.

The LLP holds monetary items denominated in foreign currencies which are translated to Sterling at
the reporting date. The group utilises derivatives to economically hedge this foreign exchange
exposure with fair value gains and losses on these derivatives presented within ‘gains/losses from
derivative and hedge accounting’ in the profit and loss account. To provide a more meaningful
presentation of the LLP’s residual economic foreign exchange exposure, amounts in relation to the
retranslation of foreign currency monetary items are shown in ‘gains/losses from derivatives and
hedge accounting’ in the profit and loss account to offset against the movement in derivative values.

Segmental Reporting

The LLP has only one business segment and operates wholly in the UK. Accordingly, no segmental
analysis is presented in these financial statements.

2. Judgements in Applying Accounting Policies and Critical Accounting Estimates

No judgements, estimates or assumptions have been made that are considered critical to the
preparation of these financial statements.

3. Interest Receivable and Similar Income 2018 2017
£'m £'m

Interest Receivable from Members 362.1 372.2
Interest Payable on Derivative Financial Instruments (87.7) (112.4)
Other Interest Payable (6.1) (3.2)
Excess Profits Payable (119.5) (103.1)
148.8 153.5

4. Interest Payable and Similar Expenses

2018 2017

£'m £'m

Interest Payable on Loans from Members 308.4 310.4
Interest Receivable on Derivative Financial Instruments (163.3) (160.2)
145.1 150.2
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NATIONWIDE COVERED BONDS LLP
Notes to the Financial Statements for the year ended 4 April 2018 (Continued)

5. Gains/(Losses) from Derivatives and Hedge Accounting 2018 2017

£'m £'m

Derivatives Designated as Fair Value Hedges (314.9) (277.6)
Fair Value Movement Attributable to Hedged Risk 304.2 281.5
Gains/(Losses) from Fair Value Hedge Accounting (Note i) (10.7) 3.9
Fair Value Gains/(Losses) from Other Derivatives (Note ii) 31.0 (89.6)
Foreign Exchange Gain/(Loss) (7.7) 245
' ' 12.6 (61.2)

Notes

(i) Gains or losses from fair value hedges can arise where there is a hedge accounting relationship in

place and either:

e The relationship passed all the monthly effectiveness tests but the fair value of the derivative was
not exactly offset by the change in fair value of the liability being hedged (referred to as hedge
effectiveness) or

e The relationship failed a monthly effectiveness test which, for that month, disallows recognition
of the change in fair value of the underlying asset or liability being hedged and in following months
lead to the amortisation of existing balance sheet positions.

(ii) Other derivatives are those used for economic hedging but which are not in an IAS 39 hedge

accounting relationship because hedge accounting is not currently applied.

Although the LLP uses derivatives exclusively to hedge risk exposure in interest rates or exchange
rates, volatility in the profit and loss account can still arise due to hedge accounting ineffectiveness or
because hedge accounting is not achievable. Management recognise that this arises from the
application of accounting rules which do not reflect the economic reality of the business and as such
this volatility will continue period on period but will always trend back to zero over time.

A profit of £12.6 million (2017: £61.2 million loss) has been recognised in the year ended 4 April 2018
for derivatives and hedge accounting. Included within this result was the impact of the following:

e Loss of £10.7 million (2017: £3.9 million gain) on hedge accounting relationships

e Gain of £31.0 million (2017: £89.6 million loss), principally a result of volatility in Sterling-Euro
interest rates on cross currency interest rate swaps used to economically hedge non-Sterling
wholesale funding )

e Loss of £7.7 million (2017: £24.5 million gain) on foreign exchange as a result of the 1AS21
revaluation of currency items

6. Administrative Expenses

Administrative expenses include fees payable to PwC as auditor of £27,000 (2017: £27,000 ) and non-
audit fees of £218,000 (2017: £118,000 ).
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NATIONWIDE COVERED BONDS LLP
Notes to the Financial Statements for the year ended 4 April 2018 (Continued)

7. Cash and Cash Equivalents

The LLP has placed its deposit account with the Nationwide Building Society as a provider of a
Guaranteed Investment Contract. Withdrawals from the account are restricted by the detailed priority
of payments set out in the transaction documents. The cash balance includes £1,188.0 million (2017:
£1,171.6 million) collateral support to the derivatives deposited with Covered Bonds LLP as at 4 April
2018 by swap providers other than Nationwide Building Society.

8. Loans and Other Debts Due from Members

The loan to members of £13,581.9 million (2017: £13,465.4 million) represent a deemed loan to
Nationwide Building Society, generated as a result of the beneficial interest in the mortgage portfolio
failing the derecognition criteria described in 1AS 39. The deemed loan replaces the beneficial interest
in the mortgage portfolio legally held by the LLP, and represents the substance of the transaction for
accounting purposes.

If the derecognition criteria had been met the LLP would have shown a beneficial interest in a
mortgage portfolio of £21,000.4 million as at 4 April 2018 (2017: £19,322.4 million). The mortgages
are secured on residential property and are all designated in Sterling at either fixed rates or at variable
rates of interest, based on the standard variable rate of the Society. As discussed in note 1, the LLP
has entered a basis swap with the Society to swap the interest flow from these mortgages into floating
rate of return based on LIBOR. This swap is not recognised as a separate derivative financial
instrument.

2018 2017

£'m £'m

Loans & Other Debts Due from Members 13,581.9 13,465.4
Over-Collateralisation 6,336.1 4,880.4
Excess Profits Payable 1,081.6 962.2
Accrued Interest on Basis Swaps 0.8 14.4
Beneficial Interest in a Mortgage Portfolio 21,000.4 19,322.4

9. Derivative Financial Instruments

All derivative financial instruments are held for economic hedging purposes although not all
derivatives are designated as hedging instruments under the terms of IAS 39. The following table
analyses derivatives between those designated as hedging instruments and those which, whilst in
economic hedging relationships, are not designated as hedging instruments.
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NATIONWIDE COVERED BONDS LLP

Notes to the Financial Statements for the year ended 4 April 2018 (Continued)

9. Derivative Financial Instruments (Continued)

Contract/Notional

Amount Fair Value Asset Fair Value Liability

2018 £'m £'m £'m
Derivatives Designed as Fair Value Hedging Instruments
Interest Rate Swaps 13,508.4 927.0 66.9
Other Derivatives Not Designated in Hedge Accounting
Relationships
.Cross Currency Interest Rate Swaps 11,460.0 1,408.2 76.3

24,968.4 2,335.2 143.2

Contract/Notional

Amount Fair Value Asset Fair Value Liability

2017 £'m £'m £'m
Derivatives Designed as Fair Value Hedging Instruments
Interest Rate Swaps 12,406.0 1,144.5 30.7
Other Derivatives Not Designated in Hedge Accounting
Relationships
Cross Currency Interest Rate Swaps 10,585.4 1,146.0 43.5

22,991.4 2,290.5 74.2

The fair values in the above table are inclusive of accrued interest as follows:

» Cross currency interest rate swap assets include £3.7 million interest payable (2017: £2.4 million)
e Interest rate swap assets include £67.1 million interest receivable (2017: £67.5 million)
¢ Cross currency interest rate swap liabilities include £0.0 million interest receivable (2017: £0.2

million)

e Interest rate swap liabilities include £12.1 million interest receivable (2017: £2.2 million)

An analysis of the maturity profiles of the derivatives can be found in note 13.

Contract/Notional amount indicates the amount outstanding at the balance sheet date and does not

represent amounts at risk.

Offsetting

The LLP has financial assets and liabilities for which there is a legally enforceable right to set off the
recognised amounts, and which may be settled net. However, the netting arrangements do not result
in an offset of balance sheet assets and liabilities for accounting purposes as the right to set off is not
unconditional in all circumstances. Therefore, in accordance with 1AS 32 Financial Instruments:
Presentation, there are no financial assets or liabilities which are offset with the net amount presented
on the balance sheet. All financial assets and liabilities are presented on a gross basis on the balance
sheet.

In accordance with IFRS 7 Financial Instruments: Disclosures, the following table shows the impact on
derivative financial instruments, relating to transactions where:

e There is an enforceable master netting arrangement or similar agreement in place but the offset
criteria are otherwise not satisfied
e Financial collateral is paid and received
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NATIONWIDE COVERED BONDS LLP
Notes to the Financial Statements for the year ended 4 April 2018 (Continued)

9. Derivative Financial Instruments (Continued)

Master netting arrangements consist of agreements such as an International Swaps and Derivatives
Association (ISDA) Master Agreement, whereby outstanding transactions with the same counterparty
can be offset and settled net following a default or other predetermined event.

Financial collateral on derivative financial instruments consists of cash and securities settled, typically
daily or weekly, to mitigate the mark to market exposures. Where cash collateral is received to
mitigate the risk inherent in amounts due to the LLP, it is included as a liability. Where cash collateral
is given to mitigate the risk inherent in amounts due from the LLP, it is included as an asset.

The ‘Net amounts after offsetting under IFRS 7’ presented below shows the exposure to counterparty
credit risk for derivative contracts after netting benefits, and are not necessarily intended to represent
the LLP’s actual exposure to credit risk due to a variety of credit mitigation strategies which may be
employed in addition to netting and collateral arrangements. Any such credit mitigation strategies are
discussed further in the Credit Risk section of note 13.

Amounts Reported Master Netting Net Amount After Off
on the Balance Sheet Arrangements Financial Collateral Setting Under IFRS 7
2018 £'m £'m £'m £'m
Financial Assets
Derivative Financial instruments 2,335.2 (125.5) (1,142.6) 1,067.1
Total Assets 2,335.2 (125.5) (1,142.6) 1,067.1
Financial Liabilities
Derivative Financial Instruments 143.2 (125.5) - 17.7
Total Liabilities 143.2 (125.5) - 17.7
Amounts Reported Master Netting Net Amount After Off
on the Balance Sheet Arrangements Financial Collateral Setting Under IFRS 7
2017 £'m £'m ‘ £'m £m
Financial Assets
Derivative Financial Instruments 2,290.5 (74.2) (1,124.7) 1,091.6
Total Assets 2,290.5 (74.2) (1,124.7) 1,091.6
Financial Liabilities
Derivative Financial Instruments 74.2 (74.2) - -
Total Liabilities 74.2 (74.2) - -
10. Other Assets 2018 2017
£'m £'m
Prepayments 10.5 13.0
10.5 13.0

Other assets primarily relate to fees paid upon novation of derivatives which are being amortised to
the profit and loss account over the life of the derivatives.
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Notes to the Financial Statements for the year ended 4 April 2018 (Continued)

11. Loans from Members

The amounts owing to members represents advances equivalent to the amounts borrowed by LLP
under its Secured Loan Programme, as foliows:

Issuance

Series 2007-1 (Tranche 2)

Series 2011-03
Series 2011-05
Series 2011-04
Series 2011-06
Series 2011-09
Series 2011-13
Series 2011-14
Series 2011-15
Series 2011-17
Series 2011-18
Series 2011-23
Series 2012-02
Series 2012-03
Series 2012-06
Series 2014-01
Series 2014-02
Series 2014-04
Series 2014-05
Series 2014-06
Series 2014-07
Series 2015-01
Series 2015-02
Series 2015-03
Series 2015-05
Series 2015-06
Series 2015-07
Series 2015-08
Series 2015-09
Series 2015-10
Series 2015-11
Series 2015-12
Series 2015-13
Series 2015-14
Series 2015-15
Series 2016-01
Series 2016-02
Series 2016-03
Series 2016-04
Series 2016-05
Series 2016-06
Series 2016-07
Series 2016-08
Series 2016-09
Series 2016-10
Series 2016-12
Series 2016-11
Series 2016-14
Series 2016-15
Series 2017-01
Series 2017-02
Series 2017-03

Currency

EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR
EUR

Notional (Million)

2,000.0
1,250.0
132.0
30.0
50.0
50.0
100.0
40.0
50.0
103.0
40.0
77.0
116.0
88.0
157.5
1,000.0
750.0
56.0
50.0
1,000.0
50.0
50.0
750.0
25.0
50.0
105.0
100.0
50.0
45.0
1,000.0
1,000.0
35.0
50.0
25.0
100.0
25.0
30.0
51.0
50.0
40.0
25.0
1,250.0
30.0
50.0
50.0
80.0
40.0
60.0
25.0
1,000.0
1,000.0
50.0

Maturity

28 February 2022
08 February 2021
28 November 2025
03 March 2031

14 March 2023

28 April 2032

03 August 2026

08 August 2029

02 September 2026
05 October 2027
15 October 2029
01 November 2032
17 February 2027
22 February 2030
20 March 2028

25 June 2019

25 June 2029

16 September 2039
19 September 2039
29 October 2021
15 March 2039

30 January 2030
25 March 2027

22 June 2035

08 May 2035

05 June 2034

17 July 2031

23 July 2035

30 July 2035

30 July 2020

26 October 2022
05 November 2035
14 December 2032
17 December 2035
17 December 2020
28 January 2041
28 January 2041
25 February 2036
25 February 2036
26 February 2041
01 March 2023

25 January 2021
11 March 2036

16 March 2038

17 March 2031

23 March 2021

24 March 2036

23 April 2041

07 May 2041

23 February 2024
29 june 2032

08 December 2037

Coupon Rate

EURIBOR +

4.375%
4.625%
4.924%
4.740%
4.699%
5.010%
4.565%
4.433%
4.120%
3.770%
3.750%
3.900%
3.810%
3.832%
3.555%
0.750%
2.250%
1.940%
2.067%
0.750%
1.693%
1.000%
0.625%
0.746%
0.750%
1.351%
1.703%
1.770%
1.760%
0.375%
0.750%
1.540%
1.620%
1.680%
0.277%
1.673%
1.618%
1.395%
1.345%
1.336%
0.750%
0.125%
1.331%
1.425%
1.195%
0.185%
1.390%
1.420%
1.573%
0.500%
1.375%
1.481%

2018
£'m
1,745.4
1,089.0
115.2
26.2
43.7
43.7
87.4
34.9
43.7
90.0
349
67.3
101.3
76.9
137.6
873.3
650.4
43.7
48.9
873.4
43.7
43.7
648.8
21.8
43.7
91.7
87.4
43.7
39.3
871.3
872.3
30.6
43.7
21.8
87.4
26.2
21.8
43.7
44.6

34.9

22.4
1,089.3
26.2
43.7
43.7
69.9
34.9
52.4
21.8
8723
872.2
43.7

22

2017
£'m
1,709.2
1,065.8
112.8
25.6
42.8
42.8
85.6
34.2
42.8
88.1
34.2
65.9
99.1
75.3
134.8
855.1
636.7
47.9
42.8
855.4
42.8
42.8
634.8
214
42.8
89.9
85.6
42.8
38.5
852.3
854.1
30.0
42.8
21.4
85.6
43.6
42.8
21.4
25.7
34.2
21.9
1,066.0
25.7
42.8
42.8
68.5
34.2
51.3
214
854.2



NATIONWIDE COVERED BONDS LLP
Notes to the Financial Statements for the year ended 4 April 2018 (Continued)

11. Loans from Members (Continued)

Issuance Currency Notional (Million) Maturity Coupon Rate 2018 2017

£'m £'m

Series 2011-02 GBP 750.0 28 January 2026 5.625% 745.3 744.9
Series 2011-20 GBP 100.0 27 October 2026 LIBOR + 1.500% 50.0 100.0
Series 2011-21 GBP 100.0 27 October 2028 LIBOR + 1.500% 100.0 -+ 100.0
Series 2011-22 GBP 50.0 27 October 2031 LIBOR + 1.500% 100.0 50.0
Series 2015-04 GBP 750.0 27 April 2018 LIBOR + 0.200% 750.0 750.0
Series 2016-13 GBP 750.0 25 April 2019 LIBOR + 0.480% 750.0 750.0
Series 2010-2 NOK 500.0 26 October 2020 4.890% 45.3 46.6
Series 2011-01 NOK 500.0 " 27 January 2021 5.560% 45.3 46.6
Series 2011-07 NOK 500.0 29 March 2021 5.695% 45.3 46.6
Series 2011-10 NOK 400.0 09 May 2018 5.270% 36.3 37.3
Series 2011-11 EUR 58.0 04 October 2017 4.100% - 49.6
Series 2014-03 GBP 750.0 17 July 2017 LIBOR + 0.200% - 749.9
Notional 15,249.0 14,892.5
Accrued Interest 84.7 75.5
Fair Value Adjustment for Micro Hedged Risk . 832.6 1,106.4
16,166.3 16,074.4

12. Other Liabilities

2018 2017

£'m £'m

Collateral Support 1,188.1 1,171.6
1,188.1 1,171.6

Other liabilities relate to collateral support deposited with Nationwide Covered Bonds LLP by swap
providers following credit rating downgrades of those counterparties.

13. Risk Management and Control of the Group

The LLP’s activities expose it to several financial risks including credit risk and liquidity risk. For this
reason, Nationwide Building Society devotes considerable resources to maintaining effective controls
to manage, measure and mitigate these risks. The LLP uses derivative financial instruments to hedge
certain risk exposures. Risk management is carried out by a central management function of the
Nationwide Building Society on a group wide basis.

Control of Derivatives

The LLP uses derivative financial instruments to hedge some of its financial risks by not for any
speculative purposes. Nationwide Building Society’s Assets and Liabilities Committee is responsible
for setting limits and conditions over the use of derivative products. Any exchange traded instruments
are subject to cash requirements under the standard margin arrangements applied by the individual
exchanges. Such instruments are not subject to significant credit risk.
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13. Risk Management and Control of the Group (Continued)
Control of Derivatives (Continued)

Credit exposures arising on derivative contracts with certain counterparties are collateralised with
cash deposits to mitigate credit exposure where the credit rating of these counterparties is
downgraded below a certain level. Cash collateral received on certain derivatives is disclosed in note
12. For valuing collateralised derivatives, the LLP uses discount curves based on overnight indexed
swaps (l0S) rates, whilst for non-collateralised derivatives the LLP continues to use discount curves
based on term LIBOR rates.

Credit Risk

Credit risk arises where there is a possibility that a counterparty may default. The LLP assesses its
counterparties for credit risk before contracting with them. Credit rating is the main method used to
measure counterparty risk. In accordance with the criteria of the rating agencies that rate the Notes,
the Programme Documentation contain various rating triggers linked to each counterparty, which
require certain actions to be taken if triggers are breached, including the posting of collateral or the
replacement of a counterparty.

The maximum exposure to credit risk is the carrying amount of the loans and other debts due from
members of £13,581.9 million (2017: £13,465.4 million), the derivative financial instruments of
£2,335.2 million (2017: £2,290.5 million) and cash and cash equivalents with Nationwide Building
Society of £1,569.5 million (2017: £1,538.2 million). The primary credit risk of the LLP relates to credit
risk associated with the pool of mortgages originated by Nationwide Building Society.

The counterparty credit ratings (short-term/long-term) are included below:

S&P, Moody's, Fitch S&P, Moody's, Fitch
(04/04/2018) (25/07/2018)
Function Counterparty Short Term Long Term éreach Remedy Short Term Long Term
s::;g:::ount & Swap SN;Cti':;IW'de Building A-1/P-1/F1 A/Aa2/A+ A-1/P-1/FL  AfAa2/A+
Swap Provider BNP Paribas SA A-1/P-1/F1 A/Aa3/A+ Collateral Posted  A-1/P-1/F1 A/Aa3/A+
Swap Provider HSBC Bank PLC A-1+/P-1/F1+  AA-/Aa3/AA- Collateral Posted  A-1+/P-1/F1+  AA-/Aa3/AA-
Swap Provider HSBC Hong Kong A-1+/P-1/F1+  AA-/Aa2/AA- Collateral Posted  A-1+/P-1/F1+  AA-/Aa2/AA-
SWap Provider ING Bank N.V. A-1/P-1/F1 A+/Aa3/A+ Collateral Posted  A-1/P-1/F1 A+/Aa3/A+
Swap Provider National Australia Bank  A-1+/P-1/F1+  AA-/Aa2/AA- Collateral Posted  A-1+/P-1/F1+  AA-/Aa2/AA-
Swap Provider Wells Fargo Bank NA A-1/P-1/F1+ A+/Aa2/AA- Collateral Posted  A-1/P-1/F1+ A+/Aa2/AA-

The loans and other debts due from members are secured on residential property. At year end, there
was £nil impairment provision against the loans and other debts due from members (2017: £nil). For
the LLP, credit risk is additionally mitigated by the over-collateralisation of the beneficial interest in
mortgages (see note 8) and by eligibility criteria for selection under the secured loan covenants. After
selection, credit risk is monitored through the application of a monthly asset coverage test.
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13. Risk Management and Control of the Group {Continued)

Credit Risk (Continued)

The following tables present the characteristics of the total mortgage loan pool. The values of
residential properties on which the mortgage loans are secured are updated quarterly to reflect

changes in the house price index.

Mortgage Pool Details

Aggregate Loan Balance (£'m)

Number of Loans

Largest Loan (£)

Average Balance of Mortgage Loan (£)

Longest Dated Mortgage Legal Maturity (years)

Distribution by Current Loan to Value Ratio (Indexed)

<70%

70% - 79.99%

80% - 89.99%

90% - 99.99%

>99.99%

Total Book

Average Loan to Value of Book (Indexed)

Mortgages Due Status

Not Impaired

Neither Past Due nor Impaired

Past Due up to 3 Months but not Impaired
Impaired

Impaired Mortgage Loans

Impaired Status
Past Due 3 to 6 Months
Past Due 6 to 12 Months
Past Due Over 12 Months
Possessions

2018 2017

21,000 19,322

319,384 310,270

975,848 930,473

65,752 62,276

40 41

2018 2017

% "%

85.1 87.0

10.2 9.6

4.2 2.8

0.4 0.4

0.1 0.2

100.0 100.0

48.5 47.5

2018 2017

£'m % £'m %
20,815.4 99.2 19,1324 99.0
924 0.4 102.5 0.5
92.6 0.4 87.5 0.5
21,000.4 100.0 19,322.4 100.0
2018 2017

£'m % £'m %
45.9 49.6 45.1 51.5
29.1 31.4 275 315
17.6 19.0 149 17.0
92.6 100.0 87.5 100.0

A mortgage loan is classified as impaired if it is more than 3 months past due or in possession.
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13. Risk Management and Control of the Group (Continued)

Credit Risk (Continued)

Geographical Distribution 2018 2017
% %

South-East England (Excluding Greater London) 28.8 28.9
Central England . 18.1 18.2
Northern England ' 15.7 16.2
Greater London 13.9 13.9
Scotland 9.2 8.4
South-West England 9.0 8.8
Wales and Northern Ireland 5.3 5.6
100.0 100.0

Liquidity Risk

Liquidity risk is the risk that the LLP is unable to meet the payment obligations associated with its
financial liabilities when they fall due.

The LLP liquidity policy is to maintain sufficient liquidity resources in the Reserve Bank account to
service the swap payments for the next month forward, interest on the loan and any service fees. This
is reviewed by the cash manager and any shortfall is funded from the general bank account. Liquidity
risk is also mitigated through the additional income collected on the over-collateralisation of the
beneficial interest in mortgages. All derivatives have the same notional amount and maturity date as
the corresponding loans from LLP members. The table below analyses assets and liabilities into
relevant maturity ratings based on the remaining period at the balance sheet date to the contractual
maturity date. '
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13. Risk Management and Control of the Group (Continued)

Liquidity Risk (Continued)

<1 1-3 3-6 6-9 9-12 1-2 2-5 Over 5
04 April 2018 Month Months Months Months Months Years Years Years Total

Assets £'m £'m £'m £'m £'m £'m £'m £'m £'m

Cash Equivalents 1,569.5 - - - - - - - 1,569.5
Due from Members 827.1 71.8 11.0 14.2 28.8 1,777.4 7,554.8 3,296.8  13,581.9
Derivatives (29.1) 1.7 - - - 86.8 1,420.6 855.2 2,335.2
Other Assets 0.2 0.4 0.6 0.6 0.6 25 5.5 01 10.5
Total Assets 2,367.7 73.9 11.6 14.8 29.4 1,866.7 8,980.9 4,152.1 17,497.1
Liabilities £'m £'m £'m £'m £'m £'m £'m £'m £'m
Member Loans 756.0 66.3 10.0 129 26.3 1,631.5 7,365.0 6,298.3 16,166.3
Derivatives 11.6 9.3 - - - - 314 90.9 143.2
Other Liabilities 1,188.1 - - - - - - - 1,188.1
Total Liabilities 1,955.7 75.6 10.0 12.9 26.3 1,631.5 7,396.4 6,389.2 17,497.6
Net Position 412.0 (1.7) 1.6 1.9 3.1 235.2 1,584.5  (2,237.1) (0.5)

<1 1-3 3-6 6-9 9-12 1-2 2-5 Over5
04 April 2017 Month Months Months Months Months Years Years Years Total

Assets £'m £'m £'m £m £'m £'m £'m £'m £m

Cash Equivalents 1,538.2 - - - - - - - 1,538.2
Due from Members (0.2) (14.2) 775.8 51.3 - 814.5 7,704.6 4,133.6  13,465.4
Derivatives (54.9) - 1.9 - - 3.0 1,347.4 993.1 2,290.5
Other Assets 0.2 0.4 0.6 0.6 0.6 2.5 7.0 1.1 13.0
Total Assets 1,483.3 {13.8) 778.3 51.9 0.6 820.0 9,059.0 5,127.8 17,307.1
Liabilities £'m £'m £'m £'m £'m £'m £'m £'m £'m
Member Loans 6.5 19.8 759.8 64.2 25.9 788.6 8,037.4 6,372.2 16,074.4
Derivatives 0.1 - 2.0 - - 8.4 29.8 33.9 74.2
Other Liabilities 1,171.5 0.1 - - - - - - 1,171.6
Total Liabilities 1,178.1 19.9 761.8 T 64.2 25.9 797.0 8,067.2 6,406.1 17,320.2
Net Position 305.2 (33.7) 16.5 (12.3) (25.3) 23.0 991.8  (1,278.3) (13.1)

Prepayment Risk

Cash flows are dependent on the underlying mortgage loans originated within Nationwide Building
Society. In the normal course of business, a proportion of mortgages borrowers repay their loan in
advance of contractual maturity. As a result, the weighted average life of the deemed loan is likely to
be significantly less than that implied by the contractual maturity dates of the mortgage pool.

The terms of the loans form LLP members are that repayments of principal will only be made to the
extent that sufficient cash flows have been received from the LLP’s assets. If prepayment rates in the
mortgage pool reduce, principal repayments and the notes may be spread over a longer period.

The following table present the contractual undiscounted cash flows of all financial liabilities at the
balance sheet date.
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13. Risk Management and Control of the Group (Continued)

Prepayment Risk (Continued)

<1 1-3 3-6 6-9 9-12 1-2 2-5 Over5
04 April 2018 Month Months Months Months Months Years Years Years Total
Liabilities £'m £'m £'m £'m £'m £'m £'m £'m £'m
Member Loans 755.1 75.8 19.2 35.1 209.3 1,922.8 6,490.3 7,863.4 17,371.0
Derivatives 0.4 (1.3) 3.7 4.1 (10.4) (4.8) 64.2 172.3 228.2
Other Liabilities 1,188.1 - - - - - - - 1,188.1
Total Liabilities 1,943.6 74.5 22.9 39.2 198.9 1,918.0 6,554.5 8,035.7 18,787.3
<1 1-3 3-6 6-9 9-12 1-2 2-5 Over5
04 April 2017 Month Months Months Months Months Years Years Years Total
Liabilities £'m £'m £'m £'m £'m £'m £'m £'m £'m
Member Loans 7.6 24.9 821.6 33.5 205.9 1,075.3 8,223.8 6,686.5 17,079.1
Derivatives 2.4 2.9 5.2 7.4 5.2 29.7 74.7 15.7 143.2
Other Liabilities 1,171.7 - - - - - - 1,171.7
Total Liabilities 1,181.7 27.8 826.8 40.9 211.1 1,105.0 8,298.5 6,702.2 18,394.0

Interest Rate Risk

The LLP is exposed to interest rate risk in that its multiple currency interest expense is at fixed and
floating rates, whilst its interest income originates from its beneficial interest in a pool of the
Nationwide Building Society’s mortgages at Sterling fixed and floating rates.

The LLP hedges its exposure to fixed and floating currency rate risk through entering into derivative
contracts with Nationwide Building Society and external counterparties. Through a combination of
basis, interest rate and cross currency swaps, the LLP swaps the interest receivable from its beneficial
interest in the pool of the mortgages and the interest payable on its loan liabilities such that the
resulting cash flows are matched. Therefore, the LLP’s exposure to interest rate risk is minimal. Only
the interest rate swaps are utilised for hedge accounting.

Foreign Currency Risk

The current operating currencies of the LLP are Sterling, Euro and Norwegian Krona. As the LLP
prepares its financial statements in Sterling these will be affected by movements in the currency
exchange rates. This exposure is mitigated using cross currency derivatives. The LLP hedges all its
exposure on its currency borrowings back to Sterling using cross currency derivatives and it therefore
does not have a material economic exposure to foreign exchange gains and losses. Accordingly, it does
not separately monitor value at risk arising from open foreign currency positions.
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14. Fair Value of Financial Assets and Liabilities

Fair Value of Financia'l Assets and Liabilities at Amortised Cost

2018 Carrying Value Fair Value
A £'m £'m

Assets

Loans & Other Debts Due from Members 13,581.9 13,491.7

Liabilities

Loans from LLP Members 16,166.3 16,434.3

Accruals & Other Liabilities 1,188.1 1,188.1

2017 ‘ Carrying Value Fair Value

£'m £'m

Assets

Loans & Other Debts Due from Members 13,465.4 13,362.2

Liabilities A )

Loans from LLP Members 16,074.4 16,035.9

Accruals & Other Liabilities 1,171.6 1,171.6

The fair value of other debts due to members and accruals and other liabilities approximates carrying
value.

The estimated fair value of loans and other debts due from members represents the discounted
amount of estimated future cash flow expected to be received based on the underlying mortgage pool
assets. Expected cash flows are discounted at currency market rates to determine fair value. These
are level 3 within the fair value hierarchy.

The estimated fair value of loans from LLP members represents the discounted amount of cash flows
expected to be paid. Expected cash flows are discounted at current market rates to determine fair
value.

Fair Value of Financial Assets and Liabilities Held at Fair Value

The fair value of the derivatives falls within level 2 of the fair value hierarchy. Financial instruments
classified as level 2 have been valued using models whose inputs are observance in an active market.
Valuations based on observable inputs include swap derivative financial instruments which are valued
using market standard pricing techniques. There are no instruments that fall within level 3 of the fair
value hierarchy as at 4 April 2018 (2017: none). There have been no movements in and out of level 3
throughout the year.
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15. Capital Management
Capital is managed on a Group basis.

The group is subject to the capital requirements imposed by its regulator, the Prudential Regulation
Authority (PRA). During the year the Group complied with the capital requirements set by the PRA.

16. Parent Undertaking and Uitimate Controlling Entity

The member companies of the LLP are Nationwide Building Society and Moulton Capital Finance
Limited. Both companies are incorporated in the UK and registered in England and Wales.

Nationwide Building Society is the ultimate parent and controlling party which prepares the
consolidate financial statements.

It is registered at Nationwide House, Pipers Way, Swindon, Wiltshire, SN38 1INW. The Group Annual
Report and Accounts can be obtained from this address of at www.nationwide.co.uk.

17. Post Balance Sheet Events

The following covered bond issuances were made post 4 April 2018:

Note .Date Currency Value (Million)
CB 2018-1 12 April 2018 GBP 1,000.0
CB 2018-2 31 May 2018 EUR 500.0

The following covered bond redemptions were made post 4 April 2018:

L3

Note . Date Currency Value (Million)
CB 2011-10 09 May 2018 NOK 400.0
CB 2015-04 27 April 2018 GBP _ 750.0
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