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PCF Group plc is the AIM-listed Parent Company of the
specialist bank, PCF Bank Limited.

PCF Bank Limited offers retail savings products for individuals
and lending products for consumers and businesses to finance
motor vehicles, plant, equipment and property.

Our commitment is to provide great customer service
through expertise and simplicity.
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Strategic Report

Business and financial highlights for the 12 months to 30 September 2021

Business and financial performance significantly impacted by remediation of legacy governance
and control issues (Legacy issues3)

1 Statutory loss before tax of £(3.1) million (2020: loss of £5.1 million).4

1 Adjusted profit before tax® of £0.7 million (2020: loss of £3.3 million).4

1 Net operating income increased by 1% to £26.8 million (2020: £26.5 million).4

1 Net interest margin® reduced to 6.6% (2020: 6.8%)4 reflecting the focus on higher quality lending.

1 Net loans and advances decreased by 15% to £364 million (2020: £427 million)4, although average gross loan
balances increased by 4%, which reduced the impact on net interest income.

1 Staff and operating expenses increased 56% to £21.2 million (2020: £13.6 million), due to increased headcount
and professional services costs, which included £3.6 million of expenses related to the remediation of legacy
issues.

1 Cost: income ratio® increased to 85.8% (2020: 58.1%).

1 Credit impairment charges reduced to £6.7 million (2020: £14.4 million) mainly due to the non-recurrence of a
£6 million provision increase on defaulted receivables in 2020, and also reflecting lower COVID-19 related
provisions and a smaller overall loan portfolio.

1 New loan origination totalled £187 million (2020: £272 million) and net loans and advances to customers
reduced to £364 million (2020: £427 million)4. Included within new loan origination is Azule Limited brokered
lending® of £30 million (2020: £26 million).

1 Retail deposits of £327 million remained stable in the period (2020: £342 million).4
1 Statutory return on average equity® of (6.1)% (2020: (11.4)%).4

1 Adjusted return on average equity® of 0.7% (2020: (8.2)%).4

1 Loss per share of (1.2) pence (2020: (2.6) pence).*

Balance sheet strength underpinned by prudent capital and liquidity management
1 Common equity tier 1 ratio8 of 15.6% (2020: 14.7%).4

1 Total capital ratio8 of 17.5% (2020: 16.4%).4

1 Leverage ratio”: 8 of 11.1% (2020: 11.1%).4

1 Liquidity coverage ratio of 904% (2020: 673%).

1 Net stable funding ratio of 159% (2020: 145%).

3 Refer to the 2020 Annual Report and Financial Statements for more detail of legacy issues. Also, refer to Remediation Activities
section on page 10 for a brief overview.

The prior period balances have been restated or re-presented for the financial year. Refer to Note 1.7 for further details.

Refer to section non-IFRS performance measures on page 17 for further details of the definition of this non-IFRS performance measure.
Azule brokered lending is not included on our balance sheet, but generates commission income in our profit and loss statement.
Leverage ratio using a transitional definition of Tier 1 capital.

0 N O g N

Ratios are disclosed on a transition arrangement basis. Refer to page 6! for regulatory capital and leverage ratios presented on a fully
loaded basis.
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Strategic Report onta)

Chair s Statement
for the year ended 30 September 2021

Overview

My first statement as Chair comes as the UK and the
world emerge from the extraordinary times brought
about by the COVID-19 pandemic, which has impacted
all our lives.

Though the 202! financial year was a difficult one for the
PCF Group, with significant events and subsequent
change taking place in the business, | am pleased to
report that since the end of this reporting period, amidst
a challenging social and economic backdrop, the Group
has achieved major milestones in its recovery
programme.

The Group s financial performance reflects the
challenges that were faced. While losses fell
substantially when compared with 2020, we generated
a loss before tax of £(3.1) million, which reflects an
increase in expenses incurred from the Group s focus on
delivering its remediation activities and the impact of a
lower net interest margin.

The loan book reduced by 15% as a result of prudent
management of origination levels to ensure the Group
maintained an appropriate level of capital, above the
regulatory requirement, throughout the period.

Implementation of corporate governance,
control and cultural change

In the Annual Report & Financial Statements 2020, the
circumstances that led to the suspension of trading in the
PCF Group s shares in May 2021 were set out in detail.

| am now pleased to report the following developments.

During the financial year a significant amount of time
was spent remediating legacy governance and control
issues. These control improvements have continued, with
good progress on the financial control framework, and
the completion of the core finance remediation activities.

We have continued to develop the Group s Risk
Management Framework (RMF) and control
environment, reflecting the recommendations of the
external review of the RMF during the year. Since the
year end this has included the hiring of colleagues to fill
key Second Line of defence roles, enhancement of the
Group s stress-testing and credit analytics capabilities,
and redevelopment of the Group s IFRS 9 and credit risk
models. Further detail on this work is set out in the Board
Risk Committee report on pages 47 to 48.

During the reporting year, PCF Group appointed Garry
Stran as the interim Chief Executive Officer and Caroline
Richardson as Chief Financial Officer, both critical
appointments to ensure the Group has a suitably
experienced management team. These were followed by
new hires in the key roles of Chief Risk Officer, Chief
Operating Officer, General Counsel, and Chief of Staff.

Culture

Culture is at the heart of PCF Group s change; we believe
in doing the right thing, in the right way for our
customers, colleagues, owners and all other stakeholders.
This is a bank where ideas are actively sought and
welcomed from everyone. Every member of the team
can bring fresh thinking and new observations, which
may be used to enhance the changes in control and
governance within the Group that are well underway. To
be effective now and into the future, our change will be
underpinned by a robust and positive culture.

In September 2021, the Board approved a new mission,
purpose and values for the Group, which outline our risk
culture, an approach that makes risk everyone s
responsibility. These were developed by the new Executive
Team in consultation with the Culture Working Group,
which comprises colleagues from across the business.

Taking on board the findings from the legacy issues, the
Board instigated a cultural change programme, focusing
on understanding personal responsibility for risk, active
listening and speaking up. The Group aims for colleagues
to be risk aware and to strike the right balance between
delivering on objectives, individual accountability and
maintaining a safe and secure business.

Values

_p—

Purpose

We are a simple business and our new purpose and
mission reflect this:

Our purpose
To create value for our stakeholders in a sustainable way.

Our mission

To be the go-to provider in our chosen markets and
segments, offering great value products and outstanding
service, while acting with integrity and sustainability in
everything we do.

Our values

Our T.R.U.S.T. values reflect the standards we expect of
all our colleagues and are fully incorporated into our
reinvigorated performance management process.

ogetherness
A

Lo

hinking
openly

esponsibility

nderstanding

Our risk culture statement

Everyone at PCF manages risk and takes decisions in the
best interests of our stakeholders. We proactively raise
awareness and take personal responsibility for managing
risk, speaking up, and doing the right thing.

Annual Report & Financial Statements 2021
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Chair s Statement
for the year ended 30 September 2021

Summary

Itis in learning the lessons of the past, together, that we
will ensure our success in the future. We have a resilient
and able group of colleagues who have worked tirelessly
over these difficult times to ensure the future success of
PCF. It is through them that our new culture is being
embedded, the progress of which is monitored at every
Board meeting.

Balance sheet strength and financial
performance

We provide a detailed analysis of the financial
performance of the Group on pages 12 to 13. In addition, |
wanted to take a moment to share some of my own key
observations.

The cost of implementing the remediation programme
and change across the Bank has had a significant impact
on profitability and loan growth for the 2021 financial
year. This has meant recruiting experienced staff into our
control and finance functions, and using the services of
external specialists to support the remediation
programme.

Additionally, the Group has prudently managed its loan
origination levels to ensure it maintained sufficient levels
of capital and liquidity throughout the period. It is during
times of heightened risk that suitable levels of capital and
liquidity are particularly important for protecting the
overall financial health of the Group. To this end, the total
capital ratio at 30 September 2021 was 17.5% and the
liquidity coverage ratio was 904%.

As a result of the management of loan origination levels,
the net loan book reduced to £364 million (2020: £427
million). Furthermore, the Group s net interest margin
has seen a reduction, particularly as a result of a high
concentration of new loans in our top four credit grades.

These factors have contributed to an overall statutory
loss before tax of £(3.1) million.

Events since 30 September 2021

To strengthen the Board further, in addition to my
appointment, PCF Group has also appointed Mark
Sismey-Durrant to the role of senior independent
director. A search is underway for the replacement of
Marian Martin, Chair of Board Risk Committee, who
resigned from the Board on 23 December 2021.

The progress made on the finance remediation
resulted in a comprehensive reworking of the Financial
Position and Prospects Procedures (FPPP), publication
of our March 2021 interim financial statements and the
lifting of the share trading suspension, which was
announced on 25 January 2022. Regrettably, the
historically overdue reporting has caused an
unavoidable delay in the publication of this Annual
Report & Financial Statements 2021, which has led to
the shares being suspended from trading on
Alternative Investment Market (AIM) again on 1 April
2022. We anticipate that this suspension will be
removed upon the publication of this Annual Report &
Financial Statements 2021. Following all the work we
have done during the year in strengthening our control
environment and finance department, we will resume
to a more normal reporting cycle in conformity with
our listed reporting requirements.

A ¢ PCF

At the same date of publishing this report we have also
issued a RNS and the context to this is: The combined
impact of: (i) the significant remediation costs
increasing our cost base; (ii) the reduced margin of our
loan book as a result of COVID-19 related decisions to
restrict business to higher quality lending (with the
resulting lower yield impacting on net interest margin);
and (iii) the capital required to support a growing
balance sheet, has resulted in projected regulatory
capital constraints which in turn limits the volume of
new lending we can originate. Limiting our lending
volumes is not a satisfactory position and prevents us
from generating sufficient profits to grow capital
organically. As a result of all of these factors we have
updated our short-term plan, which has led to revisions
on certain key accounting judgments® and additional
losses, that have further impacted our full year loss and
capital position. Therefore, we have decided to
accelerate an element of our capital raising, by
requesting a further investment in the Company from
our majority shareholder Somers Limited of circa £4
million!0 over the next two months; at the same time,
we are investigating our strategic opportunities
including business combinations, with the Group having
received an approach and entered into discussions with
one party on these matters, as set out in the
aforementioned RNS. This decision was taken, at a time
when our shares were suspended from trading on AlM,
acting in the best interests of all of our stakeholders
and with the anticipation of the AIM suspension being
lifted on the publication of this report.

9 see Board Audit Committee report for further details of
changes in key accounting judgements relating to impairment
of intangible assets impacting on our results for 2021 and 2020.

10 An open offer to allow all shareholders to participate is
expected to follow in due course.

Strategic vision

In the months since | joined the Group in January 2022,

| have worked closely with the Executive Team to define
the Group s strategic vision. In my role as Chair, | will
ensure that the Board sets an appropriate strategy which
the Executive Team will deliver in a way that is
consistent with the values and culture of the Bank, and
the interests of all stakeholders. This work will consider
all strategic opportunities as set out above.

The work required to complete the key restorative
actions has been the primary focus of the Board and
Executive Team, consuming a significant amount of their
time. We are now able to look forward once again.

With a number of key milestones achieved and strong
progress made against our remediation and
enhancement objectives, the Board and Executive Team
can once again begin to focus on driving increased levels
of automation and exploring product development to
diversify and develop our franchise, alongside reviewing
strategic opportunities as set out above. Together we
are supporting a strategy centred around an enhanced,
more robust Risk Management Framework underpinned
by a data-driven, automated and digitalised approach to
delivering products and services to our customers.



Achieving these strategic objectives will allow us to
maximise the value we create, by adopting a modern
approach to leveraging the Group s core competencies
of originating and servicing loans, whether as part of a
standalone group or part of a business combination
should we follow that route.

You can read more about the Group s strategic priorities
in the Chief Executive Officer s review on pages 8 to 11.

Whilst challenges remain, PCF Group has achieved many
things over its 28-year history, and this period marks the
beginning of a new chapter, one in which | am delighted

to be involved.

| am confident that we have the right team in place, and |
look forward to working with my colleagues at all levels
within PCF Group, and with our stakeholders, to create a
modern, dynamic and differentiated business that can
leverage its historical expertise and experience through a
robust platform for growth..

Simon Moore
Chair

31 May 2022
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