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1. Executive Summary

| am asked regularly whether | think that the Appeals Process is having an impact
and if so how. This third Annual Report will set out where we are and the wide range
of impacts it is having, but to me the impact of the Appeals Process was set out
clearly by a Relationship Manager of one of the banks at a meeting | had with them
and a Scottish Government Minister earlier this year. The Relationship Manager was
asked by the Minister whether he thought the Appeals Process was having a real
impact. The reply from the Relationship Manager was succinct and to the point in
that he felt the real benefit was that it had made him have a better conversation with
his customers and because of that he was having a better relationship with them,
which has and would lead to a better lending environment and thus help his
customers to gain funding either in the short, medium or long term. This was as true
for when they were being declined for lending and appealing, or when lending was
accepted. To me that improved conversation is the real benefit that the Appeals
Process is bringing, so all that I do now is focussed on making that conversation
better and ensuring that lenders and others have in place the people and processes
to make that happen, as well as SMEs understanding that they have a part to play in
that conversation. In my first Annual Report | said that | always thought that
education, and from that a better understanding of the lending process by both
lenders and SMEs, would be the major benefit and | am pleased to say that is now
being evidenced as reality by both sides. In the rest of this report | will explore in
various ways how the Appeals Process is helping that conversation, and where there
is still work to do.

| am also asked from time to time whether | think adding more ‘powers’ to my role
would help SMEs get more funding and banks operate better. Since | took on this
position when the Appeals Process started in April 2011 its scope and powers have
increased as my own and others’ knowledge of what needs to be done grows. These
have included (all of which are expanded on elsewhere in this report)

i) An increase in what SMEs can appeal for in terms of type of funding and
the terms and conditions of that funding. These will continue to grow as
changes in regulation necessitate lenders adding more rules to how banks
lend as well as me looking for areas that may have been missed.

i) Overseeing issues that are related to the Appeals Process including
generic campaigns on awareness raising and ‘discouragement’ of SME
lending.

iii) Leading on issues around lending which impact on appeals, including
credit scoring and the influence of the Consumer Credit Act.

iv) Looking at whether those who do not appeal are who | would expect them
to be.



However, on the issue of whether | should have ‘power’ to adjudicate or intervene in
SME lending | am of the opinion that this may in fact detract from, rather than add to,
the progress that is being made.

In other jurisdictions where there is a third party influence (be it legislative or
recommending) on individual lending decisions, the focus tends to be on those
individual lending decisions and not on the wider reasons or processes of why
lenders and SMEs are not operating in the way that is best and most sustainable for
them both. The uniqueness of the way that the Appeals Process works in the UK is
that my work is with the banks and others at a systemic level, to ensure they all have
fair and transparent appeals systems in place and then understand what all the
numbers produced mean and the reasons behind them, and then to work with the
lenders and business to change what needs to be done in terms of process to make
it better for all those that come in the future rather than just for that individual at that
time.

| think because | and my team understand now how each lender operates, and can
evidence ways in which changing process would benefit both them and the SME, we
are able to gain real benefit for both parties. As | will explain later, the Appeals
Process is having a major impact on all lenders and there is not one who we work
with that has not changed something (be it small or large) that will benefit them and
also their customers. Whether it is being better at telling a SME why they have been
turned down for lending, to when is a better time to make the lending decision, or to
asking whether | (as a lender) know the detail of why | have said what | have. If my
focus had been on helping on individual decisions only | do not think we would have
made the progress that in the end will provide a better lending environment for all
SMEs and lenders as well into the future.

| think also the positive impact that the Appeals Process is having on lenders is
spreading amongst some lenders who are not yet part of the initiative, to the point
that over the coming year both the TSB and Clydesdale Bank (including its Yorkshire
Bank) will join the Appeals Process and | hope to add one other as well so that they
and their customers can take advantage of the benefits it brings. | will report more
definitively on when they will join and be part of the numbers in my Quarterly
Reports. Once they have come on board then the number of customers who do not
have access to the Appeals Process will only be small.

Also it is worth pointing out that a lot of these process deficiencies or changes we
are proposing are not due solely to the financial crisis. | think there is a feeling that
things were OK before the financial crisis in terms of banking process but, from what
| am finding, that is not the case for some of the key changes some lenders need to
make date back well beyond 2008 and were driven by some lenders segmenting
their business into profit centres where the leader of each profit centre could make
individual decisions of how to manage their part and how much to spend on
processes to do so. What is clear now is that decisions in the past to spend less or



‘as little as possible’ on systems for SME lending means that for some lenders they
are now unable to have the kind of positive conversation we all want between them
and their customers. All the banks though that | work with now buy into that outcome,
but it might take some time to reverse some of the past, some of which was done to
save cost rather than give a better conversation between the bank and the SME.

What is clear is that the economy is improving and becoming more stable but that
should not lead us to expect a big rise in SME requests for lending as businesses
now are much more considered in their borrowing than perhaps they once were.

In terms of progress on the number of appeals that have been made, we have now
passed 9,000 over the three years that | have been reviewing the process and have
put over £40 million back into the economy in lending from banks that would not
have taken place. In terms of this year specifically appeal numbers were up again
but | make the point every year that comparing the appeal numbers, or indeed any of
the numbers that the Appeals Process generates purely on a year on year basis is
both misleading and does not focus on the real issues and change that the Appeals
Process is driving in certain areas. The overturn rate has also decreased overall
which is good but that has been largely due to a significant drop in credit card
overturns which has come about by good process change that has been instigated
which has reduced both declines and overturns.

The reasons for lending being declined still has a clear split at the £25,000 lending
level with credit scoring still being the major reason below £25,000 and affordability
being the major reason above £25,000. This highlights the key use of credit scoring
for lending below this level which is partly due to lending processes but also partially
due to the effects of the Consumer Credit Act.

On the latter having met with the Financial Conduct Authority earlier this year and
received a positive response to looking at how businesses can be better dealt with
within what is predominately a consumer piece of legislation | am in the process of
gathering information from all stakeholders to commence a more detailed discussion
on how those issues might be addressed.

On the overall area of credit scoring much progress has been made on a number of
fronts which are detailed in the main report.

In terms of overall awareness of the Appeals Process over which there was concern
from everyone involved a lot has been done this year to raise awareness. From the
metrics that | have seen to date on the collective campaign which was launched
earlier this calendar year, there is clear evidence that many more SMEs have been
made aware of the Appeals Process. However what will continue to be extremely
difficult for a host of reasons is to link that specifically with any increase in the
number of appeals.



This is highlighted by the fact that this year for the first time | and my team have
looked at those who were declined but did not appeal to see if there were any that
could have and were we missing any. From the four banks on which we have
completed that work, we can state that there were only at most between 2% and 5%
of SMEs who were declined where the bank might have looked at them again which
is what would be expected given that no system is perfect.

However awareness raising must still be a focus to try and help those who may be
wary about lending to do so which it could in certain circumstances.

Therefore in summary | feel that good progress has been made on many fronts and
we are in a better place generally than we were last year and also now clear
pathways ahead of issues that we need to address and pursue to make it even
better for everyone.

Professor Russel Griggs OBE
Independent External Reviewer

June 2014



2. Introduction

Year 3 of the Appeals Process has been a year of much activity across all the banks
in many ways as both the evidence we have and the knowledge of the banks on its
impact become clearer each year.

As | say every year in this Annual Report it is my role as the Independent External
Reviewer of the Appeals Process to ensure that the banks both promote and
examine appeals in a way that is transparent and fair. In doing that | sit on neither
side of the lending fence and try, from the evidence | and my team gather, to create
solutions to issues in the lending process which benefit all parties. This can be from
any direction and can fall on the lenders but also on customers, those who advise
them, and on Government itself.

While we still ensure that we see ourselves the detail of the majority of cases that go
through the Appeals Process, more and more of my time is focussed on what the
evidence is telling us and how we address those issues that are highlighted from that
examination. Therefore, | still spend a lot of time with Relationship Managers and
customers understanding what they do and looking at where the gaps may be in
processes or relationships and where also processes are being circumvented for
sensible reasons. Human beings have a wonderful capacity for getting round things
if they think they block what they are trying to achieve and sometimes lending
institution systems do not work as they should and employees find ways of getting
round them rather than trying to fix them. Where | see this occurring then, either | or
one of my team will try to get the process fixed so the whole lending institution
operates better rather than just the individual who has found a way round it. These
conversations with Relationship Managers and other bank employees also highlight
sometimes where customers are being excluded — many times unintentionally — from
the Appeals Process so this has helped us to bring in more ‘Declined at Source’ or
other customers into the process. | also meet now at least twice a year with
Accountable Executives within each bank who are senior personnel with overall
responsibility for the Appeals Process at Board level which also allows me to be
assured that the issues that | find are being dealt with properly within the bank.

The structure of this year's Annual Report follows the format of the first two and
focusses first on what the economic context this fits into and then looks at what | said
we would do in the last report and where we are with each of those. It then looks at
the numbers and changes we have made in our own processes before focussing on
what we will do in the year to come and where appropriate beyond that.

! http://www.betterbusinessfinance.co.uk/independent-reports
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As a reminder to all, Annexes A and B set out the original aims and objectives of the
Appeals Process and the minimum standards that a bank must comply with to be
part of it.

| would also once again like to thank all of those who work with me and my team
wherever they fit into the process for all the positive engagement they have with us
sometimes in situations that cannot be comfortable at that time but all of us are
focussed on making that relationship between the lender and the SME better which
is exactly the right place we should all be.



3. Current Economic and Financial Context

It is clear from all the economic indicators that the economy across the UK is
improving although there still remain some geographic and sectoral differences so it
is not uniform but in general much improved.

Last year | highlighted that while some SMEs were acknowledging that there was an
improving economic environment they were still cautious as it was still deemed to be
‘fragile’.

| think that feeling of fragility has almost gone away as the economic evidence
becomes more consistent and robust but that is not to say that we should expect a
sudden rise in SME borrowing due to a renewed confidence in their business.

In the conversations | have with many businesses across the UK you can sense that
there is a feeling of ‘things are getting better’ but that is balanced by a much more
‘considered’ approach to growth and lending than there was before 2008, which can
only be a good thing if it brings better and more sustainable businesses going
forward. By ‘considered’ | mean looking at things in the round and deciding on
priorities in a sensible time frame. One business | spoke to perhaps summed it up for
all

‘| see the economy getting better and can see opportunities for me to grow and have
no problem in accessing finance from banks. However this is probably the first year in
the last few where | need to look at giving my staff a salary increase as they have not
had one for a while, and also | need to take account of things like the auto enrolment
scheme for pensions etc. and how it might affect what we do. Therefore | think this
year we will have to increase our cost base and then look to expand next year once
we can see the effect all those changes have.’

To me the above is not a negative scenario but a positive one where businesses now
are looking in a more considered way at how they will expand and realising that a
more holistic approach to that decision making is better for them and their business
and will probably provide a more sustainable business going forward which has to be
good for us all.

Therefore in summary while the economy is generally improving | am not sure we will
see a rush by SMEs to increase their borrowings. Also for those with overdraft and
other flexible facilities already in place there is still, across all banks, about 50% of
unused capacity in what has already been agreed so there is much room for
manoeuvre in what already exists.



4. Priorities for Year 3

As | have stated in both my first two Annual Reports, judging how well the Appeals
Process, and indeed myself, have done in terms of delivering on what | indicated
were my priorities at the outset of the year is key to ensuring that there is a coherent
flow to what the Appeals Process does. Below are the priorities | listed at the end of
last year's Annual Report in terms of what | felt the priorities were at that time and
what has happened on each since then.

a) Getting the message on the Appeals Process and that it is working out
to more SMEs and within the banks to more Relationship Managers both
in terms of knowledge and understanding.

This has been the subject of much discussion and actions in many ways this
year and | am pleased that much progress has been made on all sides.

One of the concerns was that SMEs who were being declined were not aware
of the Appeals Process and therefore were not appealing when they could.
From some specific work done by one of the banks and the work | have done
on Declines’ Sampling across all the banks involved in the Appeals Process
(see section 7 of this report) our findings show that there are not a lot of SMEs
who would have been successful had they chosen to appeal their decline
decision.

However that does not say that there is not still a lot to do in terms of
awareness and both the banks generically and individual banks have done
much to push that forward. From my own viewpoint making sure that all
Relationship Managers within each bank are as knowledgeable and
committed to the Appeals Process as they can be is as important as SMEs
knowing about it.

In terms of SMEs at the end of January 2014, the Better Business Finance
(BBF) initiative launched a new, multi-media campaign to raise awareness
among SME owner/managers of the independent Appeals Process, as well as
to increase confidence in the lending process by letting businesses know they
are a lot more likely to get bank finance than they think, based on research
from the SME Finance Monitor.

The campaign includes:

e An overhauled website www.betterbusinessfinance.co.uk providing
information on how to launch an Appeal if you are turned down for
finance, alongside a new improved Appeal tool, as well as information
and guidance related to finding finance (it has over 500 finance
providers offering business finance) and other areas such as business
mentoring
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An online advertising campaign aimed particularly at reaching those
businesses interested in seeking finance supported by an effective
appeals campaign

Social media engagement through channels including Twitter and
LinkedIn, linking to the BBF website

A public relations campaign to highlight the campaign message and the
Appeals Process

Campaign information provided on bank websites and directly to
customers

Engagement with a range of supportive business groups to provide
campaign information to their members and links to the Appeals
section of the website

Details of the campaign are in Annexe A

Early results demonstrate a higher than expected level of engagement with
the campaign:

Media coverage*

among UK SME Display campaign Visits on the site
owners/managers/ impressions |
chairmen Millions 57,202
68%
+373%
50%
l -3
Millions
12,076
Target Covered Target Delivered 23/01/13 - 23/01/14 -
30/04/2013 30/04/2014

Socdial media engagement rate
mBenchmark ®Campagn’s engagement rate

1% 1.24% 0.85%

e kg™

Twitter LinkedIn

6.9million+ people (unique users) have seen the advertising campaign
to date — above an initial target of 3 million.

667,000 PPC Impressions (Number of times our Pay Per Click
advertising has been seen) targeting small business owners to offer
help, support and advice messages

373% increase in visits to the Better Business Finance website
compared to the same period last year

400% increase in page views and 32% increase in time spent by the
average visitor to the site, performing far better than its previous
incarnation, across all metrics.

Eightfold increase in visits to the Appeals page and a fourfold increase
in the number of appeals via the website
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e Engagement on social media channels Twitter and LinkedIn is above
average for this type of campaign, offering support for those seeking
how to appeal and find information about sources of finance

e The new website has been designed to be easily used by small and
micro business owners on the move. The share of mobile and tablet
traffic has increased significantly, with 40% of users using mobile or
tablet devices to access the site

The public relations campaign has also seen strong results since launch:

Media coverage of the campaign has reached 68% of the key audience of
SME owner/managers. Frequency of exposure to the target SME audience
was 2.3 times each, a result above the minimum recommended to ensure
retention of campaign messages. Coverage included 79 pieces of media
coverage to date, including:

e 17 pieces of national print and online coverage have appeared about
the campaign

e Two high-profile TV interviews on Daybreak and BBC Breakfast have
been secured, along with two regional BBC interviews

e 22 pieces of regional print and online coverage have appeared

e 33 pieces of trade coverage have appeared about the campaign

The campaign has also been contributing to relevant conversations on
business forums since the start of the year, offering small businesses support
where appropriate, including on UK Business Forums (reach: 911,056), UK
Business Labs (reach: 69,825) and Startups.co.uk (reach: 486,548). Our
engagement with the forums has also extended onto social media —
Startups.co.uk recently tweeted our reply to a question on their site out to their
28,000 followers.

It can be seen from the above and the examples and metrics in Annexe C that
there has been a considerable impact on SMEs in terms of them viewing the
information and that should, over time, increase awareness which is what we
are all seeking. However | have to be clear that it will always be difficult to find
a direct causal link between new appeals and any campaign unless we
interrogate every one that appeals where they found about the Appeals
Process which | am not sure would be useful and add little to the conversation
we are trying to encourage.

Therefore while | was asked by the Chancellor of the Exchequer in his Budget
last year to see what impact the generic programme had had on awareness
which | am in the process of doing | think all I can report is that it is clear that
many more SMEs are aware of it than there were before which is a good
thing. The measure that is available at the moment through the SME Finance
Monitor to measure awareness is not in itself a good one and would be one
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that 1 would not use as a reference point on appeals awareness. The SME
Finance Monitor figure on awareness of the Appeals Process is for all SMEs
whether or not they are looking for lending. All research shows that if you are
not involved in something, in this case looking for money for your business,
then you tend not to be aware of what is going on in that area since you have
no need to know. Since we know that only a third (33%) of SMEs use external
finance at any one time , then an ‘All SMES’ number is not the best measure
to use.

As well as this generic campaign each of the banks has done awareness
raising of its own both internally and externally which has also added much to
raise visibility of the Appeals Process, Annexe D shows examples of specific
ways that each of the major banks has done this. | could have filled many
more pages with examples but | think this shows that all are trying both
externally and internally to make people aware.

Finally, in terms of awareness and other issues affecting SME’s desire to
access finance | have been asked to work with each bank to address how
they deal with the issues raised in the Discouragement Research carried out
by Enterprise Research Centre.?

This research looks at why SMEs are discouraged from borrowing and what
form that takes. In my first Annual Report, | indicated that | felt at that time that
the media were perhaps discouraging lending through their negative press on
that subject. This report confirms that was true at that time but is no longer the
case, and highlights other issues that may be doing the same. Given that
each bank will have its own way of dealing with these issues depending on
what their strategy is for different customer types and sectors, | will work with
each of the banks on an individual basis and update in my Quarterly Reports
throughout the year on progress.

Also, as | stated in my Annual Report last year it is not only the banks
themselves that should assist with making more SMEs aware of the Appeals
Process but also the Trade Associations who represent them. | am pleased to
say that some, but not all, have used their own websites and internal
communications to promote the Appeals Process including direct links for
SMEs to Appeal through their websites. Over the coming quarter | will audit
each of them to see who has included easy links to the Appeals Process and
who has not and where there are gaps, work with the Trade Associations to
ensure the gaps are filled, as it could be that some who did have links do not
have them anymore. If the Trade Association itself is not helping and guiding

? Back to Borrowing? Perspectives on the ‘Arc of Discouragement’ by Stuart Fraser ERC White Paper No.8
http://enterpriseresearch.ac.uk/default/assets/File/ERC%20White%20Paper%208%20Discouragement.pdf
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b)

its members towards the Appeals Process it cannot really complain about the
banks not doing the same. For the message to get out to more and more
SMEs there has to be a concerted effort by all sides of this, including
Government to get the maximum impact we can.

In summary therefore, in terms of awareness and other issues regarding
communication of the Appeals Process in all its parts, | do believe significant
progress has been made this year. That does not mean that there is not still
more work to do; this will remain a critical factor for me as without that good
communication, the good conversation which we all want will not take place.

Work with Governments in all parts of the UK, with the BBA and banks,
to ensure that SMEs have access to the type of support that they need
to help them understand what lenders require from them in this new
environment.

While we have made some progress in this area as the year has progressed,
and while this is still an issue that needs to be addressed, other issues have
taken greater priority so this will carry forward into next year.

What is clear though is that this issue will have to be tackled on a devolved
basis as each part of the UK operates their support for SMEs in a different
way, so solutions will have to be at that level. Also within England the Local
Economic Partnerships (LEPs) will start to be the focus of how a lot of this
education and interaction will be delivered in the future and it is still not clear
what bits of that will still be done across England and what will be done
locally.

The situation in Northern Ireland is made even more complex by the fact that
the structure of their SME banking is different to anywhere else in the UK in
that they have ‘local’ banks operating who probably have the largest market
share in this sector. However the positive from there is that they are working
themselves on this issue and are probably more advanced than others in
addressing the issues that need to be resolved. It has identified for example
that SMEs and their advisors are still not putting forward cases for lending in a
way that fits with ‘the new norm’ in lending, namely that it is affordability first
and then the ability of the management to deliver on that. Therefore education
of SMEs and their advisors is key to ensure that the case that comes to the
bank helps them and not hinders them as can be the case just now. While |
do not have as clear evidence from other parts of the UK as | do for Northern
Ireland | do not see why this should not be an issue elsewhere as well.

Therefore this is an issue which | will carry forward on to my ‘to do’ list for next
year and report on developments as they occur across the year, all the while
continuing to recognise that providing help, support and education to SMEs

13



c)

will always be a challenge as they tend to be ‘time poor’ in terms of their
ability to devote the time to what is a critical issue for them.

Spreading of best practice across the banks (this has been expanded to
include issues and practices where there are differences across the
banks where there should not be).

This is one area where | am pleased that both at a formal and probably more
importantly at an informal level banks have really worked well together
recognising that getting a better and more positive lending environment is
good for everyone, so competitive issues should not get in the way of that.

Best Practice has covered a host of areas from working on decline letters and
what they should say, to the responsibilities of how the Appeals Champions
and those managing the Appeals Process day to day work.

It is also about helping me and my team to identify where we see things in
one bank which we do not see in another, to ask why. This again is wide
ranging from the way decisions are made (and the evidence that is based on)
to what they allow to be appealed. It has also helped us greatly with issues
around ‘Declined at Source’ where we have spent a lot of time this year.

‘Declined at Source’ is where a customer has been turned down at an early
stage of the process, has not been deemed to have made an application, and
therefore is excluded from the Appeals Process. There are many genuine
cases of ‘Declined at Source’ but we have worked with each bank to make
sure that all are using the same way of defining that and think we are just
about there. This has meant that this year we have brought new appeals into
the process that had been excluded which has allowed more people to
appeal.

We have agreed a definition on ‘Declined at Source’ which all the banks are
now agreed to, which is below:

‘Where a customer has asked you for lending (of any type, new or additional)
and the bank has asked them to supply information (of any type written or
verbal) to make that decision then that should be deemed as an application
and can be appealed.’

Since how customer data is inputted into the Appeals Process differs across
the banks this has allowed them to look across their systems to see where
that could occur. Some of those decisions could, for sensible reasons (mainly
to do with not wanting to waste the customer’s time) fallout with what would
normally be deemed to be a formal application but we felt that to give the
customer who would feel they had applied, even if the bank’s systems had not
recorded it as one, the same right of appeal as someone who had formally
entered the system is fair.

14



Across all the banks this has now drawn in more customers to the Appeals
Process and also focussed the banks on when customers believe they will
have applied rather than when the bank might have deemed them to have
applied.

To further confirm this, over the next year | will focus some of my time on
sitting down with Relationship Managers in each of the banks to see how they
take the application through each of their many systems to ensure that we are
not losing any as the application goes through their processes (which has
sometimes proved to be the case before). None of the banks have a single
system that applications go through from end to end, and all applications will
move from one system to another as they progress, and | will ensure that we
are catching all as we go through this. | need to be clear that | am not saying
that a single end to end system would be the best solution for either the bank
or the customer as managing the interaction is sometimes done best across
more than one system.

Finally in the sharing of best practice which has expanded for me into looking
at how things are done across the banks and recognising gaps ‘positive and
negative’ that can be better addressed, it has allowed us to spot areas where
different types of lending product are not offering the same right of appeal as
another but should be.

A clear example this year has been the difference between what a customer
can appeal on an overdraft compared with a commercial credit card. With an
overdraft a customer can appeal on anything both in establishing an overdraft
and its amount and, once it is in place, when renewing or increasing the
overdraft limit. Commercial credit cards should have the same rules but we
have discovered that appeals on raising the limit on a card once you had had
it for some time were not being fully captured under the Appeals Process.
This has now been corrected and is the reason for the sharp upturn in credit
card appeals in the last quarter of the year.

| will continue to press each bank to continue to share best practice with
others where they can and also to look across banks to make sure that they
are all doing things that they should.

d) Progressing the work on credit scoring across various avenues.
Those avenues were;

)] | will meet with the Financial Conduct Authority® (the new
regulator for Consumer Credit) to see what can be done to make

3
www.fca.org.uk
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the difference between business and consumers more exact and
allow lenders to make decisions on both appropriately.

Given that the Consumer Credit Act (CCA) was part of the Office of
Fair Trading (OFT) that was transferring to the Financial Conduct
Authority (FCA) meant fulfilling this obligation was delayed until early
this year. | met with both OFT and FCA officials, and also with Her
Majesty’s Treasury (HMT) to discuss what the challenges were and
what the options for change might be.

It was clear from the discussions that

a) Businesses were an add-on to the CCA and as such were not
considered as much as consumers when changes or alterations
were made.

b) OFT felt that everything in it was guidance and it was up to
individual lenders how to interpret it, which ignores the fact that
Compliance Officers within lenders are likely to use the guidance
examples to form their rules thus giving them a very exact
interpretation of the CCA. That is not criticising the Compliance
Officers who are under pressure from their own Regulators to make
sure they comply so will always err on the side of safety. Therefore
the more OFT have made the guidance more particular then so
many lenders will have expanded their rules to comply especially
around issues like the affordability calculator.

We agreed that there probably was a policy issue to address in terms
of how business is made more of an integrated part of the CCA, if that
was felt still to be the best way of addressing the issues it tries
currently to address (given that other regulations outside the CCA
including the Lending Code have been introduced since the CCA was
introduced.)

The FCA did ask that | try and be more specific in terms of the changes
that might address the issues | saw which is sensible so | have asked
all the lenders and Trade Associations to let me have specifics that
they felt needed to be addressed. Once | have gathered that
information then | will work with the FCA and HMT to find a solution
that satisfies all parties on this.

| will report further on this in my Quarterly Reports throughout the
coming year but already have had what | feel is a good place from
which to start.

‘We need to keep in mind that in general business customers are much
more sophisticated than personal customers and face numerous

16



challenges running their businesses. The aim of CCA regulation
should be to provide a proportionate regime to protect business
customers together with ensuring that the commercial needs of
business customers are not stifled. This is a difficult balance to
achieve, but taking account of business customers’ knowledge and
sophistication is at the heart of striking this balance. At present, there is
a danger that there is insufficient flexibility within the rules to
proportionately cater for business customers.’

However what is certain is that there are now anomalies being created
by having SMEs regulated from various different bits of legislation and
regulators and have listed a few below:

e« Aloan to an English partnership of four or more partners can be
Mortgage Conduct of Business (MCOB) regulated but never CCA
regulated, whereas a loan to a Scottish partnership can be CCA
regulated but never MCOB regulated.

o If the partnership's turnover is over £1m, this can take it outside
MCOB but not outside CCA, whereas if the loan is over £25k it
takes it outside CCA but not outside MCOB

e A sub-£25k loan to a 3 partner-partnership with millions in annual
profits and other much larger unregulated debts could be CCA
regulated - why do they need that protection if they didn't for the
larger loans they took? And if one of the partners secured the
facility on their home, they lose the CCA protection on the
loan without gaining MCOB protection - why would putting your
home at risk put you in a less protected position in regulatory
terms?

« The recent expansion of business structures through which
professionals can conduct their business - limited companies and
LLPs etc. - has meant that lending to individuals to enable them to
make capital injections into the business vehicle through which
they carry on their profession can be caught by the CCA, even
when the amount borrowed is more than £25k. The Regulated
Activities Order (RAO) business exemption applies only to lending
intended to be used for the purposes of a business carried on by
the borrower. Where the chosen vehicle is a limited company it is
the limited company that carries on 'business' and the borrower i.e.
usually a professional is an employee of the company.

Get the new educational credit scoring leaflet out to as many
start-ups and others seeking small amounts of business lending
so that they are better prepared when approaching lenders.

All the banks in their own way have made getting information out on
Credit Scoring a priority this year and Annexe E gives some examples
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i)

of how that has been achieved. | am happy therefore that in this area
progress is being made.

Continue to work with the credit card lenders and others where
credit scoring is the major factor in deciding credit to ensure that
their processes allow for the collection of sufficient information
before a lending decision is made.

The use of credit scoring as referenced in previous Annual Reports still
is widespread across the banks especially for lending under £25k.

To be clear | am not against the use of credit scoring or assessment
techniques in assessing whether an application is credit worthy, and
indeed much good longitudinal work has been done by banks and
academics to show that they do give better lending. However they
need to be used in a sensible and positive way.

As | have learned more and more about this the more | have come to
the conclusion that it is not the Credit Reference Agency (CRA) who
leads on much of this but the lenders themselves. That is not to say the
CRAs do not have things they can do to make what they supply as
correct as it can ever be but it is how that data is used that is still my
main concern. To explain that conclusion what | mean is that while the
CRA holds all the data and can create a score itself, it is the lender who
decides how it will interact with the CRA. Most lenders now buy raw
data from the CRA and, even when they then employ the CRA to do
the calculation for them, use the lenders own algorithm or formula to
decide what the outcome for the customer is. That allows the lender to
use that data behind the score to tell the customer what specifically has
declined them, which is much more part of a better conversation than
just ‘you failed the credit score’. However there are still instances where
the score only is bought from the CRA which does not allow the lender
then to tell the customer the more finite reason for their decline as the
lender has not ‘purchased’ the base data so cannot access it. | have
come to the conclusion over the last year that if we want to have a
better relationship between lenders and SME customers, then the
lender not knowing specifically why the SME failed the credit score is
no longer acceptable and all lenders need to put their systems and
process in a place where they can be open and honest on reasons for
failing a lending application. As is stated in the Executive Summary of
this report a lot of these decisions as to what was ‘bought’ from the
CRA were made many years ago before the crisis and were made on
cost saving grounds. | think that was short sighted as all the evidence
coming from the Appeals Process shows that investment into process
that enlarge and strengthen the conversation between the bank and its
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SME customer lead to more profitable (in all its meanings) benefits for
all.

The European Union is also becoming more interested in these issues
around credit scoring and Annexe F details some work that they are
commencing of which the CRAs will keep me and others informed.

iv) To work with Companies House and HMRC to see how that can
become part of this overall dissemination of information process.

This is an area where others are progressing for other reasons as well
as for issues around credit scoring and | will keep a close watch on
how these discussions progress, but to date have not seen the need to
interfere.

Finally, in this area of credit scoring as we have gathered more information, it
has allowed me to look deeper into the data and as you will see in section 6 of
the report | have been able to split on the various pie charts to do with
Reasons for Decline what was ‘Credit Scoring’ last year into two parts, namely
‘Adverse Data’ (which was included in Credit Scoring last year) and ‘Credit
Scoring’. The reason for the split is important and has raised some issues
which | will be pursuing over the coming year.

Adverse Data is data that is likely to have a lending application declined
almost anywhere and is difficult — but not impossible — to overturn. It includes
things like County Court Judgments against you or your company, being
struck off as a Director, debt defaults etc. They are specifics that would make
anyone think closely about an application. | have no issues with these and
understand why they are bundled into that heading but the issue | have is that
there is not a common definition of what falls into this category across the
banks. So if one bank says have been declined because of adverse data that
does not mean that it would be the same for another. Since these are the
areas that all lenders agree cause concern for an application, it does seem to
me that having at least an informal understanding and agreement across the
banks of what falls into that category which could be shared with customers
would be useful, and will be working with them to see if we can do that over
the coming year.

Continue to meet with as many Relationship Managers and customers
as | can sensibly, to allow me to judge the impact all the changes above
and below are having on ‘the front line’.

This, as | highlight in the Introduction section of this report, continues to be
one of the most fulfilling parts of what | do in terms of understanding what is
going on both in the economy and at the sharp end of lenders. Also it has
highlighted or discovered many of the issues that | highlight elsewhere in this
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f)

report which would have gone unresolved or unnoticed if these meetings had
not taken place. Issues relating to how Relationship Managers deal with
customers, when they think they have applied, what they can tell them about
why they have been declined, etc. have all come from those meetings.

| will continue to make these an important part of what | do across the coming
year. Also as | highlight elsewhere in this report having now Accountable
Executives at every bank to interface with has also added an extra dimension
to my interaction with each bank as well as the operational teams | and my
team work with.

Work with all the lenders involved in the Appeals Process to make sure
that the Appeals Process becomes an embedded part of their day to day
process and will continue as an integral and positive part of their
business operations into the future.

To become an embedded part of the process is not possible until a lender
sees this as adding value to what they do, and I think all now do to a greater
or lesser extent.

By adding value | mean both in terms of allowing them to make more lending
to customers but also in terms of the way they conduct their business with
SMEs and the conversation and exchanges they have with them.

Key to that in my opinion is being able to tell a customer as clearly and as
simply as possible why they have been declined or what they need to do, or
give, to the bank to allow it to lend to them.

All the banks have made very positive progress in this since the Appeals
Process began and, as | state in the Executive Summary, these changes that
lenders have made in their processes (some very significant and not without
significant resource as well) are a key benefit that has come and will continue
to come from the Appeals Process. It has been my objective from the first day
of this process to work positively and constructively with each lender not just
to make sure they had a good Appeals Process in place but to use the data
and evidence coming from that process to change where necessary the way
they do things for the benefit of both the customer and, importantly,
themselves. | think the way that my team and | have operated, which is
robust, challenging but fair in terms of what we desire, has allowed us to
make that happen.

However one thing that we still need to get uniform is what a lender says or
can tell a customer about why they were declined. While huge progress has
been made | do not believe it is still acceptable to tell a customer they were
declined because of ‘credit score’ or the ‘credit committee’.
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g)

There are two issues here. One about the Relationship Manager taking
responsibility and ownership for the bank’s decision, even though it is tough
for them to have that discussion with the customer. All the banks have
accepted that and are working to make that better but it is still not perfect yet,
so | will keep pushing on it.

Second is where the bank or the Relationship Manager does not know why
the credit score failed, which still does occur. Earlier in this section | highlight
how lenders buy their data and the impact it can make on how much they are
able to tell their customers. | am pressing hard where a good decline answer
cannot be given currently to ensure that it can and will report on progress in
the coming year but until that is resolved in all banks then appeals cannot be
embedded properly.

Finally in this area there still exists (although not in many lenders) some
distrust between credit and risk functions and Relationship Managers where
information between the two is not passed as promptly or in its entirety. Again
for a lender to have the good conversation with the customer then all parts of
the bank need to be part of that and that may mean that greater collaboration
is required.

Ensure that we have, as far as is possible, a uniform system in terms of
what customers can appeal on across all banks.

As stated sections above | think | am now happy that we are almost there on
this, and partially feel that way as lenders are now coming to us when they
find inconsistencies, or want to make additions, which means that the lenders
now understand the importance of being ahead of the game on this.

Below are examples (some of which are expanded on elsewhere in this
report) of some of the issues that we have worked with this year to ensure
that SMEs can appeal as easily and as widely as possible.

e Online Appeals — One of the most important additions this year was the
launch of “online appeals” through the Better Business Finance
website. This now provides all customers with the opportunity to appeal
by completing a simple online form or by emailing their bank.

e Lending Conditions — Customers can now appeal if they do not agree
with the bank’s conditions for lending (excluding standard terms, fees
and pricing). During the year we have seen 18 “Conditions” appeals.

e Customer Complaints — Where a customer has chosen to write a letter
of complaint to a bank, regarding a declined lending request, instead of
submitting an appeal to the bank, these are now reviewed by the
respective bank Appeals Team to ensure consistent and fair treatment
within the full scope of the Appeals Process.
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e Credit Card Limit Increase Requests — We have been working with the
major credit card issuing banks to include customer requests for their
commercial card increase requests, where these had been declined
and the customer requested an appeal, to be fully captured within the
scope of the Appeals Process, which they are now.

e Declined at Source — This is where a customer has approached a bank
with a lending request and having provided all the information
requested by the bank to enable a lending decision to be made and
they are then declined regardless of whether the lending request has
been captured on bank systems. We found that treatment of Declined
at Source applications was inconsistent across the banks and that
these customers were not always being told that they had the right to
appeal the declined lending decision. Whilst there is still work to be
done by the banks in this area regarding tracking applications which
are Declined at Source, customers are now being informed of their right
to appeal.

e Adverse Data — We have asked the banks to better define the
reason(s) customers are declined lending, especially in the sub £25k
lending space where, Failed Credit Score was considered to be the
main decline reason when in fact it was a catch all for other component
parts of the decline decision. Historically, this might have included
Adverse Data on the company or the principals of the business. This
now gives us more granularity on the decline reasons and helps to get
behind the “Failed Credit Score” statement.

h) Ensure that the banks achieve all the actions that | set out for them in
their action plans for Year 3.

As an ongoing part of the Appeals Process | have with each bank an Annual
Action Plan which highlights the general and specific issues that they have to
address in that year, and beyond if the issue demands for example a major
system change.

The Action Plan items included this year driving the Appeals Process Best
Practices through the appointment of an Appeals Champion by each of the
banks to oversee the Appeals Process. Each bank also has Accountable
Executives on the Appeals Process who are part of or have a link to the
lenders Board who | meet with once or twice a year or can escalate issues as
they happen if | think they are serious enough. The existence of both of these
plus the others who support them and the Appeals Process has helped me a
lot this year in delivering on the Action Plans and has shown benefit to the
lender as well.

Other items on Action Plans have been focused on increasing appeals
awareness both internally within the bank and externally through website
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updates and other materials and review of lending declines which is discussed
in section 7 of this report. Other generic Action Plan items were aimed at the
inclusion of lending “Conditions” appeals and customer access to lodge an
appeal. These are largely completed with the exception of Declines’ Sampling
for two of the banks.

In addition to the above, there were other bank specific Action Plan items
relating to process improvements which | have discussed with the banks
concerned. Whilst there has been some considerable progress over the
course of the year, full implementation will require significant systems and
infrastructure changes and the banks are working diligently to complete these.

These Action Plans also change throughout the year as some are concluded
and as other issues arise. These Action Plans are key in managing the
identified change that each bank needs to put in place to optimise the process
it has for lending with its SMEs, as well as making sure its own Appeals
Process is working as effectively as it can. Given that all banks have to lend
effectively to survive, then getting this process correct is as key to them as it
is to the customer. Also, as | state in the Executive Summary at the beginning
of this report this year, positive process change in the banks is the key real
benefit of the Appeals Process as it ensures not only that individual customers
have current lending appeals overturned or dealt with better, but also that
process changes that would benefit everyone can be implemented. | have
been more than pleased with the way that, in general, the banks have
approached these process changes, some of which have been major and not
without considerable investment, as they understand that putting them in
place will produce a better lending environment and conversation for
themselves as well as their customer. These changes have ranged from
changes in decline letters to make them more beneficial in terms of
explanation and simple English, to major changes in IT and decision making
systems to ensure that the lending decision is made at the most appropriate
time.

i) Begin in late October 2013 to produce short summary reports on the
Appeals Process to highlight progress.

| have produced 2 Quarterly Reports* to date and will continue to do so this
year.

* http://www.betterbusinessfinance.co.uk/independent-reports

23


http://www.betterbusinessfinance.co.uk/independent-reports

5. Auditing Practices in Year 3

As | have referred to in my previous reports, when we first started this work, no one
had ever done this before. In the ensuing 3 years, both | and my review team have
built a deep knowledge of the banks’ different processes and approaches and this
helped to ensure that | have delivered a robust and sound process that is beneficial
for the SME businesses and for the banks.

My review team, which continues to number 8 staff, has continued with its
programme of site visits to each bank during the year. The team, which has a broad
range of relevant backgrounds in financial services to undertake its work on a robust
and methodical basis, has again reviewed around 970 individual case files relating to
appeals, which equates to 27% of the total number of appeals received by the banks
(April 2013 to March 2014). As in Year 2, | have allowed the banks to fill in Appeal
Forms (Annexe G) themselves on a monthly basis and my review team have
generally visited each bank on at least a quarterly basis in line with an agreed
protocol (Annexe H). Where the level of appeals has been high, or the level of
overturns above what we would expect, additional visits have taken place. Based on
3 years of file reviews, we now have a detailed dataset relating to over 4450 cases
(50% of the total number of appeals received by the banks over the same
period). In addition, we have gained valuable additional information from the decline
sampling work where my audit team have looked at lending files at an earlier stage
in the process.

The decline sampling process required the development of new methodologies to
undertake the work with each bank. My team and | held detailed discussions with
each bank to establish the most effective and efficient way of undertaking the work.
Subsequently, | and the team have completed reviews with 4 of the banks and
issues that need to be resolved before the work can be completed with others have
been identified and agreed with the relevant banks. (Annexe I).

| think it is important to restate that each bank operates differently and within each
bank there are a range of processes that cover different product lines and different
access routes. We continue to adapt the underlying principles of the Appeals
Process to reflect these differences. In particular, this year, discussions that my
review team and | have had with each of the banks have identified some areas which
may not have previously fully applied the Appeals Process. Written
recommendations continue to be made, and positively received by the banks, after
each site visit.

Both the work on the decline sampling exercise and the routine visits, have
highlighted that a key benefit from the Appeals Process is the recommendations that
result in process change, some of which are significant. The experience | and my
team brings to its work has enabled them to identify key areas for improvements and
change. Strong relationships have been established with each of the banks which
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have resulted in positive outcomes towards recommendations made, even where
significant investment might be required. However, we continue to challenge
effectively and constructively, highlighting the strength of the independence my team
and | bring to the Appeals Process.
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6. Key Numbers for Year 3

As | explain in each Annual Report, while | report each year on the numbers and
statistics (which are the rich source of data | use to tackle the issues they raise) |
always emphasise that it is impossible to make straight year on year comparisons.
The numbers | report in total are made up of the individual numbers from all the
banks that participate in the Appeals Process and each is doing different things.
Some may have increased their numbers of appeals, reduced their overturn rate
etc., and others may have gone in the opposite direction for reasons many of which
are through process change that we have requested to make their lending
environment better.

Appeals - April 2011 to March 2014 Apr 2011 -| Apr 2012 - | Apr 2013 - Total
Mar 2012 | Mar 2013 | Mar 2014

Total No. of Appeals Received (ALL BANKS) 2177 3311 3518 9006
Total No. of Appeals Overturned (ALL BANKS) 860 1298 1116 3274
Overturn rate (based on Appeals Received - ALL BANKS) 39.5% 39.2% 31.7% 36.4%
Total Value of Appeals Overturned = £ millions £10.0 £18.5 £13.1 £41.7
Total No. of Appeals Received (Excluding Credit Cards) 1587 2146 2581 6314
Total No. of Appeals Overturned (Excluding Credit Cards) 518 634 730 1882
Overturn rate (based on Appeals Received - Excluding Credit Cards) 32.6% 29.5% 28.3% 29.8%
Total Value of Appeals Overturned (Excl. Credit Cards) - £ millions £9.7 £17.7 £12.7 £40.1
Total No. of Cases Reviewed 946 1777 1759 4482
Total No. of Cases Reviewed/Total No. of Appeals (as %) 43.5% 53.7% 50.0% 49.8%
Total No. of Overturn Cases Reviewed/Total No. of Overturn Cases (as %) 49.5% 62.9% 65.7% 60.3%

NB: Cases Reviewed and Overturn values based on data captured to end of March 2014

As can be seen from the table above overall appeals numbers this year were 3518
which is up on Year 2 and now means that we have had just over 9000 appeals
through the process. The overall overturn rate has decreased from 39.2% to 31.7%
which shows the impact of the process and other changes we have been working on
with lenders, especially in credit cards, to make sure the lenders make the decisions
at the right time. The amount of lending those overturns has produced is £13.1
million this year which means that over the 3 years that the Appeals Process has
been in place over £41 million of lending that would not have been there has gone
into SMEs and through that will benefit the economy. While the £13.1 million for this
year is down on Year 2 that is largely due to the fact that the main increase in
appeals numbers has come from small SMEs who borrow in the under £25k lending
area where the impact of bringing in more ‘Declined at Source’ cases has had the
most impact.
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| was asked earlier this year whether | thought this £41.7 million was significant given
that over £40 billion is lent every year to SMEs. My reply was that to every one of
those 3274 firms who got lending that would not have, had the Appeals Process not
been in place, then that will have added benefit to them and the economy which
would not have been there before.

Without credit card appeals, humbers are up more in percentage terms due to the
fact that we have been working positively with one the largest lenders in the credit
card area to reduce their declines, appeals and overturns, by making the decision
later and this has had the positive impact that we would have hoped.

The final section of the chart shows the cases where we have looked in detail at
them. While we sampled 100% of all cases in the initial months of the Appeals
Process as time has gone on and | have become more comfortable with the
processes the banks use to operate the Appeals Process so we have reduced the
amount we actually look at in detail. However, we are still looking at half of all cases
and almost two thirds of overturns which gives us the knowledge base we need to
see what is happening and to spot if lenders are making decisions they should not
be.

| have also this year in my Quarterly Reports provided a graph of how the total
appeal numbers and overturn percentage have moved on a three monthly basis to
highlight any trend.

Those two graphs are shown below and do show some of the points | have made
above, on some banks going up and some coming down for good reasons. The
impact of the addition of the new credit card appeals relating to appeals on credit
card limit increases can be clearly seen as well in the last quarter of this year.
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Total Appeals — 3 Months Rolling Average
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In terms of the other key issue around the decline reasons for turning down lending
that is later appealed, as | stated earlier in this report the size and robustness of our
evidence base now allows us to split failed 'Credit Score’ into 'Adverse Data’ and
simple 'Credit Scoring’.
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The four pie charts below show decline reasons for all banks and then for lending
below (including and excluding Credit Cards) and above £25,000 being the point
where unsecured lending tends to stop and also where the Consumer Credit Act
(discussed earlier in this report) stops. Whatever the decline reason though we can
say that in well over 90% of all the overturn cases that the reason for the overturn
was the bank asking for or being provided with another piece of information by the
customer. This shows once again how critical that information exchange and
conversation is to making good lending decisions for all parties.

Decline Reasons - All Banks

*Adverse Account
Other, Data, 6% Conduct,

1% \ ‘ / 10%

g >
Unspecified, Affordability,

25%

Failed Credit c
Score, us?omfer .
43% Contribution, Experience,

2% 3%
*Adverse Data information only available from start of Year 3. Adverse Data declinesfor Year 3 were
14% of total.
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Decline Reasons - Lending up to £25k
(Excluding Credit Cards)

*Adverse Data,
6%

Account

Unspecified, 1% Conduct, 13%

.

Affordability,
24%

Failed Credit

Score, 45% Appetite, 8%

Business
Experience, 2%

Customer
Contribution,
1%

*Adverse Data information only available from start of Year 3. Adverse Data declines for Year 3 were 15% of total.

Decline Reasons - All Banks for Lending up to £25k

*Adverse Data, Account

()
Unspeci_td, 1%

Affordability,
20%

Appetite, 7%
Failed Credit

Score, 52% Customer Business

Contribution, Experience, 2%
1%

*Adverse Data information only available from start of Year 3. Adverse Data declinesfor Year 3 were 17% of total.
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Decline Reasons - All Banks for Lending above £25k

Customer . . Unspecified,2% __*AdverseData,
Contribution, 8% Failed Credit 1%
150 Score, 4% Account
Business | Conduct, 7%

Experience, 10%

Affordability,
48%

Appetite, 20%

* Adverse Data information only available from start of Year 3. Adverse Data declinesfor Year 3 were 1% of total.

In summary the main reasons for decline overall remain:

e Failed Credit Score 43%
o Affordability 25%
e Account Conduct 10%

However the stark difference between below and above £25k lending is once more
highlighted this year as can be seen below.

Decline Reason Up to £25k Lending Above 25K lending
Failed Credit Score 52% Affordability 48%
Affordability 20% Appetite 20%
Account Conduct 10% Business Experience 10%

Appetite in this context is the desire of the lender to lend to this sector, type of
business or policy constraint.
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Appeals by Lending Product
Percentages shown in bold indicate overturns as a percentage for that
as% - category
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Mortgage
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Note: Above includes cases where customers have applied for up to two products and therefore actual
number will be greater than the number of cases captured.

The table above shows Appeals by Lending Product, and it can be seen that those
with the highest appeal numbers and overturns are in the areas where credit scoring
applies. Also it highlights once again the small humber of businesses using invoice
discounting which | still believe to be a good form of finance for many businesses
and is misunderstood. Also | would continue to make the point that | think one of the
reasons for its lack of use is that many main contractors in large projects still do not
allow their sub-contractors to use it and have a ‘non novate invoice’ clause in their
contracts to them. Given that this area is one where small businesses have
highlighted issues around payment by main contractors, | think allowing them to use
invoice discounting by taking away these clauses would benefit small sub-
contractors greatly. The Government did it with MOD contracts some years ago so |
see no reason why it should not be the same for all.

Also this table highlights the high usage of credit cards by small and micro
businesses. There has been some criticism in the past about small businesses using
credit cards to finance their business and | would have been one of those until recent
years. As the way we all do business has changed more and more radically with the
use for example of much more online purchasing for business as well as consumers,
so a well-managed commercial credit card can be the simplest and cheapest way for
a small or micro business to provide working capital for its business. If the card is
settled each month then the costs are minimal and even compared to an overdraft
are better. | can see therefore the use of commercial and business credit cards
increasing in the coming years which is why it is key for me to get the way decisions
are made on them into a sensible place. | think | can say that this is now much better
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than it was primarily due to the main credit card providers making their systems
better and where and when they make a decision more effective for them and their
customers. | would commend the way the main credit cards providers have
approached these challenges positively and we have all made real progress.

Appeals by Type of Customer
Percentage shown = Overturns by category

T

50%

0
0% -

10%

Existing Customer MNew Customer Start-Up [« 6m]

H Appeals W Overturns

The table above shows Appeals by type of customer and continues to show that
start-ups and those switching their account still have the highest overturn rate. This
again highlights the use of personal credit data as the main initial screen in both
those areas and how it does not in many cases provide a robust set of information
on its own to make a decision on. In appeal cases the bank will generally ask for
more information and as can be seen it then triggers a high overturn rate. That credit
analysis is not the best way to evaluate a business is not open to question, but it is
how it is done in many areas that causes concern and why both myself and the
banks are focussing on how we can make it better the first time rather than after an
appeal.

The rest of the data split in various ways is shown in Annexe J and has shown little
statistical change since last year.
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7. Declines’ Sampling

When the Appeals Process started in 2011 there was a discussion between myself
and the lenders about whether we should be looking at those who did not appeal as
well as those who did appeal? At that time it was sensible to focus only on those that
did appeal to ensure that we put all our efforts into making sure that that part of the
process worked well.

Earlier this year Her Majesty’s Treasury (HMT) raised the issue again with me on the
basis of now we know what those that appeal look like it would be good to see if
those who did not appeal were what we would think they were too. What that
guestion means is that we would hope that those that were not appealing were doing
so on the grounds that they knew it would not be worthwhile doing so and not just
that they had been deterred for other reasons, or just did not know that they could
appeal in the first place.

Therefore over the last 6 months we have worked with all the banks in the Appeals
Process to audit their declines which have not appealed, to see how many might
have been able to do so. We have done this only for non-credit card lending as there
are specifics around credit card lending and those who apply for credit cards that
make it difficult to carry out this type of exercise.

In doing this though it had to be on the assumption that we could not go back and
speak to individual customers but rely on using the data the bank had itself. That is
not because it might not have been useful to do so, but it would have opened up a
Pandora’s box of potential legal and other issues which would have made the
exercise much more long term and in the end would not have added great extra
value.

Therefore for each lender we asked them to identify for us those SMEs that had
been declined funding over a defined period and then from that pick a significant
sample that covered all types and sizes of lending and sizes and types of customer.
They were then asked to have someone not involved in the original decision to look
at the file for each and the reason for decline to see if there was anything that they
had missed or with the adding of a few bits of further information they might have
looked at it again. Therefore the question was not would the bank have overturned
the decision, but could the bank see a reason why it might have looked at it again.
To do that the lender needs to know the full reason that the customer has been
declined, which we have found is not always the case; therefore a proper declines
analysis cannot take place.

We have focussed initially on the large UK banks although we have also now
completed a similar review with one of the smaller banks in Northern Ireland.

We have also focussed on banks where we know that there are not process changes
being initiated from the Appeals Process which will change the answer that would be
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forthcoming. This would not be sensible given that we know that the process change
will mean fewer declines and/or better understanding of why customers are declined.

Therefore, to date 6 banks have reported back to us. Of those 6, we have decided to
defer the analysis of two until certain process changes are in place. With one, that
should mean that we can carry out the Declines’ Sampling later this year but in a
more sensible process environment and with the other, the process change is so far
reaching that it could take into next year for us to be in a position to do that, although
we will try to do something sooner.

However the good news is that of the 4 banks who have reported on their analysis,
and where we have cross checked a representative sample of their own checking, |
am pleased to report that the number of SMEs who were declined but on analysis
may have had the possibility of having their cases looked at again is between 2%
and 5% for those banks. To me that is in the realms of what you would expect, as no
system anywhere is perfect and of those that might have been looked at again it is
not saying that they would have been overturned.

Therefore in terms of those SMEs who were declined but did not appeal, | do not
think that, from those banks we have looked at, there is a significant number that
have missed an opportunity and this also shows that the banks are making, in
general, good decisions in those cases. This does not however mean that had more
SMEs known about the Appeals Process more might have applied for credit than did,
but that issue of awareness is addressed elsewhere in this report.

Finally in this section while we have done those 4 banks it is our intention to repeat
the exercise with each later this year to check that this sampling is sound and that
there is no, or little, deviation from what was found originally.
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8. Key Priorities for Year 4

In terms of where | see my priorities for Year 4 of the Appeals Process, all centre
around making sure that the conversation between lenders and SME customers gets
better and better so both parties benefit.

Under that overarching umbrella I will focus on some key issues.

1.

9.

Ensuring that all banks can tell their customers clearly and precisely why they
were declined for lending and what they might be able to do to change that
decision over time.

. Working with all sides of the ‘awareness debate’ to make sure that where

resource is being spent to raise awareness that it is being channelled and
focussed in the areas where it makes most impact. Also work with all parties
to try and put in place metrics which we all agree can measure progress
which | am not sure we have just now.

Bring in at least two, but hopefully three, new banks into the Appeals Process
and work with each, using the experience we have built up to date, to get a
process in place that benefits both them and their SME customer.

With each bank identify all the systems that are involved in an SME customer
making an application and understand how the Relationship Managers use
them.

Continue to ensure that all customers who should are getting the right to
appeal and not being filtered out at source.

Continue to use the Action Plans | have with each bank as dynamic
documents which are added to and change as we work with them on issues
we both agree need addressing within that bank.

Continue to enhance our own data set and look further into it to establish any
further issues that need addressing.

Work with the FCA, HMT and others to examine whether the Consumer Credit
Act in its current form is ‘fit for purpose’ in terms of ensuring that SME
businesses are treated correctly given that they are different in some respects
to consumers.

Work with each bank to see how they are addressing the issues that
discourage SMEs applying for lending for them.

10.Continue my work with all stakeholders to see what can be done to make the

credit scoring environment more useful and certain for all.

11.Continue to meet with Relationship Managers and customers to see what

their issues are and are we aware of them.

Also, as we gather even more knowledge, of how all this works ensuring that the
Appeals Process itself is as good as it can be and if not making sure that it adapts to
ensure it does.
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9. Appendices

Annexe A — Bank commitments

The Taskforce banks committed to 17 actions across three broad areas. To improve

customer relationships we will:

1.

Support a network of business mentors by working with the business
groups to deliver this free service to small businesses across the UK

Improve service levels to micro enterprises (businesses with fewer than
10 employees and turnover or a balance sheet under €2m) by setting out in a
new Lending Code the levels of service banks will provide and outlining
additional sources of help and advice

Publish lending principles which clearly set out the minimum standards
medium-sized and larger businesses can expect when asking banks for loans
and other services

Establish transparent Appeals Processes for when loan applications are
declined, with processes independently monitored by a senior Independent
Reviewer, who will publish the results of their review, to ensure each bank
has a fair and equitable Appeals Process

Initiate a pre re-financing dialogue 12 months’ ahead of any term loan
coming to an end, which will include a timely review of business and re-
financing needs and an assessment of what needs to be in place ahead of
loan expiry to maximize the prospect of successful re-financing.

To ensure better access to finance we will:

6.

10.

Establish and invest in a new £1.5 billion Business Growth Fund (built
over a number of years) to fill a crucial gap in the market and provide capital
for viable businesses which want to invest and grow

Support the Enterprise Finance Guarantee Scheme, seeking continued
Government backing through to 2012, and accommodating any changes
made by Government

Help mid-sized businesses access syndicated debt markets by raising
customer awareness, training customer-facing staff and engaging more
actively with business groups and customers

Improve access to trade finance through targeted SME awareness-raising
campaigns and exploring possible regulatory adjustments with the FSA. Seek
to open with Government access to trade finance products for businesses
that qualify for the Enterprise Finance Guarantee Scheme

Signpost alternative sources of finance, giving customers helpful
information and advice if a loan is declined and raising awareness about the
financial solutions they should consider
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11.

Help improve the supply of credit to the wider economy, working with the
authorities to ensure that wholesale markets can support the necessary
lending capacity as the economy recovers.

To provide better information and promote understanding we will:

12.

13.

14.

15.

16.

17.

Fund and publish a regular independent survey, commencing in early
2011, to a methodology agreed with Government and business groups, so
there is an agreed and authoritative set of data on business finance demand
and lending supply

Enhance the cross-industry lending dataset by broadening the statistics
on lending available for wider bands of business activity; on lending to
deprived areas; and on national and regional data on the provision of bank
support to business start-ups

Hold regional outreach events throughout 2011 with business groups to
enable business customers and business groups to meet with key staff from
the banks to answer questions and explain what services are available

Improve customer information including a review of literature and other
materials, so customers can more easily understand what products will best
meet their needs

Host a dedicated website through the BBA to draw together and link useful
sources of information to help customers access the most appropriate
information. This will also connect mentoring networks

Establish a Business Finance Round Table where senior representatives
from the banks and business groups meet regularly to discuss and review
trends, identify emerging areas of concern, ensure problems are addressed
and facilitate the implementation of the Taskforce initiatives.

List of Banks:

Barclays Bank

HSBC

Lloyds Banking Group
Royal Bank of Scotland
Santander

Bank of Ireland

Danske Bank

First Trust Bank

Ulster Bank

38



Annexe B — Minimum Standards and Scope of the Appeals Process

The Appeals Process is available to all SME customers with a Group Turnover up to £25million

10.

“In Scope”

= Al types of lending products, funded and non-funded, required by bank customers to
support them in the performance of their business activities

= Applies to all “lending applications” including lending requests to the Bank where the
customer has provided “Mew”™ information which then results in a negative view e.g.
“Dedined at Source”™

= Applies to applications which are declined where no offer has been made or where the
customer does not agree with the Bank’s Conditions for lending (excluding standard terms,
fees and pricing)

“Dut of Scope” (ineligible)

& Customers within Bank's support or recovery units where lending 15 usually more
structured

*  Where bank is precluded from lending to a customer because of market regulations,
including AML or sanctions

Bank to communicate the reason(s) for the lending dedine in writing and preferably verbally

also. It is important that the bank keeps a written record of the decline conversation with the

customer

The verbal conversation with the customer and the lending decline letter must incude
information on how to appeal e.g. signposting to the Appeals Process. As discussed above, a
written record should also be kept of the decline conversation with the customer

Decline letters should be written in plain English and include signposting to Alternative Sources
of Finance, COFl and business mentoring

Appeal Reviewers will be “Experienced Lenders” who have not previously been involved in the
decline of the original lending application

Appeal Reviews to be undertaken on the basis of ensuring completeness of the original lending
application. This will take into consideration any new or additional information which has been
provided by the customer with their appeal or requested by the Appeal Reviewer subsequent to
the receipt of an appeal

Customers are required to submit appeals within 30 calendar days of their receipt of the written
decline communication. To provide for normal posting time we would regard this as 35 days
from the date of the decline letter

The Bank is required to inform the customer of the outcome of the appeal within 30 calendar

days of their receipt of the appeal. Appeal dedsions to be communicated to the customer in

writing:-

*  Where the original dedine decision is upheld confirming the original decline decision
stands an explanation of the decline reason(s) must be given

*  Where the original decline decision is overtumed, in favour of the customer, it is
considered prudent to confirm the amount that has been agreed, especially in the instance
where the amount is less than originally requested by the custom
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Annexe C — Examples and Metrics from the Generic Awareness Campaign

THE Sl TIMIES
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Annexe C contd.

Website examples
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Annexe C contd.

Website Appeals Page
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Annexe C contd.

Forum engagement
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Annexe C contd.

Campaign metrics

Metric

1. Overall PR Metric
50% campaign reach among SME owners/managers/chairmen

2. Measured by SME Finance Monitor

10 per cent increase in SMEs actively seeking different forms of finance
confident of being successful in their application (source: based on SME
Finance Monitor)

23-25 per cent of all SMEs aware of Appeals Process (measure: SME Finance
Monitor). This is equal to a 10-12 point uplift in awareness of the Appeals
Process among our core target audience

3. 50 per cent of those SMEs actively seeking finance to acknowledge their
awareness of the Appeals Process through the banks point of entry
references to appeals for example on loan check lists, application forms,
and a ‘tick box’ for businesses to acknowledge their right of appeal. This
will be measured by each bank with the independent appeals reviewer who
will over-see this. (source: bank and independent reviewer)

4. 5 point increase in awareness of the BBF campaign and its wider support
measures (measure: SME Finance Monitor).

5. Appeals Rejection Metric

Measure of awareness of the right to appeal among those rejected, by
sampling rejected customers (source: bank and independent appeals
reviewer)

Audience

Owner/managers/chairmen of SMEs

SMEs actively seeking finance

All SMEs

Active seekers made aware at the
various ‘points of entry’ of the banks

SMEs actively seeking finance

SMEs rejected for finance
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Campaign channels

PR campaign among key national media.
68% campaign reach among the key SME
owner/manager audience achieved to
date, with a frequency of 2.3 times each.

Paid online media

Social media/forum engagement

PR campaign

Owned channels, eg website, Twitter
Bank communications

Paid online media

PR campaign

Social media engagement
Bank communications

Owned channels, eg website, Twitter
Bank communications; Independent
reviewer

Paid online media

Social media/forum engagement

PR campaign

Owned channels, eg website, Twitter

Russel Griggs, Independent Appeals
Reviewer



Annexe D - Individual Bank Awareness Raising

Santander

1. Promoting the Appeals Process | Introduced a dedicated Appeals Website

e
infarmation on how o appeol and custamers

T —— con start e appeal online

Poge headings include;
= Submitting your fincnce application
Getting fo know pour bisiness

e If your application is decfined

[P pA— - e - How do I appeal?
. R The appeals process

Haw do we kfiow Bhe appeali grocess works?

Alternative sources of finamee

Relpted fnformation and Sofutions also
avatiahie

RELATIONSHIP MANAGERS

ur Relationship Management teams have made mwore of the Lending Guide ond Appeals Process’ site and its content
50t they con direct thelr customers fo the site for further informatlon and support

&b Santander

CIORBORAT [ sk Mn 1545

1. Promoting the Appeals Process | RM training & Customer Commitments

. Introduction of ELesson tralning for each AWML
. Supports & embeds the training covered in our Customer Centric Lending ).
W b,
. Tailored for our people who deal with customers
. Lending Review Qulz which requires participant cormpletion and sign off. I"t
" Cowers the 5 key cormmitments which relate spacifically 1o lending dedsions. iy hal =h

" 3 of those kay commitments relatas to the Appeals Process,

“What arg aur 0 itments to aur gre ™

W [Samtarder] will telf pou (pour customers) how famg it will take v to make o Lending decision,
starting from the poing when pov [yeur curtomer ) give them the infermation needed to complete the opplicohion.

Wir lend money respenslbip,

W will give pou elear feedback when they have decded o decling [refuse] o
requart for craclt, includimg what steps yow might take mest

We have @ foir and effechive appeels pracess v place fa review decinlans to decline @ credht request,

Wi tell you abowt yowr right to appeal if pour application iv declined.

&b Santander

CORPORAT [ Bk M 185

45



Annexe D contd.

HSBC

Guide to Appealing a Business Lending Decision

A P for Busi B

1t i important and m your best inlamests, as well as ours,
1o make carefully consdared decisions about lending to
your busmnass.

Honweser you apply o HEEC for finanes, the bank
repsantatioae will ook at a rangs of factors 1o deterrmineg
the risk to HSBC of g 1o the request, i

scdorations are the al fordabidity of the inance taking

L e !
your parsonal stake in the business and your financial
track record

1F thwin wishues eof thee rocuesst s over i cer Lasn amount, your
leczal B wll s thesr juack n i i
wth that of central Credit Toames to maka a decision
about your apphcation

IF thes wanhuie of the request s below a cartam amount, the
details are entared into ou system and checks are made
fo hedp with the assesament of the application

Banks and other londers use credn sconng and credit
references 1o help with this, At HSBC we regularly
review and update how Wwe #5055 BOmowing rdquasts.

Actions that may affect your Credit Score

Cradit sconng e widely regarded as a fair way of

db g req AtHSBC
e raggularky revsmy and update how we wse crodin
seonng o make sure wa can of for borrowing to all
customars wa baliova will rapay.

While we look at sach credit application on its ments,
then are things you can do to improve your credit scone
such as

= Ensunng that the tumover through your account is as
wesgular as your busmess will allow

= I you have an overdraft, ersunng that the balance of
YU account is pencdically in credit and that you are
not permenently near your cverdraft lamt

Devalopmg a hstory of {
borrowimg

Actiere that could hamm your abdity o obtain credit
michide

Paying credits into your aceount imegularly or having
panods with no cradits ot all The scora s based on
what & seen gong through your account

Gong overdravwn without a limit, or gomg over your
agread hmit

Fraquent requests to ncrease facilibes over a short
penod of time

Issuing cheques or other ions whale:
there are insufficient funds m your account

1f you have a personal account with us, that account ia
also michuded in our overall assessmeant of ary bormowing
rezcuaeat you make. This i parncalary relevant in
siluations where we have lmited business history on
which te birses s dlsersion, such as new stant-ups

Credit reference agencies

The that cradit o hald falls
mito thres broad categories.

= Posutrva’ data such as how long a customer has
maintamed an account, past bormewing successiully
ropaxd, curent slatus on exestng cradi Teahties

m MNeagatve’ data such as late or missed payments,
AL 2 a far et
dhibts, mulbpke appheations for cradit m a short
poniad [y the List sex months)

= Warmings such as court orders on County Count
Jupel, for defaulted debis (CCJs), bank
matices Bands might not kend if such sntos s
on the credit refierence, ewen if the debis hie now
haen paid off

Allowing ceedit facilities with other providors to fall st
arresars o1 defaulting on credit laclites wall arm your
concit rating 11 you make maltple applications for credit
tacilities over a short penod of nme, this waill also be
macorded and may hove a negative impact

Whon assessing a equest for ermdil Laciktes from
a business, information s obtamed from the credit

on bath the salf and
the indridual owners of the business.

1 the bank 1= unabde to lend toyou as a result of

J Trarm a credit mi SNECY, Wk Al ot
abla to share the nformation dimcthy with you as the
information i not ours. Howsvor, you can obtain a copy
of your cradit ecord for a fee by contacting the credit

aganey (or that we ltacd, 1§ you

ask us, we will confirm whach agency lor agencses) wae
used when assessing your request for lending. If your
crodit record contains mermes that ane incorrect, you can
apply 1 have them removed

I your application has been declined,
what are your next steps?

I your cormersation with the HSRC reprosentatie o
arn Wb benrer you recened acveang you of the decling of
your apphcaton, you should be advisoed of the lactors
that kel to thes deschne and that you may have the ophon
o appeal the lending decrson i you wsh to do so

Appeal the decision

You can ask for the decissan o be reviewed using
our indepandently audited, declined londing appoaks
PrOGenss

You may feol that your proposal was not fairly assessed
of that seme rekvant information was Incorrect,
imisleadng, of not proparly conssdered

The reviews are undartaken by a separate, dedicated
tearn, who have the authonty 1o overturm a decline
duecesion and do so when they feel the crcumstances
ara nght

Lending appeal guidelines

You ara abile 1o usa cur appeals procass n the followang

CHCUMSLaNces

= We are not prevented Trem lending to you, Tor axampbe
for legal or rgulatory reasons or due to sconcmic or
trade sanchons

®  Your existing kending s not already subgect to formal
demand or enf ar kegal p oy

= You have submitted a formal lending application

m Yo appasal relaties 1o o lerdng application declined
within The provious 20 days

= Your annual group lurmover s kess than £25m

= Yourequested lending facilities for a penod of more
than 45 days

1 eliggbshr, you will need 1o subsmit a Landing Appaal Form
andine within 20 days from the date of baing informed

of the decling decizion. This will enable our spacialst
declined lending appoals team to have access to the
necessary NOMation o review your appleation

For further nformation about the appeaks process.
and to submit a Lending Appeal Form phease visit www
hsbo co ukbusinesslendingappeal or call our enguiry line
on 0800 141 2871°

SLines ae opdn to Bpm, Mondey 10 Frdey excluding Bank

Hobdays Corre atmaivs vy b rronfomnd sndfor receided for
securty ahd service ITRIovEmBnt pUiposes
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| @ Small Business Loan: Business Banking: HSBC UK | |

Business Banking Comims | Banking Corporate Bankin
Turnover up to £2m Turnov m to £30m Turnover in ex

International Busin Online Servic:

0m

Business Home > Business Banking > Finance and borrowing > Small Business Loan About Business Internet Banking

Product and services Business Banking
Business bank accounts Sl | |all Busmess Loan
Credit and debit cards Looking for finance? Then our Small Business Loan could be ideal to fund your longer term projects.

i

Payment services

Business Insurance policies Overview Ways to apply

Business savings and » Business loans available between £1,000 and £25,000 Apply for a Small Business Loan

investments
Repayment terms between 12 months and 10 years Apply noy

Business Internet and The interest rate & and repayments are fixed for the life of the
telephone banking loan Call us on:

0800 587 0644’ L4

International Business Once agreed, funds can be credited same day

Find a branch &

You can optto defer your first repayment for three months

Pensions 2
after the funds have been credited to your account® Textphone 18001 0800 028 3518

Benefits >
Rates and Charges > p S
Important information tor borrowing.

Interest rates & You can ask for a

Business Banking Terms and Conditions (PDF) & declined business
Business Banking Price List (PDF) & bOrrOV\(ing decision to
be reviewed.

Guide to business borrowing - Use our guide to help you
choose the right type of borrowing or finance and prepare a
stronger application

Dont have Adobe PDF Reader? Download Adobe Reader

Apply for Small Business Loan

€ Internet | Protected Mode: Off 4y v H100% -

L/

13:45
04/06/2014
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®
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Annexe D contd.

Lloyds Banking Group

e
BAMEIRG
SROUS

5 Externally to Customers = Refreshed Lending Brochures !

Following the re-brand to Lloyds Banking Group, all brochures are being
changed during 2014 where all lending related collateral will include details of

Lending Appeals Inside the final page -

¥ou can ask for the decision to be reviewed

Bausiness inance declined?
Yoo Can ask for the decision o e reviewed,

Did you K

RO DR
BANOKG
LRl

6 |nternally — selling the Appeals Process ok

Within Commercial Banking, RM's
have an intranst site used for
communications, advising
important changes in processes
and strategic updates from Senior
Management,

For Lending Appeals, this site has
been used to advise Colleagues
of recent events (e.g, Prof Griggs
verification of Lloyds lending
approval rates) and his visits to
differant Team's within
Commercial Banking.

In addition, changes in the
Declined Lending and Appeals
process are cascaded via this
Site.

Heme  Corremeamrnn

NEWE & UPDATES

Lloyds Banking Groug leads the way mn lending
a||1|1r¢|-.1]1

Lz Bk ing Grmop & |l|5.||L'K TC 1)
b o e WI

wi nﬁ“nﬂlﬁ
Mmhumhh—u:nrﬂlhhq
npErreH

Dy (i bt i monde TME Bariong e

baan working v ith P insr Pl Orgp,

Exmrml Beviear o flant ing Appmly ard
Herar oram B Tor, THrEE O o A H I
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unt bre b celend pnt
ol A S s e g B e W ri‘LLmn:umlmnnw: u
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Annexe D contd.

RBS

NatWest 0 Business

business sense

hi

HOME REGION INDUSTRY BUSINESS GUIDANCE FINANCIAL MANAGEMENT | WORLD OF BUSINESS

07 MAY 2014 O@l FEEDBAC
MORE ARTICLES IN...

VIDEO BELOW I Share

Tweet UK
Investment
The lending appeals process: & News

improving dialogue between banks (@ shore

and customers Ess

Q&A: Everything an employer

A loan refusal can be a setback for SMEs trying to source
finance from their bank. But thanks to the lending appeals
process, it's no longer a dead end. Business Sense's John Silcox
meets Professor Russel Griggs, OBE, the Independent External
Reviewer, to hear his verdict.

For most small businesses, the first port of call for a loan to cover day-to-day expenses or finance
business development is often the bank. Despite what historians are now calling "the Great
Recession”, access to this funding stream is opening up again. Yet even today nearly 40 per cent
of all loan applications made by SMEs to their banks are initially declined, according to the SME
Finance Manitor.

Our Employment Law & HR experts
answer some of the questions
employers are likely to have about

Traditionally this rebuttal would mean that company directors would have to source funding strikes.

elsewhere, but now this isn't always the case. Since April 2011, any UK business turning over £25
million or less that is declined a loan, at one of the main high street banks, can appeal the
decision using the lending appeals process. This is a set of principles agreed on by Britain's
largest banks, including NatWest, that gives business customers recourse if their loan application

is rejected, on which they will receive a formal decision within 30 days. Up until the end of April
2013, across the industry, there were more than 5,500 appeals of which 40 per cent were
overturned, putting more than £30 million back into the economy.

Each bank has its own appeals process which is monitored and scrutinised by an independent
and external team of reviewers, ensuring that the banks have implemented a fair, prompt and 4 \ : 1
transparent appeals process. Professor Russel Griggs OBE heads this monitoring and is The tube strikes in February of this year

supported by a team from the financial consultancy group Promontory. He champions this cost London’s SMEs £600 million in lost
incentive but bemoans the lack of awareness of the process among SMEs, which the SME Finance working hours, business and
Monitor suggests is as low as 13 per cent. productivity, according to research by

the Federation of Small Businesses.

He says: "Awareness of the appeals process is not as it should be and therefore we are trying to
change that. More than simply making the customer aware we are also making sure that main 7 lessons business can learn
contacts at the banks are aware of it too.” from Amazon - Part 2

For Griggs, the secret to success lies in understanding that this process benefits both the
customer and the bank. He adds: "It opens up a new dynamic between the bank and the amazoncom  amazon
customer. I think we forgot that dialogue was important thanks to all new communications

technology. But for your bank contact to understand vou in business and for you to understand
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Annexe D contd.

NatWest

The lending appeals process

A NofiW'est, we ore committed to supporting cer business customers. As port of this commitment,
we provide o transparent and open oppeols process for customers who feel thot o request for
finorce has been wrfoirly considered.

¥ you meet oll of the criternio detailed below yow are bl to gppeal oll requests for finanoe that
are declined:
8 You howe opplied 1o MotWest for lending and gour request has been dedined.
8 You howe submitted a lending opplication ard your appeal relotes fo on applicofion declined
within the previous 30 days.
5 Youw onnuol besiness tumover s up to E25m.

Our oppeals process will ako comsider some conditions of lending such os secwrity requirements,
cowenants, koan derotion, prodect tgpe, pre—condifions and repogment schedeles. Agoin, your
appeal st relote toa lending dedision thot hos been communicated to you within the previous
30 doys ond yoer ornual business turnower must be up to E25m. Mot in scope of appsal are ony
costs of borrowing, fees, or the siondord tenms NatWest attoches fo such lending.

All oppeals will be reviewed by cor independently oedited appeols teom who will moke sure thot
thee ap peopriote imformation was cormectly foctored into the original decision.

Wheat hoppens next?

8 The appeals team, wiho are independent of the: originol teom that considered your opplicotion,
will rewiew your oppeal ond you will receies o notificofion ocknowledging your requestwithin
24 hours of receipt. B your opplication & not digible for oppeal you will be odvised inwriting
wthin three working doys of receipt shating the reosons wihyg your opplicgtion hos been rejected.

5 A represemtoties from the oppeols teom may confoct gou on the phone nember you
prowided to discuss gour oppedd before reoching on outcome.

5 [ your oppeal is unsuccessful o representotive from the oppeals team will comtoct you o
explan the recsons why.

Herwe longwill it toke to process my oppeol?

¥W'e are committed to providing wowwith o response within 30 doys of recewing youw oppeal. 'We moy
telephone gow to discuss the ourtcome ond wee will oorfirm oer decsion in writing or email o you.

You con make a business lending appeal through o number
of channels

Visiting www .nofw est.com/flendingappeals

Emailing Business Hotline at lendingappeals@natwest.com
Telephoning Business Hotline on 0800 158 5977
(Typetalk 18001 0800 158 5977)

Lines ore open: Man to Fri 8. 30om-5pm (=l publc holdoys) Colls may be reconded.

Motional Westmirester Bonk Pic. Registered in Englond Mo, 929077 . Registeeed Cfhce: 135 Bshopsgate,
London EC2M 3LRE. Awthorised by the Prodentiol Regelotion Aurtharty ond regulated by the
Finoncial Conduct Awthority ond the Prodential Reguiation Aethority.

HEUIZEES Q4ETT4T
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RBS

The lending appeals process

&1 RAS, we are commmitied bo supporting our business ooshomens. As part of this
CIETIMRment, we rvide 2 sanspanent and open appeals ooess for customes
winho fem] that a requesd for Rmance has been umialrly oomsd dosesd

B igou maest all of the criteria detalled below iyou e able io appeal 2l requests
for Ninance that are derfned:

- You have applied to RES for kending and youor sequest has been declined.
- You hawe submitbed a lending appication and your appeal relates toan

appillcation decEmed within the pravious 30 days.
= Your annual business bumover 15 up o E25mL

Our appeals peocess will Ak consd dor some conditions of kending such as seoorfty
FEqUiTETIENT S, CveTAnts, inan duration, product type, pre-cond tions.and nepayment
schodules. Again, your appeal must rolabe to 3 lendng dectsion that has bean
communicated bo you within the previous 30 dags and your anmsal borsiness
Rurmoves miest Bz up o §25m Mol in scope of apgsal am any costsof bomowing,
fes, or the standard ferms RES attaches fo such lending.

AT appaais will be roviowod by cut indepond onbly aucstod appoals beam whowil mako
=ure that theappoprials nformation was comectly tactoned Into the original dectsion

‘What happens naxt?

- The appeals team, who 20s iIndepandent of the original team that considemed
youn appication, will roviow your appeal and gou wall rocetve 3 notiication
acknowledging your request within 25 hours of receipt. | your apphcation s
ot aligibia for appeal youw il bo advisad i writing whin threo working

danys of recelpl Stabing e reazons wihy your apphcation has been mjecied.
- A epresendalive from the appeals beam masy conlact Yoo on the phome
numbes o movided bo disoees your appoal bofoen reaching an oot ooma.
= Wyms appeal is cresccessiul 3 represent ative Trom B appoals boam will
contact you to explain the reasons wing.

Heow lomyg willl 1t take bo procoss my appaal?
W ava comimirtied bo providing gou with a responss within 30 days of recaiving
o appaal 'We may ielephona you to disouss Eha outooma and we will confirm
o decision n weiting or emall oigow

You can make a business lending appeal through a
number of charmels

Visiting wwwrbs.co.uklendingappeals

Ematling Business Hotline at lendingappeal 5&Ths. 0o uk
Telephoning Business Hotline on 0800 092 J0ET
(Text Relay 18001 OBOO 092 3087

Lnes anz open: Mon o Fri 8.30am- 5pm (o, public holidays) Calls may be moondod

The: Royal Bank of Scofland pic. Registored OfMoe: 35 51 Androw Squass, Edinburgh
FHZ Z¥E Roglsternd tn Sootland Mo, D0312 Authorsed by the Prudenttal Reguiation
Authority and reguialed by the Finandal Conduct Authorby and the Prudentsal
Regulation Authority.

RBUL2E55 DOLETT 4D
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Barclays/ Barclaycard

| Msbdyite 5| Beslevies 5 | el s T | Sesely | Bewese pobsy | loemiaty | Covestion | Bels | Coshias

% BARCLAYS

—
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T \ K_“'i'md- -5:|r n'hll-'b:ﬂlﬂl--

Busrwms Barkirg 3 Busrwms s, cvetafly end modipeger & Stee 10 Deciieg on busicsn finarcs

Step 1: Deciding on business finance

whis lasking iats finascing your Buginada,
thare ame & numsbar of Esctors to ks into
seesunt Thess inalude whit you seed i far,
a5 wall ax the size and type of your compaay.

wWa'wn craated this 6-stap lending guida b

help vou bulld & streng applicaton and
URSEFITENE Sur BESEESMANE BrS RS

Which form of finance is best for you>

Conskder the vanous spoions balow oo ses which best s voer business's needs

R —

1F ya're gtill wapure sFwhich form of inance to choppa book an agpoiniment wath o Barclays
Business Manager to discuss your Fageinemants in mans depth.

Rook am appointment @ &

amedivext anlshcon 3 ARELENEST

1 -

] redit Team revien

Seas 6 Afgreha decigizd

Exisling Farclays customer?

Wiew suf range of loans online
| Businass loan: &

Apply Tor @ laan through ona of cof Bedinass
Mpnagan

Hew to Barclaysy

Saw sur Budingdl Curfest SCCounCE

Bushaess ewvent accounts O

&pply snling for 8 Budingds current §scaunt

hpen an sccomnt @ @)

Regeest a callback & §)

Armmerdan® I o
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v farpacate

Braberry cualosgon:
DE45 300 9641 °

Ta find sull mare, v T row mael B apphy Bar m iser,
=ad iy oW i apeae sy 1o cue wedng
adwiedtuis

Wew Sefzer
0845 601 0106°

ARr—atawly

Request o call hack & @)

Tusrwar gvar iS5 Dimpasite Baraeng —

Live weh chat

E T 8 o il el

I'm interested in

Bunnass everdrafos
Busimsss keany wndar £25.000
IE.000

Buslnaas Brand svar £

Cammercial mangegas

1 need to

Build my Basnce applcation

Tools

Bugimeyy hopn calculstsr

Find gut hew smuch it gould coat
= take sur w amall bosiness loas

Halphul forma for busssase
lasding

Tools va halp you prepare for
wour lending spplication

Helpful Information

Oy buniness lending chartar
Eartar Businens Fnange S

Appadl § lending Secidssn
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| Mobile wie 5 | Barcleys.com | Neanest branch &9 | Securiy | Privecy palicy | Aocetwbdity | Comtact us | Help | Cocloes

% BARCLAYS

Birsaieit

Prrsonil

Bttt Banking » Businest loank, Svtdraits and reerigages = Landing poasls process

How to appeal against your lending decisian

Imporiant miormation

The appeals process

O SE Byameees lapding Sopeald process
enables you 10 appesl agamst 5 lendrsg
docesion if you've Been dedned or arent
compdetely satished with the terms of &
laniding offer.

informang you about thes proceas is part of
AP COMMalment {3 PUBDICTING your and your
Busmess. The process i monsbored by an
ndapendent, axternal Juddces to ensure that
it's Fair and alfacive.

1. Limes open Hondey 1o Fiday, Sams7pm. To mastee @ Quality Servoe, i iy mosisr and feosd

phone calls. Call charges

1 Lmes are oo Hondey to Friday Bam-Spm end Ssiurday Sam-1pm. T msintain 8 gually servos, we

may mandor snd record phone ealls. Call changes
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omline fanking  {ELNS)

Premsied Blpsinedis Carporate

| G Mayword or question | S

Business femding

Find an International Triade
Busimess Maonwger

Our leam of Bxpenensesd [sbematonal Trade
Business Maragers oovers the UK, providing
businaspes with supart supgort snd gusdancs
on trading oversess.,

I'm interested in

Busingss averdrafts
Buminis lodns onder £29, 000
Fusiess lpans owar §35,000

Commarcial mormgages

Showy b Bhika

I need to

Finance my biganess

Buminass haahth chack
Knap on bop of my cashfow

Relraze cush ed vp n mvdces
Tools

Busness oan caloulator
Firnd out: how musch it could cost

ko take out 3 small busness lban

Halpful farms for busmess

lerdng

Tools to hedp you prepare for

our applcation
Helpful Information

Oy busirsess lendng dharter
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% BARCLAYS

The Bulletin

Business insight for Barclays
broker network

Extract from Barclays Broker Newsletter

September 2013

Spotlight on Business Lending

Deal appeal

Even after a loan application
[ it’'s possible that

is declined
‘No’ can be turned into ‘Yes’

anneal
on appeal.

Did you know that a business can appeal if it's turned down
for a business loan, or if it's unhappy with the terms that have
been offered?

“When assessing a credit application we typically work to
the principle that it takes one person to say ‘yes' and two to
say ‘no’.

“Even so, we urge anyone who has had a loan application
declined to speak to their Barclays Business Manager to
thoroughly understand the reasons why,” says Paul Bastow,
Senior Product Manager at Barclays.

“If they then feel they have exira information which could
alter the decision at appeal | would urge them to consider it.
It's not necessarily going to involve a great deal of extra work,
and success could be just a mouse click away. We might only
need a simple extra set of figures to be emailed, for example,
and these could already be sitting on a desktop,” he says.

Most applications for finance made to Barclays are
approved, in part because Barclays Business Managers work
hard with potential borrowers to ensure their applications are
as strong as possible before they're submitted to the Credit
Team. That said, Barclays is obliged to lend responsibly and
not every application can be approved first time.

So what is commonly missing from the initial applications?
“It's hard to generalise about precisely what that

54

information could be as every customer and every business
is different,” says Paul. “Do they run a second business
perhaps that they didn't tell us about? That could be a strong
and relevant factor. Anything that could positively impact on
their application should be included.

“It's in everyone's interest that we make the right decisions
about business finance. We'll always consider an appeal for
any unsuccessful lending application, and it can be made
through a number of different channels.

“When an appeal reaches us it's reviewed by a senior
manager who was unconnected with the original decline, so
customers can be sure it will be re-assessed fairly and
objectively.

Since last summer Barclays has updated its lending letters
to make customers aware of their right to appeal. Anyone
who is declined lending automatically receives a follow-up
letter about the appeals process, with information both on
how it works and alternative sources of finances. Not
only that, there is a dedicated section about the appeals
process on its website.

It's also worth knowing that if customers have been
accepted for a loan but aren’t completely happy with the
commercial terms of that loan, excluding price and fees, they
can appeal in exactly the same way.

Find out more by reading our appeals process
FAQ on the Barclays website



Annexe E — Examples of how banks are getting information on credit scoring
to SMEs

2. Credit Scoring Leaflet | Avallable online, RM comms & as a Stationery Item
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Help and support

How to improve your credit score

WWhen you apply for Credit of finance, the benk wall wanl 1o builda picture of your past and current circumsiances 10 help them make their dedsion. Credit Sconng plays a big part in
the process.

Credit Refer and the they use

Credit Reference Agencies (CRA) collect and mainten miormetion on both consumer and business credit history in the UK. They look at the five different ereas listed below to build
your cradit profile, alocating points for each piece of relevant information. Pointe are then adding togather to produce a total scone. When your score reaches a cartain level, the
bankwill generally agree 10 your application

1. Paymant History

2. Total amount of debt

3. Time and Langth of cradit

4 Type of inance you have

5. Recenl appheations

The first two will generally contribute the most towards your credit rating. The higher your score, the more easily your appication will be accepted.

How to Improve your credit score

1. Make repaymants on bime and for the requirad amount

2. Ensure you are on the electoral register

3. File full rather than abbeaviated accounts at Comp House if you are a limited company

4. Stary wathun your account belance of approved overdeafl Tirmil

5. Use your business benk account &s much es possible o highlight your Wumover. For example, don pay business receipls inlo your personal benk accourn

6, Ifyou're looking for & loan, ask lenders for quatations untd you find the right deal. Only then should you apoly. This minimises the impact on your crédit scans

7. Avaid making several applications over a short peniod of tme This rasults In ‘muliiple Searches’ Showing On your credit record, which could adversely affact your cradi rating

&. Confirm how much capitel you nesd end when you need it by. Then outline any secunty you can offer, how vou will repay loans, and the prospects for myastors or lenders. You
should also estimate cashflow, profit and loss, and sales forecasts - ideally with the assumptions they're based on

Staring out from one practice back n Ssptember 2007, Manegng Panners, Vishal Marwahe and Geolf McCullough, heve expanded 10 incorporate five practices loceted across the Central
Belt In addition, they offer specialism in the niche but competitive market of homecare visits, through thelr Visloncare at Home brand. Also lsunched in 2007, this business focuses largely on
the nursing horme market, but afso offers residential end corporate services.

Related articles

More businesses make use of the Independent Appeals Process

If you have baen wmed down for @ bank ioan, you ¢an appeal that decision through the independent Appeals Process. Professor Russel Griggs is the Independant Extemal Reviewer tasked
wath, overseend ways in which the process can be improved and ensure greater lransparency between the bank and you, the busmess. Read mores

How a mentor can help
Britain’s largest banks have joined forces to support a network of business mentors across Britain. Mentorsme co.ukis the LIS first specialist onling portal for businesses looking for
mentoring services. Read moren

How to improve your credit score
When you apply for credt or inance, the benk wall want (o build & picture of your past end current circumstances to help them meke their decision. Credit Sconng plays a big part in the
process, Read more:

® http://www.betterbusinessfinance.co.uk/support/post/how-to-improve-your-credit-score
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Annexe E contd.
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Annexe F — Improving SMEs Access to Financing — European Developments

(Drafted by Equifax)

Background context

The importance of SMEs to Europe’s economic success prompted the Commission to adopt
in December 2011 a wide-ranging Action Plan to improve access to finance for SMEs. The
Action Plan set out priorities in three main areas:

1. Improving the regulatory framework for SMEs;

2. Facilitating access to finance for SMEs from the EU budget; and

3. Using the Commission’s coordinating role to exchange best practices and develop a
number of other measures to improve the environment for SMEs.

Many of the actions contained within the Plan have been implemented, including regulatory
measures, financial programs and facilitation initiatives.

Information on SMEs and credit scoring

A problem often cited as a hurdle that has traditionally made it difficult for SMEs to access
the finance they need is the lack of adequate, comparable, reliable and readily available
credit information on SMEs.

With this in mind the European Commission organised a workshop in November 2013 with a
wide range of stakeholders to discuss private and public national practices and new
Initiatives, with the aim of finding ways to improve SME information.

The workshop confirmed that there are clear barriers to investors' and finance providers'
access to reliable, available and comparable SME information across the EU. Such barriers
are partly due to the vast differences between Member States on the degree of public
information and its disclosure, mainly due to the design of the national legal frameworks.

As a result of the workshop the Commission will be undertaking in 2014 a mapping of the EU
and national legislation and practices affecting the availability of SME credit information, with
a view to considering possible EU approaches to the credit scoring industry and assessing
the feasibility of harmonising/increasing the comparability of SME data across the EU.

The Commission will also be looking to revive the dialogue between banks and SMEs with
the aim of improving financial literacy of SMEs, particularly with regards to feedback
provided by banks on loan applications.

The Association of Consumer Credit Information Suppliers (ACCIS) which represents 39
credit reference agencies in 27 member states supports the proposal by the European
Commission to develop measures enhancing the availability of reliable information and to
promote common minimum quality standards on the external evaluation of SMEs.

Currently there is a wide divergence between credit reference agencies in various EU
Member States as regards the breadth of information, sources of information about SMEs
and individuals, types of data collected, retention of data etc. Whereas in some Member
States credit information providers have access to a wide range of sources (banks, debt
collectors, telecommunication companies, utilities suppliers etc.), in other countries these
sources are largely limited to banks. Other aspects of depth and breadth of available
information also vary significantly.

An EU-wide policy discussion on developing common standards would contribute to

improving the availability and reliability of information about SMEs and would be beneficial to
SME access to finance.
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However, given the significant divergences in the credit referencing industry practices across
the EU, the development of such standards should be gradual, as currently there would be
no possibility to impose uniform and binding EU-wide standards. Therefore, such standards
should be developed through best practices and self-regulatory measures from the industry,
validated at the EU level, or through recommendations by the European Commission.

The work on such standards should involve a broad range of stakeholders, including credit
reference agencies and other providers of information about SMEs, financial services
companies and SME associations. Such industry-endorsed best practices would help
improve the availability of information and could be later transformed into binding minimum
standards (once a certain level of convergence is achieved across the EU).

ACCIS is looking to be actively involved in the creation of these best practice standards.
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Annexe G — Appeals Case Review Form

Appeal Review Sheet
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Annexe H — Promontory Site Visit Requirements for Appeals Files

e Prior to the visit, we need to have a reasonable idea of the numbers of completed and in-scope appeals to be
reviewed, and the number overturned by the Appeals Process. This is important for resource management purposes
at Promontory, and reduces the need for repeat visits to the same site. Your help in communicating likely volumes for
a visit is appreciated.

e For each visit, we need the files to be complete and in date order. Clearly labelled and organised files help us review
files quickly and enable us to confirm compliance without undue additional work. Banks should also make sure, apart
from the specifics listed below, that they include all other relevant documentation relating to the transaction.

e Forindividual files, the following information should be included where available:

0 Original application, including documentation that enabled the case to be decided, such as financial
statements, account history, business plan, cash flow forecast, credit score outcome, accounts, etc. A
summary containing the key data from these may be sufficient

0 Details (inc dates/amounts where relevant) of the customer, location, new business, new to bank,
length of relationship, existence of other facilities, turnover/size of business

0 Clear details of what product(s) is being asked for and for how much. Details of existing facilities and
terms where topping-up, and a clear purpose of what the credit is being asked for.

O Details of any internal “4 eyes” process prior to the original decision being given to the customer
including notes and dates

0 Names of original decision-maker, including those involved in any “4 eyes” process
O Details of any referral to “Credit” and any views given by them, also to include dates

0 Copy of the decline letter and any notes of conversations with the customer as part of that process (it is
known that more clarity around reasons is often provided in this way)

0 Appeal letter/email/note of call from customer including details of any reason for appeal including
“don’t agree/not fair”

0 Acknowledgement letter when sent and where part of the process
0 Details of any information submitted with the appeal
0 Name of person who dealt with the appeal

0 Details of the appeal reviewer’s assessment/conclusions of the case, including whether any further
information was sought from the customer and, if not, reasons why.

O Details of information given to branch/local RM by the appeal reviewer where appeal outcomes are
conveyed locally

O Appeal outcome letter sent to customer
O Details of any other conversations with the customer relating to the appeal outcome

0 Where Minimum Standards documentation is missing or the process was not adhered to, there should
be an explanation of why it is not available and what is being done to ensure that it will be in future
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Annexe | — Promontory Site Visit Feedback

Site:
Date:

Attending
Independent External Reviewer:

Promontory:

Professor Russel Griggs, OBE

Appeals Reported to Date

Year

Appeals
Received

Appeals
Overturned

% Overturns

Reviewed by Promontory

Total
Reviewed

Reviewed
This visit

Year 1

Year 2

Year 3

By Quarter

Appeals
Received

Appeals
Overturned

Appeals Processed Showing Overturn rates by Quarter

% Overturns

Appeals Completed

Appeals
Completed

Review
Sheets
Received

Year 2. Q1

Year 2. Q2

Year 2. Q3

Year 2. Q4

Year 3. Q1

Year 3. Q2

Year 3. Q3

Year 3. Q4

Positive Themes

Appeals Process Updates / Discussions

Observations / Next Steps / Matters for Consideration
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Annexe J — General Tables
Appeals by Government Office Region — (Apr 2011 — Mar 2014) - Combined

KEY
Scotland

England
Wales

Northern Ireland

10.8%
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Appeals shown by Lending Product and Type of Customer as a
percentage of total number of Appeals Reviewed
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Appeals by Industry Sector

A - Agriculture, forestry and fishing

B - Mining and quarrying

C - Manufacturing

D - Electricity, gas, steam and air conditioning supply

E - Water supply, sewerage, waste 1ent and r

F - Construction

G - Wholesale and retail trade; repair of motor vehicles and...

H - Transportation and storage

I - Accommodation and food service activities

J - Information and communication

K - Financial and insurance activities

L - Real estate activities

M - Professional, scientific and technical activities
N - Administrative and support service activities
O - Public administration and defence; compulsory social security
P - Education

Q - Human health and social work activities

R - Arts, entertainment and recreation

S - Other service activities

m Appeals m Overturns

ion...

0%

5%
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Appeals by Size of Lending Request - (Apr 2011 — Mar 2014)

< £10k* 64% 34%
£10k < x < £25k 17% 6%
£25k < x < £50k 4% 1%
£50k < x < £100k 4% 1%

£100k < x < £250k 5% 1%
£250k < x < £1m 4% 1%
x> £1m 1% 0%

*Segment includes request to review/renew facilities where no New Monies (additional funding) was requested

Appeals by Size of Customer Turnover - (Apr 2011 - Mar 2014)

£0 < x < £100k* 53% 24%
£100k < x < £250k 23% 10%
£250k < x < £1m 19% 8%
£Im <x < £5m 5% 2%
x> £5m 1% 0%

*Includes appeal cases where customer turnover is unknown
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