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OVERVIEW

Few, if any, predicted the continued financial and economic turbulence that we saw in 2009. With the
government's spotlight shifted from control of inflation to management of the recession, the financial
landscape has seen a lengthy period of low interest rates in an attempt to stimulate growth.

However, the overall economy is impacted by a number of intertwined components.

The housing market suffered falls in prices during the early part of the year but recovered well later on,
ending up with an overall rise in prices of 2.6% according to the Land Registry or 5.9% using Nationwide
Building Society's numbers. However, the outlook for 2010 remains uncertain.

Unemployment at the year end was 2.46m people or 7.8% on a seasonally adjusted basis. Whilst it appears
that the pace of growth in unemployment has slowed, the fragile nature of the current economy means that
a slow, jobless recovery remains a threat.

The Financial Services Compensation Scheme (FSCS) continues to affect the building society sector as a
whole. However, unlike some of our competitors, we elected to make provisions for the whole interest
payment for three years in last year's accounts. Whilst this action lowered profitability last year, we have not
had to make any provision for the Scheme this year.

Regulatory pressures continue to increase for all financial services firms and we are no exception to this. The
Financial Services Authority (FSA) have made no attempt to hide their focus upon a more intrusive regime
although | am pleased to be able to tell you that we enjoy a good working relationship with our contacts in
Canary Wharf.

Two significant pieces of regulation affected your Society during the year and will continue to have an
impact for years to come. Firstly, there is the new Sourcebook applicable to all building societies, impacting
in the main upon risk management and lending. The second piece is the revised liquidity requirements which
will result in us holding significant sums in gilts and other government securities.

Whilst the balance sheet shrunk slightly by £2.24m, a careful analysis shows that this is because we reduced
our reliance on wholesale money market funding. At the year end we could have taken on more wholesale
funding in order to report some growth in the balance sheet but your Board does not believe in cosmetic
growth of this nature.

Despite the challenges of 2009, your Society had a successful year overall and is well placed to take
advantage of the economic recovery when it comes. Some highlights for the year are:

® Improved profitability - post tax profits up by 98%

® Reducing cost ratios - management expense ratio reduced to 1.04%
® Increased Member numbers - voting Members up by 35%

® Increased share and deposit balances

® |Increased mortgage balances

® Reduced arrears

® No properties in possession

Our traditional business model remains a key strength and our Members trust us as a business. Our primary
objective will always be that of providing value to our Members by offering competitively priced savings and
mortgage products.




INTEREST RATES

The Bank of England reduced its base rate to a historic low of 0.5% in March 2009 and it remained at that level throughout the remainder
of the year. However LIBOR, which is the rate that influences the price institutions pay to borrow from each other, was volatile throughout
the year. This meant that the rates we pay and charge our Members, be they savers or borrowers, did not track the base rate directly.

Like all societies, the vast majority of our Members are savers, and it is those Members living on a fixed income that have been particularly
affected by the low rate environment. We have tried our best during the year to offer attractive products at good rates and our ISA Bonds
and Chiltern Gold Mine accounts proved to be very popular.

LENDING

We have always enjoyed a quality mortgage book with low levels of arrears and this remained the case in 2009. Whilst we saw a high level
of redemptions in the first half of the year, lending in the second half more than compensated for this and the result was an increase in the
overall book as at the year end.

We continue to be active but prudent lenders, with every mortgage case being individually underwritten and not credit scored by a machine.
Whilst this methodology is relatively expensive, the benefits are self evident. Our arrears at the end of 2009 were lower than those at the
end of the previous year, despite growth in the mortgage book and we have no properties in possession.

We do, however, remain aware of the patchy economic recovery and have prudently increased provisions to help protect us against any
deterioration.

SHARES AND DEPOSITS

Competition for retail funds in the marketplace was fierce in 2009 and there is little likelihood of this abating. However, at several points
during the year, we launched targeted products at niche areas and have been very successful.

Whilst these niche areas might be too small to be of interest to some of our competitors, we can make effective inroads to more than
adequately fund the mortgage lending side of our business.

Our retail offerings during the year were very successful, resulting in voting Member growth of 35%. | am pleased to extend a personal
welcome to all new Members and to thank you for your support.

Overall, share and deposit balances grew by 0.96%, and our marketing to solicitors and pension providers as well as a broad range of
products for individuals leaves us well placed for further growth in the coming year.

Our use of the wholesale markets for funding reduced during the year and we continue to use this source of funds only when necessary.

MEMBER AND COMMUNITY INVOLVEMENT

With this year's AGM documents we are again sending a Members' questionnaire and would request that you please take a few minutes to
respond: we value your comments and previous similar questionnaires have proven very useful in suggesting future developments.

Once again, as in past years, we have supported a number of local charitable and community projects.

A donation will be made to the lain Rennie Hospice at Home for every vote cast and we hope that these funds go a little way to help
continue the excellent help given to those less fortunate than ourselves.

STAFF AND MANAGEMENT

As anticipated last year, Jim Mundell retired in 2009 and we have recruited an experienced financial services professional, Ivan Gould, as his
replacement. lvan brings with him many years of banking, building society and property experience and | recommend that you confirm his
appointment to the Board.

Your Board has been further strengthened by the recruitment of Declan Mullen and lan Powell, whose skills complement the existing team.
A short summary of their background is within the voting papers and, once again, | recommend that you confirm their appointment to the
Board.

During the year our General Manager, Rob Watkinson, also retired after some 26 years of service and we wish him well. Rob's retirement
gave us the opportunity to review the senior management structure and we have appointed Kate Biiggs as Head of Customer Services.

As part of our continued focus on appropriate corporate governance, Anne O'Farrell has been promoted to the role of Head of Compliance
and Risk.

It is to be emphasised that the Directors recognise the contribution made by the staff and we are grateful for all their hard work. We
continue to strive for excellent customer service and a number of you have complimented us on this during the year.

LOOKING FORWARD

2009 was a challenging year and | doubt if 2010 will be any different.

There are a number of new entrants to the savings and mortgage marketplaces which will mean that we must strive even harder to meet
our Members' needs.

However, we face these challenges with relish. We have a strong and experienced Board, a revitalised Executive Team and a passion for
customer service.

We will continue to concentrate on our core value of providing value to our Members by offering competitively priced savings and mortgage
products. Overlaying this will be a strong corporate governance regime allied to good relationships with the FSA.

In short, we're still helping you build a better future.

R.R. Currie Chairman ~ 24th March 2010




BUSINESS OBJECTIVES AND ACTIVITIES

The principal purpose of the Society remains that of providing mortgage
finance which is secured on residential property and funded substantially
by Members.

The principal business objectives are the promotion of home ownership
and a commitment to the provision of excellent service to all existing and
potential Members.

The Society is committed to retaining its mutual status, which preserves
the security and protection of our Members.

Product Development

2009 saw a concerted effort to create a number of new products to
appeal to a wider range of customers. Having received various Member
requests for a reqular saver account, we launched 3 issues of the Chiltern
Gold Mine fixed rate regular saver account in September which proved to
be incredibly popular and attracted over 2,000 new Members. Later in the
year we also launched a variable rate regular saver account - the Chiltern
Gold Builder, which is still available to investors.

We have also had success with all of our fixed rate bonds during the year,
which we continue to offer at high rates to give our Members a great
return on longer term savings.

The number of cash ISA accounts we offer also increased in 2009 to give
Members a more varied range to choose from. There is now a wide choice
of fixed rate, variable rate and monthly income cash ISAs available, which
are frequently mentioned in best buy tables.

Our commercial customers have also seen an improvement in the range
of savings accounts we offer, with a variety of business accounts now
available including solicitors' client accounts.

Administrative Expenses

The Society continually reviews its business costs and strives to introduce
efficiencies to contain expenditure. These efforts have resulted in the
management expense ratio decreasing to 1.04% (2008: 1.11%).

ASSETS

Total assets are an indicator of our success in the two main markets of
mortgages and savings. The total assets of the Society at the end of the
financial year amounted to £157.85m (2008: £160.09m), representing

a decrease of £2.24m or 1.4% on the previous year and reflects the
difficulties posed by the economic environment. A closer analysis of the
balance sheet also evidences that we have repaid over £3m of wholesale
funding, reducing our reliance on the money markets.

PROFIT AND CAPITAL

The Society aims to generate sufficient profit to enable continued
investment and to maintain its financial strength and security of its
Members' funds. At 31st December 2009 the Gross Capital of the Society
increased from £9.725m to £9.80m even though we were required to
write down £20,000 resulting from the revaluation of our properties. Free
capital decreased to 5.49% (2008: 5.57%) of share, deposit and loan
balances resulting from further investment in property. Our relatively

low level of profit is in keeping with our mutual status and strategy of
optimising benefit to both our savers and borrowers.

SUPPLIER PAYMENT POLICY / CREDITOR
PAYMENT POLICY

The Society's policy concerning the payment of its trade creditors and
suppliers continues to be to pay within the agreed terms of credit, once

the supplier has discharged its contractual obligations. Amounts due to
relevant creditors of the Society as at 31st December 2009 represented 19
days (2008: 15 days).

FINANCIAL RISK MANAGEMENT POLICIES AND
OBJECTIVES

The Directors manage risk from activities both strategically, in the context
of the demands in the market place, and operationally in terms of the
products and services provided to Members and customers of the Society.
The key risks and uncertainties inherent in the Society's business can be
classified as follows:

Strategic Risk

The Society monitors the external environment in which it operates, as
the profitability of its products could be adversely affected by a downturn
in the economy or by interest rate volatility. A corporate plan and annual
budget is prepared which is agreed by the Board and monitored on a
monthly basis.

Regulatory Risk

This refers to the risk that the Society's capital and ability to compete
over a period of time might be reduced by the volume and complexity of
requlatory issues (for instance, Treating Customers Fairly initiatives) and
related costs (such as the FSCS levy).

Operational Risk

Operational risk arises from inadequate or failed processes, people,
systems, or external events. The management of operational risk, which
includes fraud, regulatory risk and risk associated with both organisational
and operational change, is the collective responsibility of senior
management.

Liquidity Risk

Liquidity risk is the risk that the Society is unable to meet its current
and future payment obligations when they fall due. Payment obligations
arise in respect of repayments due to depositors and commitments to
lend, in addition to repayment of other borrowings. The responsibility
for managing this risk lies with the Head of Finance and the Treasury
team and is monitored by the Assets & Liabilities Committee, within the
framework outlined under Board Committees.

Market Risk

Market risk is the risk of fluctuation in financial markets which could
impact on the value of the Society's assets and liabilities, primarily as

a result of movements in interest rates. The Society's Treasury team
manages the underlying risk within a framework and parameters agreed
by the Board.

Credit Risk

Credit risk arises from the failure of a borrower or counterparty to settle
financial or contractual obligations as they fall due. In general, decisions
to lend money to individual customers are made by the Head of Customer
Services, in accordance with the Society's lending policy. In certain
circumstances referral is made to the Board for approval. All applications
are reviewed by the Board each month.






