MOTABILITY OPERATIONS GROUP PLC (THE "COMPANY"): FACT
SHEET
Background to the Motability Scheme (the "Scheme") and the role of
the Company
-

The Scheme was founded in 1977. The Motability Charity (the "Charity")
was and is responsible for overseeing the Scheme.

-

In its initial stages, the Scheme was financed and operated by a
partnership formed by the UK's four major clearing banks – Barclays,
HSBC, Lloyds and the Royal Bank of Scotland. At that stage, the
intention was that the Scheme would provide up to 20,000 vehicles for
disabled individuals. In 2008, the partnership between the banks was
superseded by the Company (with those same banks as its
shareholders), which now delivers the operational aspects of the
Scheme, under contract to, and supervised by, the Charity.

-

The shareholder banks have exhibited exceptional support for the
Scheme. This support has been particularly crucial during the periods of
financial instability experienced by the Scheme in the past. It is important
to note that the support provided by the banks has not resulted in any
significant financial gain to them (contrary to what has been suggested in
the media and in Parliament). In 2017, the shareholder banks received
between them payments of £1.5m in aggregate, as they did for the two
years prior to that (including the 7% coupon on their preference shares).

-

As a result of the banks' support and the credibility that the Company has
built in the investor community, the Scheme has, over the course of the
last forty years, gone from strength to strength, and the mission and
scope of the Scheme have evolved dramatically.

-

The Scheme has provided 4.5 million cars to disabled people since its
inception and the Company currently serves approximately 629,000
customers with a fleet of vehicles worth £6.5bn. Last year, purchases by
the Company accounted for approximately 10% of new car purchases in
the UK. Given the significant scale on which the Company acquires
vehicles, and the buying power associated with that scale, the Company
can offer its customers exceptional value and choice.

-

The Company has always been, and continues to be, focussed on its
number one priority: providing exceptional customer service and
delivering the Scheme in a manner that works best for its valued
customers and their specific needs.
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Structure of the Scheme
-

As noted above, the Charity is responsible for overseeing the Scheme
and setting its policy. The Company is responsible for operational
delivery and is accountable to the Charity for the service it provides.

-

The Charity and the Company are therefore separate entities, and the
relationship between them is regulated by contract. This contract
requires the Company to meet Key Performance Indicators and allows
the Charity to exercise effective oversight of the Scheme. The Charity
also has the option to terminate the contract on notice if the Company
underperforms.

Funding of the Scheme
-

The Scheme is not funded either by the Government or taxpayers.

-

The Scheme's customers are the recipients of certain disability benefits.
It remains up to the customer how to spend those benefits. If the
customer would like to spend some or all of that benefit to acquire a
vehicle, one of the options available to them is to become a member of
the Scheme.

-

Once a customer chooses to become a member of the Scheme, that
customer will, instead of arranging and making vehicle lease payments
him/herself, assign to the Company some or all of the benefit due to
him/her from the Department for Work and Pensions. Accordingly, all or
part of a customer's benefit may be paid directly to the Company on that
customer's behalf. The sums paid by the Government to the Company
therefore do not constitute Government or taxpayers' money, but rather
the private funds of individuals who have chosen to join the Scheme.

-

Furthermore, while a certain proportion of the Company's revenue is
made up of customers' lease payments, over half of the £4.2bn of
revenue generated by the Company is derived from the sale of used,
end-of-lease cars into the highly competitive used car market.

-

The £6.5bn of vehicles owned by the Company is also part funded by
competitively sourced bond financing with 12 bonds issued in the debt
capital markets since 2008.

The Reserves of the Company
-

The Company does not hold cash reserves of £2.4bn.

-

As set out in the Company's annual report, this figure represents the
Company's "restricted reserves", which is the accounting entry that
records the Company's accumulated trading profits over time. These
restricted reserves do not exist as idle cash in a bank account: the
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£2.4bn comprising the Company's restricted reserves is invested into the
fleet of vehicles which are provided to customers under the Scheme.
-

The existence of these restricted reserves provides the Company with a
strong capital base to meet the dual objectives of ensuring:
o a stable and sustainable Scheme that can withstand adverse
economic forces, such as fluctuations in the used car market,
insurance costs, fuel costs and currency fluctuations; and
o that the Company can obtain debt finance for its operations on the
best possible terms.

-

In that context, it is clear that the Company cannot pay the sum of £2.4bn
to the Government as has been suggested: such a cash fund simply
does not exist. If it did, it would not be open to the Government to
unlawfully expropriate it to the clear detriment of the Scheme's disabled
customers.

-

The Company makes a trading profit of approximately £200m a year.
That sum is not distributed to investors, but it is instead added to the
Company's reserves for reinvestment in the Scheme and to underpin the
financial stability of the Company. It cannot therefore be described as an
"underspend". The fact that a profit is made reflects the prudence of the
Company's directors in managing the Company and the risks it faces to
ensure that the Scheme can be sustained and can grow in the future.

-

One example of the way in which profit generated by the Company has
been used in order to benefit its customers is through the provision of
transitional support provided to individuals who have been re-assessed
for, and subsequently lost, their disability benefits and therefore are no
longer able to acquire a car under the Scheme. This involved the
Company committing to the provision of up to £500m to support those
losing vehicles as a result of policy changes made by the Department for
Work and Pensions.

-

The maintenance of a strong capital position and the reinvestment of
trading profits are critical to the Scheme's stability and to ensuring that
the Scheme can help as many customers as possible.

Market Position
-

The Company does not have a monopoly on providing vehicles to
recipients of disability benefits. Those on disability benefits are entirely at
liberty to decide how to spend the sums paid to them by the Department
for Work and Pensions. Indeed, over two-thirds of recipients of the
Higher Rate Mobility Component of the Disability Living Allowance, the
Enhanced Rate of the Mobility Component of Personal Independence
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Payment, the War Pensioners’ Mobility Supplement, or the Armed
Forces Independence Payment choose not to join the Scheme.
-

Recipients of disability benefits are of course free to purchase or hire a
car in the traditional manner without participating in the Scheme.
However, the Scheme undeniably offers customers exceptional value for
money. According to the National Audit Office Report relating to the
Scheme published in 1996, the average cost of hiring a vehicle through
the Scheme was, back then, 30% lower than comparable contract hire
offerings. This percentage now stands at 45% (both of these figures
include a VAT concession that flows directly to the customer). These
figures demonstrate that the Company continues to strive to provide
value for money to its customers.

-

The Company is fully accountable for its operational activities, which are
overseen by the Charity. The Company is held to certain standards
under the terms of its contract with the Charity and, should those
standards not be met (or should the Charity identify a better means of
delivering the Scheme), the contract may be terminated.

-

To date, the delivery of the Scheme by the Company has been extremely
successful. Indeed, customer satisfaction has been independently
measured at 98%. Further, the Scheme has an excellent customer
renewal rate of over 91%.

Executive Remuneration
-

The CEO of the Company (not the CEO of the Charity, as has been
suggested) was paid £1.7m in the last financial year, including
remuneration for in-year performance and the award of deferred
compensation under a long term incentive plan. The amount of the
CEO's remuneration, and that of the other directors, was approved by
the Board acting on the recommendations of the Company’s
remuneration committee, which in turn makes its recommendations with
reference, inter alia, to appropriate market benchmarks and having taken
advice from its remuneration advisers.

-

While this level of remuneration has been questioned, it is important to
note that as the Scheme has developed and expanded over time, so the
Company has become a significant and complex operation that turns
over £4.2bn annually. That requires a very experienced and professional
leadership team to effectively and efficiently manage the business and
the significant commercial risks associated with it.

-

In those circumstances, and given the fact that the Scheme is relied on
by 629,000 disabled people, it is essential that the Company can attract
and retain the best possible executive talent.
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-

It is important to note also that the remuneration committee is careful to
ensure in its decisions that both the levels and the component parts of
executive remuneration are aligned with market best practice. It is for
this reason that, based on the remuneration committee’s
recommendation, the Board determined to cease awarding any new units
under the directors' long term incentive plan ("LTIP") with effect from
December 2015. The impact of these changes to the LTIP will result in a
decrease of approximately 20% on a like-for-like basis in the CEO's
remuneration starting in the next financial year.
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