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Pillar 3

1. Executive Summary

This Pillar 3 disclosure complements and expands on
information disclosed in Metro Bank PLC’s (“Metro Bank”

or “the Bank”) 2020 Annual Report and Accounts. It provides
information on Metro Bank’s regulatory capital resources and
requirements, including a reconciliation of financial capital to
regulatory capital, credit risk, market risk and operational
requirements, and key ratios as required by EU Capital
Requirements Regulations (‘\CRR’).

Common Equity Tier 1
(‘CET?) ratio

15.0%

(2019:15.6%)
See page 37

Tier 1 capital ratio

15.0%

(2019:15.6%)
See page 37

Total capital ratio

18.1%

(2019:18.3%)
See page 37

CRR Leverage ratio

5.6%

(2019: 6.6%)
See page 40

Liquidity Coverage Ratio
(‘LCR%)

187%

(2019:197%)
See page 60

Risk-Weighted Assets
(‘FRWAS’) (£’million)

7,957

(2019: 9,147)
See page 37

Total assets as per published

financial statements
(£’million)

22,579

(2019: 21,400)
See page 40
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Pillar 3 continued

Application of the Basel Framework

Pillar 3 rules apply to banks, building societies and investment
banks. These are designed to promote market discipline
through the disclosure of key information about risk exposures
and risk management processes.

The framework consists of three pillars:

« Pillar 1: Defines the minimum capital requirements that banks
are required to hold for credit, market and operational risks.

< Pillar 2: This builds on Pillar 1and incorporates the Bank’s
own assessment of additional capital resources needed in
order to cover specific risks faced by the institution that are
not covered by the minimum regulatory capital resources
requirement set out under Pillar 1. The amount of any
additional capital requirement is also assessed by the PRA
during its Supervisory Review and Evaluation Process
(‘SREP’) and is used to determine the overall capital
resources required by the Bank.

« Pillar 3: Aims to improve market discipline by requiring banks
to publish information on their principal risks, capital
structure and risk management.

Metro Bank PLC has 12 subsidiaries, of which four are dormant.
Metro Bank PLC is regulated by the Prudential Regulatory
Authority (‘PRA’") and Financial Conduct Authority (‘(FCA’) and a
number of subsidiaries are regulated by the FCA only. Metro has
applied for, and been granted, permission to use the individual
consolidation method when producing prudential returns. There
are no differences between the basis of consolidation for
accounting and regulatory purposes. Further details on the
Bank’s subsidiaries can be found in note 39 of the 2020 Annual
Report and Accounts.

There are no current or foreseen material practical or legal
impediments to the prompt transfer of own funds or repayment
of liabilities among our parent undertaking and our subsidiaries.

We do not have any joint ventures.

Scope

Metro Bank PLC is a UK based bank that provides services to
retail and commercial clients. It is authorised by the PRA and
regulated by the PRA and FCA and is required to comply with
regulatory rules implemented by the PRA, who have continued
to uphold those from the European Banking Authority (EBA’).
These rules are enforced in the UK by the PRA and introduce
consistent capital adequacy standards governing how much
capital banks must hold to protect their depositors and
shareholders.

This Pillar 3 report is prepared in accordance with the CRR.
The report is also prepared in accordance with the relevant
European Banking Authority guidelines, most notably the

‘Guidelines on disclosure requirements under Part Eight of
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Regulation (EU) No 575/2013’ as amended by Regulation (EU)
2019/876 in effect at the reporting date.

This document sets out our 2020 Pillar 3 Disclosure in
accordance with the rules laid out in the CRR (Part 8) and our
Pillar 3 Policy Document. In meeting the regulatory
requirements, this document provides information on Metro
Bank’s capital and liquidity position, risk management
processes, regulatory methodologies and disclosure. The
purpose of these disclosures is to give information on the basis
of calculating Basel Il capital requirements and on the
management of the risks that we face.

Basis of disclosure

We are required to report on the basis of our consolidated
financial situation. Unless otherwise stated, all figures are as at
31 December 2020, our financial year end, with comparative
figures for 31 December 2019 where relevant.

The disclosures may differ from similar information in our
Annual Report and Accounts prepared in accordance with
International Financial Reporting Standards (‘IFRS’); therefore,
the information in these disclosures may not be directly
comparable. For the year ended 31 December 2020 we used the
Standardised Approach to credit risk and market risk and the
Basic Indicator Approach (‘BIA’) to operational risk.

Frequency of disclosures
Our Pillar 3 Disclosures are published annually in conjunction
with the date of publication of our financial statements.

Exemption from disclosure

1 Materiality

In accordance with CRR Article 432 and the EBA guidelines on
materiality, confidentiality and proprietary and on disclosure
frequency (EBA GL 2014/14), firms may omit one or more
disclosures if the information provided by such disclosures is
not, in the light of the criterion, regarded as material.

We consider that information is material if its omission or
misstatement could change or influence the assessment or
decision of a user relying on that information for the purpose of
making economic decisions.

We have omitted the following disclosures specified in CRR as

they are not material:

¢ Geographical split of impairments. Almost all (99.9%) of past
due but not impaired loans and advances to customers and
impaired loans and advances to customers are categorised
as being in the UK. Almost all (99.9%) of closing impairment
provisions are categorised as being in the UK. The past due
exposures and impaired exposures relating to other
geographical areas are considered immaterial, in line with the
requirement of CRR Article 432.



¢ Pre credit risk mitigation (‘CRM’) balances. As mentioned in
section 5, all balances are disclosed post-CRM. Metro does
not apply CRM except in the very few cases where we invest
in assets that carry explicit guarantees. These assets are
Credit Quality Steps (‘CQS’) 1, both pre and post-CRM.

e Counterparty credit risk amounts to less than 1% of total
RWAs. Consequently, on the grounds of materiality no
further details are provided in accordance to templates EU
CCR5-A and EU CCRe.

2 Proprietary or confidential information

In accordance with CRR Article 432 and the EBA guidelines on
materiality, confidentiality and proprietary and on disclosure
frequency (EBA GL 2014/14), firms may omit one or more
disclosures if the information provided by such disclosures is
regarded as proprietary or confidential.

We consider information to be proprietary if sharing that
information with the public would undermine our competitive
position. Proprietary information may include information on
products or systems which, if shared with competitors, would
render our investments therein less valuable. We consider
information to be confidential if there are obligations to
customers or other counterparty relationships which bind us
to confidentiality.

No disclosures have been omitted because they are proprietary
or confidential.

3 Non-applicable disclosures

We have omitted the following disclosures specified in CRR as

they are not applicable:

* CRR Article 438 (d): We use the standardised approach to
calculating risk weights, not the Internal Ratings Based ('IRB”)
approach.

* CRR Article 441: We are not a Globally Systemically
Important Institution (‘G-SII’).

¢ CRR Article 452: We use the standardised approach to credit
risk, not the IRB approach.

¢ CRR Article 454: We use the Basic Indicator Approach (‘BIA’)
to operational risk, not the Advanced Measurement
Approach (AMA).

¢ CRR Article 455;: We do not use Internal Market Risk Models

We have also omitted disclosures specified by EBA/
GL/2020/07 which are in response to the COVID-19 crisis on
the grounds that the PRA have waived the application of the
disclosure templates for firms that are not G-SlI’s or Other
Systemically Important Institutions (‘O-SII’).

Changes to disclosures

We continue to develop the quality and transparency of our
disclosures to ensure that they are as clear and informative
as possible.

There have been several enhancements since our 2019 report.

The key changes include:

» additional table disclosed in section 5.1.5 Charges for specific
credit risk adjustments;

¢ additional table added in section 5.2.4 Credit Risk Mitigation;
and

* additional commentary and tables disclosed within section 12
Remuneration, to meet CRD V requirements.

Regulatory considerations

In December 2016 the EBA published the final guidelines on the
Pillar 3 disclosures (EBA GL 2016/11) which came into effect on
31 December 2017 for G-SlI’s, O-SlI’s and any other institutions
that have been advised by competent authorities to comply with
some or all guidance in these guidelines.

We do not currently fall into any of the above categories,
however, some tables and templates in the guidelines have been
adopted and disclosed where applicable and appropriate.

Regulatory measures announced last year, known as the

‘CRR quick-fix’ package, in light of COVID-19, accelerated the
implementation of certain CRR2 amendments which are due to
be implemented in full from 1 January 2022. The benefit of both
the revised SME supporting factor and treatment of software
intangible assets have been recognised in the capital ratios.
While this is the case, the PRA has announced their intention in
CP5/21to modify the regulatory requirements and we expect
that software will return to being fully deducted prior to
1January 2022. We are therefore not considering the benefit
when making capital decisions today or in our longer-term
strategic planning.

The package also included amendments to the IFRS 9
transitional add-back to capital. Metro Bank applies IFRS 9
transitional arrangements and the new amendments allowed for
100% relief on stage 1and stage 2 impairment provisions
recognised since 1 January 2020. This additional relief will apply
to the Bank’s capital ratios throughout 2021 before reducing on
a straight-line basis over the following three years.

Summary of risk profile

Effective risk management underpins everything we do and is
critical to realising our strategic priorities. We have an
established risk management framework to manage and report
the various risks that we face over the course of our daily
business.

The Bank continues work to implement a new regulatory
reporting system as well as establishing a new robust internal
assurance function within the finance and regulatory team,
further strengthening the control framework. Following on from
the solid base established for regulatory reporting in 2019,
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Pillar 3 continued

culminating in the reasonable assurance opinion from PwC on
the 2019 CET1and total capital ratios, the focus for 2020 has
been on ensuring that the transformational changes within
regulatory reporting remain embedded and effective. The final
aspects of the transformational programme not completed in
2019 pertain to the implementation of a new regulatory
reporting system, Moody’s Analytics.

During 2020, Metro Bank has also continued its focus on the
undertakings required to seek IRB accreditation. A successful
accreditation would leverage the transformation already
achieved in regulatory reporting and those in flight across the
broader business, given the IRB dependencies on the regulatory
and risk management frameworks. Controls reporting will be
further enhanced in 2021. This will enable the Audit Committee
to assess the effectiveness of the controls as the strategy of the
Bank continues to evolve, coupled with the additional
requirements for data collection and regulatory reporting as a
result of changes in the macroeconomic environment which
required rapid large scale change to respond to customer
needs.

Further details on our approach to risk management can be
found in the Risk report on pages 7 to 37.

In summarising the movement in risk metrics for 2020:

Table 1: RWA Summary

2020 2019

£'million £'million
Credit Risk 7,251 8,501
Counterparty Credit Risk 7 5
Market Risk 14 5
Operational Risk 686 546
Total RWA 7,957 9,147

Table 2: Key Ratios

31 December 31December

2020 2019
£'million £'million
Common Equity Tier 1 (‘CETT) ratio 15.0% 15.6%
Tier 1 capital ratio 15.0% 15.6%
Total capital ratio 18.1% 18.3%
Total capital plus MREL ratio 22.4% 22.1%
CRR Leverage ratio 5.6% 6.6%
Liquidity Coverage Ratio (‘'LCR”) 187% 197%
Risk Weighted Assets (‘(RWAS’) 7,957 9,147
Total assets as per published financial
statements 22,579 21,400
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The tables above summarises the key regulatory figures and
metrics on a transitional basis as at 31 December 2020.
CET1 capital fell £235 million to £1,192 million (31 December
2019: £1,427 million) which was mainly due to increases in
impairment provisions due to the COVID-19 pandemic.

The ratios are above the minimum requirements with our CET1
minimum requirement being 7.6% (31 December 2019: 8.8%),
Tier 1 minimum requirement being 9.3% (31 December 2019:
10.6%) and Total capital minimum requirement being 11.5%

(31 December 2019: 13.0%), excluding any confidential PRA
buffers.

The reduction in RWAs reflects the mortgage portfolio disposal
and capital efficient lending through government-backed BBLS
and CBILS together with lending discipline in other areas.

Review by Board

Metro Bank is committed to a robust internal controls
framework in order to ensure that external reports and
disclosures are subject to adequate verification and comply
with the relevant standards and regulations. As an external
publication, the Pillar 3 disclosures have been subject to internal
verification and are reviewed by the Risk Oversight Committee
(‘ROC’) on behalf of the Board. The governance in place allows
for sufficient challenge and oversight prior to publication.

The disclosures have not been, and are not required to be,
subject to independent external audit and do not constitute any
part of our Annual Report and Accounts.

“We attest to the best of our knowledge that the Metro Bank
Pillar 3 disclosures comply with the regulatory requirements
around Pillar 3 and have been prepared in compliance with our
internal controls framework.”

David Arden
Chief Financial Officer

Richard Lees
Chief Risk Officer
23 March 2021



2. Risk Management

Effective risk management underpins
everything we do and is critical to
realising our strategic priorities. We

have an established risk management
framework to manage and report the
various risks that we face over the course
of our daily business. The framework:

* s the totality of systems, structures,
policies, processes and people that
identify, measure, evaluate, control,
mitigate, monitor and report all internal
and external sources of material risk;

¢ ensures all principal and emerging
risks are identified, assessed,
mitigated, monitored and reported,;

e ensures risk appetite is clearly
articulated and influences the
strategic plan;

¢ promotes a clearly defined risk culture
that emphasises risk management
across all areas of the Bank; and

¢ undertakes ongoing analysis of the
environment in which we operate and
proactively addresses potential risk
issues as they arise.

Risk appetite, policies and procedures
In line with our business model, outlined
within the 2020 Annual Report and
Accounts, we strive to generate long-
term tangible book growth as well

as sustainable growth for all our
stakeholders. Risk appetite is defined as
the level and types of risk we are willing
to take within the boundaries of our risk
capacity, to achieve these objectives.

We achieve this by developing Risk
Appetite Statements which articulate our
risk appetite to stakeholders and provide
a view on the risk-taking activities with
which the Board is comfortable, guiding
decision makers in their strategic and
business decisions. Summaries of our Risk
Appetite Statements are included within
the relevant principals risks on pages

12 to 33.

Our Risk Appetite Statements convey
the balance required between risk-taking
and the commercial and reputational

implications of doing so, promoting good
customer outcomes and protecting us
from excessive exposure. The Risk
Appetite Statements include qualitative
and quantitative limits which inform
strategies, targets, policies, procedures
and other controls that collectively ensure
we remain within the Board’s approved
risk appetite. Information on performance
against relevant Risk Appetite Statement
settings, breaches and trends is reported
to the Executive Risk Committee (‘ERC’),
Risk Oversight Committee and Board
regularly.

In addition to our Risk Appetite
Statements we have developed a Risk
Policy Framework as a key component
of our risk management. The Risk Policy
Framework provides structure and
governance for the consistent and
effective management of policies we
develop in order to manage our risk
appetite. These policies define the
minimum control requirements that
must be observed across the Bank to
manage material sources of risk within
risk appetite.

Risk governance and oversight

We have a structured risk governance
framework which strengthens our
approach to risk management as well
evaluating new risks. This allows us

to manage the changing regulatory
environment in an efficient and
effective manner.

Effective operation of a ‘three lines

of defence’ model is integral to our
approach to risk management and is
based on the overriding principle that risk
capability must be embedded within the
first line of defence teams to be effective.
Responsibility for risk management
resides at all levels within the Bank and

is supported by Board and Executive-
level committees. The table on page 9
sets out how responsibility for risk
management is allocated and how that
responsibility is discharged.

Risk culture

A critical supporting factor of the risk
management framework is our culture,
which supports risk awareness by
encouraging every colleague to think
about the relationship between their role
and our purpose of creating FANS and
growing safely and sustainably. This
culture begins with our Executive team,
which leads by example with consistent
and clear communication of our
commitment to managing risk at all
levels of the organisation.

Personal accountability is at the heart of
our risk culture. This is enabled through
the Senior Managers and Certification
Regime framework, which supports
colleagues to make risk-informed
decisions. Risk management is also
included in every colleague’s objectives
each year and is embedded within our
scorecard, against which performance
is measured. Colleagues are recruited
with the core skills, abilities and attitude
required to fulfil their role. They are
provided with training and development
to ensure they maintain and develop
the required levels of competence. This
supports colleagues in making decisions
and judgements with risk in mind.

We know that a culture that truly
focuses on creating FANS by exceeding
customers’ expectations will reduce

the risk of customer harm and deliver
consistently good outcomes. We
continually seek to enhance and further
embed our risk management framework
to ensure effective risk ownership and
management within risk appetite,
supporting appropriate customer
outcomes, and the delivery of our
strategic plan. We promote an
environment of effective challenge

in which decision-making processes
stimulate a range of views. During the
year, we have implemented several
initiatives that have further strengthened
and embedded the risk management
framework within the business, increasing
commitment to and understanding of risk
management across all colleagues.
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Pillar 3 continued

Risk Appetite

3 lines of defence

STRATEGY

GOVERNANCE

RISK MANAGEMENT PROCESS

Identification
Assessment

Treatment

$9SS0| ‘syuapIou|
Buipodal g

Evaluation

RISK OPERATING MODEL

Tools and processes

BULIOHUO

Resources

(People, data, technology)

Changes in principal risks

and risk profile

In line with the UK Corporate Governance
Code requirements, we have performed
a robust assessment of the principal

and emerging risks we face, including
those that could result in events or
circumstances that might threaten our
business model, future performance,
solvency or liquidity, and reputation. In
deciding on the classification of principal
risks, we considered the potential impact
and probability of the related events and
circumstances and the timescale over
which they may occur. The principal risk
categories remain similar to those
outlined in the Annual Report and
Accounts 2019, with changes relating

to the identification of capital risk as

a principal risk and the recognition of
climate risk as a cross-cutting risk, which
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Culture

manifests through the existing principal
risk framework.

An overview of the principal risks and
mitigating actions is set out below, while
further information on all of the principal
risks can be found on pages 12 to 33.

During the year, we have been working
hard to support our customers and
minimise the impact of COVID-19 for
businesses and households across the
UK, maintaining our customer service
operations and store distribution with
minimal interruption. We have also
participated in the various UK
Government-backed loan schemes

for businesses, in addition to offering
payment holidays to mortgage, personal
and business customers.

Our response to the pandemic
demonstrates the robustness of our
approach to risk management and
mitigation as we continue to successfully
manage these events. Like many
businesses, COVID-19 has, however,
increased our risk profile. The measures
introduced to support the economy
create new operational, conduct and
financial risks for the Bank. These risks are
being managed and will be monitored
over time.



BOARD
SETS RISK APPETITE AND STRATEGY

¢ Sets our strategy, corporate objectives, risk appetite. ¢ Maintains an appropriate control environment
e Ensures an adequate framework is in place for reporting to manage risk effectively.
and managing risk. e Ensures capital, liquidity and other resources are

adequate to achieve our objectives within risk appetite.

RISK OVERSIGHT COMMITTEE

OVERSEES RISK GOVERNANCE AND MANAGEMENT

¢ Recommends risk appetite statement measures * Reviews risk policies, and approves or recommends
to the Board. to the Board for approval.
¢ Reviews risk exposures in relation to the risk appetite. * Monitors the effectiveness of risk management

processes and procedures put in place by management.

EXECUTIVE-LEVEL COMMITTEES

OVERSEE THE RISK MANAGEMENT FRAMEWORK

Executive Risk Committee Asset and Liability Committee

¢ Endorses the risk appetite for approval by the Board * Monitors performance against the Board
and monitors performance against risk appetite. capital/funding plans.

¢ Reviews and recommends risk policies for approval e Ensures that the Bank meets internal liquidity
by the Board or Risk Oversight Committee. and capital targets.

¢ Reviews and endorses risk frameworks and tools. * Agrees pricing decisions to ensure visibility

¢ Oversees the quality and composition of the credit risk of capital and liquidity impacts.
portfolio, and recommmends strategies to adjust the portfolio. e Monitors interest rate risk.

Model Oversight Committee Credit Approval Committee

¢ Oversees model governance and model risk monitoring. * Approves higher value lending requests,

¢ Approves all material models. policy exceptions.

1ST LINE OF DEFENCE: CHIEF EXECUTIVE OFFICER, EXECUTIVES AND THEIR TEAMS

OWN AND MANAGE RISK

¢« Own and manage risk on a day-to-day basis. * Ensure adequate resources, tools and training in place.
¢ Design, implement and maintain effective controls. * Promote and maintain an appropriate risk culture.
« Align strategy with, and monitor exposure against,

risk appetite.

2ND LINE OF DEFENCE: CHIEF RISK OFFICER AND THE RISK FUNCTION

DESIGN AND MAINTAIN THE RISK MANAGEMENT FRAMEWORK

* Design and maintain the risk management framework. * Ensure that key risks are identified, assessed

¢ Establish and review risk policies and standards. and managed.

* Facilitate the development of risk appetite, tools * Provide oversight, review and challenge to the first line.
and training. * Report to Executive Management and the Board.

3RD LINE OF DEFENCE: AUDIT COMMITTEE AND INTERNAL AUDIT FUNCTION

PROVIDE ASSURANCE THAT THE RISK MANAGEMENT FRAMEWORK IS OPERATING EFFECTIVELY

» Assess the adequacy/effectiveness of the * Conduct reviews of risk management
control environment. controls/procedures.

¢ Independently verify that the risk management
framework is operating effectively.
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Pillar 3 continued

The table below summarises the changes in our risk profile since 2019 and the key risk implications of the pandemic.

PRINCIPAL RISK

RISK MOVEMENT IN 2020

IMPACT OF COVID-19

Credit risk

The risk of financial loss should our
borrowers or counterparties fail to fulfil
their contractual obligations in full and
on time.

Operational risk

The risk that events arising from
inadequate or failed internal processes,
people and systems, or from external
events cause regulatory censure,
reputational damage, financial loss,
service disruption and/or detriment

to our FANS.

Liquidity and funding risk
The risk that we fail to meet our
short-term obligations as they fall due.

The risk that we cannot fund assets
that are difficult to monetise at short
notice (i.e. illiquid assets) with funding
that is behaviourally or contractually
long term (i.e. stable funding).

Market risk

The risk of loss arising from
movements in market prices. Market
risk is the risk posed to earnings,
economic value or capital that arises
from changes in interest rates, market
prices or foreign exchange rates.

Financial crime risk

The risk of financial loss or reputational
damage due to regulatory fines,
restriction or suspension of business,
or cost of mandatory corrective

action as a result of failing to

comply with prevailing legal and
regulatory requirements relating

to financial crime.
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o

Although the impacts on our retail and
business credit portfolios are yet to fully
manifest, it is clear that the level of risk
has increased, with levels of defaults
expected to increase over time,
particularly once government support
schemes come to an end.

o

The risk has increased, driven by
increased remote working, the
implementation of new processes and
pressure on customer support areas
arising from changing customer needs,
which could lead to increased errors or
delays and subsequent losses.

)

Liquidity and funding risk has decreased
during the year, increasing stability.

<)

Market risk has remained stable through
the year.

O

The risk has decreased during the year
due to enhancements made to our AML
and Sanctions controls through the
Financial Crime Improvement
Programme.

Overall fraud attacks continue to
significantly increase in line with what is
being seen across the industry, year on
year; albeit, in 2020, fraud losses have
reduced from 2019.

We have participated in regulatory and government
support schemes, with a priority focus on
supporting existing customers through COVID-19.
Capital repayment holidays, interest free overdrafts
(for retail customers) and extensions of credit, as
well as other flexible supporting measures, continue
to be provided and monitored.

Policies, risk appetite, credit decisioning and
supporting frameworks have been reviewed and
updated to reflect the changing environment
and risk profiles.

COVID-19 brought heightened people risk as some
of our colleagues worked to keep our stores open,
whilst others worked from home. It also
necessitated changes to working practices, which
are managed closely via an enhanced governance
structure. We are now investigating permanent
improvements that can be made.

The impact of COVID-19 has resulted in an overall
improvement to our overall liquidity profile through
improved deposit balances and participation in the
Bounce Back Loan Scheme, with clients placing
funds drawn-down on deposit, prior to their
utilisation. This effect has been observed across
the industry and is anticipated will be temporary

in nature.

Not directly impacted by COVID-19, we are able to
manage and hedge interest rate risk through
different rate environments.

New government support schemes have provided
opportunities for fraudsters and we have
implemented controls to counter their attempts.



PRINCIPAL RISK

RISK MOVEMENT IN 2020

IMPACT OF COVID-19

Regulatory compliance risk

The risk of failing to understand

and comply with relevant laws and
regulatory requirements; not keeping
regulators informed of relevant issues;
not responding effectively to
information requests or failing to meet
regulatory deadlines; or obstructing
the regulator.

Conduct risk

The risk of treating customers unfairly
and delivering poor outcomes that
lead to customer detriment, such as
financial loss and/or distress and
inconvenience. This can also result in
wider adverse impacts, for example,
loss of our FANS, reputational damage,
regulatory and/or legal action.

Model risk

The risk of potential loss and
regulatory non-compliance due to
decisions that could be principally
based on the output of models,

due to errors in the development,
implementation or use of such models.

Capital risk

The risk that we fail to meet minimum
regulatory capital (and MREL)
requirements. Management of
capital is essential to the prudent
management of our balance sheet,
ensuring our resilience under stress,
and the maintenance of the confidence
of our current and potential creditors
(including bondholders, the bond
market, and customers) and key
stakeholders in the pursuit of our
business strategy.

<

We remain exposed to regulatory and
compliance risk as a result of significant
ongoing and new regulatory change.

We will seek to comply with all regulations

as they evolve, and as customer
expectations continue to develop.

o

The risk has increased driven by the
impact of the external environment,
namely COVID-19 and the UK economy,
where customers are increasingly more
vulnerable to dramatic income changes,
job losses and behavioural changes
driven by social/political agendas.

o

The risk has increased as a result of
the rapid application of COVID-19
model adjustments.

<)

Our capital ratios were broadly flat
year-on-year. We took action to
strengthen our MREL resources through
the sale of a portfolio of owner-occupied
residential mortgages, which is in line
with our strategy to enhance risk-
adjusted returns on capital through the
ongoing focus on balance sheet
optimisation. We also purchased the
peer-to-peer lender RateSetter, to
provide unsecured personal loans
direct to customers.

Further information on our principal risks are set out on pages 12 to 33.

We have deployed multiple new policies and
processes to implement government, regulatory
and central bank COVID-19 support measures.
Additional regulatory and compliance risks are
associated with adherence to both COVID-19-
specific regulatory guidance and with existing
regulation. Consequently, additional risk
assessments, governance processes and assurance
activities have been deployed across the Bank.

COVID-19 has generally had a detrimental impact
on customers’ financial stability and affordability
due to income loss caused by furlough and/or
complete job loss. This has resulted in increased
reliance on savings, inability to meet repayment
demands and the need for the regulator and
lenders to introduce enhanced forbearance
measures, such as payment deferrals. We have
now sought to include some of these measures
as part of our ongoing collections strategy.

The uncertain economic environment has affected
all model components including input data,
default markers, outputs, model accuracy

and performance.

There have been several regulatory capital
developments in the UK and Europe in response
to COVID-19, which have reduced certain capital
requirements for banks across the industry.
Additionally, in order to provide operational
capacity for banks to respond to the immediate
financial stability priorities resulting from the
impact of COVID-19, both the PRA and Basel
communicated revised timelines across key
regulatory initiatives.
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Pillar 3 continued

1. Credit risk
Change since 2019:

Definition Increased
Credit risk is the risk of financial loss should our borrowers or counterparties fail to fulfil
their contractual obligations in full and on time.

Appetite

We have a moderate appetite for credit risk. As part of our strategic priorities we are rebalancing our lending mix, increasing the
proportion of unsecured lending which will lead to an increased level of credit risk. Our tolerance for credit loss has been set within
our ability to meet our capital requirements but also reflects the increased level of risks associated with COVID-19. Our metrics, and
how we monitor them, will allow for informed decisions and meaningful risk management action to take place to ensure our capital
and other resources are adequate in order to achieve our long-term strategic objectives.

Mitigation

Lending and collateral

Our foremost exposure to credit risk is through the loans, limits and advances we make available to our customers. We primarily
mitigate credit risk through holding collateral against our residential mortgage and commercial term loan portfolios. Collateral is
usually held in the form of real estate, guarantees, debentures and other liens that we can call upon in the event of the borrower
defaulting. At 31 December 2020, 84% (31 December 2019: 95%) of our loans consisted of retail mortgages and commercial term
loans secured on collateral, with average debt-to-value of 56% (2019: 59%) and 56% (2019: 60%) respectively.

Our exposure to loans of greater than 100% debt to value (or where no real estate collateral is present) remains low at less than 1% of
retail mortgage lending (31 December 2019: less than 1%) and 12% of commercial term lending (31 December 2019: 11%). In the retail
mortgage lending portfolio, these loans have principally been part of portfolios we have acquired. For commercial term lending,
additional forms of collateral (such as debentures or unsupported guarantees giving recourse to our customers) are excluded from
these debt-to-value figures, so the true credit risk exposure on these loans is lower and is underwritten on the strength of all types

of collateral.

Table A: Retail mortgage lending by DTV

31 December 2020 31 December 2019
£'million £'million

Retail owner Retail Total retail Retail owner Retail Total retail
occupied buy-to-let mortgages occupied buy-to-let mortgages

DTV ratio
Less than 50% 1,855 502 2,357 2,647 464 3,111
51-60% 842 390 1,232 1,383 393 1,776
61-70% 836 533 1,369 1,422 505 1,927
71-80% 1,084 407 1,491 1,813 554 2,367
81-90% 359 4 363 1,201 13 1,214
91-100% 74 - 74 23 - 23
More than 100% 1 5 6 4 8 12
Total retail mortgage lending 5,051 1,841 6,892 8,493 1,937 10,430
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Table B: Commercial term lending by DTV (excluding BBLS)

31December 2020 31December 2019
£’million £’million

Total Total
Professional Otherterm  commercial Professional Otherterm  commercial
buy-to-let loans term loans buy-to-let loans term loans

DTV ratio
Less than 50% 353 876 1,229 363 911 1,274
51-60% 261 546 807 283 535 818
61-70% 351 255 606 404 343 747
71-80% 133 100 233 135 86 221
81-90% 9 51 60 10 31 41
91-100% 6 13 19 12 37 49
More than 100% 4 411 415 12 384 396
Total commercial term loans 1,117 2,252 3,369 1,219 2,327 3,546

We have developed an automated credit approval process for consumer lending and retail mortgages utilising credit scorecards,
affordability calculators and policy rules. This is supported by a team of skilled manual underwriters for more complex decisions,
who operate within agreed delegated lending authorities, and a clear Credit Policy and Lending Standards.

All commercial lending is individually reviewed. This is undertaken by Relationship Managers and a specialist team of commercial
underwriters, reviewing these proposals in accordance with agreed delegated lending authorities. It is underpinned by a commercial
lending policy supported by sector-specific standards and guidelines.

Undrawn commitments

At 31 December 2020, we had undrawn loan facilities of £769 million (2019: £726 million). This includes commitments of £351 million
(2019: £296 million) in respect of credit card and overdraft facilities. These commitments represent agreements to lend in the future,
subject to certain conditions. Such commitments are cancellable, subject to notice requirements, and given their nature are not
expected to be drawn down to the full level of exposure. We mitigate credit risk in respect of these undrawn balances by regular
customer monitoring to allow undrawn limits to be removed if we observe credit quality deterioration. We also have exposure to
Invoice Finance assets (£36 million drawn on limits of £138 million) where the amount drawn is capped both by the discounted value
of available invoices and a set relationship cap. Similarly, we have a small exposure to Commercial Real Estate Development Finance,
where a limit to draw down is agreed in principle and funds are released in stages, throughout the development and following
satisfactory surveyor reports. In commercial lending, undrawn commitments are regularly reviewed to ensure relationship caps
remain appropriate. This has been particularly evident during 2020 as we continue to support customers through COVID-19.

Interest-only lending

We have exposure to refinance risk. This is the risk from loans to customers who are subject to a bullet or balloon payment at
contractual maturity but who find themselves unable to refinance or otherwise make this payment. At 31 December 2020, this
risk arises principally in the mortgage book where the exposure to interest-only loans stands at £4.1 billion (31 December 2019:
£4.4 billion). There is further exposure to refinance risk in the Commercial Book of £1.3 billion (31 December 2019: £1.5 billion)
from interest-only loans and a portion of amortising term loans.

All borrowers of interest-only lending are assessed as being able to refinance the lending at the end of the term or have an
appropriate repayment plan in place. These loans are also appropriately collateralised (see lending and collateral section on page
12), ensuring we have a first charge in the event of default by the borrower. The reduction in owner occupied mortgages is as a result
of the £3.1 billion retail mortgage sale, agreed in December 2020.
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Pillar 3 continued

1. Credit risk continued
Table C: Retail mortgage lending by repayment type

31 December 2020 31 December 2019
£’million £’million
Retail owner Retail Total retail Retail owner Retail Total retail
occupied buy-to-let mortgages occupied buy-to-let mortgages
Repayment
Interest 2,337 1,751 4,088 2,573 1,834 4,407
Capital and interest 2,714 90 2,804 5,920 103 6,023
Total retail mortgage lending 5,051 1,841 6,892 8,493 1,937 10,430
Table D: Commercial term lending (excluding BBLS)
31 December 2020 31 December 2019
£’million £’million
Total Total
Professional Otherterm  commercial Professional Otherterm  commercial
buy-to-let loans term loans buy-to-let loans term loans
Repayment
Interest 1,058 281 1,339 1,155 328 1,483
Capital and interest 59 1,971 2,030 64 1,999 2,063
Total commercial term loans 1,117 2,252 3,369 1,219 2,327 3,546

Sector exposure
We manage the level of credit risk concentration based on individual borrowing entities and sector. Our credit risk appetite includes
limits for high risk sectors and/or high levels of concentration.

Within commercial lending we set credit risk policy and lending standards for key sectors. We have specialist sector lending teams
including in healthcare, hospitality, and property.

Over 2020, we have observed that some sectors have been more severely impacted by COVID-19 lockdowns. Hospitality has
experienced a more significant reduction in income than other sectors, and as a consequence we are seeing higher levels of

COVID-19 support required by these customers.

Table E: Commercial term lending by sector exposure (excluding BBLS)

31 December 2020 31December 2019
£’million £’million

Total Total
Professional Otherterm commercial Professional Otherterm  commercial
buy-to-let loans term loans buy-to-let loans term loans

Industry sector
Real estate (rent, buy and sell) 1,117 1,032 2,149 1,219 1,155 2,374
Hospitality - 376 376 - 308 308
Health and social work - 248 248 - 263 263
Legal, accountancy and consultancy - 208 208 - 236 236
Retail - 107 107 - 100 100
Real estate (development) - 60 60 - 62 62
Recreation, cultural and sport - 53 53 - 51 51
Construction - 36 36 - 35 35
Education - 30 30 - 30 30
Real estate (management of) - 10 10 - 11 11
Investment and unit trusts - 9 9 - 8 8
Other - 83 83 - 68 68
Total commercial term loans 1,117 2,252 3,369 1,219 2,327 3,546
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Geographic exposure

We also manage our lending exposure by region. Our current residential mortgage and commercial term lending is concentrated
within London and the South East, which is broadly representative of our current customer base and store footprint. We are
expanding our footprint over time to reduce geographical concentration of lending. All of our current loans’ exposures are secured
on UK-based collateral. A geographic analysis of the location of retail mortgage collateral and commercial term loan (excluding

BBLS) collateral is set out below:

Table F: Retail mortgages by geographic exposure

31 December 2020

31 December 2019

£’million £’million

Retail owner

Retail Total retail Retail owner Retail Total retail

occupied buy-to-let mortgages occupied buy-to-let mortgages

Region
Greater London 2,213 1,147 3,360 3,424 1,197 4,621
South East 1,157 309 1,466 2,094 337 2,431
South West 433 91 524 738 97 835
East of England 298 73 371 570 76 646
North West 265 63 328 482 66 548
West Midlands 179 58 237 340 62 402
Yorkshire and the Humber 139 37 176 275 37 312
East Midlands 131 25 156 243 26 269
Wales 102 21 123 169 21 190
North East 62 10 72 93 11 104
Scotland 72 7 79 65 7 72
Total retail mortgage lending 5,051 1,841 6,892 8,493 1,937 10,430

Table G: Commercial term loans by geographic exposure (excluding BBLS)
31 December 2020 31December 2019
£’million £’million

Total Total
Professional Otherterm commercial Professional Otherterm  commercial
buy-to-let loans term loans buy-to-let loans term loans

Region
Greater London 780 1,358 2,138 850 1,414 2,264
South East 205 399 604 224 424 648
South West 31 156 187 52 156 208
East of England 48 67 115 35 104 139
North West 20 146 166 21 115 136
West Midlands 10 66 76 11 49 60
Yorkshire and the Humber 3 13 16 11 26 37
East Midlands 11 18 29 5 12 17
Wales 5 10 15 4 10 14
North East 3 18 21 4 9 13
Scotland 1 - 1 1 3 4
Northern Ireland - 1 1 1 5 6
Total commercial term loans 1,117 2,252 3,369 1,219 2,327 3,546
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Pillar 3 continued

1. Credit risk continued

Investment securities

As well as our loans and advances, the other main area where we are exposed to credit risk is within our Treasury portfolio. At

31 December 2020 we held £3.4 billion (31 December 2019: £2.6 billion) of investment securities, which are used for balance sheet
and liquidity management purposes, of which £3.4 billion (31 December 2019: £2.4 billion) is eligible as collateral at the BoE.

We hold investment securities at amortised cost or fair value through other comprehensive income depending on our intentions
regarding each asset. We do not hold investment securities at fair value through profit and loss.

Table H: Investment securities by credit rating

31 December 2020 31December 2019
£’million £’million
Investment Investment

securities Investment securities Investment

held at securities held at securities

amortised held at amortised held at
cost FVOCI Total cost FVOCI Total

Credit rating

AAA 2,184 385 2,569 1,943 156 2,099
AA-to AA+ 456 388 844 144 255 399
A-to A+ - - - 67 - 67
Lower than A- - - - - - -
Total 2,640 773 3,413 2,154 411 2,565

We have a robust securities investment policy which requires us to invest in high-quality liquid debt instruments. At 31 December
2020, 75% of our investment securities were rated as AAA (31 December 2019: 82%) with a further 25% (31 December 2019: 16%)
rated AA- or higher.

Additionally, we hold £3.0 billion (31 December 2019: £3.0 billion) in cash balances, which is either held by ourselves or at the BoE,
where there is minimal credit exposure.

Oversight
Credit risk is overseen by the Chief Risk Officer (‘\CRO’) (supported by the Chief Credit Officer (‘\CCQO”")), ERC and ROC.

The Credit Risk function reports to the CRO and is led by the CCO. It is responsible for:

¢ Recommending and overseeing credit risk appetite limits.

¢ Maintaining credit risk policies and standards.

¢ Overseeing credit risk strategies in accordance with policies and risk appetite.

¢ Providing an independent review of individual commercial credit proposals and renewals of loan facilities.
* Monitoring credit risk performance and reporting to the Executive Risk Committee and Risk of Committee.
¢ Developing and monitoring credit risk models.

* Ensuring appropriate IFRS 9 credit provisions.

* Developing and overseeing of retail collections and recoveries strategies.

¢ Managing commercial collections and recoveries strategy and activities.

In addition, our Treasury Risk team, which is led by the Director of Prudential Risk and reports to the CRO, supports the development
and implementation of applicable policies and procedures and monitors the credit risk aspects of the Treasury portfolio.
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Measurement

Economic weightings

We measure credit quality for impairment purposes under IFRS 9. We have taken a cautious approach to assessing our impairment
provisions in order to set aside appropriate portfolio provision coverage for the anticipated economic deterioration and increase in
credit losses that is expected over the coming period.

Our IFRS 9 models utilise a blend of several economic scenarios provided by Moody’s Analytics. The weightings of these scenarios
reflect the UK economic outlook arising from COVID-19 and Brexit. The macroeconomic assumptions applied can be found in note
31 of the Annual Report and Accounts. Our credit risk models are subject to internal model governance including independent
validation. We undertake annual model reviews and have regular model performance monitoring in place.

The impairment provisions recognised during the year reflect our best estimate of the level of provisions required for future credit
losses as calibrated under our conservative weighted economic assumptions and following the application of expert credit risk
judgement overlays.

Use of Post Model Adjustments and Post Model Overlays
To supplement the models, we also applied expert credit risk judgement through post model adjustments and post model overlays.

Post Model Adjustments refer to increases/decreases in ECL to address known model limitations, either in model methodology or
model inputs. These rely on analysis of model inputs and parameters to determine the change required to improve model accuracy.
These may be applied at an aggregated level, however they will usually be applied at account level.

Post Model Overlays reflect management judgement. These rely more heavily on expert judgement and will usually be applied at an
aggregated level. For example, where recent changes in market and economic conditions have not yet been captured in the
macroeconomic factor inputs to models (e.g. industry-specific stress event).

The appropriateness of post model adjustments and post model overlays is subject to rigorous review and challenge, including
review by the Audit Committee (see page 94 of the Annual Report and Accounts).

Further details on our use of post model adjustments and post model overlays can be found on page 210 of the Annual Report and
Accounts.

Regulatory measurement

As of 31 December 2020, all exposures are measured under the standardised approach for credit risk for regulatory capital. We are
parallel-running the AIRB rating system for residential mortgages and have rolled out use of commercial rating and slotting models
during 2020.

Monitoring

We monitor credit risk performance through a suite of reports covering performance against risk appetite limits and key credit risk
metrics, including: new business flow; portfolio quality; early warning indicators; arrears and recovery performance; sector and
geographical concentration; and exceptions to lending policy. Reports are provided to ERC, the ROC and the Board on a monthly
basis. Credit risk performance is supported by portfolio reviews and deep dives on material portfolios and key credit risk themes.

Early Warning and Non-performing loans

In line with IFRS 9, we allocate all loans into Stages 1, 2 and 3 to reflect likelihood of loss.

* Stage lincludes those loans where the credit risk has not increased significantly since the loan was originally agreed.
» Stage 2 includes those loans where the credit risk has increased significantly, but which are not impaired.

* Stage 3 includes loans which are non-performing.

The risk of loss increases through these stages. Under IFRS 9, the potential for a loan to default is calculated on a 12-month horizon
at Stage 1, and a lifetime horizon at Stages 2 and 3.
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Pillar 3 continued

1. Credit risk continued

COVID-19 has been a significant factor in customers’ ability to make payments. We have worked with customers to assist with how
best to manage repayments, and have provided payment deferral options as an option, in line with regulatory guidance. This
customer support package has kept arrears lower, and is expected to make return to repayment easier for most customers - a trend
we have seen as customers have begun to roll off payment holidays.

We expect to see increasing numbers of customers experiencing financial difficulties, as restrictions continue to impact trading,
liquidity is used up, and repayments start to fall due on government support loans. Commercial customers are managed through
early warning categorisation where there are early signs of financial difficulty. The overriding objective is to identify, at an early
stage, those customers for whom we believe repayment difficulties may develop, thereby allowing timely engagement and
appropriate corrective action to be taken. Early Warning categorisation supports IFRS 9 Stage Allocation.

In Retail, we monitor for early signs of financial difficulty to enable appropriate customer support.

COVID-19 has also materially impacted the volume of lending in Early Warning categories over 2020. The main sector exposures
within Early Warning categories reflect the key commercial term lending industry sectors: Real Estate; Hospitality; Recreation,
Cultural and Sport are particularly affected. The majority of customers in Early Warning categories have received COVID-19 support
including payment holidays or government backed loans, and we anticipate an increase in the number of customers requiring
further COVID support.

Non-performing loans

Non-performing loans are loans that have more than three instalments unpaid (90+ days past due) or where the debtor is assessed
as unlikely to pay our credit obligations in full without recourse to legal action to recover the debts in full, regardless of the existence
of any past-due amount or of the number of days past due. All non-performing loans are included within Stage 3.

Where a debtor is facing difficulties meeting financial commitments, Metro Bank is able to offer forbearance. Forbearance is a
concession either through a change to the terms and conditions of the loan, or a refinance of the loan. To be forborne, the customer
is in or is about to face financial difficulties. Loans which have been renegotiated within existing credit policy where the customer

is not in financial difficulties are not forborne. All forborne loans are included within Stage 3. Customers who have sought COVID
support in the form of payment deferrals or temporary conversion to interest only payments are not considered forborne, by virtue
of having sought that support. However, this may be a contributing factor for an account to be allocated in Stage 2.

Commercial loans in Stage 3 are individually assessed with consideration for the collateral provided against the loan. Provisions are
reported and overseen through Impairment Committee to Executive Risk Committee.

CoVvVID
COVID-19 has and will continue to materially impact the volume of lending classified as Stage 2 and Stage 3. In anticipation of this,
a number of model adjustments have been put in place to reflect those losses, the full extent of which has yet to materialise.

Table I: Non-performing loans

31 December 2020 31 December 2019

Non- Non-
performing Non- performing Non-
loans performing loans performing
Group £’million loan ratio £’million loan ratio
Retail-residential mortgages 118 1.70% 25 0.24%
Retail-consumer and other 13 6.13% 10 4.30%
Commercial (including asset and invoice finance) 127 2.48% 42 1.12%
Total 258 2.10% 77 0.53%

The deterioration of the non-performing loan ratio from 31 December 2019 to 31 December 2020 for all portfolios is primarily driven
by customers who have received temporary COVID-19 support measures and now require further forbearance support which has
been classified as unlikeliness to pay criteria in the definition of default.
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Cost of risk

Cost of risk is credit impairment charges expressed as a percentage of average gross lending. The increase has been primarily
driven by COVID-19. There has been a significant deterioration in macroeconomic scenarios as well as increases in arrears and
forbearance. This has driven an overall increase in the ECL expense.

Table J: Cost of risk

Group 2020 2019
Retail-residential mortgages 0.19% 0.00%
Retail-consumer and other 5.97% 1.92%
Commercial (including asset and invoice finance) 1.99% 0.11%
Average cost of risk 0.86% 0.08%

Regulatory and Government support schemes

We have remained focused on supporting customers through COVID-19 and have participated in the various Government support
schemes. Payment deferrals and temporary payment conversion to interest-only for loans, interest-free overdrafts, and extensions
of credit have all been made available.

We have provided BBLS to our customers with loans of between £2,000 and £50,000. These are available for up to 10 years, with
no repayments due in the first year, at a fixed rate. Changes made as part of the ‘Pay as you Grow’ scheme allow customers to apply
for an interest only payment period of six months (up to a maximum of three periods) with an additional payment deferral period,
for both capital and interest, also up to six months. These loans are 100% guaranteed by the government.

CBILS allows for loans of over £50,000 to a maximum of £5 million. These have been made available at variable rates of lending
with no arrangement fees and 0% interest for the first 12 months. The Government has guaranteed 80% of the loss and pays the
fees as well as the interest for the first 12 months. The maximum term of these loans is six years.

CLBILS provides loans of over £50,000, up to a maximum of £200 million. These have also been made available at a variable rate
of lending, with terms ranging between three months and three years. The government guarantees 80% of any loss on these loans.

At 31 December 2020 we have £1.35 billion of loans for BBLS, £114 million (with a further £19 million approved) in CBILS and £27
million (with further £3 million approved) in CLBILS. Whilst these loans are guaranteed by the government, costs to collect are
expected, and the risks associated from these loans is being closely monitored and reassessed where necessary, particularly

as new government guidance is made available.

Table K: COVID-19 Government Backed Loans

Average

Drawn Loan

Number of Balance Amount

Group Customers £’million £000
BBLS 36,139 1,353 37
CBILS 277 114 411
CLBILS 3 27 9,122
Total 36,419 1,494 41
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Pillar 3 continued

1. Credit risk continued

COVID-19 support measures

COVID-19 support measures including payment deferrals and temporary payment conversions to interest only have been made
available as part of our commitment to support our customers through COVID-19.

Less than 1% of mortgage customers currently have part or full payment deferrals. 22% of all mortgage customers have been
granted deferrals in 2020 and 1% of customers remain. Of those customers who took a payment deferral, 90% have returned
to full contractual payments with only 6% moving into arrears or requiring additional support.

7% of commercial customers currently have COVID-19 support measures in place, predominantly capital and interest payment
holidays. 75% of commercial customers who have previously been granted COVID-19 support have now returned to full
contractual terms.

Of our retail unsecured customers, 1% of customers have currently been granted payment deferral; 8% have taken a payment
deferral over 2020 with 85% of those returning to contractual payments. Of those that have returned, 33% have moved into
arrears or require additional support.

Table L: COVID-19 support

Granted to Date 31December 2020
Total Total
Balances % of Total Balances % of Total
Group £’million Balances £’million Balances
Retail Mortgages 1,540 22% 68 1%
Commercial Lending 1,011 29% 251 7%
Retail Unsecured 13 8% 2 1%
Total 2,564 24% 321 3%

2. Operational risk
0 Change since 2019:

Definition Increased

Operational risk is the risk that events arising from inadequate or failed internal

processes, people and systems, or from external events cause regulatory censure,

reputational damage, financial loss, service disruption and/or detriment to our FANS.

Appetite

We maintain a low appetite for Operational Risk. We aim to minimise incidents and losses arising from operational risk issues by
maintaining a resilient infrastructure, including robust systems, employing and training the right colleagues, minimising the impact
of external events and having a framework in place to ensure that operational risks are captured, monitored and mitigated.

Mitigation

Policies

We have detailed policies, procedures and controls in place that are designed to mitigate operational risks both through minimising
impacts suffered in the normal course of business (expected losses) and to avoid or reduce the likelihood of suffering a large
extreme (or unexpected) loss.
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Cyber and information security

Our Chief Information Security Officer (‘CISQO’) is responsible for ensuring robust cyber and information security. We continuously
invest in our cyber and information security infrastructure in order to improve services, protect customer data and minimise the risk
of disruption. We also take pre-emptive actions to safeguard the end-to-end resilience of critical processes. We continue to enhance
the control environment, recognising the changing cyber landscape and the increased focus on digital capabilities and reliance

on home working, as well as the changing risk profile of the business.

Operational resilience

Operational resilience is demonstrated in the mitigation of risks that impact our people, technology, third parties, and premises.

By identifying critical end-to-end processes, focus can be given to those processes and the controls in place, including management
of the technology upon which they rely, to minimise disruption. The need for strong operational resilience is inherent in the provision
of services to customers. As customer expectations and use of services evolves we will need to maintain focus on the resilience

of services. COVID-19 highlights the ongoing exposure to external risks and threats that can be unpredictable in nature and
widespread in impact. Our response to COVID-19 to date has ensured that critical services have continued in the safest manner
possible for both customers and colleagues. The ongoing nature of the pandemic will continue to present risks to our resilience

and these are monitored continually.

Culture and training
As we evolve, we aim to do so safely through continued investment in training our colleagues. This enables them to deliver the right
outcomes to our FANS, whilst maintaining a safe, reliable and resilient banking operation.

Measurement

Material operational risk events are identified, reviewed and escalated in line with criteria set out in the Risk Management
Framework. Root cause analysis is undertaken and action plans are implemented. Losses may result from both internal and external
events, and are categorised using risk categories aligned to Basel Il. We also measure operational risk using a number of quantitative
metrics. These KRIs are defined, reported against and escalated to the Business Risk Committees, Executive Risk Committee and
Risk Oversight Committee.

We also develop and maintain a suite of operational risk scenarios using internal and external data. These scenarios provide insights
into the stresses the business could be subject to given extreme circumstances. Scenarios cover all material operational risks
including execution of change, failures to core processes or contagion risk from a third party. Scenarios are owned by senior
management custodians with review and challenge provided by the Risk function, Executive Risk Committee and Risk Oversight
Committee, as part of the ICAAP process.

Monitoring
We have built detection capabilities to monitor and alert us about system attacks and we use incident management procedures and

playbooks to respond to attacks accordingly.

We continuously develop and embed our approach to the management of operational risks, with the aim of maintaining robust
operational processes, systems and controls, including conducting Risk and Control Self-Assessments across the Bank.

Operational risk is overseen by the CRO, Business Risk Committees, Executive Risk Committee and Risk Oversight Committee.
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Pillar 3 continued

3. Liquidity and funding risk

Change since 2019:
Definition Decreased
Liquidity Risk is the risk that we fail to meet our short-term obligations as they fall due.
Funding Risk is the risk that we cannot fund assets that are difficult to monetise at short
notice (i.e. illiquid assets) with funding that is behaviourally or contractually long term
(i.e. stable funding).

Appetite

We have a moderate appetite for Liquidity Risk and Funding Risk. We shall be able to survive a combined name-specific and
market-wide liquidity stress event for at least three months, at a level of severity determined by our internal stress test, utilising our
Liquidity Pool. Equally, we shall maintain a prudent funding profile by using stable funding to fund illiquid assets, without reliance
on wholesale funding markets, whilst ensuring that funding is not inappropriately concentrated by customer, sector, or term,

as identified during our liquidity stress testing.

Mitigation

Deposit-funded approach

We aim to attract deposits that are diverse and are low cost, which are less sensitive to competition within the deposit market. At
31 December 2020, 44.3% of our deposits came from commercial customers (31 December 2019: 40%) with the remaining 56%

(31 December 2019: 60%) coming from retail customers. Additionally, 39% of deposits at year end (31 December 2019: 29%) were
in the form of current accounts, with the remainder split between a combination of instant access and fixed-term savings products.
In 2020 our cost of deposits was 0.65% (2019: 0.78%).

Our deposit base during the year and at year end remains stable and resilient throughout the pandemic, with retail deposits forming
a higher portion of our balance sheet than commercial deposits.

Liquidity management

We continue to hold a prudent level of liquidity to cover unexpected outflows, ensuring that we are able to meet financial
commitments for an extended period. We recognise the potential difficulties in monetising certain assets, so set higher-quality
targets for liquid assets for the earlier part of a stress period. We have assessed the level of liquidity necessary to cover both
systemic and idiosyncratic risks and maintain an appropriate liquidity buffer at all times. Our Liquidity Coverage Ratio ensures
that we comply with our own risk appetite as well as regulatory requirements.

Our liquidity portfolio consists of cash and balances at the BoE as well as high-quality liquid assets (‘(HQLAS’) that are available
to monetise in the event of stress.

The tables below set out the maturity structure of our financial assets and liabilities by their earliest possible contractual maturity
date; this differs from the behavioural maturity characteristics in both normal and stressed conditions. The behavioural maturity of
customer deposits is much longer than their contractual maturity. On a contractual basis, these are repayable on demand or at short
notice; however, in reality, they are static in nature and provide long-term stable funding for our operations and liquidity. Equally,

our loans and advances to customers - specifically mortgages - are lent on longer contractual terms; however, are often redeemed
or remortgaged earlier.

The total balances depicted in the analysis do not reconcile with the carrying amounts as disclosed in the Consolidated
Balance Sheet. This is because the maturity analysis incorporates all the expected future cash flows (including interest),
on an undiscounted basis.

Recovery planning

The Recovery Plan details a series of indicators that would tend to suggest a stress event may be in train. It assigns responsibilities
and actions to key individuals, specifies timeframes, and establishes the Recovery Committee chaired by the CFO, which sits as
required in the event of a liquidity stress.
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Term Funding Scheme repayments

Term Funding Scheme (‘TFS’) closed to further drawdowns in February 2018. Our drawdowns of £3,801 million will mature in 2020,
2021 and 2022 in the amounts of £543 million, £2,778 million and £480 million respectively. In March 2020, the Bank of England
announced a revised TFS with additional incentives for SMEs. In December 2020, TFSME drawdowns were undertaken for £550
million with an expected maturity of 2024. We intend to continue to utilise the TFSME scheme in 2021 while our existing TFS
drawings will be repaid using a combination of excess liquidity and by utilising TFSME.

Table M: Contractual maturity

Carrying Repayable Upto 3-6 6-12 Over No contractual
value ondemand 3 months months months 1-5 years 5years maturity Total

£’million £’million £’million £’million £’million £’million £’million £’million £’million
31 December 2020
Cash and balances with the Bank of
England 2,993 2,993 - - - - - - 2,993
Loans and advances to customers 12,385 - 332 281 634 4,551 11,424 284 17,506
Investment securities 3,413 - 87 233 221 2,768 140 59 3,508
Other assets 3,788 - 2,568 - - - - 1,220 3,788
Total assets 22,579 2,993 2,987 514 855 7,319 11,564 1,563 27,795
Deposits from customers' (16,072) (12,550) (641) (864) (1,233) (702) - (119) (16,109)
Deposits from central banks (3,808) - (692) (588) (1,500) (1,033) - - (3,813)
Debt securities (600) - - (23) (24) (719) - - (766)
Repurchase agreements (196) - - - 49) (155) - - (204)
Lease liabilities (327) - (7) 7) (15) (115) (273) - 417)
Other liabilities (287) - - - - - - (287) (287)
Total liabilities (21,290) (12,550) (1,340) (1,482) (2,821) (2,724) (273) (406) (21,596)
Equity (1,289) - - - - - - (1,289) (1,289)
Total equity and liabilities (22,579) (12,550) (1,340) (1,482) (2,821) (2,729 (273) (1,695) (22,885)
Derivative cashflows - (3) (@) (€] 2) o -
Cumulative liquidity gap (9,557) (7,913) (8,882) (10,851) (6,258) 5,033

Carrying Repayable Upto 3-6 6-12 Over No contractual

value ondemand 3 months months months 1-5 years 5years maturity Total

£’million £’million £’million £’million £’million £’million £’million £’million £’million
31 December 2019
Cash and balances with the Bank of
England 2,989 2,989 - - - - - - 2,989
Loans and advances to customers 14,681 - 349 317 584 4,191 16,893 395 22,729
Investment securities 2,565 - 209 229 74 1,924 215 60 2,711
Other assets 1,165 - - - - - - 1,165 1,165
Total assets 21,400 2,989 558 546 658 6,115 17,108 1,620 29,594
Deposits from customers' (14,477) (9,720) 601 (1,102) (1,838) (1,178) - (115) (14,554)
Deposits from central banks (3,801) - ®) (7) (556) (3,274) - - (3,843)
Debt securities (591 - - 23) 23) (766) - - (812
Repurchase agreements (250) - (G - - (204) - - (258)
Lease liabilities (34D - ) ) a4 (119) (329 - 476)
Other liabilities (357) - - - - - - (357) (357)
Total liabilities (9,720) ®68) (1,139) (2,431) (5,541 (329) @472) (20,300)
Equity (1,583) - - - - - - (1,583) (1,583)
Total equity and liabilities (21,400) (9,720) 668) (1,139 (2,431) (6,54 (329) (2,055) (21,883)
Derivative cash flows - (@) @ (@) (©) - -
Cumulative liquidity gap 6,731) (6,843) (7,437) (9,212) (8,647) 8,132

1. Deposits from customers with no contractual maturity comprises of notice accounts. These accounts continue indefinitely until the customer gives notice to withdraw
some or all of the funds. Notice periods range from 30 to 100 days and customers cannot access their funds on demand, even with a penalty.
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Pillar 3 continued

3. Liquidity and funding risk continued

Measurement

Our asset and liability management system is used to capture all positions across the Bank and evaluate their liquidity. We calculate
our LCR and perform stress testing of our liquidity daily. Forward-looking short-range forecasts are produced at least monthly.
Early warning indicators are set out in the Recovery Plan. Colleagues monitor these on a regular basis and bump-up any triggers.

A cost of funds model is used to help colleagues account for liquidity, capital and interest rate risk in pricing.

We perform an ILAAP every year for the identification, measurement, management and monitoring of liquidity, having due regard
for the PRA Rulebook section ‘Internal Liquidity Adequacy Assessment’. The Treasury team seeks ILAAP input from a range of
teams including Finance, Risk, and Products, before taking the ILAAP through a robust governance process.

The conclusions of the ILAAP are reviewed and approved by the Board, assisting in: identification of our material liquidity risks;
deciding the management of material liquidity risks; and determining the Board’s risk appetite.

For liquidity risk, we assess against internal and external requirements. The chief external requirement is the LCR, and a series of
internal requirements are set and maintained through our ILAAP.

Monitoring

The Treasury function has responsibility for our compliance with liquidity policy and strategy. We have a dedicated Treasury Risk
team who monitor our liquidity and funding risk including ensuring compliance with the policies we have development. The
Regulatory Reporting team also monitors compliance with LCR.

The Asset & Liability Committee is responsible for liquidity and funding risk. Liquidity and funding cannot be considered in isolation,
and we have regard to liquidity risk, profitability and capital optimisation when considering funding sources. Our LCR has remained
strong throughout the year, ending 2020 at 187% (2019: 197%).

4. Market risk
Change since 2019:

Definition No change
Market risk is the risk of loss arising from movements in market prices. It is the risk posed

to earnings, economic value or capital that arises from changes in interest rates, market

prices or foreign exchange rates.

Appetite

We have a moderate appetite for Market Risk, and do not have a trading book. Market Risk arises naturally as a result of taking
deposits from customers and lending to customers. Market Risk is closely monitored and managed to ensure the level of risk
remains within appetite, with key metrics reported to senior management and the Board.

Mitigation

Interest rate risk

We benefit from natural offsetting between certain assets and liabilities, which may be based on both the contractual and
behavioural characteristics of these positions. Where natural hedging is insufficient, we hedge net interest rate risk exposures
appropriately, including, where necessary, with the use of interest rate derivatives. We enter into derivatives only for hedging
purposes and not as part of customer transactions or for speculative purposes.

Our Treasury and Treasury Risk teams work closely together to ensure that risks are managed appropriately - and that we are
well-positioned to avoid losses outside our appetite, in the event of unexpected market moves.

We have hedge accounting solutions in place to reduce the volatility in the income statement arising from these hedging activities.
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Foreign exchange exposure

We have very limited exposure to foreign exchange risk. Foreign exchange assets and liabilities are matched off closely in each of
the currencies we operate and less than 5% of our assets and liabilities are in currencies other than GBP. We do not have any
operations outside the United Kingdom. We offer currency accounts and foreign exchange facilities to facilitate basic customer
requirements only.

Measurement

We measure interest rate risk exposure using methods including the following:

* Economic value sensitivity: calculating repricing mismatches across our assets and liabilities and then evaluating the change in
value arising from a change in the yield curve. Our risk appetite scenario is based on a parallel rate movement of 2% to all interest
rates, but we evaluate based on a series of other parallel and non-parallel rate changes. The scenarios are designed to replicate
severe but plausible economic events and to have regard to risks that would not be evident through the use of parallel
shocks alone.

* Interest income sensitivity: the impact on 12-month future income arising from various interest rate shifts. Our risk appetite
scenarios are based on parallel rate movements of 2% and of divergences of up to 1.15% between BoE base rate and LIBOR
against a constant balance sheet. We also evaluate a series of other parallel, non-parallel and non-instantaneous rate changes.

* Interest rate gaps: calculating the net difference between total assets and total liabilities across a range of time buckets.

The frequency of calculating and reporting each measure varies from daily to quarterly, appropriate to each risk type.

We use an integrated ALM system, which consolidates all our positions and enables the measurement and management of interest
rate repricing profiles for the entire Bank. The model takes into account behavioural assumptions as specified in our Market Risk
Policy. Material assumptions can be updated more frequently at the request of business areas, in response to changing market
conditions or customer behaviours. The model also takes into account future contracted or expected growth in lending and deposits.

We measure and monitor our exposures to foreign exchange risk daily and do not maintain net exposures overnight in any currency
other than GBP, above 5% of our total assets and liabilities.

Monitoring

Interest rate risk

Interest rate risk measures have limits set against them through the Market Risk Policy, and these are monitored on a regular basis
by the Treasury Risk team. Measures close to the limits are escalated to Treasury in order to ensure prompt action and limit excesses
are escalated to the Asset & Liability Committee. A digest of interest rate risk measures and details of any excesses are presented
monthly at the Asset & Liability Committee.

Internal Asset & Liability Committee Limits are set for the economic value of equity and net interest income based on the worse

of a +200bps or -200bps instantaneous symmetrical parallel shock to interest rates. The economic value of equity and net interest
income limits are monitored daily by risk. Performance against limits is reported monthly to the Asset & Liability Committee (with
exceptions communicated by email) and more regularly to senior management, as well as being noted by the ROC and the Board.

Furthermore, a £15 million limit is set for a set of asymmetrical movements between LIBOR and the BoE base rate. Our Treasury Risk
function runs a series of other interest rate risk simulations on a monthly basis to ensure that the Asset & Liability Committee is kept
updated of any other risks not captured by the policy measures.

We enter into hedging arrangements when the natural hedging in our book is insufficient to enable us to remain within our limits.
All derivatives are entered into macro or micro fair value hedge accounting arrangements in order to minimise volatility in the profit
and loss account.

The tables below set out the interest rate risk repricing gaps of our balance sheet in the specified time buckets, indicating how much
of each type of asset and liability reprices in the indicated periods, after applying expected non-contractual and out-of-course early
repayments in line with the Market Risk Policy. During 2020 we have updated the tables to better reflect our behavioural
assumptions on deposits and equity as well as to provide increased granularity. The comparative tables for 2019 have also been
updated to reflect these changes.
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Pillar 3 continued

4. Market risk continued
Table N: Repricing analysis

Up to Non-interest

3 months 3-6 months 6-12 months 1-5years Over5 years bearing Total

£’million £’million £’million £’million £’million £’million £’million
31 December 2020
Cash and balances with the Bank of England 2,913 - - - - 80 2,993
Loans and advances to customers' 4,665 538 1,083 5,924 175 - 12,385
Investment securities 2,343 65 - 910 95 - 3,413
Other assets 2,568 - - - - 1,220 3,788
Total assets 12,489 603 1,083 6,834 270 1,300 22,579
Deposits from customers (8,761) (1,091) (1,657) (4,563) - - (16,072)
Deposits from central banks and repurchase
agreements (3,808) - 4a7) (149) - - (4,004)
Debt securities - - - (600) - - (600)
Other liabilities? - - - - - (614) (614)
Equity (886) (40) (79) (284) - - (1,289)
Total equity and liabilities (13,455) (1,131) (1,783) (5,596) - (614) (22,579)
Interest rate derivatives 389 (125) - (264) - -
Interest rate sensitivity gap (577) (653) (700) 974 270 686 -
Cumulative gap (577) (1,230) (1,930) (956) (686) - -

Up to Non-interest

3months 3-6 months 6-12 months 1-5years Over5 years bearing Total

£’million £’million £’million £’million £’million £’million £’million
31 December 2019
Cash and balances with the Bank of England 2,989 - - - - - 2,989
Loans and advances to customers 4,565 639 1,506 7,962 - 14,681
Investment securities 2,068 - 3 472 22 - 2,565
Other assets - - - - - 1,165 1,165
Total assets 9,622 639 1,509 8,434 31 1,165 21,400
Deposits from customers (6,462) (1,212) (2,066) @4,737) - - (14,477)
Deposits from central banks and repurchase
agreements (3,855) - - (196) - - 4,051)
Debt securities - - - (B9 - - (B9
Other liabilities? - - - - - (698) (698)
Equity ©634) (50) (100) (799) - - (1,583)
Total equity and liabilities (10,951) (1,262) (2,166) (6,323) - (698) (21,400)
Interest rate derivatives 964 90) (245) (628) @ -
Interest rate sensitivity gap (365) 713) (902) 1,483 30 467 -
Cumulative gap (365) (1,078) (1,980) 497) 467) - -

1. Loans and advances to customers at 31 December 2020 includes the £295 million of loans and advances classified as held for sale.
2. Other liabilities includes lease liabilities which are shown as non-interest bearing category. Whilst interest expense is recognised on these liabilities within the income
statement this interest is not paid like other financial liabilities. The maturities of the lease liabilities shown on the balance sheet are set out below:
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Lease liability maturity profile

Up t
3 mo:thz 3-6 months 6-12 months 1-5years Over5 years Total
£’million £’million £’million £’million £’million £’million
31 December 2020 @ @ a5) (102) (196) (327)
31 December 2019 @ @ (@] (101) (212) (341)

A positive interest rate sensitivity gap exists when more assets than liabilities reprice during a given period. A positive gap position
tends to benefit net interest income in an environment where interest rates are rising; however, the actual effect will depend on
multiple factors, including actual repayment dates and interest rate sensitivities within the banding periods. The converse is true
for a negative interest rate sensitivity gap.

The table below shows the sensitivity arising from the standard scenario of a +200bps and -200bps parallel interest rate shock upon
projected net interest income for a one-year forecasting period.

Table O: Interest rate sensitivity

200bps

decrease

200bps (not floored

increase at zero)

Sensitivity of projected net interest income to parallel interest rate shock for a one-year forecasting period £’million £’million
31 December 2020 19.8 (20.1)
31 December 2019 8.1 (8.2)

5. Financial crime risk
0 Change since 2019:

Definition Decreased

Financial crime risk is the risk of financial loss or reputational damage due to regulatory

fines, restriction or suspension of business, or cost of mandatory corrective action as

a result of failing to comply with prevailing legal and regulatory requirements relating

to financial crime.

Appetite

We have no appetite for establishing or maintaining customer relationships or executing transactions that facilitate financial crime
and have no appetite for sanctions breaches. Relationships with customers where it is felt that the financial crime risks are too great
to manage effectively will be ended and continual investment is made in our expertise, partnerships and systems to improve our
management of risk in this area. We will not tolerate any deliberate breach of financial crime laws and regulations that apply to our
business and the transactions we undertake.

Mitigation

Investment in our systems and controls

We continue to conduct horizon scanning activity to identify emerging trends and typologies as well as to identify and prepare
for new legislation and regulation. This includes participating in key industry forums (or associations) such as those hosted by UK
Finance. As required, we will update our control framework to ensure emerging risks are identified and mitigated. We updated
all our Financial Crime policies and standards in 2020 to ensure alignment with regulatory obligations.

Our Financial Crime Improvement Programme, which was mobilised in 2019, continued to deliver enhancements to our business-
wide financial crime systems and controls throughout 2020. This programme will continue to deliver a Bank-wide framework to
ensure Financial Crime controls are designed in line with regulatory requirements and build new capability to manage financial
crime risk into 2021.
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Pillar 3 continued

5. Financial crime risk continued

Resourcing and training

Resourcing continues to be a significant focus for the Bank to ensure the Financial Crime Framework is implemented effectively.
Headcount has increased across all lines of defence and we have recruited additional specialist resource in 2020 to support
operational teams in the first line of defence and to bolster second line Financial Crime Policy, Advisory and Assurance functions.
We continue to invest in our colleagues’ development to improve their capabilities through industry-recognised financial crime
qualifications. All colleagues receive financial crime training, which is updated to reflect new requirements, ensuring our colleagues
are able to meet their personal regulatory obligations and assist us in achieving our risk appetite and financial crime obligations.

Sanctions compliance

We continue to review our sanctions compliance framework with the support of external advisers, following our notifications

to regulators on the sanctions matters discovered in 2017 and 2019. The Financial Crime Improvement Programme has delivered
multiple enhancements to our sanctions compliance capabilities in 2020 and will continue to do so throughout 2021.

Anti-money laundering and combating terrorist financing prevention

We comply with all relevant UK Anti-Money Laundering and Combating Terrorist Financing legislation. The Financial Crime
Improvement Programme continues to deliver enhancements to our customer due diligence capabilities, transaction monitoring,
customer and payment screening capabilities. The programme ensures we continue to effectively prevent, detect and treat
potential out-of-appetite financial crime activities.

Anti-bribery and corruption and anti-tax evasion compliance

We comply with the UK Bribery Act 2010 and have zero tolerance for undertaking and/or facilitating bribery and/or corruption
and will always avoid giving or receiving improper financial or other benefits in our business operations. We also comply with the
Criminal Finances Act 2017 and have a zero tolerance approach to any facilitation of tax evasion. We are committed to acting
professionally, fairly and with integrity in all our business dealings and relationships.

Fraud prevention
We have continued to invest in fraud prevention tools and further capability in 2020. This, in addition to historic investment,
has resulted in significant savings by preventing attempted frauds against our customers and the Bank itself.

During the pandemic, we have seen fraudsters continue to target customers through authorised and unauthorised payment fraud
attempts. Alongside this we have also seen an increase in the use of social engineering techniques to attempt to obtain customers’
personal and security details, using reasons related to COVID-19 and scams topical to the pandemic, including pets, vaccines and
personal protective equipment. We have continued to share fraud prevention trends and best practice via our various
communication channels to help our customers protect against such attacks.

We have supported our customers during these difficult times by providing government-funded schemes and we have
implemented fraud capabilities to limit attempted fraud against these schemes. We have worked closely with the British Business
Bank, other banks, network operators and law enforcement to identify and reduce the fraud risk in relation to BBLS applications.

In 2021, we will continue to work closely with stakeholders to help prevent and protect our customers from fraud.

Measurement

The Financial Crime Risk team own our control framework with accountability for execution owned by our colleagues across the
first line. The Risk team defines our risk appetite and recommends this to the Board for approval. In order to monitor the
effectiveness of our control framework and the alignment with our risk appetite, KPIs are defined, reported against and escalated
through to the ROC. We report monthly on our Bank-wide account opening pass rates, fraud volumes and associated operational
losses through this process.

Monitoring
Our policy framework also sets out key requirements which must be complied with consistently to manage our various risks.

We have risk-based audit and assurance plans to monitor the effectiveness of our controls. Dedicated and skilled resources are in
place to complete these reviews, with findings and recommendations tracked through our financial crime governance structure.
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We maintain policies and compliance standards, aligned to our legal and regulatory obligations, which also articulate our risk appetite.

Each year we complete a financial crime risk assessment to ensure that our financial crime control framework is commensurate and
robust to manage our inherent business risks across each financial crime area.

We participate in external industry forums, including being an active member of the Cyber Defence Alliance and liaise with
government bodies such as UK Finance, the Home Office, HMRC, the Financial Conduct Authority and law enforcement to support
our identification of new and evolving risks.

6. Regulatory and compliance risk

Change since 2019:
Definition No change
Regulatory and compliance risk is the risk of failing to understand and comply with
relevant laws and regulatory requirements; not keeping regulators informed of relevant
issues; not responding effectively to information requests nor meeting regulatory
deadlines; or obstructing the regulator.

Appetite

We have no appetite for actions that result in breaches of regulation or for inaction to address systemic process and
control failures leading to material non-compliance. Notwithstanding the complexity and volume of the regulatory agenda,
we ensure that all mandatory requirements are prioritised with sufficient resources to implement within required timescales
in a customer-focused manner.

Mitigation

The following controls and procedures help to mitigate regulatory and compliance risk:

¢ A clearly defined compliance policy statement (with supporting policy standards) and Regulatory Appetite Statements signed
off by the Board.

¢ Ongoing development, maintenance and reporting of risk appetite measures for regulatory and compliance risk to the Executive
Risk Committee and the Board.

* Maintenance of proactive and coordinated engagement with our key regulators.

« Continual assessment of evolving regulatory requirements, including regulatory business plans and thematic reviews.

« Consideration of regulatory requirements in the context of product and proposition development and associated
appropriate governance.

« Oversight of key regulatory implementations, including PSD2.

* Oversight of regulatory and compliance risks and issues in relevant governance bodies.

¢ Ongoing review and tracking of known regulatory and compliance issues and remediation actions being taken.

* Arisk-based assurance framework, designed to monitor compliance with regulation and assess customer outcomes.

Our Board, Risk Oversight Committee and Executive Committee (via the Executive Risk Committee) continue to monitor and
oversee our focus on maintaining regulatory compliance. This includes periodic reporting on regulatory themes, regulatory
changes on the horizon and the regulatory environment, alongside supporting key risk measures and Board-approved policies
and standards.

Measurement

Regulatory and compliance risks are measured against a defined set of Board-approved risk appetite metrics relating to regulatory
breaches, and past due regulatory implementations and actions. Thresholds are set and form part of the Board-approved Risk
Appetite Statement.
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Pillar 3 continued

5. Regulatory and compliance risk continued

Monitoring

Regulatory and compliance risk is considered by all three lines of defence as part of their oversight and assurance activities.

A risk assurance plan, approved by the Executive Risk Committee on an annual basis, independently assesses areas of the control
framework underpinning compliance with laws and regulations.

7. Conduct risk
Change since 2019:

Definition Increased
Conduct risk is the risk of treating customers unfairly and delivering poor outcomes that

lead to customer detriment, such as financial loss and/or distress and inconvenience.

This can also result in wider adverse impacts, for example, loss of customers,

reputational damage, regulatory investigations and/or legal action.

Appetite

We have no appetite for conduct risks that knowingly deliver inappropriate customer outcomes, which may lead to customer
detriment. Where inappropriate outcomes are identified, these are remediated quickly to minimise risk and reduce harm

to our customers.

Mitigation

Our simple, transparent and fairly-priced products and activities continue to help ensure that conduct risk is minimised. Our
colleagues are fully trained in all relevant products and services and these are delivered with exceptional levels of service to
customers through all channels, with openness and transparency, supported by robust management controls and quality assurance
measures. Our products are reviewed regularly to ensure they continue to meet customer needs and perform as expected. We are
committed to ensuring communications are clear, fair and not misleading. We do not use sales incentives in stores, nor is there

a perception amongst colleagues that they exist in any unofficial manner.

Make every wrong right

Our service-led business model gives us an inherent advantage over peers. We are committed to doing the right thing for our
customers and to making any wrongs right. Where conduct risks are identified, resources and expertise are dedicated to swift
remediation action to appropriately mitigate any issues, avoid recurrence and, if detriment has occurred, the scale of the harm is
quantified to address this with impacted customers. This is possible because of our clear risk framework which includes defined
first line ownership, review stages and challenge by the second line, and assurance from the third line.

In 2019, we made a provision of £12 million for customer remediation, which predominately related to non-compliance with certain
requirements to provide SMS warning alerts to customers regarding overdraft charges. The error was subsequently corrected and
the Competition and Markets Authority was informed. We pride ourselves on providing exceptional levels of service and we regret
the impact on customers. All customers have now been contacted and the remediation project has been completed.

Measurement

We measure conduct risk through Risk Appetite Metrics which are centred around product governance, compliance monitoring,
analysis of expressions of dissatisfaction, root cause analysis, ‘Voice of the Customer’ surveys and reporting through customer
treatment forums. Key Risk Indicators are also defined, reported against and escalated to the Risk Oversight Committee. We view
the effective management of conduct risk as being evidenced by low levels of poor customer outcomes and evidence of robust
controls, meaning that the right internal processes are being followed to deliver these outcomes.

Monitoring

As well as monitoring the trends in the metrics outlined above, we analyse the root cause of complaints and any underlying trends,
to identify opportunities to improve service provision while delivering consistently fair outcomes for customers.
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8. Model risk
Change since 2019:

Definition Increased
Model risk can be defined as the potential loss that we may incur, as a consequence of

decisions that could be principally based on the output of models, due to errors in the

development, implementation or use of such models. Model risk can lead to financial

loss, poor business and strategic decisions, and reputational damage. Model risk covers

all models and is not limited to credit risk models.

Appetite
We have only a moderate appetite for risk due to errors in the development, implementation or use of models, which we mitigate via
effective governance over the specification and design, implementation and running of our models and over model input data.

Mitigation

Governance

The main mitigant to model risk is the robust governance process we have established. This includes two dedicated model
committees:

¢ Model Oversight Committee - which is the designated committee for the management of model risk.

* Model Governance Committee - which is the technical committee overseeing the model risk life cycle.

Material models are presented to the Model Oversight Committee for approval via the Model Governance Committee, ahead
of implementation or model changes.

The Model Oversight Committee defines and approves standards relevant to model risk and recommends policies and model risk
appetite to the Risk Oversight Committee for approval on an annual basis. The Model Governance Committee owns the minimum
standards and target operating models to mitigate model risk. It also defines roles and responsibilities, with clear ownership

and accountability.

The Model Governance function maintains a model inventory, which records key features of models including ownership and review
schedules. The Model Governance function also tracks model risk and actions from both the Model Oversight Committee and Model
Governance Committee.

Independent review

We have established an independent Model Validation team, which is part of our Prudential Risk function. This is managed by

a team of experts, independent from model development. This team is responsible for reviewing model development submissions
and maintains a model validation action log to track model risk remediation plans. Models are also subject to internal and external
audit as well as regulatory reviews.

Measurement

We measure model risk using a set of model performance indicators which form part of our Key Risk Indicators and are regularly
reported and discussed at the Model Governance Committee, Model Oversight Committee, Risk Oversight Committee and Board.
On a monthly basis, the Model Governance Committee reviews any material validation actions and tracks their closure.

Monitoring
A dedicated Model Monitoring team is responsible for assessing the ongoing performance of credit risk models against pre-
specified tolerances approved by the Model Governance Committee as part of model monitoring standards.

Model performance is regularly monitored, and results are discussed both at the Model Governance Committee and Model
Oversight Committee, where actions are agreed and tracked to completion. Non-credit risk models are also subject to monitoring
according to metrics and a schedule agreed at Model Governance Committee, however, this monitoring is undertaken by the
appropriate user areas rather than by the Model Monitoring team.
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Pillar 3 continued

9. Capital risk
Change since 2019:

Definition No change
Capital Risk is the risk that we fail to meet minimum regulatory capital (and MREL)

requirements. Management of capital is essential to the prudent management of our

balance sheet, ensuring our resilience under stress and the maintenance of the

confidence of our current and potential creditors (including bondholders, the bond

market, and customers) and key stakeholders in the pursuit of our business strategy.

Appetite
We have a low appetite for Capital Risk and our aim is to maintain a surplus of capital resources above regulatory requirements.

Mitigation

We manage our capital risk via our Capital Adequacy Framework which includes policies, strategy, limit setting, continuous
monitoring and stress testing. Our ICAAP is a key component of this framework and is used to analyse material risks and assess our
strategy and objectives under various stress scenarios. Capital ratios continued to be maintained within Board risk appetite and
regulatory requirements throughout 2020.

Sustainable profit growth

The main mitigation to capital risk is the sustainable generation of additional capital through the accumulation of profits. The Board
and Executive Committee are focused on ensuring the successful delivery of the strategic plan to ensure the return to sustainable
profitability.

Balance sheet optimisation

Another key mitigation that we can use to manage capital risk is the efficient deployment of our existing capital resources. One of
our strategic priorities is improving our balance sheet optimisation to ensure we maximise our risk-adjusted returns whilst remaining
above regulatory requirements. As part of this approach we executed a sale of a portfolio of residential mortgages in December
2020 which increased our MREL resources, through a combination of reducing our RWAs and the recognition of a gain on sale.

Raising of additional capital

As we grow we need to raise additional regulatory capital to support lending growth. The ability to raise additional capital, as well as
the associated cost, is dependent upon market conditions and perceptions. The sale of the mortgage portfolio removed the need
for us to raise additional capital in the near term.

Measurement
We measure our capital resources in line with regulatory requirements. In order to appropriately manage our capital resources,
we produce regular reports on the current and forecasted level of capital for the Board and the Executive Leadership Team. This

includes the undertaking of routine stress testing on an ongoing basis.

The key assumptions and risk drivers used to create the stress tests are regularly monitored and reported, and are used in
determining how we will evolve our capital resources and ensure they are appropriate for growth.

The ICAAP is used to assess the adequacy and efficiency of our capital resources required to support our business model.
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Monitoring

We consider both short-term forecasts and medium-term plans, and our overall agreed risk appetite.

We also develop appropriate strategies under market stress conditions to manage those risks to capital and consider both past
events and customer behaviour to inform our analysis, and to validate our robustness. This process is used to ensure that we apply

appropriate management buffers to regulatory capital requirements in line with risk appetite.

We manage and monitor capital in accordance with prudential rules issued by the PRA and FCA, in line with the EU Capital
Requirements Directive, in addition to our own internal reporting measures. We are committed to maintaining a strong capital base

under both existing and future regulatory requirements.

We are working to ensure we are compliant with the incoming CRD V / CRR 2 requirements, which were published in June 2019;
and the recent PRA consultation CP17/20 (CRD V: Further Implementation) detailing the transitional changes in the UK regulatory

framework required as a result of the exit from the European Union.

Table P: Capital resources

Audited

31 December 31December
2020 2019
£’million £’million

Ordinary share capital
Share premium
Retained earnings

1,964 1,964
(694) (392)

Other reserves 19 11
Intangible assets (254) (168)
Other regulatory adjustments 157 12
Total Tier 1 capital (CET1) 1,192 1,427
Debt securities (Tier 2) 249 249
Total Tier 2 capital 249 249

Total regulatory capital

1,441 1,676
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