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What we do

OSB Group is a leading specialist
mortgage lender, primarily focused
on carefully selected sub-segments
of the UK mortgage market.

Our continued success
is driven by strong
relationships with all

Our Purpose is to

our stakeholders. help our customers,
colleagues and
e - » communities Our Values
or more information see pages 12- prosper are WhOt our

colleagues
stand by, and
support us in
achieving our
Purpose
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The Group delivered 9% net
loan book growth despite
subdued demand in the

wider mortgage market...
Andy Golding Chief Executive Officer

@ See my statement on page 18
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Highlights

Financial KPls

Gross new lending®

-20%

Strategic Report

Governance

Net interest margin®

-4/bps

Financial Statements

Cost to income?

+Qppt

Appendices

Throughout the Strategic report, 2023 2023 2023 36%
the Key performance indicators 2022 £5.8bn 2022 278bps 2022 27%

(KPIs) are presented on a statutory

and an underlying basis. _ 5 2 b S i 8 -t

Management believes that the underlying p p p

KPIs provide a more consistent basis for 2023 251bps 2023 33%
comparing the Group’s performance between 2022 2022

financial periods.

Underlying KPIs exclude integration costs
and other acquisition-related items. For a
reconciliation of statutory to underlying KPls,
see the Appendix.

@ For more information see pages 33-35

Net loan book

+0%

2023 £25.8bn

Loan loss ratio®

Profit before tax

-30%

02

2023 20bps 2023 £374.3m
2022 £23.6bn 2022 13bps 2022 £531.5m
2023 £25.7bn 2023 2023 £1126.0m
2022 2022 2022
Key:
Statutory Statutory Underlying Underlying Group Group

2023 2022 2023 2022 2023 2022
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Highlig hts continued

Financial KPls continued

Return on equity®

-/ppt

2022 21%

2023
2022

Common Equity Tier 1 (CET1) ratio

-220bps

2023 16.1%
2022 18.3%

A The Group’s external auditor performed an independent

Basic EPS* (pence per share)

-2/ %
2023 [T
2022

-25%
2023
2022

Ordinary dividend?

+0%

reasonable assurance review of certain KPIs as marked with the
symbol A - see the Appendix for the auditor’s assurance report.

90.8p

32.0p
30.5p

Strategic Report

Governance

Non-financial KPIs

Women in senior management'

+2ppt

2023

Reduction in energy consumption per sq.m?

11%

2023 191.87 kWh/sq.m
2022 216.32kWh/sq.m

a senior nature).

2. Energy consumption is a measure of the

total kWh used (electricity, gas and gasoil)
in buildings under the Group’s operational

control, divided by the total square meterage

of those buildings.

33%
2022 31%

Employees at grades A (Executive Director) to
grade E (including function heads with senior
direct reports or employees at specialist roles of

Financial Statements

0SB

CCFs

Appendices

Savings customer satisfaction —
Net Promoter Score®

+/

2023
2022

+7

2023
2022

Prior to Q4 2022 the CCFS NPS was measured
using its legacy engagement programme,
thereafter measurement was aligned to the OSB
Group programme.

The 2022 OSB NPS included email surveys in
November and December. The 2023 OSB NPS
included interactive voice recognition surveys,
which were not considered for CCFS scores.




Overview Governance Financial Statements

OSB GROUP PLC | Annual Report and Accounts 2023

Strategic Report Appendices

Our culture

At OSB Group we are working hard to create a positive, collaborative and supportive environment.

By that we mean more than just helping them to be more financially well off. We want them to flourish,
thrive and succeed in their personal and professional goals.

By working Stronger together, Taking ownership,
Aiming high and Respecting others, we will more
powerfully achieve our own goals, as well as those of
our stakeholders’.

But we are not just focused on lending and savings
(though that is what we do and what we are great
at); we are a business that cares about leaving things
better than we found them. We are passionate about
Stewardship, which encourages us to give back to our
communities, supporting those who are vulnerable or
less fortunate, embracing diversity and finding new
ways to protect our environment.

It does not matter where we are working from: a
branch, on the road, in the office or from home. It does

not even matter that we are not all in the same country.

We are clear about what we want to achieve, we
know how we want to achieve it and we are absolutely
determined to build upon the foundations we have
created so our customers, shareholders, communities
and colleagues can prosper.

Stronger together

We collaborate to create a culture in which we all share
goals and values. We aim to build trust, respect and
openness across the Group.

Aim high

We set the bar high for ourselves and our customers. They
are the ones who know when we are going above and
beyond and remember the promises we keep.

Stewardship
We act with conscience and take social, environmental and
ethical factors into consideration when making decisions.

Take ownership

We take ownership of what needs to be done as well as
our personal and professional development, helping to
achieve the collective goals of the business.

We wiill support achieving our
goals by working Stronger
together, Taking ownership,
Aiming high and Respecting
others...

Respect others
We treat others fairly and communicate in a way that

respects an inclusive and diverse culture, listening to all
voices and ensuring opinions are offered and heard.
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Why invest?

Leader in specidalist
sub-segments

OSB Group is a leading
mortgage lender in
professional Buy-to-Let and
specialist Residential market
sub-segments.

The Private Rented Sector
has experienced an
expansion in the last 20
years boosted by a lack of
affordable housing in the

UK and the Group’s share of
new Buy-to-Let business was
c9% in 2028. The Group’s
net loan book grew by 9%

in 20283.

@ For more information
see pages 25- 32

Highly capital-
generative

The Group is strongly
capitalised with a proven
track record of capital
generation through
profitability. This allows it
to support strong growth
as well as distributions

to shareholders.

The Board has recommended
a final dividend of 21.8 pence
per share and a £60m share

repurchase programme over

the next six months.

Overview

Consistent returns

Since its IPO, the Group
has consistently generated
a market-leading return
on equity (RoE), driven

by attractive margins,
significant growth in its
specialist market sub-
segments and sound

risk management.

In 2023 the underlying and
statutory RoEs remained
strong at 16% and 14%,
respectively, after the total
net adverse EIR adjustment
of £181.6m and £210.7m

on an underlying and
statutory basis.

Ur\(ﬂying net

loan book

£25.7bn

2022: £23.5bn

Ordinary dividend
per share

32.0p

2022: 30.5p

Underlying return
on equity

16%

2022: 24%

Strategic Report

Our competitive
advantage

The Group focuses on
market sub-segments where
its specialist approach to
underwriting offers a key
source of differentiation.

The Group offers a unique
breadth of complementary
yet differentiated lending
propositions to its customers,
ranging from speedy
decisions for ‘off the peg’
solutions from its Precise
Mortgages brand, through
to structuring unique
‘bespoke’ solutions through
its InterBay brand.

@ For more information
see page 14

Governance

Financial Statements

Experienced
leadership team

The Group is managed by
an experienced and well-
respected leadership team
and governed by a Board
with a broad range of skills
and expertise. The leadership
team has a long track record
in operational management
and in delivery of sustainable
returns for shareholders.

@ For more information
see pages 106-109

Appendices

Focus on
sustainability

The Group progressed its
commitment to net zero'
and the Net Zero Banking
Alliance by publishing
interim science-based
targets for 2030. In 2023
we laid the foundations for
achieving these targets be
developing our inaugural
Climate Transition Plan,
available on our website.

We strive to make the Group
a more diverse and inclusive
organisation and, in the
year, we achieved our 33%
target of women in senior
management roles in the UK.

@ For more information
see pages 69- 93

1. Net zero is defined as a reduction
in Scope 1, 2, and 3 emissions to
zero or to a residual level that is
consistent with reaching net zero
emissions at the global or sector
level in 1.5°C aligned pathways.

05
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Chair of the Board’s statement

2023 was characterised by continuing
macroeconomic uncertainty and geopolitical
stress. For the Group, the combined impact of
rapid Bank of England rate rises and volatility in
yield curves was significant. Nonetheless our well
regarded customer propositions underpinned
strong underlying growth in our net loan book
and the consistent delivery of good outcomes for
our customers.

Total ordinary dividend
pence per share

32.0

2022: 30.5

Share repurchase -
next six months

£H50m

2022: £150m

N—

Strategic Report

Governance

The story of strong growth was overshadowed
in July as the Group announced an adverse
effective interest rate (EIR) adjustment. This
had a significant impact on its share price,
and | share the disappointment amongst our
shareholders from this event. | am pleased
that the change in customer behaviour as
interest rates rose rapidly in the first half of
the year has, as reported in our Q3 trading
update, been broadly stable since the
adverse EIR adjustment was announced,
providing some assurance to investors.

The Board and | take confidence that the
management team dealt with the issue
appropriately and lessons learnt from this
experience have been addressed.

The Group continued to formalise its
approach to sustainability and was
confirmed as a UN Global Compact
signatory in December. We have also
published our first Climate Transition Plan
and interim emission targets for 2030, as
we progress on the path to achieving our
long-term goal of net zero greenhouse gas
emissions by 2050.

Financial Statements

Appendices 07

April Talintyre our long-serving Chief
Financial Officer (CFO) and Executive
Director has advised the Board that she will
not be seeking re-election and will retire at
the Group Annual General Meeting on 9
May 2024. | and the Board of OSB Group
would like to thank April for her exceptional
contribution and commitment to the business
since she joined in 2012, and | wish her all
the best for her retirement. The process to
appoint a permanent replacement for April
is progressing well and Victoria Hyde, the
Deputy Chief Financial Officer will become
the acting CFO, subject to regulatory
approval, whilst the process is completed.

The Group remains well-capitalised, and
successfully issued £250m of Tier 2 debt

and £300m of MREL qualifying senior notes
in 2023 which strengthened our reputation

in debt capital markets. The Group met its
interim MREL requirement of 22.5% of risk
weighted assets, including regulatory buffers,
in January 2024 following a further £400m
issuance of senior debt.

The Board is committed to returning excess
capital to shareholders and | am pleased

to announce that following the successful
completion of the £150m share repurchase
during 2023, a further £50m share
repurchase programme over the next six
months will commence on 15 March 2024. In
addition, the Board has recommended a final
dividend of 21.8 pence per share for 2023,
which together with the interim dividend

of 10.2 pence per share, represents a total
ordinary dividend for the year of 32.0 pence
per share (2022: 30.5 pence).
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Strategic Report

Chair of the Board’s statement continued

The Group met its interim MREL
requirement, including regulatory
buffers, in January 2024 following a
further £400m issuance of senior debt...

Overall, and notwithstanding continued
economic and political uncertainty, the
Board is confident that our focused strategy
will continue to deliver strong net loan book
growth, good capital generation supporting
further capital returns to our owners, and a
progressive dividend per share.

We are continuing to invest in people, our
technology infrastructure and enhancements
to our increasingly digital customer
propositions. These are all vital to ensure

the long-term sustainability of the business.
Along with our Board, our Executives and
most importantly the 2,500 colleagues in our
teams, | am looking forward to the future with
renewed confidence and enthusiasm.

David Weymouth
Chair of the Board

14 March 2024

COMPANIES ACT 2006
SECTION 172 COMPLIANCE
STATEMENT

The Directors are bound by their
duties under section 172(1)(a) to (f)
of the Companies Act 2006 and the
manner in which these have been
discharged; in particular their duty
to act in the way they consider, in
good faith, promotes the success of
the Company for the benefit of its
shareholders as a whole.

Pages 119-125 in the Corporate
Governance Report demonstrate
how the Board has engaged with the
Group’s key stakeholders (customers,
intermediaries, colleagues,
shareholders, suppliers, regulators
and the local communities in which
we are located). Examples of strategic
decisions which have impacted the
Group’s key stakeholders are set out
on page 118.

Governance Financial Statements Appendices 08
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Market review

Meeting market demand

Activity reduced in the housing and mortgage markets in 2023,
with rising interest rates and cost of living pressures impacting
buyer affordability.

Strategic Report

Governance

The UK housing and
mortgage market

Housing market activity was constrained
during 2023, primarily by affordability
pressures generated through the higher cost
of living and borrowing. As a result, property
transactions and mortgage completions

fell. However product transfers increased,

as borrowers reaching the end of their

initial term sought to lock in their monthly
repayments to protect against further
interest rate rises.

Inflationary pressures which began in 2022
carried on into 2023 with prices rising by
10.1% in the 12 months to January 2023.!

This prompted the Bank of England (BoE)

to implement five successive increases in

the base rate in 2023, with the objective of
reducing inflation towards its 2.0% target. The
base rate rose to 5.25% by August 2023 an
increase of 1.75% from the start of the year.?

The BoE’s response contributed to an easing
of CPI inflation which fell steadily throughout
2023, leading the Monetary Policy
Committee to vote to hold rates steady at the
final three meetings of the year in September,
November and December, with CPI of 4.0% at
the end of the year.!

Mortgage interest rates increased
significantly following the Government’s
mini-budget in September 2022 and higher
rates persisted throughout 2023 with some
moderation through the early part of the
year. The average rate on a new two-year
fixed rate residential mortgage at 75% loan
to value fell from 5.14% in January 2023

to 4.60% in April according to the Bank of
England, before rising again during a period
of volatile interest rate swap pricing, hitting

Financial Statements

Appendices

a peak of 6.22% in July. Mortgage rates
then eased to the end of the year, with the
average two-year fixed rate product offered
at 5.03% in December.®

House prices also continued to increase in
the first half of the year, despite weakening
demand, before turning negative from July
onwards. UK house prices fell by 1.4% in the
12 months to December 2023.*

The combination of these factors greatly
suppressed overall activity in the housing
and mortgage markets, with the number

of residential property transactions in

the UK falling by 19% to 1.02m in 2023
(2022: 1.26m)", the number of approvals

for new mortgages falling by 30% to 1.02m
(2022: 1.46m)° and total UK gross mortgage
lending falling by 29% to £224bn in 2023
(2022: £313bn).”

UK Buy-to-Let gross advances

£29bn

2023 E29bn
2022 £57bn
2021 £48bn

Source: UK Finance, Feb 2024.

UK average house price inflation

-1.4%

2023
2022 +7.7%
2021 +8.1%

Source: ONS, Feb 2024.

N—
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MG rket reVieW continued

The UK savings market

Savings balances in the UK reduced by 0.9%
in 2023 to close the year at £2,182.2bn,
compared to growth of 3.1% a year earlier,
as cost of living pressures weighed on
households’ disposable income.®

Consumer preference pivoted in favour of
term savings accounts over instant access and
current accounts, with term deposits and cash
ISA balances increasing by 36.3% and 16.3%
respectively during the year. This performance
is a marked shift to the declining balances
reported in these product types in 2022, as
higher interest rates motivated consumers to
lock into term savings in 2023.°

Pricing on one-year fixed term accounts
increased from a peak of 3.64% in 2022 to
a peak of 545% in 2023, reflecting a higher
SONIA yield curve and signs of increasing
competition in the second half of the year.1®
At the end of December 2023, 1,918 savings
products were promoted in the market,
which represented a step-up from the 1,690
accounts advertised a year earlier."

The Bank of England base rate increased
by 175bps during the year. The majority of
this benefit was passed through to savers
with interest rates on instant access savings

Overview

products increasing by an average of 161bps
in 20283.1° In August 2023, NS&l made an
aggressive step, moving to the top of the best
buy tables and banks and building societies
were compelled to follow suit.

The Group’s lending segments

Buy-to-Let

Buy-to-Let gross advances totalled £29.0bn
in 2023, a 49% decrease from £57.2bn in
2022, reflecting affordability concerns,
with rising borrowing costs and pressures
stemming from higher energy prices and
increasing maintenance costs.?

The regulatory landscape also continued
to shift, with speculation regarding two
pending pieces of legislation contributing
to landlords’ uncertainty:

» The Renters (Reform) Bill was introduced
to Parliament in May and proposed a
wide-ranging set of measures that seek
to improve standards in the private rented
sector. This includes the abolition of ‘no
fault’ evictions via a Section 21 notice,
the strengthening of landlords’ grounds
for repossession and the application of
a Decent Homes Standard to the private
rented sector for the first time.

...professional, multi-property
landlords that form the Group’s
customer base will play an

increasing role in the sector’s

future...

Strategic Report
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« A consultation on Improving the Energy
Performance of Privately Rented Homes
in England and Wales closed in January
2021. The outcome was widely expected
to introduce a minimum requirement for
all rental properties to achieve an EPC
(Energy Performance Certificate) rating of
C or higher from 2028, however the Prime
Minister announced that this plan had
been withdrawn in September.

UK Buy-to-Let mortgage balances
outstanding fell by 0.2% to £301bn during the
year, and it is evident that a limited number
of landlords chose to exit the market."?
However, it is likely that this activity was more
concentrated towards amateur landlords
with single properties or small portfolios.

Financial Statements
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Research conducted by BVA BDRC on

behalf of the Group showed that single
property landlords were the least likely to
make a profit, the least likely to acquire

new properties and the most likely to exit

the private rented sector in the next 12
months. The research also showed that of

all landlords who planned to purchase new
properties in the next 12 months, the majority
(63%) planned to do so within a limited
company structure. This correlates with the
Group’s own Landlord Leaders research. This
illustrates that professional, multi-property
landlords that form the Group’s customer
base will play an increasing role in the
sector’s future.'®
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MCI rket reVieW continued

Data collected by RICS showed that the
Private Rented Sector had a critical role to
play in the provision of housing in the UK.
RICS members reported increasing tenant
demand in every survey since mid-2020,
with supply remaining weak. This was
also the case in 2023, as evidenced by a
decline in landlord instructions coming to
market, further magnifying supply and
demand imbalance™.

This imbalance exerted growing pressure on
rents during 2023. The ONS reported that
rents on the existing rental stock increased by
6.2% in the 12 months to December 2023,
while Rightmove reported that asking rents
for newly let properties increased by 9.2%
in the fourth quarter of 2023 compared to
a year earlier'®. Research conducted by
BVA BDRC suggested that over half (51%) of
landlords planned to increase rents in the
next six months, with most suggesting an
increase is necessary to cover the running
costs of the property.”

Residential

Total residential loans to homeowners
reached £186bn in 2023 according to UK
Finance, a 26% decrease from £250bn in
2022. Within this total, purchase activity
declined by 28% to £121bn (2022: £168bn)
while refinancing fared slightly better, down
21% to £65bn (2022: £82bn)."”

Refinancing volumes during the year were
likely dampened by the growing popularity
of product transfers within an existing lender
which are not included in gross lending
totals. This trend was in part driven by the
Mortgage Charter, under which signatory
lenders agreed to allow customers who are
approaching the end of their fixed rate term
the opportunity to lock in a new fixed rate
product up to six months in advance.

Overview

Product transfers totalled £240bn in 2023, a
21% year-on-year increase (2022: £198bn), and
represented 78% of all regulated refinancing
activity during the year (2022: 69%).'®

Commercial

There was a sense of confidence in
commercial property during the first half
of 20283, supported by stable or slightly
increasing capital and rental values. This
positive momentum reversed in some
segments during the second half of the year,
with declines becoming more pronounced
in the fourth quarter. Data for ‘all property’
showed capital values fell by 3.9% in 2023,
with varying degrees of impact across
commercial property sub-categories.'’

UK office investment remained at low levels
throughout 2023 and the traditional end-
of-year surge in activity did not materialise.
According to CoStar Research, annual
office investment stood at £8.8bn, a 14-year
low and less than half the ten-year annual
average of £23.7bn. The reduction in trading
was most pronounced for higher-value
properties. Prices fell as a result of weak
investor sentiment, higher borrowing costs
and rising vacancies as hybrid working
continued. In response to this, cash-rich
investors have been entering the market
seeking high quality offices in desirable
locations or, in some cases, seeing an
opportunity to capitalise on the increasing
occupier preference for energy efficient
offices by retrofitting older buildings.?®

Investor sentiment towards the retail sector
has generally deteriorated in recent years
amid multiple lockdowns and a wave of store
closures and company administrations.
There were however, some pockets in good
high street locations in affluent commuter
towns and established market towns that

Strategic Report
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were bucking this trend. Average yields
increased at the end of 2023, with retail
property trading at a big discount to
industrial properties in a complete reversal
from a decade earlier. Rising interest rates,
inflationary pressures and faltering retail
sales made retail property appear less
attractive and financing more difficult to
secure, with the last two quarters of the year
representing the weakest time for investment
in the last three years. Overall, retail leasing
demand continued to decline in the second
half of 2023.

The strong levels of occupier and investor
demand for industrial property, witnessed
through the height of the pandemic, faded in

2023, amid higher inflation and interest rates.

However, the sector continued to benefit
from structural factors such as e-commerce,
supply chain reconfiguration and the push
towards net zero carbon emissions. Although
occupiers scaled back growth plans which
weighed on take up, vacancies remained
relatively low at 4.1% nationally.?' Industrial
properties with the highest energy-efficiency
ratings posted stronger rental growth than
their lower rated or unrated counterparts.
Sector-wide rental growth rates eased from
record levels as vacancies increased and
occupiers faced growing cost pressures.

Residential development

A lower level of activity in the residential
development sector reflected the subdued
wider housing market as developers
reduced the number and scale of projects
in response to the higher cost of financing
and lower demand from homebuyers.
New build completions were 9% lower in
the third quarter of 2023 than in the third
quarter of 2022, whilst new build starts were
down 47%.%2

Financial Statements
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Demand for new properties remained
relatively resilient for housing that was
affordable to local populations, in contrast to
the broader market. However, as mortgage
pricing began to fall towards the end of

the year there was anecdotal evidence of
increased activity in the new build sector.

1. ONS, Consumer price inflation, UK: Dec 2023.
BoE, Interest rates and Bank Rate, Dec 2023.

BoE, 2 year (75% LTV) fixed rate mortgage to
households (IUMBV3Y), Dec 2023.

ONS, UK House Price Index, Dec 2023.

HMRC, Monthly property transactions, Jan 2024.
UK New mortgage approvals, Jan 2024.

BoE, UK Gross mortgage lending, Jan 2024.

BoE, Sterling retail deposits (VRJIX), Jan 2024 .

Building Societies Association, Household savings,
Jan 2024.

10. Building Societies Association, Savings interest rates,
Jan 2024.

11. Moneyfacts, Treasury Reports, Dec 2022-Dec 2023.

©®N o o F

12. UK Finance, BTL mortgages outstanding and new
lending, Feb 2024.

13. BVA BDRC, Landlords Panel Research, Q4 2023.

14. RICS, UK Residential Market Survey, Jan 2024.

15. ONS, Index of Private Housing Rental Prices, Jan 2024.
16. Rightmove, Rental Prices Tracker, Q4 2023.

17. UK Finance, Residential new mortgages and
remortgages, Feb 2024.

18. UK Finance, Lending and affordability for new
refinancing and releveraging mortgages, Feb 2024.

19. CBRE, UK Monthly Index Snapshot, Jan 2024.
20. CoStar Research, Office national report, Jan 2024.
21. CoStar Research, Industrial national report, Jan 2024.

22. ONS, UK House building: permanent dwellings started
and completed, Jan 2024.
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Our business model

Strategic Report
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We are a leading specialist mortgage lender, supported by diversified and stable
funding platforms and operating through a unique and cost-efficient operating model.

Sophisticated funding platforms

Our lending is predominantly funded by retail deposits sourced through our Kent
Reliance (KR) and Charter Savings Bank (CSB) franchises. The Group’s issuance of
high-quality residential mortgage-backed securities, access to Bank of England’s

Group’s funding channels as at Statutory retail
31 December 2023 deposits

£22.1bn

2022: £19.8bn

@ Retail 82%
@ Bank of England 13% 2 3

Wtihelzsalto e securitisations since
@ Debt 2% 2013 worth

£11.4bn

2022: 22 securitisations
worth £11.1bn

Competitive advantages

Brands and heritage

Both KR and CSB are award-winning
franchises. KR has over 160 years of
heritage and nine branches

Capital markets expertise

Our strategy is to be dynamic and
nimble with issuance plans providing
cost efficient term funding

@ Read more on pages 15-16

OSB savings

Unique operating model

The Group operates customer service functions in multiple + 71 + é 2
locations, including our wholly-owned subsidiary OSB India.
The Group also has expertise in credit assessment, case

management, in-house real estate expertise and collections.

@ Read more on page 17 3 é%

Statutory cost
to income ratio

funding schemes and issuance of MREL qualifying debt provide funding diversification.

CSB savings
customer NPS customer NPS

Specialist mortgage lending

The Group’s complementary underwriting platforms support OSB’s bespoke
and experience-based manual approach and CCFS’s automated approach
to loan assessment, offering attractive solutions for each of our borrowers.

Gross loans Statutory loans to

3% Other customers
20% 4% Commercial

Residential Residential
development 1% . n
Second charge 1% 2022: £23.6bn
@ Bridging 1%

Gross new lending
ti7bn @
2022: £5.8bn

Value we

73% Buy-to-Let create

Competitive advantages

Relationships with intermediaries Breath of propositions

We invest time to develop strong Our diverse brands allow us to tailor
relationships with mortgage brokers who  our lending proposition to better
distribute our products to customers meet the needs of our borrowers

@ Read more on page 14

Competitive advantages

Outstanding customer service
OSB India puts customer service
at the heart of everything it does,
demonstrated by the excellent
customer Net Promoter Scores

Deep credit expertise

Our deep credit expertise and
strong data analytical capabilities
offer valuable insights and
learning from the performance of
mortgage products
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Our business model continved

Value we create

For shareholders

Our proven business strategy and capital
generation capability support consistent
capital returns including a progressive
dividend per share.

Statutory Ordinary dividend
basic EPS per share
2022: 90.8p 2022: 30.5p

For employees

We strive to create a positive,
collaborative and inclusive environment
for all colleagues. We invest in training,
development and employee engagement
activities and offer competitive
remuneration and attractive benefits.

Women in Number of Group
senior management employees promoted
roles® in 2023

2022: 31% 2022: 318

Overview

For savers

We offer fair and transparent products that
meet our customers’ needs and recognise
loyalty with special rates for existing savers.
Our commitment to excellent customer
service is reflected in our strong NPS scores.

OSB customer CCFS customer
retention’ retention’
2022: 94% 2022: 88%

For the environment

We are committed to environmental
stewardship, reducing our impact on the
environment, supporting the transition to a
low carbon economy and achieving net zero
across our value chain.

Reduction in
energy consumption
per sq.m"

1%

Electricity purchased
in the UK from
renewable tariffs

?9%

2022: 100%

Strategic Report
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For intermediaries

Our Sales teams have strong relationships with
intermediaries, helping them to understand our
products. We structure bespoke solutions for
our borrowers, delivering clear, accurate and
efficient decisions that are recognised for their
quality, fairness and consistency.

OSB and CCFS
broker NPS?

+0/

2022: OSB +37, CCFS +39

For our communities

We support our national and locall
community partnerships through

a variety of volunteering initiatives,
fundraising events and sponsorships.

Group
sponsorships
and donations:

over

F283k

2022: over £220k

1. Retention is defined as average maturing fixed contractual retail deposits that remain with the Group on their maturity date.
2. OSB broker NPS relates to Kent Reliance brokers and CCFS broker NPS relates to Precise Mortgages brokers.

3. Employees at grades A (Executive Director) to grade E (including function heads with senior direct reports or employees at
specialist roles of a senior nature).

L. Energy consumption is a measure of the total kWh used (electricity, gas and gasoil) in buildings under the Group’s operational
control, divided by the total square meterage of those buildings. In 2023, 191.87kWh/sq.m was used and 216.32 kWh/sq.m in 2022.




N |

OSB GROUP PLC | Annual Report and Accounts 2023

Overview

Our business model explained

Specialist mortgage lending

The complementary strengths and enhanced customer propositions
from the Group’s diverse brands make us a leading specialist
lender in the UK. The Group reports its lending business under two
segments: OneSavings Bank and Charter Court Financial Services.

OneSavings Bank
segment

Through our brands we tailor our lending
proposition to the specific needs of our
borrowers. Under our Kent Reliance and
InterBay brands all of our loans are
underwritten by experienced and skilled
underwriters, supported by technology

to reduce the administrative burden on
underwriters and mortgage intermediaries.
We refer to scorecards and bureau data

to support our skilled underwriter loan
assessments. We consider each loan on its
own merits, responding quickly and flexibly
to offer an attractive solution for each of
our customers. No case is too complex

for us, and for those borrowers with more
tailored or larger borrowing requirements,
our Transactional Credit Committee meets
three times each week, demonstrating our
responsiveness to customer needs.

Charter Court Financial
Services segment

Our Precise Mortgages brand uses an
automated underwriting platform to
manage mortgage applications and to
deliver a rapid decision in principle, based
on rigorous lending policy rules and credit
scores. The platform is underpinned by
extensive underwriting expertise, enabling
identification of new niches and determining
appropriate lending parameters.

It allows for consistent underwriting within
the Group’s risk appetite. Quick response
times help the Group to compete for the
first look’ at credit opportunities, while a
robust manual verification process further
strengthens the disciplined approach to
credit risk.

Strategic Report

Governance
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Complementary brand propositions

‘Off the peg’

PRECISE.

“Tailored’

Reliance

‘Bespoke’

Commercial

Heritable

Develooment Finonoce

If the case fits the policy then we will
issue a speedy agreement in principle
Buy-to-Let

Residential

Bridging

Experience-based manual underwriting
allows us to assess more complex and
larger mortgage requirements

Buy-to-Let

Residential

Unique to each customer, we structure the
deal to the specifics of an application

Commercial Funding lines

Semi-commercial Asset finance

Complex
Buy-to-Let

Residential developmental
finance
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Overview

Our business model explained continued

Sophisticated funding platforms

The Group’s lending business is supported by diversified and
stable funding platforms. This enables cost of funds optimisation,

while prudently managing funding and liquidity risks.

Retail savings

The Group is predominantly funded by retail
savings deposits sourced through two brands:
Kent Reliance and Charter Savings Bank (CSB).

Kent Reliance is an award-winning retail
savings franchise with over 160 years of
heritage and nine branches in the South East
of England. It also takes deposits via telephone
and online, while CSB, a multi- award-winning
retail savings bank, offers its products online.

Both Banks have a wide range of savings
products, including easy access, fixed term
bonds, cash ISAs and business savings
accounts. CSB and Kent Reliance have
diversified their retail funding sources through
pooled funding platforms with a range of
products offered, including easy access,
longer-term bonds and non-retail deposits.

In 2023, our savings products received
industry recognition: Charter Savings Bank
won Best Overall Savings Provider for the sixth
year running from Personal Finance Awards
and ISA Provider of the Year from Moneyfacts
Consumer Awards. Moneynet Personall
Finance Awards named Kent Reliance as Best
Fixed Rate Savings Provider.

Kent Reliance’s proposition for savers is
simple: to offer consistently good-value
savings products that meet customer needs
for cash savings with loyalty rates for
existing customers.

CSB’s philosophy is to maintain and develop
its award-winning business, offering
competitively priced savings products.
Operating with an agile, nimble approach,
CSB can respond quickly to the funding
requirements of the business.

Securitisation platforms

The Group accesses the securitisation
market to provide attractive long-term
wholesale funding to complement its retail
deposit franchise and to optimise its funding
mix. Securitisations also provide efficient
access to commercial and central bank
repo facilities.

The Group’s strategy is to be fleet-of-foot and
dynamic rather than deterministic with its
securitisation issuance plans. This enables it to
maximise opportunities with repeat issuances
during periods of buoyant market activity

and to use other funding when the market is
less favourable.

Strategic Report
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Reliance

The Group is a programmatic issuer of high-
quality prime residential mortgage-backed
securities through the Precise Mortgage
Funding (PMF), Charter Mortgage Funding
(CMF) and Canterbury Finance securitisation
programmes. OSB has also issued three deals
of owner-occupied and Buy-to-Let acquired
mortgages via Rochester Financing since 2013.

In 2023, the Group issued its second Simple,
Transparent and Standardised securitisation,
CMF 2023-1, a publicly marketed transaction
that securitised ¢.£330m of mortgage loans,
and issued ¢.£300m of AAA rated senior bonds.

Statutory retail deposits

£22.1bn

2022: £19.8bn

In total, the Group has completed 23
securitisations worth more than £11.4bn
since 2013.

The Group also uses a secured warehouse
facility which provides access to funding on
a contingent basis secured on a portfolio of
residential mortgages. £250m of this facility
was drawn at the year end.

Securitisations

23

securitisations since 2013, across
OSB and CCFS, worth

£11.4bn

2022: 22 securitisations
worth £11.1bn

15
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Our business model explained continued

Other funding

Bank of England Schemes

The Group takes advantage of the Bank of
England’s funding schemes. Drawings under
the Term Funding Scheme for SMEs (TFSME)
reduced to £3.3bn as at 31 December 2023
as the Group repaid £900m during the
year (31 December 2022: £4.2bn). TFSME
borrowings provide four-year funding

at a cost of base rate and are due for
repayment by October 2025. Drawings
under Index Long-Term Repo were £10.1m

as at 31 December 2023 (31 December
2022: £3009m).

Debt issuance

The Group was active in unsecured debt
issuance markets in 2023, as it continued

to optimise its capital composition. In April
2028, the Group issued £250m of Tier 2
notes carrying an initial coupon of 9.993%
with a maturity date in 2033 and optional
redemption in 2028. The Group returned

to the markets in September with a £300m
issuance of senior preferred notes at an initial
coupon of 9.5% with a maturity date in 2028
and optional redemption in 2027. The Group
met its interim MREL requirement, including
regulatory buffers, in January 2024 following
a further £400m issuance of senior debt.

The trades were well received by the primary
issuance market and the Group significantly
expanded its debt investor base as a result.
Both instruments are MREL qualifying and
are actively traded in the secondary market.

Strategic Report

Governance

Financial Statements

The Group significantly
expanded its debt invest

Jens Bech, Group Commercial Director

or base. '

Appendices
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Overview

Our business model explained continued

Unique operating model

The lending and savings businesses operate through the
Group’s unique and cost-efficient operating model.

Customer service

The Group operates customer service
functions in multiple locations across the

UK including Chatham, Wolverhampton,
Fareham, London and Fleet. These, together
with our wholly-owned subsidiary OSB
India, help us deliver on our aim of putting
customers first.

The Group has proven collections capabilities
and expertise in case management and
supporting customers in financial difficulty.

This offers valuable insights into, as well

as the opportunity to learn from, the
performance of mortgage loan products.

We have deep credit expertise through strong
data analytical capabilities.

We deliver cost efficiencies through excellent
process design and management. We have
strong IT security and continue to invest in
enhancing our digital offering as customer
demand changes.

OSB India

OSB India (OSBI) is a wholly-owned
subsidiary based in Bangalore and
Hyderabad, India.

OSBI puts customer service at the heart

of everything it does and we reward our
colleagues based on the quality of service
they provide to customers, demonstrated by
our excellent customer Net Promoter Score.

At OSBI, we employ highly talented and
motivated colleagues at a competitive

cost. We benchmark our processes against
industry best practice, challenging what
we do and eliminating customer pain points
as they arise. We continue to invest in
developing skills that enable highly efficient
service management, matching those to
business needs both in India and the UK.

Various functions are also supported by
OSBI, including Support Services, Operations,
IT, Finance and Human Resources. We

have a one team approach between the

UK and India. The employee turnover in

India improved significantly in the year

with the regretted attrition rate of 12%' for
2023 demonstrating strong culture and the
Group’s compelling employee proposition.

OSBI operates a fully paperless office —
all data and processing are in the UK.

Strategic Report
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osb

ESG

We operate in a sustainable way with
relevant Environmental, Social and
Governance matters at the heart of
everything we do.

As a specialist lender, we have been long
aware of our responsibilities and the positive
impact we can make in society through

our activities.

We will be publishing our Climate Transition
Plan with the annual report, where we laid
the foundations for progressing towards net
zero? by the 2050 target.

The Group strives to create a more diverse
and inclusive workplace, and in the year we
reached our target of having 33% women

in senior management roles in the UK and
made enhancements to maternity and family
benefits. We also donated over £288k to
charitable causes in the year.

1. Employees electing to leave the Group by way of
resignation, excluding those retiring or resigning due
to formal performance or absence process.

2. Net zero is defined as a reduction in Scope 1, 2,
and 3 emissions to zero or to a residual level that is
consistent with reaching net zero emissions at the
global or sector level in 1.5°C aligned pathways.

3. Employees at grades A (Executive Director) to grade E
(including function heads with senior direct reports or
employees at specialist roles of a senior nature).

4. Energy consumption is a measure of the total kWh
used (electricity, gas and gasoil) in buildings under
the Group’s operational control, divided by the total
square meterage of those buildings.

Financial Statements

Appendices

Colleagues employed at OSB India

23

2022: 663

OSBI regretted attrition rate'

12%

2022: 24%

Group colleagues

2,407

2022: 2,021

Women in senior management roles®

33%

2022: 31%

Reduction in energy consumption
per sq.m"

11%

2023: 191.87 kWh/sg.m
2022: 216.32 kWh/sg.m

Electricity purchased in the UK

?9%

2022:100%

from renewable tariffs

17
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Chief Executive Officer’s statement

The Group reported strong performance in its
core lending and savings franchises during 2023,
with robust demand for its specialist mortgages
delivering 9% net loan book growth, despite

a challenging interest rate environment that
subdued demand in the wider mortgage market.
We grew market share in our core Buy-to-Let sub-segment
and | am proud that we remain a trusted partner for

professional multi-property landlords who provide homes in
the Private Rented Sector.

12%

2022: 13%

Strategic Report

Underlying and statutory
net loan book growth

0%

2022: 12%

Underlying and statutory
retail deposits growth

Governance

Our fair and attractively priced savings
products were popular, and we grew our
retail deposits book by 12% in the year. Our
debt issuance programme was well-received
by investors, and following the January
issuance of £400m of MREL qualifying

debt securities, we met the interim MREL
requirement, including regulatory buffers

As reported at the half-year, the Group’s
2023 results were significantly impacted by
the total net adverse effective interest rate
(EIR) adjustment of £181.6m on an underlying
basis. This related to the reduction in
expected time spent on reversion rates for
Precise Mortgages customers in response to
rapid base rate rises and fluctuating interest
rate expectations during the first half of the
year. | am pleased that since then, there
has been no material change in borrowers’
behaviour and we continue to observe a
trend consistent with our EIR assumption

of ¢.5 months on the reversion rate for
Precise customers.

Financial Statements

Appendices 18

The credit quality of the book remained
robust, and our strong origination, capital
and liquidity positions allow us to announce
further capital distributions. The Board has
recommended a final dividend of 21.8 pence
per share, which together with the interim
dividend of 10.2 pence per share, results

in a total ordinary dividend for the year of
32.0 pence per share. In addition we have
announced a new £50m share repurchase
over the next six months.

April Talintyre, our long-serving CFO will
retire at the Group Annual General Meeting
on 9 May 2024. She has been instrumental
in shaping and delivering OSB’s strategy
over the last 11 years, helping steward OSB
through private equity ownership into a
successful FTSE 250 listed business, as

well as playing a key role in the Group’s
combination with Charter Court Financial
Services in 2019. She has been an excellent
and trusted support to me through the
years, helping to build one of the UK’s
leading specialist lenders. | wish her well for
her retirement.

| am pleased that the Board has
recommended a final dividend per share

of 21.8 pence to deliver a progressive full
year dividend per share of 32.0 pence,
representing a payout ratio of 29%

of underlying earnings, excluding the
impact of the EIR adjustment.
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Chief Executive Officer’s statement continued

Financial performance

The Group delivered an underlying pre-
tax profit of £426.0m in 2023, down 28%
from £591.1m in 2022, primarily due to the
adverse EIR adjustment. The underlying
basic earnings per share was 75.0 pence
(2022: 99.6 pence). The underlying pre-tax
profit would have increased to £607.6m
and the underlying basic earnings per
share would have improved to 106.7 pence,
excluding the adverse EIR adjustment.

On a statutory basis, profit before tax
decreased to £374.3m and basic earnings
per share was 66.1 pence (2022: £631.5m and
90.8 pence, respectively).

The underlying and statutory net interest
margins reduced to 251bps and 231bps
respectively (2022: 303bps and 278bps),

KPIs on a statutory and underlying basis including and excluding the

adverse EIR adjustment

Overview Strategic Report Governance

largely due to the adverse EIR adjustment
and as the benefit of the lower cost of retail
funding was offset by the impact of some
lower margin lending due primarily to delays
in mortgage pricing reflecting the rate rises
and higher swap costs. The underlying net
interest margin would have been 314bps,
excluding the adverse EIR adjustment. The
table below presents Key Performance
Indicators (KPls) on a statutory and
underlying basis, including and excluding
the adverse EIR adjustment of £210.7m and
£181.6m, respectively.

The Group maintained its focus on cost
discipline and efficiency during the year with
the underlying and statutory management
expense ratios remaining broadly
unchanged at 81bps and 82bps respectively

(2022: 80bps and 81bps, respectively).
The anticipated impact of balance sheet
growth, inflation and planned investment

Statutory Underlying in people and digital solutions to enhance
FY 2023 as reported excl. EIR difference as reported excl. EIR difference our customer propositions were reflected in
N o B o o a 14% increase in underlying administrative
Net loan book growth 7% 9% 7% 10% (ppt expenses to £232.9m. The underlying and
NIM 231bps  303bps  (72)bps 25tbps  3l4bps  (63)bps statutory cost to income ratios of 33% and
Cost to income ratio 36% 27% @)ppt 33% 26% (7)ppt 36% respectively, were impacted by the
- reduction in income due to the adverse
Manex ratio 82bps 81bps (Dbp 81bps 81bps - EIR adjustment and a loss on the Group’s
Pre-tax profit £374.3m £585.0m £(210.7)m  £426.0m £607.6m £(181.6)m hedging activities compared to a gain in the
EPS ] 102.8 6.7 5.0 106.7 317 prior year (2022: 25% and 27%, respectively).
66.1p -°P (86.7)p 50p 6.7p ©1.7)p Underlying cost to income would have been
RoE 14% 22% @)ppt 16% 22% ©)ppt 26% excluding the adverse EIR adjustment.
CET1 ratio 16.1% 17.3%  (1.2)ppt - - - The Group delivered an underlying return

on equity of 16% for 2023 (2022: 24%)

and 14% on a statutory basis (2022: 21%),
which reflected the impact of the adverse
EIR adjustment on the profit for the year.
Underlying return on equity would have been
22% excluding the adverse EIR adjustment.

Financial Statements
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Our lending franchises

Strong demand for the Group’s lending
products delivered underlying and statutory
net loan book growth of 9% in the year

to £25.7bn and £25.8bn, respectively (31
December 2022: £23.5bn and £23.6bn).
Organic originations were £4.7bn in the year
(2022: £5.8bn), despite difficult mortgage
market conditions and subdued purchase
activity, demonstrating the strength of

our relationships with intermediaries, the
continued professionalisation of Buy-to-Let
landlords and our long-term positioning in
specialist mortgage market sub-sectors. |
am particularly pleased that our renewed
focus on lending on smaller commercial
properties through the InterBay brand led
to originations of £406m, a 46% increase
from 2022.
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Chief Executive Officer’s statement continued

The rising costs of living and borrowing were
reflected in subdued purchase activity across
all mortgage market sectors and | am proud
that the Group’s relationship managers and
underwriters continued to work hand in hand
with their broker partners, fully utilising our
bespoke capabilities to find solutions for

our borrowers. Refinancing was particularly
strong in the year as borrowers sought to
lock in lower monthly repayments to avoid
further base rate rises, and as a result the
proportion of Buy-to-Let completions due to
refinancing was 62% for Kent Reliance and
48% for Precise Mortgages. There was also
an improvement in retention as we continued
to engage proactively with our borrowers
offering new products, with 78% of Kent
Reliance and 66% of Precise Mortgages
customers choosing to refinance with the
Group within three months of their fixed rate
product ending.

The Group’s mortgage propositions
continued to win industry awards and in
2023 Kent Reliance for Intermediaries won
Best Specialist Lender from LEG Mortgage
Club Awards, Precise Mortgages was
awarded Best Specialist Lender from TMA
Club and the Group was recognised as the
Best Specialist Bank at the Bridging and
Commercial Awards. During the year we
became signatories to the Government’s
Mortgage Charter, underlining our
commitment to provide support to
residential customers.

We continued to demonstrate our leadership
and commitment to the Buy-to-Let sector
through our Landlord Leaders initiative.

In 2023, we set up the Landlord Leaders
Community with 31 founding members,

and in December we published the second
research report that looked at tenants’
experiences and most frequent challenges.

Credit and risk management

The high quality of the Group’s loan book
was demonstrated by a strong credit
performance, with balances over three
months in arrears at 1.4% of the loan book
at the end of December (31 December 2022:
1.1%). The increase in arrears was largely due
to the impact of the rising costs of living and
borrowing on a small group of borrowers,
and we continue to work closely with those
needing assistance.

The Group recorded an impairment charge
of £48.5m on an underlying basis, which
represented an underlying loan loss ratio
of 20bps for the year (2022: £30.7m and
14bps, respectively). The impairment charge
principally reflected changes in the risk
profile of borrowers as they transitioned
through modelled IFRS 9 impairment stages
and an increase in provisions for accounts
with arrears of three months or more. The
statutory impairment charge was £48.8m,
equivalent to a loan loss ratio of 20bps
(2022: £29.8m and 13bps, respectively).

The weighted average loan to value (LTV)
of the Group’s loan book increased to 64%
as at 31 December 2023, from 60% at the
end of 2022, largely due to negative house
price inflation in the year. The weighted
average LTV of new business written by the
Group reduced to 68% from 71% in 2022,
and interest coverage ratios remained
strong at 176% for OSB and 154% for CCFS,
despite higher mortgage rates, reflecting the
long-term income improvement enjoyed by
professional landlords.

Strategic Report
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Multi-channel funding model

Retail deposits remained the primary source
of funding for the Group and the deposit
book grew by 12% to £22.1bn by the end of
2023 (31 December 2022: £19.8bn), as we
continued to offer fair and attractively priced
savings products to our customers.

We opened more than 210,000 new savings
accounts in the year, and retention rates
remained very high at 91% for customers with
maturing fixed rate bonds and ISAs at Kent
Reliance and 85% for Charter Savings Bank.
To supplement our savings propositions,

we maintained a strong focus on customer
service, which was reflected in Net Promoter
Scores for the year of +71 for Kent Reliance
and +62 for Charter Savings Bank.

We complement retail deposits funding with
our expertise in the wholesale markets and in
June we completed a £330m securitisation
of owner-occupied prime mortgages,
originated by Precise Mortgages under the
CMF programme. In February 2024, we
completed another transaction, securitising
£509m of Buy-to-Let mortgages under the
PMF programme. We saw an exceptional
level of demand from our growing investor
base and this allowed us to achieve very
attractive pricing. We will continue to access
the wholesale markets when conditions are
favourable, to benefit from diversification of
funding and support a smooth transition as
we repay drawings under the Term Funding
Scheme for SMEs (TFSME). In the year, we
repaid £900m of TFSME funding with the
remainder due to be repaid by October
2025. As at 31 December 2023, the Group’s
drawings under this Bank of England
facility reduced to £3.3bn (31 December
2022: £4.2bn). We have repaid a further
£600m so far in 2024.

Financial Statements
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Capital management

The Group’s capital position, which reflects
the £150m share repurchase programme
announced in March 2023 and the post-
tax impact of the adverse EIR adjustment,
remained strong with a CET1 ratio of 16.1%
as at 31 December 2023 (31 December 2022:
18.3%). We expect to continue to operate
above our 14% CET1 target as we wait for
clarity on the final Basel 3.1 rules, which
are expected to be published in the second
quarter of 2024.

Following the January issuance of £400m of
MREL qualifying debt securities, we met the
interim MREL requirement, plus regulatory
buffers, of 22.5% of risk weighted assets,
under the current standardised rules.

We saw an
exceptional level

of demand for our
securitisations and
the growing investor
base allowed us

to achieve very

attractive pricing...
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Chief Executive Officer’s statement continued
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OSB Group has strengthened its compliance
with the IRB requirements and has reflected
upon the PRAs feedback to the industry.
The Group continues to engage with

the regulator ahead of commencing the
formal application process. Underlying IRB
capabilities and disciplines have become
progressively more integrated into the
Group’s business planning, risk, capital,

IT and data management disciplines. In
particular, enhanced IRB capabilities have
played a vital role in informing and shaping
the Group’s response to the rising costs of
living and borrowing.

The Board has recommended a final dividend
per share of 21.8 pence (2022: 21.8 pence),
which together with the interim dividend per
share of 10.2 pence (2022: 8.7 pence), results
in a total ordinary dividend per share for the
year of 32.0 pence (2022: 30.5 pence), in line
with our stated desire to deliver a progressive
dividend per share.

The Board remains committed to returning
excess capital to shareholders and has
today announced a new £50m share
repurchase programme over the next six
months. When combined with the ordinary
dividend, the announced share repurchase
represents a total return to shareholders

of £177m and demonstrates the Board’s
intention to use multiple levers to deliver
shareholder returns. The Board will consider
the potential for additional capital returns
later in the year, subject to further MREL
issuance to support growth opportunities and
meet the final Basel 3.1 requirements once
published, subject to regulatory approval.

Investing in our future

The Group is recognised for its efficiency and
excellent customer service, and throughout
2023 we continued to invest to remain agile
and nimble. We made progress on our
digitalisation journey, which will enable us
to meet the future needs of our customers,
brokers and wider stakeholders, whilst
delivering further operational efficiencies.
This investment will be a key focus going
forward as we deliver digital solutions to
enhance our customer propositions.

Our success is dependent on our 2,459
employees across the UK and India, and we
took further actions in the year to become a
more diverse and inclusive organisation. By
the end of the year, we reached our target to
have 33% of women in senior management
roles in the UK and we set a new target of
40% by the end of 2026. We also made major
upgrades to all policies relating to maternity
and family benefits in the UK to support our
employees who are parents and carers.

| am pleased that in 2023, we also laid solid
foundations for achieving our 2050 net zero
emissions target in our inaugural Climate
Transition Plan that will be published with the
annual report. It outlines actionable steps in
reducing our operational emissions as well as
those from the housing stock we finance.

Looking forward

Our specialist market sub-segments
continue to perform well, despite the
subdued mortgage market. The Group’s
target professional landlords demonstrate
resilience and provide much needed homes
with exceptional support to the Private
Rented Sector, and our specialist residential
and commercial brands have good levels of
demand as customer confidence improves.
Our savers remain loyal to the Group, as
we offer them good value, with improving
customer NPS results. We are confident this
will continue as proposition enhancing digital
solutions are delivered.

Based on current application volumes

and against the backdrop of the subdued
mortgage market, the Group expects to
deliver underlying net loan book growth of
c.5% for 2024.

The underlying net interest margin is
expected to be broadly flat to the 2023
underlying NIM of 251bps, reflecting the
impact of a higher cost of funds and the full
year impact of some lower margin lending in
2023, due primarily to delays in mortgage
pricing reflecting the rate rises and higher
swap costs. The cost of funding is expected
to increase in 2024, primarily due to the
normalisation of retail deposit spreads, the
impact of planned TFSME repayment, and
the cost of MREL qualifying debt issuance.

We will maintain our cost discipline and
efficiency however the underlying cost
to income ratio is expected to be broadly
flat to the 2023 underlying ratio of 33%,
commensurate with the NIM guidance.

The Group remains well capitalised, with
strong liquidity and a high-quality secured
loan book. We have demonstrated the
strength of our customer franchises and
intermediary relationships and continue

to focus on delivering good outcomes for
our stakeholders and strong returns for
our shareholders.

Andy Golding
Chief Executive Officer
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Strategic framework

Our Vision is to be
recognised as the UK’s
number one choice of
specialist bank, through
our commitment to
exceptional service,
strong relationships and
competitive propositions.

Overview

Strategic Report

Specialist mortgage lending

Be a leading specialist lender in our
chosen market sub-segments

Governance

Financial Statements Appendices

Focus on automated and experience-based
manual underwriting

Our goals

Originate loans at attractive margins in our chosen market

sub-segments

» Target market sub-segments which offer attractive returns
on a risk-adjusted basis

+ Invest in a highly responsive, customer-focused culture

* Innovate to secure sustainable segment leadership

2023

»  Organic originations were £4.7bn (2022: £5.8bn) in a
subdued market with £406m of new business in our
InterBay commercial sub-segment

» Proportion of completions due to refinance remained
high at 62% under Kent Reliance and 48% under Precise
Mortgages as purchase activity fell

Looking forward

* Maintain our strong credit and return requirements and
assess the attractive growth opportunities in our current
market sub-segments

+ Deploy scale and resources on organic lending
opportunities

+ Identify new market sub-segments with high returns on a
risk-adjusted basis

Key risks

+ Political and economic uncertainty affecting demand
for specialist mortgages and appetite from professional
landlords to grow their portfolios

» Potential regulatory changes including legislative focus on
Buy-to-Let and environmental regulation

» New specialist lenders entering the market

KPls

Organic originations

£4./bn

2022: £5.8bn

Our goals

High-quality decisions protecting the business

» Use deep credit expertise to deliver high-quality lending
decisions

* Provide a differentiated underwriting approach based on
the needs and characteristics of our customers; offering
both an automated approach and a skilled experience-
based manual underwriting capability and in-house real
estate expertise

» Deliver clear, accurate and efficient decisions recognised
by intermediaries for their quality and fairness

2023

» The OSB Transactional Credit Committee met three
times a week to assist with more complex and larger new
mortgage applications and larger portfolio relationships

Looking forward
* Increase underwriting efficiency to better serve borrower
needs across complementary brands

+ Invest in digital solutions to support deep underwriting
expertise enabling faster decision making and processing

Key risks

»  Changing regulations for underwriting

*  More complex underwriting requirements

+ Difficulty in recruiting experienced colleagues

* Increasing intermediary demands

KPIs

Statutory loan loss ratio

20bps

2022: 13bps

22
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Strategic framework continued
Specialist mortgage lending

Further deepen relationships and reputation
for delivery with intermediaries

Overview

Strategic Report

Sophisticated funding platforms

Maintain stable, high-quality, diversified
funding platforms

Governance

Financial Statements Appendices 23

Unique operating model

Leverage our unique and cost-efficient
operating model

Our goals

Increase partner engagement in response to demand

» Access to specialist products developed by listening to
intermediary partners

« Offer complementary propositions for lending brands
across the Group

+ Deliver bespoke solutions to meet intermediary and
customer needs

2023
»  Widened access to the Group’s specialist products as we
leveraged our complementary brand propositions

* Launched Landlord Leaders Community to drive positive
change in the Buy-to-Let sector

Looking forward
+ Continue to build direct relationships with intermediaries

» Enhance the digital application process for brokers
and customers

» Continue Landlord Leaders programme, providing market
leading guidance and support to landlords

Key risks

* More complex underwriting requirements slowing
the process

» Speed of investment in technology solutions to ensure that
the Group can keep pace with market demands

»  Competitive pressures and changing macroeconomic
conditions leading to peaks and troughs, affecting
service levels

KPIs
OSB broker NPS CCFS broker NPS
2022: +37 2022: +39

Our goals

Expertise in funding options

* Maintain resilient and diversified funding platforms
to support future growth and ensure that liquidity
requirements are met through the economic cycle and cost
of funds is optimised

+ Be primarily funded through attracting and retaining loyal
retail savings customers, whilst maintaining a sophisticated
securitisation funding programme and balance sheet
management capability

2023
» Opened over 210k new savings accounts across both
savings brands in 2023 (2022: 191k)

* Achieved 91% customer retention for Kent Reliance and
85% for Charter Savings Bank

» Completed a £330m securitisation of residential
mortgages under the CMF programme

» The Group met its interim MREL requirement, including
regulatory buffers, in January 2024 following a further
£400m issuance of senior debt

Looking forward
+ Increase investment in digitalisation to further enhance
customer experience and servicing capabilities

+ Benefit from the ability to execute structured balance sheet
management transactions across the Group’s balance sheet

Key risks
»  Competition in wholesale and retail markets as banks
repay their TFSME drawings

* Increased expectation for technology-based accounts
+ Volatility of capital markets on demand and price

KPls

Savings accounts opened

over 210,000

2022: over 191,000

Our goals
Best-in-class customer service

Have customer service at the heart of everything we do

Maintain centres of excellence across existing locations in
Chatham, Wolverhampton and in India

Extend activity in OSB India (OSBI) to develop high-quality
areas of excellence

Deliver cost efficiencies through excellent process design
and management

2023

.

Maintained strong savings customer NPS of +71 for Kent
Reliance and +62 for Charter Savings Bank due to our
focus on customer service and transparent and fair
savings products

Continued to develop deep credit know-how through
strong data analytical capabilities

Looking forward

Invest in digital solutions to deliver operational efficiencies
and enhance our customer propositions

Deliver cost efficiencies and operational enhancements by
leveraging OSBI’s lending, savings and support operations
and capabilities

Key risks

Need to achieve continuous service improvement as the
Group grows

Increasing complexity from compliance with changing
regulation

Maintaining operational resilience as the Group grows

KPIs

Statutory cost to income ratio

36%

2022: 27%
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Strategy in action

Our digitalisation
journey

We made progress on the digitalisation journey which
will enable us to meet the future needs of our customers,
brokers and wider stakeholders whilst delivering further
operational efficiencies.

Recently we have delivered an advanced digital front end

to our Precise Mortgages brand and a new online broker
registration process, a one-stop window into the Group’s
brand portfolio. We have trialled successfully our new digital
savings platform and look forward to bringing that to market.

OSB Group has always been a market leader in cost-efficient
delivery and our investment in technology will allow us to
maintain this reputation whilst also removing friction from
our customers experience and enabling a deeper more
personal relationship to be built through our focus on their
specialist needs.
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Segments review

The following tables present OSB’s contribution to profit and loans and advances to customers
on a statutory basis:

Contribution to profit

BTL/SME Residential Total
For year ended 31 December 2023 £m £m £m
Net interest income 39L.1 79.4 473.8
Other expense (2.5) (0.6) 3.1)
Y Total income 391.9 78.8 470.7
o n es a VI n g S B q n k Impairment of financial assets (36.9) (4.7) (141.6)
Contribution to profit 355.0 41 429.1
( s B) S e g m e n t For year ended 31 December 2022
Net interest income 383.1 77.6 460.7
Other income 74 1.8 8.9
The OSB segment comprises two sub-segments: Total income 390.2 704 469.6
Impairment of financial assets (23.5) 1.2 (22.3)
BTL/SME: Contribution to profit 366.7 80.6 447.3
Buy-to-Let mortgages secured on residential property held for
investment purposes by experienced and professional landlords, Loans and advances to customers
commercial mortgages secured on commercial and semi-commercial
. . . BTL/SME Residential Total
properties held for investment purposes or for owner occupation, As at 31 December 2023 - - .
residential development finance to small and medium-sized
developers, secured funding lines to other lenders and asset finance. Gross loans and advances to customers 12,1754 2,334.2 14,509.3
Expected credit losses (102.4) (8.7) (111.1)
Residential: Net loans and advances to customers 12,072.7 2,325.5 14,398.2
First charge mortgages to owner-occupiers, secured against a Risk-weighted assets 6,117.9 1,068.4 7.186.3
residential home and under shared ownership schemes.
As at 31 December 2022
Gross loans and advances to customers 10,920.0 2,324.7 13,244.7
Expected credit losses 95.2) 8.0 (103.2)
Net loans and advances to customers 10,824.8 2,316.7 13,11.5

Risk-weighted assets 5,258.8 1,033.7 6,292.5
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Seg ments I‘eVieW continued

OSB segment continued

Overview

Buy-to-Let/SME sub-segment

Loans and advances to customers

Strategic Report

31-Dec-2023 31-Dec-2022

£m £m
Buy-to-Let 10,764.5 9,755.0
Commercial 1,095.7 881.3
Residential development 280.8 184.5
Funding lines 3h.1 99.2
Gross loans and advances to customers 12,1751 10,920.0
Expected credit losses (102.4) 95.2)
Net loans and advances to customers 12,072.7 10,824.8

Gross loan book

£12,175m

2022: £10920m

+119%

Net interest income

£394m

2022: £383m

+3%

Contribution to profit

£35bm

2022: £367m

-3%

N—

The Buy-to-Let/SME net loan book increased
by 12% to £12,072.7m at the end of 2023,
supported by strong retention and organic
originations of £2,163.7m, which reduced by
5% from £2,283.8m in 2022 in a subdued
mortgage market.

Net interest income in this sub-segment
increased by 3% to £394.4m (2022: £383.1m),
largely reflecting growth in the loan book
and an adverse effective interest rate (EIR)
adjustment of £0.1m was recognised for the
year (2022: £20.0m gain).

Other expenses were £2.5m and related to
losses from the Group’s hedging activities
(2022: £7.1m gain). The impairment

charge increased to £36.9m (2022:

£23.5m) primarily due to changes in the
macroeconomic outlook, model and post-
model enhancements, modelled IFRS 9 stage
migration and increased arrears. Overall,
the Buy-to-Let/SME sub-segment made a
contribution to profit of £355.0m, a decrease
of 3% compared with £366.7m in 2022.

Governance

The Group remained highly focused on

the risk assessment of new lending, as
demonstrated by the average loan to value
(LTV) for Buy-to-Let/SME originations of 70%
(2022: 73%).! The average book LTV in the
Buy-to-Let/SME sub-segment increased to
67% (31 December 2022: 63%) as a result

of negative house price inflation in the year.
Only 4.0% of loans in this sub-segment
exceeded 90% LTV (31 December 2022: 3.2%).

Buy-to-Let

The Buy-to-Let gross loan book increased by
10% to £10,764.5m at the end of December
2023 (31 December 2022: £9,755.0m)
benefitting from an increase in refinance
activity, as borrowers sought to lock in lower
monthly repayments in expectation of further
base rate rises. During the year, the Group’s
originations decreased by 13% in the Buy-to-
Let sub-segment to £1,575.4m from £1,804.6m
at the end of 2022 as overall market segment
volumes reduced significantly.

The proportion of Kent Reliance Buy-to-

Let completions represented by refinance
increased to 62% from 61% in 2022 as
purchase activity fell. In addition, there was
also an upward trend in product transfers,
with 78% of existing borrowers choosing a
new product, under the Choices retention
programme, within three months of their
initial rate mortgage coming to an end
(2022: 72%).

The Group’s borrowers continued to

favour five-year fixed rate mortgages,

which represented 74% of Kent Reliance
completions in 2023 (2022: 83%), however an
increasing proportion of customers elected to
take shorter-term mortgages in anticipation
of falling interest rates.

Financial Statements
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Landlords continued to optimise their
businesses from a tax perspective, with 87%
of Kent Reliance mortgage applications for
purchases coming from landlords borrowing
via a limited company (2022: 78%), and
overall professional, multi-property landlords
represented 91% of completions by value for
the Kent Reliance brand in 2023 (2022: 86%).

Research conducted by BVA BDRC on

behalf of the Group, showed that the
proportion of landlords planning to purchase
properties was low relative to historical
averages, reflecting wider macroeconomic
conditions, although this increased modestly
year-on-year to 11% in the fourth quarter
(Q4 2022: 9%). There was positivity in

the Group’s Landlord Leaders research
which found that 42% are optimistic about
operating as a landlord in the future while
24% have a neutral outlook. The research
also found that 65% of landlords are
considering or have already transitioned

to become incorporated entities, reflecting
ongoing landlord professionalisation.

The weighted average LTV of the Buy-to-Let
book as at 31 December 2023 was 66% with
an average loan size of £255k (31 December
2022: 62% and £255k). The weighted
average interest coverage ratio for Buy-
to-Let originations during 2023 were 176%
(2022: 207%).

1. Buy-to-Let/SME sub-segment average weighted LTVs
include Kent Reliance and InterBay Buy-to-Let, semi-
commercial and commercial lending.
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Segments review continued

OSB segment continued

Commercial

Through its InterBay brand, the Group lends
to borrowers investing in commercial and
semi-commercial property, reported in the
Commercial total, and more complex Buy-to-
Let properties and portfolios, reported in the
Buy-to-Let total.

The Group experienced an increased

level of business following the launch of

new products in February and March.

The refreshed range of InterBay products
included the reintroduction of two-year
fixed rate mortgages, lower LTV mortgages
and a reduced minimum loan size. Organic
originations increased by 46% to £405.6m
in 2023 (2022: £278.7m) supporting a 24%
increase in the gross loan book to £1,095.7m
as at 31 December 2023 (2022: £881.3m).
The Group also expanded its bridging
finance range offered by the InterBay brand
in July, relaunching products to support
landlords seeking to purchase or renovate
commercial and semi-commercial properties.

The weighted average LTV of the commercial
book increased to 73%, largely due to a
reduction in commercial property values.
The average loan size was £410k in 2023
(2022: 69% and £375k).

InterBay Asset Finance, which predominantly
targets UK SMEs and small corporates
financing business critical assets, continued
to grow adding to its high-quality portfolio
with the gross carrying amount under
finance leases increasing by 36% to £222.7m
as at 31 December 2023 (31 December

2022: £163.2m).

Residential development

Our Heritable residential development
business provides development finance to
small and medium-sized residential property
developers. The preference is to fund house
builders which operate outside of central
London and provide relatively affordable
family housing, as opposed to complex
city centre schemes where affordability
and construction cost control can be more
challenging. New applications represented
repeat business from the team’s extensive

existing relationships and Heritable continued

to take an exacting approach to approving
funding for new customers.

The residential development finance

gross loan book at the end of 2023 was
£280.8m, with a further £120.9m committed
(31 December 2022: £184.5m and £162.2m,
respectively). Total approved limits were
£566.8m, exceeding drawn and committed
funds due to the revolving nature of the
facility, where construction is phased and
facilities are redrawn as sales on the initially
developed properties occur (31 December
2022: £502.6m).

At the end of 2023, Heritable had
commitments to finance the development of
2,709 residential units, the majority of which
are houses located outside of central London
or other major cities in England.

Strategic Report

Governance

-

% \

Funding lines

OSB continued to provide secured funding
lines to non-bank lenders which operate

in certain high-yielding, specialist sub-
segments, primarily secured against
property-related mortgages. Total credit
approved limits as at the end of 2023 were
£197.1m with total gross loans outstanding
of £34.1m (31 December 2022: £274.0m and
£99.2m, respectively). During the year, the
Group maintained a cautious risk approach
focusing on servicing existing customers.

Financial Statements
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Segments review continued
OSB segment continued
L] [ ]
Residential sub-segment
Loans and advances to customers
31-Dec-2023 31-Dec-2022
£m fm
First charge 2,199.1 2,152.9
Second charge 135.1 171.8
Gross loans and advances to customers 2,334.2 2,324.7
Expected credit losses (8.7) 8.0)
Net loans and advances to customers 2,325.5 2,316.7

Gross loan book

£2,334m

2022: £2,325m

Net interest income

£/79m

2022: £78m

+2%

Contribution to profit

£/4m

2022: £81m

-8%

The Residential sub-segment net loan book
was £2,325.5m as at 31 December 2023,
broadly flat compared with £2,316.7m in the
prior year and organic originations reduced
to £342.2m in the year (2022: £575.9m)
reflecting reduced customer demand in a
subdued market.

Net interest income in the Residential sub-
segment increased by 2% to £79.4m (2022:
£77.6m) and this sub-segment recognised a
favourable EIR adjustment of £1.0m based
on updated customer behavioural trends
(2022: £1.6m loss). Other expenses of £0.6m
(2022: £1.8m other income) related to losses
from the Group’s hedging activities and the
impairment charge was £4.7m (2022: £1.2m
credit). The impairment charge was largely
due to modelled IFRS 9 stage migration and
increased arrears. Overall, contribution to
profit from this sub-segment reduced by 8%
to £74.1m for the year compared with £80.6m
in 2022.

Governance

The average book LTV increased to 48% (31
December 2022: 45%)! as a result of negative
house price inflation, with only 2.2% of loans
with LTVs exceeding 90% (31 December 2022:
0.8%). The average LTV of new residential
origination during 2023 decreased to 62%
(2022: 64%)' as a result of an increase in
lower LTV owner-occupied originations.

First charge

First charge mortgages are provided under
the Kent Reliance brand, which largely serves
prime credit quality borrowers with more
complex circumstances. This includes high
net worth individuals with multiple income
sources and self-employed borrowers, as well
as those buying a property in conjunction
with a housing association under shared
ownership schemes.

The first charge gross loan book increased
2% in the year to £2,199.1m from £2,1529m at
the end of 2022.

Financial Statements
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The Residential
sub-segment net
interest income
increased 2% in
the year to £79m...

Second charge

The OSB second charge mortgage book is in
run-off and managed by Precise Mortgages.
Total gross loans were £135.1m at the end of
2023 (31 December 2022: £171.8m).

1. Residential sub-segment average weighted LTVs
include first and second charge lending.
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Seg mentS reVieW continued

The following tables present CCFS’ contribution to profit and loans and advances to
h q rte r o u rt customers on an underlying basis, excluding acquisition-related items and a reconciliation

to the statutory results.

Financial Services Sontrbution o profi

Buy- Second Total related Total

For year ended to-Let  Residential Bridging charge Other' underlying items? statutory
S e g m e n t 31 December 2023 £m £m £m £m £m £m £m £m

Net interest

income 127.4 75.2 8.8 4.8 24.7 240.9 (56.1) 184.8
Other
. . (expense)/
The CCFS segment comprises four sub-segments: income _ _ _ _ (3.8) (3.8) 6.4 (2.6)
Buy-to-Let mortgages secured on residential property held for Total income 127.4 75.2 8.8 4.8 20.9 237.1 (49.7) 187.4
investment purposes by both non-professional and professional .
landlords, residential mortgages to owner-occupiers secured Imp.mrme.nt
against residential properties including those unsupported by the of financial
high street banks, short-term bridging secured against residential assets (5.0) (.2 (.7 - - (6.9 (0.3) 7-2)
property in both the regulated and unregulated sectors and the second Contribution
charge loan book which is in run-off. to profit 122.4 74.0 8.1 4.8 20.9 230.2 (50.0) 180.2
Acquisition-
Buy-to- Second Total related Total
For year ended Let Residential Bridging charge Other! underlying items?  statutory
31 December 2022 £m £m £m £m £m £m £m £m

Net interest

income 206.0 96.0 5.0 59  (4.5) 3084 (59.2) 249.2
Other income - - - - L46.2 6.2 10.4 56.6
Total income 206.0 96.0 5.0 5.9 .7 354.6 (4+8.8) 305.8
Impairment

of financial

assets ©.5) 1.2 0.2 0.1 - 8.4) 09 7.5)
Contribution

to profit 196.5 97.2 4.8 6.0 .7 346.2 47.9) 298.3

1. Other relates to net interest income from acquired loan portfolios as well as gains on structured asset sales,
fee income from third party mortgage servicing and gains or losses on the Group’s hedging activities.

2. For more details on acquisition-related adjustments, see Reconciliation of statutory to underlying results in the
Financial review.
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Segments review continued
CCFS segment continued

Strategic Report Governance Financial Statements Appendices 30
Loans and advances to customers
Acquisition-
Buy- Second Total related Total
to-Let  Residential Bridging charge Other' underlying items? statutory
As at 31 December 2023 £m £m £m £m £m £m £m £m
Gross loans and
advances to customers 7,921.5 3,026.0 333.1 83.0 13.6 11,377.2 24.3 11,401.5
Expected credit losses
(29.0) (5.4) (1.2) (0.2) - (35.8) 11 (34.7)
Net loans and advances
to customers 7,892.5 3,020.6 331.9 82.8 13.6 11,3u1.4 25.4 11,366.8
Risk-weighted assets 3,138.9 1,263.0 167.5 35.8 54 4,610.6 48.7 4,659.3
Acquisition-
Buy- Second Total related Total
to-Let Residential Bridging charge Other' underlying items? statutory
As at 31 December 2022 £m £m £m £m £m £m £m £m
Gross loans and
advances to customers 7468.8 2,671.3 149.7 1.9 4.6  10,416.3 81.7 10,498.0
Expected credit losses (238.5) (3.8) (0.5) ©.2) - (28.0) 1.2 (26.8)
Net loans and advances
to customers 7,445.3 2,667.5 149.2 1.7 4.6 10,388.3 829 10,471.2
Risk-weighted assets 2,9271 1,107.3 70.9 454 5.5 14,156.2 46.0 4,202.2

1. Other relates to acquired loan portfolio.

2. For more details on acquisition-related adjustments, see Reconciliation of statutory to underlying results in the Financial review.
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Segments review continued

Overview

Charter Court Financial Services

(CCFS) segment

Underlying loans and advances to customers

Strategic Report

31-Dec-2023 31-Dec-2022

£m £m
Buy-to-Let 7,921.5 7.468.8
Residential 3.,026.0 2,671.3
Bridging 333.1 149.7
Second charge 83.0 M9
Other' 13.6 4.6
Gross loans and advances to customers 11,377.2 10,416.3
Expected credit losses (35.8) (28.0)
Net loans and advances to customers 11,341.4 10,388.3

1. Other relates to acquired loan portfolios.

Gross loan book?

£11,37/m

2022: £10,416m
+909%

Net interest income?

£241m

2022: £308m
-22%

Contribution to profit?

£230m

2022: £346m

-34%

2. Underlying.

The CCFS underlying net loan book grew
by 9% to £11,341.4m at the end of 2023 (31
December 2022: £10,388.3m) supported by
strong retention and organic originations of
£2,186.8m, which decreased by 26% from
£2.9694m of new business written in 2022
reflecting a subdued mortgage market.

CCFS Buy-to-Let sub-segment
Organic originations in the Buy-to-Let sub-
segment through the Precise Mortgages
brand decreased in 2023 to £1,006.0m
(2022: £1998.7m) reflecting the impact

of the higher interest rate environment on
smaller portfolio and individual landlords.
The underlying gross Buy-to-Let loan book
grew by 6% in the year to £7921.5m from
£7.468.8m at the end of 2022 supported by
strong refinance activity.

Governance

Underlying net interest income in this sub-
segment reduced to £1274m compared with
£206.0m in the prior year, as the benefit

of loan book growth was more than offset
by the underlying adverse EIR adjustment
of £139.5m (2022: £37.5m loss). The EIR
adjustment related to the expectation that
Precise Mortgages customers would spend
less time on the higher reversion rate before
refinancing, based on observed customer
behavioural trends.

This sub-segment recognised an impairment
charge of £5.0m (2022: £9.5m) largely due
to changes in the macroeconomic outlook,
modelled IFRS 9 stage migration and
increased arrears. On an underlying basis,
Buy-to-Let made a contribution to profit

of £122.4m, compared with £196.5m in the
prior year, with the decline largely due to the
impact of the adverse EIR adjustment.

On a statutory basis, the Buy-to-Let sub-
segment made a contribution to profit of
£82.1m (2022: £154.8m).

Refinance activity continued to represent
nearly half of Precise Mortgages completions,
at 48%, as landlords sought to lock in lower
monthly repayments in expectation of further
base rate rises (2022: 50%). Under the Precise
Mortgages retention programme, 66% of
existing borrowers chose a new product within
three months of their initial rate mortgage
coming to an end in the year (2022: 35%).

Five-year fixed rate products accounted
for 67% of Precise Mortgages completions,
down from 74% in 2022, as an increasing
proportion of customers elected to take
shorter-term mortgages in anticipation

of falling interest rates. Borrowing via a
limited company made up 68% of Buy-to-
Let completions in 2023 (2022: 65%) and
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the proportion of completions for loans for
specialist property types, including houses of
multiple occupation and multi-unit properties
remained at 21%.

Research conducted by BVA BDRC in the
fourth quarter of 2023 on behalf of the
Group found that over six in ten landlords
that intended to acquire new properties
planned to do so within a limited company
structure, in line with an upward trend
that has been observed over a number

of years, reflecting ongoing landlord
professionalisation.

The weighted average LTV of the loan book
in this segment increased to 68% due to
negative house price inflation in 2023
(2022: 66%). The new lending average LTV
was 71% with an average loan size of £190k
(2022: 73% and £191k, respectively). The
weighted average interest coverage ratio
for Buy-to-Let origination was 154% in 2023
(2022: 191%).

CCFS Residential sub-segment

The underlying gross loan book in CCFS’
Residential sub-segment reached £3,026.0m
by 31 December 2023, an increase of 13%
from £2,671.3m as at 31 December 2022,
supported by organic originations of £743.6m
(2022: £7494m). The Group continued to
benefit from CCFS’ expertise, with a strong
focus on self-employed individuals and those
with minor adverse credit records.

Underlying net interest income reduced

to £75.2m (2022: £96.0m) as the benefit

of loan book growth was more than offset
by the underlying adverse EIR adjustment
of £43.0m (2022: £4.0m loss). The EIR
adjustment related to the expectation that
Precise Mortgages borrowers would spend
less time on the higher reversion rate before
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Segments review continued
CCFS segment continued

refinancing, based on observed customer
behavioural trends. The Residential sub-
segment recorded an impairment charge
of £1.2m (2022: £1.2m credit) largely due
to changes in the macroeconomic outlook,
modelled IFRS 9 stage migration and
increased arrears. Overall, on an underlying
basis, the Residential sub-segment made a
contribution to profit of £74.0m, compared
with £97.2m in 2022 and £59.5m on a
statutory basis (2022: £81.9m).

The average loan size in this sub-segment
was £160k (31 December 2022: £147k) with an
average LTV for new lending of 63% (2022:
66%) and an increase in book LTV to 59% as
a result of negative house price inflation in
the year (31 December 2022: 57%).

CCEFS Bridging sub-segment

The Group’s short term lending offering saw
continued success in 2023 as borrowers
made use of its regulated and non-regulated
products to assist with chain-break

finance, refurbishment works and property
conversions, while the Group’s refurbishment
Buy-to-Let proposition also remained popular.
The sub-segment saw originations of £437.2m,
double the amount of £217.5m recorded in
2022,and a growth in the underlying gross
loan book to £333.1m as at 31 December 2023
(31 December 2022: £149.7m).

Overview Strategic Report Governance

Underlying net interest income increased

by 76% to £8.8m (2022: £5.0m), and the
impairment charge was £0.7m (2022: £0.2m)
largely due to balance sheet growth. The
bridging sub-segment made a contribution to
profit of £8.1m in 2023 on an underlying basis
compared with £4.8m in 2022 and £6.9m on
a statutory basis (2022: £4.2m).

CCFS Second charge sub-segment
The second charge gross loan book reduced
to £83.0m compared with £111.9m as at

31 December 2022, as the Group no longer
offers second charge products under the
Precise Mortgages brand and the book is in
run-off.
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Key performance indicators

Strategic Report

Governance

Throughout the Strategic report, the results and

the Key performance indicators (KPls) are

presented on a statutory and an underlying basis.

Management believes that the underlying
results and KPIs provide a more consistent
basis for comparing the Group’s
performance between financial periods.

Underlying results and KPIs for 2023
and 2022 exclude integration costs and
other acquisition-related items. For a
reconciliation of statutory results to
underlying results, see page 44.

The Group’s external auditor performed an
independent reasonable assurance review
of certain KPIs as marked with the symbol
A - see the Appendix for the auditor’s
assurance report.

Gross new lending®

-20%

2023 £4.7bn
2022 £5.8bn

Definition
Gross new lending is defined as gross new
organic lending before redemptions.

2023 performance
Gross new lending decreased in the year
reflecting subdued mortgage market due to

rising interest rates and affordability pressures.

Key:

Statutory Statutory
2023 2022

Underlying Underlying
2023 2022

Net interest margin (NIM)*

-4/bps

2023 231bps

2022 278bps
2023 251bps

2022

Definition

NIM is defined as net interest income as a
percentage of a 13-point average of interest
earning assets (cash, investment securities,
loans and advances to customers and credit
institutions). It represents the margin earned
on loans and advances and liquid assets after
swap expense/income and cost of funds.

2023 performance

Statutory and underlying NIM reduced in 2023
largely due to the adverse EIR adjustment

and as the benefit of the lower cost of retail
funding was offset by the impact of some
lower margin lending due primarily to delays
in mortgage pricing reflecting the rate rises
and higher swap costs.

Financial Statements
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Cost to income ratio?

+Qppt

2023 36%
2022 27%

2023
2022

Definition

Cost to income ratio is defined as
administrative expenses as a percentage
of total income. It is a measure of
operational efficiency.

2023 performance

Statutory and underlying cost to income ratios
increased in 2023 primarily as a result of lower
income due to the adverse EIR adjustment and
a net fair value loss on financial instruments
compared with a gain in the prior year.
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Key performance indicators continued

Management expense ratio®

+1bp

2023 82bps
2022 81bps
2023
2022

Definition

Management expense ratio is defined as
administrative expenses as a percentage
of a 13-point average of total assets. It is a
measure of operational efficiency.

2023 performance

Statutory and underlying management
expense ratios remained broadly flat in the
year demonstrating the Group’s focus on
cost discipline and efficiency.

Loan loss ratio?

+/bps

2023 20bps
2022 13bps

2023
2022

Definition

Loan loss ratio is defined as expected credit
losses as a percentage of a 13-point average
of gross loans and advances. It is a measure
of the credit performance of the loan book.

2023 performance

Statutory and underlying loan loss ratios
increased in the year largely due to updated
macroeconomic scenarios, changes in the
risk profile of borrowers as they transitioned
through modelled IFRS 9 impairment stages,
loan book growth and an increase in
balances in arrears of three months or more.

Strategic Report

Governance

Basic EPS? (pence per share)

-2/%

2023 [T

2022 90.8p
2023

2022

Definition

Basic EPS is defined as profit attributable
to ordinary shareholders, which is profit
after tox and after deducting coupons
on AT1 securities, gross of tax, divided by
the weighted average number of ordinary
shares in issue.

2023 performance

Statutory and underlying basic EPS
decreased largely due to lower profit after
tax as a result of the adverse EIR adjustment.
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Ordinary dividend per share”
(pence per share)

+0%

2023 32.0p
2022 30.5p

2022 Special dividend of 11.7p

Definition

Dividend per share is defined as the sum of
the recommended final dividend per share
and any interim dividend per share for

the year.

2023 performance

The Board has recommended a final dividend
for 2023 of 21.8 pence per share, which
together with the 2023 interim dividend

of 10.2 pence represents a total ordinary
dividend of 32.0 pence per share.

For calculation of the final dividend,
see the Appendix.
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Key performance indicators continued

Return on equity®

-/ppt

2023 14%
2022 21%

-8ppt

2023

2022

Definition

Return on equity is defined as profit
attributable to ordinary shareholders,
which is profit after tax and after deducting
coupons on AT1 securities, gross of tax,

as a percentage of a 13-point average of
shareholders’ equity (excluding £150m of
AT1 securities).

2023 performance

The lower statutory and underlying return on
equity reflected the reduction in profitability
primarily due to the adverse EIR adjustment.

CRD IV Common Equity —
Tier 1 capital ratio

-220bps

2023 16.1%

2022 18.3%

Definition

It is defined as Common Equity Tier 1 (CETT)
capital as a percentage of risk-weighted
assets (calculated on a standardised basis
for credit risk and operational risk) and is a
measure of the capital strength of the Group
(for more information, see note 52 to the
Consolidated Financial Statements).

2023 performance

The CET1 ratio remained strong, although
reduced due to lower profitability in the year
as a result of the adverse EIR adjustment,
loan book growth, foreseeable and paid
dividends and the impact of the £150m share
repurchase programme completed in 2023.

Strategic Report
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Savings customer satisfaction
— Net Promoter Score'

+/

g 2023
[72]

O 2022

+1

2 2020 ]
O

O 2022

Definition

The NPS measures customers’ satisfaction
with services and products. It is based

on customer responses to the question of
whether they would recommend us to a
friend. The response scale is O for absolutely
not to 10 for definitely yes. Based on the
score, a customer is a detractor between

0 and 6, a passive between 7 and 8 and a
promoter between 9 and 10. Subtracting the
percentage of detractors from promoters
gives an NPS of between -100 and +100.

2023 performance

Savings customer NPS increased due to
fair savings products offering and excellent
customer service.

Financial Statements
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Prior to Q4 2022 the CCFS NPS was measured
using its legacy engagement programme,
thereafter measurement was aligned to the OSB
Group programme.

The 2022 OSB NPS included email surveys in
November and December. The 2023 OSB NPS
included interactive voice recognition surveys,
which were not considered for CCFS score.
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Effective interest rate adjustment overview

2028 results included a total net adverse
effective interest rate (EIR) adjustment of
£210.7m on a statutory basis and £181.6m
on an underlying basis which was included
in Net Interest Income. This adjustment was
equivalent to 72bps of statutory net interest
margin (NIM) and 63bps of underlying NIM.

Interest rates and volatile outlook
The Bank of England raised the UK’s Bank
Base Rate (BBR) 13 times from the start of
2022 through to 31 December 2023, as
summarised in Table 1. The interest rate
outlook was also volatile across the same
period and Table 2 shows the futures implied
BBR peak since 30 June 2021 by quarter.

Table 1

Date changed BBR %
December 2021 0.25
February 2022 0.50
March 2022 0.75
May 2022 1.00
June 2022 1.25
August 2022 1.75
September 2022 2.25
November 2022 3.00
December 2022 3.50
February 2023 4.00
March 2023 4.25
May 2023 4.50
June 2023 5.00
August 2023 5.25

Strategic Report

Table 2
Implied BBR
Date peak' %
30 June 2021 0.70
30 September 2021 0.99
31 December 2021 1.37
31 March 2022 2.52
30 June 2022 3.09
30 September 2022 5.88
31 December 2022 L. 7%
31 March 2023 4.65
30 June 2023 6.29
30 September 2023 5.45
31 December 2023 5.28

1. Bloomberg, implied peak interest rate futures pricing at
the applicable date.

Impact on customer behaviour
These rapid BBR rises and fluctuating interest
rate expectations led to customer behavioural
changes. Precise Mortgages (Precise) fixed
rate products were designed to revert to a
rate which was similar to the initial fixed rate
and open market rates. This encouraged
borrowers to spend significant time on the
variable reversion rate before choosing a

new fixed rate product or refinancing with
another lender.

Over the course of the first half of 2023,

the Group observed a step change in how
long these customers were spending on the
reversion rate, in particular the attrition rate
of borrowers who historically stayed on the
reversion rate for several months.

Governance

Precise customers generally contractually
revert to a margin over BBR at the end of
their fixed rate term.

As BBR continued to rise, customers saw
steep increases in the BBR linked reversion
rate, and as the Group continued to develop
its Precise retention programme, customers
chose to refinance earlier and spent less time
on the higher reversion rate compared to
previously observed behavioural trends.

In contrast, the Kent Reliance brand has
historically had a higher reversion rate, its
managed standard variable rate (SVR),
resulting in a significant rate step-up in
reversion versus both the fixed rate and
open market rates. Due to this step up, Kent
Reliance has a long and well-established
broker led retention programme, Choices,
to encourage borrowers to switch to a new
product quickly. Kent Reliance customers
have therefore spent less time on reversion
historically than Precise customers and
their behaviour is therefore less sensitive to
increasing interest rates.

Table 3 illustrates the different way in

which Precise and Kent Reliance mortgages
have reverted since 2020, by showing the
difference between the average fixed and
reversion rates for five-year fixed Buy-to-Let
products when they reached the end of their
initial fixed rate term.

The table shows that the Precise Buy-to-Let
five-year fixed rate products on average
reverted to a variable rate broadly consistent
with the fixed rate prior to the rapid rise in
BBR. Conversely, the Kent Reliance five-year
fixed rate products have consistently had

a higher step-up in reversion providing an
incentive to refinance quickly.

Financial Statements
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Table 3
Five-year fixed Buy-to-Let

step up in reversion
Precise  Kent Reliance
ppt ppt
2020 0.1 1.3
2021 .9 17
2022 Of 0.4 2.2
2022 Q2 1.1 3.0
2022 Q3 2.1 3.6
2022 Q4 3.7 4.5
2023 Of 4.7 5.7
2023 Q2 5.6 o4
2023 Q3 6.3 7.3
2023 Q4 6.8 7.4

The step-change in customer behavioural
trends, observed over the course of the
first half of 2023, led to a decrease in

the weighted average number of months
that Precise Mortgages borrowers who
reach the end of their fixed term were
expected to spend on the reversion rate
before refinancing from c¢.17 months to ¢.5
months. The weighted average number
of ¢.5 months remained unchanged as at
31 December 2023.

Kent Reliance borrowers, who reach the end
of their fixed term were expected to spend on
average 1-2 months on the reversion rate as
at 31 December 2023.
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Effective interest rate adjustment overview continued

Impact of the step-change

in behaviour in reversion for
Precise customers

The reduction in the expected time spent on
reversion by Precise customers from c.17 to
c.5 months, resulted in an adverse underlying
EIR adjustment to the carrying value of Loans
and Advances to Customers through Net
Interest Income of £182.5m in 2023, of which
£178.0m was recognised in the first half.

Table 4

Movement
recognised
through Net
Interest Income

This moved the Precise EIR asset to an EIR
liability. Other Group EIR adjustments
totalled £0.9m as at 31 December 2023.

Table 4 details Precise Mortgages’ underlying
EIR assets and liabilities, with the movement
in the balance sheet recognised in Net
Interest Income in each year:

Underlying EIR

Net asset/(liability)

Precise Mortgages EIR £m £m £m
As at 31 December 2019 5.6
Recognition of interest income 16.8
Behavioural adjustment 2.0
As at 31 December 2020 14+.8 20.4
Recognition of interest income 12.6
Behavioural adjustment (4.7)
As at 31 December 2021 (2.1) 18.3
Recognition of interest income 70.6
Behavioural adjustment (*1.7)
As at 31 December 2022 28.9 47.3
Recognition of interest income 106.9
Behavioural adjustment’ (182.5)
As at 31 December 2023 75.6 (28.4)

1. Includes £4.5m of other behavioural adjustments in the second half.

Governance

Precise has historically had an EIR asset,
primarily reflecting the expected time spent in
reversion and early repayment charges (ERC)
income which moved to a liability of £28.4m
as at 31 December 2023 following the adverse
EIR adjustment. This liability will unwind over
the remaining life of the mortgages.

Kent Reliance had a net EIR liability of £2.6m
as at 31 December 2023 (31 December 2022:
£17.2m liability) due to the deferral of net fee
income outweighing the impact of expected
ERC income and time spent in reversion.

The Group’s commercial brand, InterBay,
had an EIR asset of £5.7m as at 31 December
2023 (31 December 2022: £8.8m asset) in
relation to expected ERC income and time
spent in reversion. InterBay products did

not change in reversion versus the initial
fixed rate until 2022 when BBR and LIBOR
replacement first exceeded the interest

rate floors used in the reversion periods for
these products.

Behavioural sensitivities

A three months” movement in the weighted
average time spent in the reversion period
for Precise is considered to be a reasonably
possible change in assumption in a sustained
high interest rate environment and an
uncertain macroeconomic outlook. Applying
a +/- 3 months movement in the time spent
on reversion would lead to a +/- c.£77m
impact on the underlying Net Interest Income
and +/- ¢.£82m impact on the statutory Net
Interest Income.

This sensitivity will increase/decrease as BBR
rises/falls.
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Sensitivity to changes in base rate
As the BBR increased throughout 2022

and 2023, using the effective interest rate
approach resulted in additional monthly
net interest income as the benefit of time
spent on a reversion rate became greater.
If BBR decreases this will lead to a decrease
in monthly net interest income. If BBR

were to reduce by 50bps it is estimated
that this will decrease monthly net interest
income by £1.2m across Precise and Kent
Reliance Mortgages.

(©

The full year
adverse EIR
adjustment
remained broadly
unchanged from

thalf gear...j
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Effective interest rate adjustment overview continued

EIR accounting overview

In accordance with IFRS 9, the Group
recognises interest income from mortgages
using the effective interest method, which
aims to recognise interest income at a
consistent effective interest rate (EIR) over the
expected life of the mortgages.

The effective interest method requires that
an EIR% is calculated at origination that
considers all contractual and behavioural
cash flows associated with the mortgage
including fees, early redemption charges
(ERCs) and the average time the customer
spends on the reversion rate after the initial
fixed rate period. This has the effect of
bringing forward expected income from the
reversion period. An EIR asset is built up over
time from origination in respect of expected
ERC income and reversion income. An EIR
liability is recognised at origination in respect
of deferred net fee income.

The Group uses the latest observable trends
to predict future behaviour in reversion and
assumes current interest rates for reversion
cash flows when calculating the EIR.

For Precise Mortgages products the reversion
rate is generally linked to BBR and if this
remains static, there is no change to the EIR%
calculated at origination. If BBR increases,
the EIR methodology prescribes that the EIR%
is recalculated immediately to reflect the
higher anticipated income in the reversion
period, which leads to higher revenue
recognition over the expected remaining life
of the mortgage.

A change in customer behaviour, which
emerges over time, for example customers
spending less time on the reversion rate
before refinancing, can also lead to a change
in expected cash flows and the revenue to
be recognised. Generally, such a change
would cause a reduction in the anticipated
total amount of interest received from the
customer over the revised expected life of
the mortgage. Similarly, an expectation of
a longer period spent on the reversion rate
would lead to an increase in the anticipated
total amount of interest received over the
revised, longer life of a mortgage.

The EIR% for a loan is not adjusted for
behavioural changes where a trend in
customer behaviour is observed. Instead
IFRS 9 requires an immediate adjustment to
the carrying value of Loans and Advances
to Customers, with a corresponding gain
or loss recognised in the income statement.
This maintains the EIR% for the loan over its
remaining behavioural life.

In a rapidly rising rate environment, changes
in BBR are observable immediately and

are reflected in revisions to the EIR, applied
prospectively, whereas trends in customer
behaviour take more time to emerge. This
leads to use of an EIR% calculated based

on cash flows in reversion that are no longer
expected, resulting in a dynamic where

a behavioural-driven adjustment, due to
customers spending less time on the reversion
rate, can create an EIR liability. This liability
unwinds over the remaining expected life of
the mortgages to adjust interest accruals to
actual cash receipts.

Strategic Report
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The Group’s retention programmes
Kent Reliance has a long and well-established
broker led retention programme, Choices,

to encourage borrowers to switch to a

new product quickly rather than refinance
away from the Group after a period on the
higher reversion rate. This programme has
been successful in retaining borrowers by
engaging with them before the end of their
fixed rate term and offering preferential
terms compared to new customer offers to
reflect the Group’s lower processing costs. In
2023, 78% (2022: 72%) of existing borrowers
chose a new KR product within 3 months of
their initial rate mortgage coming to an end.

The Group introduced a similar proactive
retention programme for Precise borrowers
in October 2022 in reaction to the BBR
increases and the resulting step-up in

rates on reversion. There was a steady
improvement in retention with 66% (2022:
35%) of existing Precise borrowers choosing
a new product within 3 months of their initial
rate mortgage coming to an end in 2023.
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Review of the Group’s performance

Overview

presented on a statutory basis for

2023 and 2022

Strategic Report

Governance Financial Statements Appendices 39
Key ratios
Common equity tier 1 ratio 16.1% 18.3%
Total capital ratio 19.5% 19.7%
Leverage ratio 7.5% 8.4%

Group Group
31-Dec-2023 31-Dec-2022
Summary Profit or Loss £m £m
Net interest income 658.6 709.9
Net fair value (loss)/gain on financial instruments (4.4) 58.9
Other operating income 3.9 6.6
Administrative expenses (234.6) (207.8)
Provisions o.4) 1.6
Impairment of financial assets (48.8) (29.8)
Integration costs - 79)
Profit before tax 374.3 531.5
Profit after tax 282.6 14+10.0
Key ratios A
Net interest margin 231bps 278bps
Cost to income ratio 36% 27%
Management expense ratio 82bps 81bps
Loan loss ratio 20bps 13bps
Return on equity 14% 21%
Basic earnings per share, pence 66.1 20.8
Ordinary dividend per share, pence 32.0 30.5
Special dividend per share, pence - 1.7
Extracts from the Statement of Financial Position £m £m
Loans and advances to customers 25,765.0 23,612.7
Retail deposits 22,126.6 19,755.8
Total assets 29,589.8 27,566.7

@ For definitions of key ratios, see Key performance indicators on pages 33-35, for more detail on the calculation
of key ratios, see the Appendix see pages 265-267.

The Group’s external auditor performed an independent reasonable assurance review of certain alternative
performance measures as highlighted with the symbol A — see the Appendix for the auditor’s statement.

Statutory profit

The Group’s statutory profit before tax
decreased by 30% to £374.3m (2022:
£531.5m) after acquisition-related items of
£51.7m' (2022: £59.6m). The benefit of net
loan book growth was more than offset by
the total net adverse statutory effective
interest rate (EIR) adjustment of £210.7m.
The decrease in statutory profit before tax
was also due to a net fair value loss on
financial instruments compared with a gain
in the prior year, higher administration costs
and a higher impairment charge.

Statutory profit after tax was £282.6m in
20283, a decrease of 31% from £410.0m in the
prior year and included acquisition-related
items of £37.1m’' (2022: £38.7m). The Group’s
effective tax rate increased to 24.6%?2 due to
higher corporation tax rates, partially offset
by a lower proportion of the profits being
subject to the bank surcharge (2022: 24.0%).

Statutory profit before tax

F3/4.3m

2022: £531.5m

Common Equity Tier 1 ratio
Statutory return on equity for 2023 reduced O
to 14% (2022: 21%) reflecting the reduction in 1 é 1 O

L]
@% J

profitability in the year.

Statutory basic earnings per share decreased
to 66.1 pence (2022: 90.8 pence), in line with
the decrease in profit after tax.
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Net interest income

Statutory net interest income decreased

by 7% in 2023 to £658.6m (2022: £7099m),
as the benefit of net loan book growth was
more than offset by the total net adverse EIR
adjustment of £210.7m on a statutory basis.
The adverse EIR adjustment primarily related
to the expectation that Precise Mortgages
borrowers would spend less time on the higher
reversion rate before refinancing based on
observed customer behavioural trends.

Statutory net interest margin (NIM) was
231bps compared with 278bps in the prior
year, down 47bps, largely due to the adverse
EIR adjustment and as the benefit of the lower
cost of retail funding was offset by the impact
of some lower margin lending due primarily to
delays in mortgage pricing reflecting the rate
rises and higher swap costs.

The total net adverse EIR adjustment
accounted for 72bps of statutory NIM for the
year ended 31 December 2023.

Net fair value loss on financial
instruments

Statutory net fair value loss on financial
instruments of £4.4m in 2023 (2022: £58.9m
gain) included a £11.1m net loss on unmatched
swaps (2022: £567.1m gain) following a
reduction in swap prices in the fourth quarter
and a gain of £2.0m (2022: £8.1m loss) in
respect of the ineffective portion of hedges.

The Group also recorded a £6.4m net gain
(2022: £10.2m gain) from the unwind of
acquisition-related inception adjustments,
a 4.3m loss (2022: £1.2m gain) from the
amortisation of hedge accounting inception
adjustments and a net gain of £2.6m from
other items (2022: £1.5m loss).

Overview

The net loss on unmatched swaps related
primarily to fair value movements on
mortgage pipeline swaps prior to them being
matched against completed mortgages, and
was caused by a reduction in the interest
rate outlook on the SONIA forward curve

in the fourth quarter. Conversely, the net
gain recognised in the prior year reflected

a step up in interest rate outlook on the
SONIA yield curve largely in response to the
actions announced in the September 2022
mini budget.

The Group economically hedges its
committed pipeline of mortgages and this
unrealised movement unwinds over the life
of the swaps through hedge accounting
inception adjustments.

Other operating income

Statutory other operating income of £39m
(2022: £6.6m) mainly comprised CCFS’
commissions and servicing fees, including
those from servicing securitised loans that
have been derecognised from the Group’s
balance sheet.

Administrative expenses

Statutory administrative expenses increased
by 13% to £234.6m in 2023 (2022: £207.8m)
largely due to balance sheet growth and

the anticipated impact of inflation and
planned investment in people and operations,
including digital solutions enhancing our
customer propositions.

The statutory management expense ratio
was broadly flat at 82bps in 2023 (2022:
81bps) reflecting the Group’s focus on cost
discipline and efficiency.

Strategic Report
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The Group’s statutory cost to income ratio
increased to 36% (2022: 27%) primarily as a
result of lower income following the adverse
EIR adjustment and a net fair value loss on
financial instruments compared with a gain
in the prior year.

Impairment of financial assets

The Group recorded a statutory impairment
charge of £48.8m in 2023 (2022: £29.8m)
representing a statutory loan loss ratio of
20bps (2022: 13bps).

The updated forward-looking macroeconomic
scenarios used in the Group’s IFRS 9 models
accounted for a £6.4m charge, while
enhancements to models and post model
adjustments resulted in a net release of £1.0m.
Changes in the risk profile of borrowers as
they transitioned through modelled IFRS 9
impairment stages and loan book growth
amounted to a charge of £21.9m and an
increase in provisions relating to accounts
with arrears of three months or more
amounted to a charge of £14.1m. The increase
in individually assessed provisions and other
items amounted to a charge of £74m.

As at 31 December 2023, the Group’s balance
sheet provisions were further reduced by
write-offs of £33.6m, where loans were written
off against the related provision when the
underlying security was sold. This amount

did not form part of the year end impairment
charge as it was expensed to the profit and
loss when the provisions were raised.

In the prior year, the impairment charge

was largely due to the Group’s adoption of
more severe forward-looking macroeconomic
scenarios in its IFRS 9 models and post model
adjustments to account for the rising cost of
living and borrowing concerns.
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Integration costs

The Group ceased recognising expenses as
integration costs on the third anniversary of
combination with CCFS in October 2022.

In the prior year, £79m of integration
costs largely related to redundancy
costs and advice on the Group’s future
operating structure.

Dividend

The Board has recommended a final dividend
of 21.8 pence per share for 2023, which
together with the interim dividend of 10.2
pence per share, represents a total ordinary
dividend of 32.0 pence per share. See the
Appendix for the calculation of the 2023
final dividend.

The recommended final dividend is subject
to approval at the AGM on 9 May 2024. The
final dividend will be paid on 14 May 2024,
with an ex-dividend date of 4 April 2024 and
a record date of 5 April 2024

Balance sheet growth

On a statutory basis, net loans and advances
to customers grew by 9% to £25,765.0m

in 2023 (31 December 2022: £23,612.7m),
supported by originations of £4.7bn in

the year and strong retention.

Total assets grew by 7% to £29,589.8m
(31 December 2022: £27,566.7m) largely due to
the growth in loans and advances to customers.

On a statutory basis, retail deposits
increased by 12% to £22,126.6m as at 31
December 2023 from £19,755.8m in the prior
year, as savers continued to choose the
Group’s consistently fair and attractively
priced products.
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The Group complemented its retail deposits
funding with drawings under the Bank of
England’s schemes. Drawings under the Term
Funding Scheme for SMEs reduced to £3.3bn
as at 31 December 2023 from £4.2bn in the
prior year as the Group repaid £900m of the
funding using retail deposits and wholesale
funding in the second half of the year.
Drawings under Indexed Long-Term Repo
were £10.1m (31 December 2022: £3009m).

Liquidity

OSB and CCFS operate under the Prudential
Regulation Authority’s liquidity regime and
are managed separately for liquidity risk.
Each Bank holds its own significant liquidity
buffer of liquidity coverage ratio (LCR)
eligible high-quality liquid assets (HOLA).

Each Bank operates within a target liquidity
runway in excess of the minimum LCR
regulatory requirement, which is based on
internal stress testing. Each Bank has a range
of contingent liquidity and funding options
available for possible stress periods.

As at 31 December 2023, OSB had £1,155.7m
and CCFS had £1,514.0m of HQLA (31
December 2022: £1,494%.1m and £1,522.8m,
respectively).

The Group also held portfolios of
unencumbered prepositioned Bank of
England level B and C eligible collateral in the
Bank of England Single Collateral Pool.

As at 31 December 2023, OSB had an LCR
of 208% and CCFS 139% (31 December
2022: 229% and 148%, respectively) and

the Group LCR was 168% (31 December
2022: 185%), all significantly in excess of the
regulatory minimum of 100% plus Individual
Liquidity Guidance.

Overview

Capital

The Group’s capital position remained
strong, with a CET1 ratio of 16.1% and a
total capital ratio of 19.5% as at the end

of 2023 (81 December 2022: 18.3% and
19.7%, respectively). Both ratios reflected
the impact of lower profitability in the year
due to the adverse EIR adjustment, which
reduced the CET1 ratio by 1.2%, loan book
growth, foreseeable and paid dividends and
the impact of the £150m share repurchase
programme completed in 2023.

The Group had a leverage ratio of 7.5%

as at 31 December 2023 (31 December
2022: 8.4%). The combined Group had

a Pillar 2a requirement of 1.27% (2022:
1.27%) of risk-weighted assets (excluding a
static integration add-on of £19.5m) as at
31 December 2023.

Cash flow statement

The Group’s cash and cash equivalents
decreased by £530.1m during the year to
£2,514.0m as at 31 December 2023.

In 2023, loans and advances to customers
increased by £2,200.5m, primarily funded by
£2,370.8m of deposits from retail customers.
The Group repaid £336.9m of cash collateral
received on derivative exposures and received
£38.8m of initial margin, reflecting a reduction
in swap pricing in the fourth quarter. Cash
used in financing activities of £654.1m included
financing repaid: TFSME scheme repayments
of £900m and repayments of the ILTR

scheme of £290.8m. It also included interest
on financing of £205.4m and distributions to
shareholders of £185.0m of dividend payments
and £152.4m of share repurchase which

were partially offset by funding through
securitisations, senior notes and subordinated
liability issuances raising £1,138.7m. Cash used
in investing activities was £301.2m.

Strategic Report
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Summary Consolidated Statement of Cash Flows
Group Group
31-Dec-2023 31-Dec-2022
£m £m

Profit before tax 374.3 531.5
Net cash generated/(used in):

Operating activities 425.2 428.5
Investing activities (301.2) 63.2
Financing activities (654.1) (184.3)
Net (decrease)/increase in cash and cash equivalents (530.1) 3074
Cash and cash equivalents at the beginning of the year 3,0L4.1 2,736.7
Cash and cash equivalents at the end of the year 2,514.0 3,041

In 2022, loans and advances to customers
increased by £2,563.1m, primarily funded by
£2,2294m of deposits from retail customers.
The Group received £434.3m of cash collateral
on derivative exposures and paid £137.5m of
initial margin, reflecting new derivatives during
the year. Cash used from financing activities
of £184.3m included £300.9m drawings

under the ILTR scheme offset by £193.6m
repayment of debt securities, £102.0m share
repurchases, £133.1m dividend payments and
£45.3m interest on financing liabilities. Total
drawings under the Bank of England’s TFSME
scheme remained unchanged at £4.2bn.
Cash generated from investing activities

was £63.2m.

1. See the reconciliation of statutory to underlying
results on page 44.

2. See note 11 to the Consolidated Financial Statements.
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Review of the Group’s performance

Overview

Strategic Report

presented on an underlying basis for

2023 and 2022

Group Group
31-Dec-2023 31-Dec-2022

Summary Profit or Loss £m £m
Net interest income 714.7 7691
Net fair value (loss)/gain on financial instruments (10.8) 48.5
Other operating income 3.9 6.6
Administrative expenses (232.9) (204.0)
Provisions o.4) 1.6
Impairment of financial assets (48.5) (30.7)
Profit before tax 426.0 591.1
Profit after tax 319.7 L448.7
Key ratios A

Net interest margin 251bps 303bps
Cost to income ratio 33% 25%
Management expense ratio 81bps 80bps
Loan loss ratio 20bps 1tbps
Return on equity 16% 24%
Basic earnings per share, pence 75.0 99.6
Extracts from the S t of Financial Positi £m £m
Loans and advances to customers 25,739.6 23,529.8
Retail deposits 22,126.6 19,755.2
Total assets 29,565.6 27487.6

@ The Group’s external auditor performed an independent reasonable assurance review of certain

alternative performance measures as highlighted with the symbol A — see the Appendix for the

auditor’s assurance report

Governance

Underlying profit

The Group’s underlying profit before tax
decreased by 28% to £426.0m from £591.1m
in 2022. The benefit of net loan book growth
was more than offset by the total net
adverse underlying effective interest rate
(EIR) adjustment of £181.6m. The decrease in
underlying profit before tax was also due to
a net fair value loss on financial instruments
compared to a gain in the prior year,

higher administration costs and a higher
impairment charge.

Underlying profit after tax was £319.7m, down
29% (2022: £448.7m), broadly in line with the

decrease in profit before tax. The Group’s
effective tax rate on an underlying basis

increased to 25.0% for the year due to higher

corporation tax rates, partially offset by a
lower proportion of the profits being subject
to the bank surcharge (2022: 24.3%).

On an underlying basis, return on equity for
2023 reduced to 16% (2022: 24%), reflecting
the reduction in profitability in the year.

The underlying basic earnings per share
decreased to 75.0 pence (2022: 99.6 pence),
in line with the decrease in profit after tax.

Net interest income

Underlying net interest income decreased
by 7% to £714.7m in 2023 (2022: £769.1m),
as the benefit of net loan book growth was
more than offset by the total net adverse
EIR adjustment of £181.6m on an underlying
basis. The adverse EIR adjustment primarily
related to the expectation that Precise
Mortgages borrowers would spend less
time on the higher reversion rate before
refinancing based on observed customer
behavioural trends.
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Alternative performance
measures

The Group presents alternative
performance measures (APMs) in

this Strategic report as Management
believes they provide a more consistent
basis for comparing the Group’s
performance between financial periods.

Underlying results and KPIs for 2023
and 2022 exclude integration costs and
other acquisition-related items.

APMs reflect an important aspect of
the way in which operating targets are
defined and performance is monitored
by the Board. However, any APMs in
this document are not a substitute for
IFRS measures and readers should
consider the IFRS measures as well.

@ For more information on APMs and the
reconciliation between APMs and the
statutory equivalents, see the Appendix
on pages 265-267
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The underlying net interest margin was
251bps compared with 303bps in the prior
year, down 52bps, largely due to the adverse
EIR adjustment and as the benefit of the lower
cost of retail funding was offset by the impact
of some lower margin lending due primarily to
delays in mortgage pricing reflecting the rate
rises and higher swap costs.

The total net adverse EIR adjustment
accounted for 63bps of underlying NIM for
the year ended 31 December 2023.

Net fair value loss on financial

instruments

Underlying net fair value loss on financial
instruments was £10.8m in 2023 (2022:
£48.5m gain) and included a loss on
unmatched swaps of £11.1m (2022: £57.1m
gain) following a fall in swap prices in the
fourth quarter and a gain of £2.0m (2022:
£8.1m loss) in respect of the ineffective
portion of hedges.

The Group also recorded a £4.3m loss (2022:
£1.2m gain) from the amortisation of hedge
accounting inception adjustments and a gain
of £2.6m (2022: £1.7m loss) from other items.

The net loss on unmatched swaps related
primarily to fair value movements on
mortgage pipeline swaps prior to them being
matched against completed mortgages, and
was caused by a reduction in the interest
rate outlook on the SONIA forward curve

in the fourth quarter. Conversely the net
gain recognised in the prior year reflected

a step up in interest rate outlook on the
SONIA yield curve largely in response to the
actions announced in the September 2022
mini budget.

Overview

The Group economically hedges its
committed pipeline of mortgages and this
unrealised movement unwinds over the life
of the swaps through hedge accounting
inception adjustments.

Other operating income

On an underlying basis, other operating
income was £39m in 2023 (2022: £6.6m) and
mainly comprised CCFS’ commissions and
servicing fees, including those from servicing
securitised loans that have been derecognised
from the Group’s balance sheet.

Administrative expenses

Underlying administrative expenses increased
by 14% to £232.9m in 2023 (2022: £204.0m),
largely due to balance sheet growth and

the anticipated impact of inflation and
planned investment in people and operations,
including digital solutions enhancing our
customer propositions.

The underlying management expense ratio
remained broadly flat at 81bps in 2023
(2022: 80bps) reflecting the Group’s focus on
cost discipline and efficiency.

The Group’s underlying cost to income ratio
increased to 33% (2022: 25%) primarily as a
result of lower income following the adverse
EIR adjustment and a net fair value loss on
financial instruments compared with a gain
in the prior year.
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Impairment of financial assets
The Group recorded an underlying
impairment charge of £48.5m in 2023
(2022: £30.7m) representing an underlying
loan loss ratio of 20bps (2022: 14bps).

The updated forward-looking macroeconomic
scenarios used in the Group’s IFRS 9 models
accounted for a £6.4m charge, while
enhancements to models and post model
adjustments resulted in a net release of £1.0m.
Changes in the risk profile of borrowers as
they transitioned through modelled IFRS 9
impairment stages and loan book growth
amounted to a charge of £21.9m and an
increase in provisions relating to accounts
with arrears of three months or more
amounted to a charge of £14.1m. The increase
in individually assessed provisions and other
items amounted to a charge of £7.1m.

As at 31 December 2023, the Group’s balance
sheet provisions were further reduced by
£33.6m, where loans were written off against
the related provision when the underlying
security was sold. This amount did not form
part of the year end impairment charge as it
was expensed to the profit and loss when the
provisions were raised.

In the prior year, the impairment charge

was largely due to the Group’s adoption of
more severe forward-looking macroeconomic
scenarios in its IFRS 9 models and post model
adjustments to account for the rising cost of
living and borrowing concerns.

Financial Statements
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Balance sheet growth

On an underlying basis, net loans and
advances to customers were £25,739.6m (31
December 2022: £23,529.8m) an increase
of 9%, supported by gross originations of
£4.7bn in the year.

Total underlying assets grew by 8% to
£29,565.6m (31 December 2022: £27,487.6m),
largely due to the growth in loans and
advances to customers.

On an underlying basis, retail deposits
increased by 12% to £22,126.6m (31
December 2022: £19,755.2m) as savers
continued to choose the Group’s consistently
fair and attractively priced products.
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Reconciliation of statutory to underlying results

FY 2023 FY 2022
Reverse
Reverse integration costs
Statutory acquisition- Underlying Statutory  and acquisition- Underlying
results  related items results results related items results
£m £m £m £m £m £m

Net interest income 658.6 56.1 714.7 709.9 59.2 769.1
Net fair value (loss)/gain on financial instruments (4+.4) 6.4)2 (10.8) 58.9 10.4) 48.5
Other operating income 3.9 - 3.9 6.6 - 6.6
Total income 658.1 49.7 707.8 7754 48.8 824.2
Administrative expenses (234.6) 1.78 (232.9) (207.8) 3.8 (204.0)
Provisions (0.4) - (0.4) 1.6 - 1.6
Impairment of financial assets (48.8) 0.3% (48.5) (29.8) (0.9) (30.7)
Integration costs - - - 7.9 7.9% -
Profit before tax 374.3 51.7 426.0 531.5 59.6 591.1
Profit after tax 282.6 37.1 319.7 410.0 38.7 448.7
Summary Balance Sheet

Loans and advances to customers 25,765.0 (@5.4° 25,739.6 23,612.7 (82.9) 23,529.8
Other financial assets 3,722.8 1.37 3.724.1 3,878.1 Q1 3,887.2
Other non-financial assets 102.0 0.1)8 101.9 75.9 (5.3) 70.6
Total assets 29,589.8 24.2) 29,565.6 27,566.7 79.1) 27.487.6
Amounts owed to retail depositors 22,126.6 - 22,126.6 19,755.8 ©.6)° 19,755.2
Other financial liabilities 5,272.0 - 5,272.0 5,548.5 0.8%° 5,549.3
Other non-financial liabilities 46.7 6.3)" 40.4 oL 80.2) 31.2
Total liabilities 27,445.3 6.3 27,439.0 25,365.7 (30.0) 25,335.7
Net assets 2,144.5 (17.9) 2,126.6 2,201.0 (49.9) 21519

Appendices

Amortisation of the net fair value uplift to CCFS’
mortgage loans and retail deposits on Combination.

Inception adjustment on CCFS’ derivative assets and
liabilities on Combination.

Amortisation of intangible assets recognised on
Combination.

Adjustment to expected credit losses on CCFS loans
on Combination.

Reversal of integration costs related to the
Combination.

Recognition of a fair value uplift to CCFS’ loan book
less accumulated amortisation of the fair value uplift
and a movement on credit provisions.

Fair value adjustment to hedged assets.

Adjustment to deferred tax asset and recognition of
acquired intangibles on Combination.

Fair value adjustment to CCFS’ retail deposits less
accumulated amortisation.

. Fair value adjustment to hedged liabilities.

. Adjustment to deferred tax liability and other

acquisition-related adjustments.
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Risk review

Overview

The risk management framework
continues to be effective in managing
the Group’s risk profile during a period
of market volatility and uncertainty.

Executive summary

The Group’s primary focus during 2023 has
been to navigate the uncertainties and risks
arising from macroeconomic headwinds,
geopolitical uncertainties, continued

cost of living and borrowing challenges

and changing customer and competitor
behaviours. Despite the heightened levels
of uncertainty and change, the Group has
broadly maintained its risk profile within the

confines of the Board approved risk appetite.

The Group’s financial performance was
impacted by the adverse EIR adjustment
which related to the expectation that Precise
Mortgages borrowers would spend less

time on the higher reversionary rate before
refinancing based on observed customer
behavioural trends. Over the course of the
first half of 2023, the Group observed a

step change in how long these customers
were spending on the reversion rate, in
particular the attrition rate of borrowers who
historically stayed on the reversion rate for
several months. Precise customers generally
contractually revert to a margin over BBR

at the end of their fixed rate term. As BBR
continued to rise, customers saw steep
increases in the BBR linked reversion rate,

and as the Group continued to develop its
Precise retention programme, customers were
choosing to refinance earlier and spent less
time on the higher reversion rate compared
to previously observed behavioural trends.
The Group has significantly enhanced its
approach to modelling and monitoring
customer repayment behaviours.

During 2023, the Group observed an increase
in arrears levels driven by rising costs of
borrowing and living, whilst the timelines for
repossessing and selling properties continued
to be elongated due to ongoing delays

in the court hearing process, which also
contributed to elevated levels of late-stage
arrears balances. The Group observed lower
levels of Buy-to-Let balances greater than
three months in arrears, versus UK Finance
trends, with year-on-year growth marginally
lower than the UK Finance trend observed
during the year. Residential mortgage arrears
trends remained higher than UK Finance
data, driven by a higher portfolio mix of near
prime customers.

The Group continued to focus on supporting
customers who experienced financial
difficulties, as evidenced by the observed
year-on-year increase in forbearance
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measures granted. The LTV profile of
the existing loan book and accounts in
arrears remains appropriate, providing
loss protection if required. Arrears levels
remain below expectations and prudent
IFRS9 provision coverage levels have
been maintained to cover for forecasted
future losses.

The Group has established a robust
framework of assessing the nature and
drivers of its credit risk profile which

are captured within its Expected Credit
Loss (ECL) methodology. The Group

has maintained a prudent level of credit
provisions which are driven by forward
looking macroeconomic forecasts. PMAs
are primarily designed to capture the risk
arising from the heightened cost of living
and borrowing by moving some accounts
to into Stage 2 even when the account

is performing.

The Group remains cognisant of the impact
of the cost of living and borrowing challenges
on customers experiencing financial
distress and customers with vulnerabilities.
The Group have undertaken an extensive
review and enhanced activities to further
improve its approach to early assessment
and management of customers subject to
financial distress or vulnerabilities to ensure
good outcomes. These enhancements

are being made against the backdrop of
Consumer Duty disciplines.

The Group’s wider Enterprise Risk
Management Framework (ERMF) ensures
that principal risks are subject to common
good practice standards across all phases
of the risk life cycle, including identification,
assessment, management, monitoring and
reporting. The ERMF continuously evolves to
reflect the Group’s underlying risk profile.
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An example of this is the introduction of a
focused approach to risk disciplines in the
area of model and end-user computing, data
and change risk management. The ERMF and
its sub-components are subject to continuous
review and independent assurance, as well

as being leveraged to demonstrate effective
compliance with prudential and conduct
regulatory requirements.

Given the challenging and uncertain
operating environment, the Group’s
performance against its Board approved risk
appetite was subject to close scrutiny by
the Board and management. In particular,
the Group remains very focused on ensuring
that underlying risk trends were actively
monitored and that timely actions were taken
to minimise risk and ensure that a sufficient
level of financial contingency and buffers
are held. This approach has ensured that
the Group has maintained prudent levels of
provisions, funding and capital buffers.

The Group made good progress against
several important regulatory initiatives,
including compliance with the Resolvability
Assessment Framework (including meeting
interim MREL requirements) and Consumer
Duty. This has been achieved through
collaborative engagement with its supervisory
authorities, key functional areas and the
Board. The Group successfully issued its first
£300m of MREL qualifying debt securities plus
£250m Tier 2 debt securities in 2023 followed
by a further £400m of MREL qualifying debt
securities in January 2024, following which,
the Group met its interim MREL requirement,
including regulatory buffers. These issuances
were supported by a credit rating upgrade
during the course of the year.
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The Group is required to comply with
Bank of England policy with respect to the
Resolvability Assessment Framework (RAF)
which aims to ensure qualifying firms can
be resolved in an orderly fashion. During
20283 the Group made continued progress
in embedding and enhancing existing
resolution capabilities.

The Group has undertaken an extensive
review of Basel 3.1 consultation documents
and assessed its impact whilst being
cognisant that it is not yet finalised for UK
adoption. Based on various permutations

of how the new regulation will be adopted

in the UK, the Group endeavoured to reflect
its impact within its business and capital
planning processes, including within its MREL
issuance plans.

The Group continues to enhance its
approach to compliance with Internal
Ratings-Based (IRB) disciplines underpinned
by ongoing self-assessment reviews

against regulatory standards and emerging
guidelines. The Group has strengthened its
compliance with the IRB requirements and
has reflected upon the PRAs feedback to the
industry. The Group continues to engage
with the regulator ahead of commencing the
formal application process. Underlying IRB

Overview

capabilities and disciplines have become
progressively integrated into the Group’s
business planning, risk, capital, IT and

data management disciplines. In particular,
enhanced IRB capabilities have played

a vital role in informing and shaping the
Group’s response to the rising costs of living
and borrowing.

As the Group has embarked on an extensive
programme of digitalisation for its systems
architecture and underlying business
processes, the Group has leveraged its

risk and governance framework to ensure
the programme of activities are subject

to active identification, monitoring and
escalation of risks. Active engagement with
key stakeholders based on defined outcomes,
plans and deliverables is central to the risk
and governance disciplines. In particular, the
Group is assessing the risks in the context

of various change programmes, impact on
business-as-usual activities and transition
from development into production.

The Group continued to embed its approach
to managing climate risk through the further
development of its climate risk management
framework. A dedicated ESG Technical
Committee ensures that enhancements are
delivered as required.

Strategic Report

Priority areas for 2021
A heightened level of uncertainty remains around the UK economic outlook and the
operating environment for 2024 and beyond. Therefore, continued close monitoring of
the Group’s risk profile and operating effectiveness remains a key priority for the Risk
and Compliance function. Other priorities include:
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Continue to leverage the Group’s Enterprise Risk Management Framework and
existing capabilities to actively identify, assess and manage risks in line with approved
risk appetite

Leverage enhancements made across the Group’s portfolio analytical capabilities,
including utilising the Group’s new stress testing capability and wider analytical tools
to improve risk-based pricing, balance sheet management, capital planning and
stress testing

Continue to embed the operational risk framework across the Group and further
enhance controls testing and assurance activity

Continue to enhance and embed Resolvability Assessment Framework capabilities and
carry out a fire drill to test those capabilities

Provide assurance to ensure the FCA’s Consumer Duty rules and requirements are
further embedded as planned

Provide oversight across the embedding of the Group’s project to enhance the Group’s
arrears management processes

Maintain oversight of capital management including the impact of MREL and Basel 3.1,
including the implications for capital planning and asset pricing decisions

Further embed IRB capabilities and disciplines within wider risk management processes
Continue to provide second line oversight of the funding strategy and drive
enhancements to sensitivity analysis around key liquidity drivers

Continue to provide second line oversight of the Group’s key change programmes,
including the digitalisation of the Group.
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Key risk performance indicators

Overview

Risk appetite is aligned to a select range of key performance indicators, which
are used to assess performance against strategic, business, operational and

regulatory objectives.

Actual performance against these indicators is continually assessed and reported.

Loan loss ratio?

=)

S 2023 20bps
=1

T 2022 13bps

w

2

> 2023 20bps
S 2022

=

o)

2023 performance

Statutory and underlying loan loss ratios
increased in the year largely due to updated
macroeconomic scenarios, changes in the
risk profile of borrowers as they transitioned
through modelled IFRS 9 impairment stages,
loan book growth and an increase in
balances in arrears of three months or more.

Liquidity coverage ratio

@ 2023 208%
O 2022

@ 2023 139%

()

O 2022

2023 performance

Liquidity ratios reduced during 2023, but
remained well above internal and regulatory
requirements. The reduction was driven by
a reduction in High Quality Liquid Assets
following managed reductions of Bank of
England funding during the year.

Strategic Report

Governance Financial Statements Appendices
3+ months in arrears Capital ratios
o 2023 1.6% CET1 ratio
O 2022 2023 16.1%
2022 18.3%
@ 2023 Y . .
O Total capital ratio
O 2022
2023 19.5%
2022 19.7%

2023 performance

The Group’s ratio of balances which are
greater than three months in arrears
increased to 1.4% (2022: 1.1%) largely driven
by the elevated cost of living and cost of
borrowing. Across the OSB bank entity,
arrears increased to 1.6% from 1.2% at the
end of 2022 while for CCFS arrears increased
to 1.2% from 0.9% at the end of 2022.

2023 performance

The Group’s capital position remained
strong with a CET1 ratio of 16.1% and a
total capital ratio of 19.5% as at the end of
2023 (31 December 2022: 18.3% and 19.7%,
respectively). The capital ratios reduced
due to lower profitability as a result of the
adverse EIR adjustment, loan book growth,
foreseeable and paid dividends and the
impact of the £150m share repurchase
programme completed in 2023.
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Overview

Enterprise Risk Management Framework

The Enterprise Risk Management Framework
(ERMF) sets out the principles and approach
with respect to the management of the
Group’s risk profile in order to successfully
fulfil its business strategy and objectives,
including compliance with all conduct and
prudential regulatory objectives.

The ERMF is the overarching framework that
enables the Board and senior management
to actively manage and optimise the risk
profile within the constraints of its risk
appetite. The ERMF also facilitates informed
risk-based decisions to be taken in a timely
manner, ensuring that the interests and
expectations of key stakeholders can be met.

The ERMF provides a structured mechanism
to align critical components of an effective
approach to risk management, linking
overarching risk principles to day-to-day risk
identification, assessment, mitigation, and
monitoring activities.

The modular construct of the ERMF provides
an agile approach keeping pace with

the evolving nature of the risk profile and
underlying drivers. The ERMF and its core
modular components are subject to periodic
review and approval by the Board and its
relevant Committees. The key components of
the ERMF structure are as follows:

o Risk principles and culture

The Group established a set of risk
management and oversight principles

that inform and guide all underlying risk
management and assessment activities.
These principles are informed by the Group’s
Purpose, Vision and Values.

e Risk strategy and appetite

The Group established a clear business
vision and strategy which is supported by
an articulated risk vision and underlying
principles. The Board is accountable for
ensuring that the Group’s ERMF is structured
against the strategic vision and is delivered
within agreed risk appetite thresholds.

e Risk assessment and control

The Group is committed to building a safe
and secure banking operation through an
integrated and effective ERMF.

o Risk analytics

The Group uses quantitative analysis and
statistical modelling to help improve its
business decisions.

e Stress testing and scenario
development
Stress testing is an important risk
management tool, which is used to evaluate
the potential effects of a specific event
and/or movement in a set of variables to
understand the impact on the Group’s
financial and operating performance. The
Group has a stress testing framework which
sets out the Group’s approach.

e Risk data and information technology

The maintenance of high-quality risk
information, along with the Group’s data

Strategic Report

enrichment and aggregation capabilities,
are central to the Risk function’s objectives
being achieved.

o Risk Management Framework’s

Governance Financial Statements Appendices

e Risk governance and function
organisation

Risk governance refers to the processes and

structures established by the Board to ensure

that risks are assumed and managed within

the Board-approved risk appetite, with clear

policies and procedures

Risk frameworks, policies and supporting
documentation outline the process by which
risk is effectively managed and governed
within the Group.

delineation between risk taking, oversight
and assurance responsibilities. The Group’s
risk governance framework is structured to

adhere to the ‘three lines of defence’ model.

e Risk management information

and reporting
The Group established a comprehensive suite
of risk Management Information (M) and
reports covering all principal risk types.

@ Use and embedding
Dissemination of key framework
components across the Group to ensure
that business activities and decision-

making are undertaken in line with the
Board expectations.

Enterprise Risk Management Framework (ERMF)

Key elements

Risk principles
and culture

Risk strategy
and appetite

Risk governance and
function organisation

Risk assessment
and control

Principal risks

Financial risks

Non-financial risks

Credit risk Market risk Strategic and Operational risk Financial
Liquidity and Solvency risk business risk Conduct risk crime risk
funding risk Reputational risk Compliance/

regulatory risk

Risk framework Risk data Risk Risk management Stress
and policies and IT analytics information testing
Risk regulatory submissions
ICAAP ILAAP Recovery plan/Z-templates
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Group organisational structure

The Board has ultimate responsibility for the
oversight of the Group’s risk profile and risk
management framework and, where it deems
it appropriate, it delegates its authority to
relevant Committees. The Board and its
Committees are provided with appropriate
and timely information relating to the nature
and level of the risks to which the Group is
exposed and the adequacy of risk controls
and mitigants.

The Internal Audit function provides
independent assurance to the Board and

its Committees as to the effectiveness of

the systems and controls and the level of
adherence to internal policies and regulatory
requirements. The Board also commissions
third party subject matter expert reviews
and reports in relation to issues and areas
requiring deeper technical assessment

and guidance.

Risk appetite

The Group aligns its strategic and business
objectives with its risk appetite, which
defines the level of risk that the Group is
willing to accept, enabling the Board and
senior management to monitor the risk
profile relative to its strategic and business
performance objectives. Risk appetite is

a critical mechanism through which the
Board and senior management are able

to identify adverse trends and respond to
unexpected developments in a timely and
considered manner.

Overview

The risk appetite is calibrated to reflect
the Group’s strategic objectives, business
operating plans, as well as external
economic, business and regulatory
constraints. In particular, the risk appetite
is calibrated to ensure that the Group
continues to deliver against its strategic
objectives and operates with sufficient
financial buffers even when subjected to
plausible but extreme stress scenarios.
The objective of the Board’s risk appetite
is to ensure that the strategy and business
operating model is sufficiently resilient.

The Group’s risk appetite is calibrated using
statistical analysis and stress testing to
inform the process for setting management
triggers and limits against key risk indicators.
The calibration process is designed to

ensure that timely and appropriate actions
are taken to maintain the risk profile within
approved thresholds. The Board and senior
management actively monitor actual
performance against approved management
triggers and limits. Currently, there are two
regulated banking entities within the Group.
Risk appetite metrics and thresholds are set
at both individual entity and Group levels.

The Group’s risk appetite is subject to a
full refresh annually across all principal
risk types and a mid-year review where
any metrics can be assessed and updated
as appropriate.

Strategic Report
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Risk appetite is a critical
mechanism through which the
Board and senior management
identify adverse trends

and respond to unexpected
developments in a timely and

considered manner.
Hasan Kazmi, Group Chief Risk Officer




N |

OSB GROUP PLC | Annual Report and Accounts 2023

RiSk reVieW continued

Structure of the Group

Overview
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Board of Directors

Governance
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Board Capital and
Funding Committee

Committees

Group Executive Committee

Group Remuneration and

People Committee

Group Nomination
and Governance
Committee

Group Audit
Committee

(V)

Group Risk
Committee

Group Models and
Ratings Committee

First Line of Defence

Ensures that risks are identified, measured, monitored

(V)

Second Line of Defence

Provides an independent review and challenge

to the business and control functions to ensure
that all aspects of the risk profile are managed
in adherence to risk appetite and risk policies.

and reported in line with policy in an effective manner.

Key Brands Commercial

Finance and HR

Business and

Operations
IT and Change
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Chief Financial
Officer
Deputy Chief
Financial Officer
Group Chief
Operating Officer
Group Chief
Information Officer

Executives

Sales and Marketing
Legal and Regulation

Risk and Compliance

Credit Strategy
Chief Executive Officer

Group General Counsel
& Company Secretary
Group Commercial
Director
Group Managing Director,
Mortgages and Savings
Brand-Level Senior
Management

Group Chief Risk Officer
Group Chief Credit & Compliance Officer
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Management Committee
Committee Sub-Committee

Third Line of Defence

Provides independent assurance on the effectiveness
of the ERMF, compliance with regulations, adherence
to policies and effectiveness of controls.

Internal Audit

Group Chief Internal Auditor
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Overview

Management of climate change risk

There was further embedding of the
Group’s approach to climate risk during
2023, with the Climate Risk Management
Framework and ESG governance structures
now established.

The Group is exposed to the following climate
related risks:

+ Physical risk — relates to climate
or weather-related events such as
heatwaves, droughts, floods, storms, rising
sea levels, coastal erosion and subsidence.
These risks could result in financial losses
with respect to the Group’s own real
estate and customer loan portfolios.

+ Transition risk — arising from the effect
of adjusting to a low-carbon economy
and changes to appetite, strategy, policy
or technology. These changes could
result in a reassessment of property
prices and increased credit exposures for
banks and other lenders as the costs and
opportunities arising from climate change
become apparent. Reputational risk arises
from a failure to meet changing and
more demanding societal, investor and
regulatory expectations.

Approach to analysing climate risk
on the loan book

As part of the Internal Capital Adequacy
Assessment Process (ICAAP), the Risk
function engaged with a third party

to provide detailed climate change
assessments at a collateral level for the
Group’s loan portfolios. The data was in turn
utilised to conduct profiling and financial
risk assessments.

a) Climate scenarios considered

The standard metric for assessing climate
change risk is the global greenhouse gas
concentration as measured by Representative
Concentration Pathway (RCP) levels. The
four levels adopted by the Intergovernmental
Panel for Climate Change for its fifth
assessment report (ARS) in 2014 are:

Emissions scenario

Change in temperature

Scenario (°C) by 2100
RCP 2.6 1.6 (0.9-2.3)
RCP 4.5 24 (1.7-3.2)
RCP 6.0 2.8 (2.0-3.7)
RCP 8.5 4.3 (3.2-5.4)

Note: figures within the brackets above detail the range in
temperatures. Single figures outside the brackets indicate
the averages.

b) Climate risk perils considered
The following three physical perils of climate
change were assessed:

« Flood - wetter winters and more
concentrated rainfall events will
increase flooding.

+ Subsidence - drier summers will
increase subsidence through the shrink
or swell of clay.

« Coastal erosion — increased storm
surge and rising sea levels will increase
the rate of erosion.

Strategic Report
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For each of the physical perils and climate
scenarios detailed above, a decade by
decade prediction, from the current year to
2100, on the likelihood of each was provided.

For flood and subsidence, the likelihood
took the form of a probability that a flood or
subsidence event would occur over the next
10 years. For coastal erosion the distance of
the property to the coastline is provided by
scenario and decade.

All peril impacts are calculated at property
level to a one-metre accuracy. This resolution
is essential because flood and subsidence
risk factors can vary considerably between
neighbouring properties.

In addition to the physical perils, the current
Energy Performance Certificate (EPC) of
each property was considered to allow for
an assessment of transitional risk due to
policy change. EPC ratings are based on a
Standard Assessment Procedure calculation
which uses a government methodology

to determine the energy performance of
properties by considering factors such as
construction materials, heating systems,
insulation and air leakage.

Both the OSB and CCEFS portfolios were
profiled against each of the perils detailed
under the least severe (RCP 2.6) and most
severe (RCP 8.5) climate scenarios.

* Flood risk
By the 2030s, at the Group level, the
percentage of properties predicted to
experience a flood is expected to increase
from 0.51% in the least severe scenario to
0.55% in the most severe scenario. Both
scenarios represent a low proportion of
the Group’s loan portfolios.

Financial Statements

Appendices

» Subsidence
In the 2030s, at the Group level, the
percentage of properties predicted to
experience subsidence is expected to
increase from 0.42% in the least severe
scenario to 0.46% in the most severe
scenario. The outcome of both scenarios
represents a low proportion of the Group’s
loan portfolios.

+ Coastal erosion
There are two elements to coastal erosion
risk. The first relates to the proximity of
the property to the coast. The second
depends on whether the area in which the
property is located is likely to experience
coastal erosion in the future.

Both Banks have over 92% of their
portfolios more than 1,000 metres from
the coastline, indicating a low coastal
erosion risk across the Group.

The OSB bank entity and CCFS bank
each have 31 properties within 100 metres
of a coastline likely to experience erosion
in the future.

c) Energy Performance Certificate profile
The EPC profile of both Bank entities follows

a similar trend to the national average. At the
Group level 0.2% of properties have an EPC of
A, 14.2% have an EPC of B, 26.4% have an EPC
of C, 45.7% have an EPC of D, 12.1% with an
EPC of E and negligible percentages in F or G
ratings. Over 95% of the properties supporting
the Group’s loan portfolios have the potential
to have at least an EPC rating of C.
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Value at Risk assessment

The Value at Risk to each Bank, measured
through change to Expected Credit Loss
(ECL) and Standardised and IRB Risk
Weighted Assets (RWAs), is assessed through
the application of stress to collateral
valuations as per the methodology outlined
below. Impacts are assessed against the
latest year end position.

Climate change scenarios

To get the full range of impacts, the most and
least severe climate change stress scenarios
were considered.

The most severe, RCP 8.5, assumes there

will be no concerted effort at a global level
to reduce greenhouse gas emissions. Under
this scenario, the predicted increase in global
temperature is 3.2-54°C by 2100.

The least severe scenario, RCP 2.6,
assumes early action is taken to limit future
greenhouse gas emissions. Under this
scenario, the predicted increase in global
temperature is 0.9-2.3°C by 2100.

Overview

Methodology — physical risks

For the physical risks, updated valuations
are produced to reflect the impact of a flood,
subsidence and coastal erosion risk.

Methodology — transitional risks
The Group’s expectation is that, under

the early action scenario (RCP 2.6), the
government will require all properties to
achieve a minimum EPC grade of C where
possible. We considered this risk for Buy-to-
Let accounts only.

d) Analysis outcome

The physical risks currently present an
immaterial ECL or capital risk to the Group.
The sensitivity to transitional risk is larger than
that of physical risk, although still very small.

Strategic Report Governance Financial Statements
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Principal risks and uncertainties

The Board carried out an assessment of the principal risks
and uncertainties which may threaten the Group’s operating
model, strategic objectives, financial performance and
regulatory compliance commitments.

The outcome of that assessment is summarised in the heat map below, with
further details provided in each principal risk section.

Strategic and business risk Solvency risk

Reputational risk Operational risk
Credit risk Conduct risk
Market risk Compliance/regulatory risk

Liquidity and funding risk Financial crime risk

Current assessment of principal risks

Likelihood

Strategic Report
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0 Risk increased 0 Risk decreased

The risk to the Group’s earnings and profitability

arising from its strategic decisions, change in business
conditions, improper implementation of decisions or lack
of responsiveness to industry and regulatory changes.

1.1 Performance against targets

Financial Statements

Appendices

e Risk unchanged

Strategic and business risk

Risk appetite statement

The Group’s strategic and business risk appetite states
that the Group does not intend to undertake any
medium- to long-term strategic actions that would put
at risk its vision of being a leading specialist lender,
backed by strong and dependable savings franchises.
The Group adopts a long-term sustainable business
model which, while focused on specialist sub-sectors of
the mortgage market, can adapt to growth objectives
and external developments.

Performance against strategic and business targets does not meet stakeholder expectations. This has the
potential to damage the Group’s franchise value and reputation.

Mitigation

Regular monitoring by the Board and the Group
Executive Committee of business and financial
performance against the strategic agenda and risk
appetite. The financial plan is subject to regular
reforecasts. The Balanced Business Scorecard is the
primary mechanism to support how the Board assesses
management performance against key targets. Use of
stress testing to flex core business planning assumptions
to assess potential performance under stressed
operating conditions.

1.2 Economic environment

Direction @

The ongoing macroeconomic uncertainty and its
potential impact on net interest income, affordability
levels, house prices and expected credit losses continue
to present risk to the Group’s performance in 202\4.

The economic environment in the UK is an important factor impacting the strategic and business risk profile.
A macroeconomic downturn may impact the credit quality of the Group’s existing loan portfolios and may
influence future business strategy as the Group’s new business proposition becomes less attractive due to

lower returns.

Mitigation

The Group’s business model as a secured lender
helps limit potential credit risk losses and supports
performance through the economic cycle. The Group
continues to utilise and enhance its stress testing

capabilities to assess and minimise potential areas of
macroeconomic vulnerability.

Direction @

Macroeconomic uncertainty will continue into 2024
with an ongoing risk to the Group’s credit risk profile,
including the possibility of further falls in house
prices, and an ongoing risk that changes to the
macroeconomic environment result in changes to
customer behaviours.
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Principal risks and uncertainties continued

1.3 Competition risk

The risk that new bank entrants and existing peer banks shift focus to the Group’s market sub-segments,

increasing the level of competition.

Mitigation

The Group continues to develop products and services
that meet the requirements of the markets in which it
operates. The Group has a diversified suite of products
and capabilities to utilise, together with significant

financial resources, to support a response to changes
in competition.

Direction @

The current economic outlook may limit the number
of competitors shifting their focus to the Group’s key
market sub-segments.

2 Reputational risk

The potential risk of the Group’s reputation being
affected due to factors such as unethical practices,
adverse regulatory actions, customer or broker
dissatisfaction and complaints or negative/adverse
publicity. Reputational risk can arise from a variety of
sources and is a second order risk — the crystallisation of
any principal risk can lead to a reputational risk impact.

Risk appetite statement

The Group has a very low appetite for reputational
risks. The Group will not conduct its business or
engage with stakeholders in a manner that could
materially adversely impact its reputation or franchise
value. The Group recognises that reputational risk

is a consequence of other risks materialising and in
turn seeks to actively manage all risks within Board-
approved risk appetite levels. The Group strives to
protect and enhance its reputation at all times.

Potential loss of trust and confidence that our stakeholders place in us as a responsible and fair provider of

financial services.

Mitigation

Culture and commitment to treating customers fairly
and being open and transparent in communication
with key stakeholders. Established processes in place
to proactively identify and manage potential sources
of reputational risk. Review of relevant Management
Information including complaint volumes, Net Promoter
Scores, customer satisfaction results, social media and
Trustpilot feedback.

Direction @

The challenging macroeconomic environment in

2023 resulted in shifts within both the UK’s lending

and savings markets. This has brought about the

need for all banks to become increasingly agile with
products offered in order to ensure that all core targets
continued to be met. Operational scalability and
efficiency challenges continue to influence the Group’s
reputational risk profile.

Compliance and conduct risks remain elevated due to
the requirements in continuing to meet Consumer Duty
regulation and forecasted changes in interest rates
resulting in increased numbers of customer requests.

Strategic Report
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3 Credit risk

Potential for loss due to the failure of a counterparty
to meet its contractual obligation to repay a debt in
accordance with the agreed terms.

Risk appetite statement

The Group seeks to maintain a high-quality lending
portfolio that generates adequate returns under
normal and stressed conditions. The portfolio is
actively managed to operate within set criteria

and limits based on profit volatility focusing on key
sectors, recoverable values and affordability and
exposure levels.

The Group aims to continue to generate sufficient
income and control credit losses to a level such that
it remains profitable even when subjected to a credit
portfolio stress of a 1in 20 intensity stress scenario.

3.1 Individual borrower defaults

Borrowers may encounter idiosyncratic problems in repaying their loans, for example loss of a job or execution
problems with a development project. While in most cases of default the Group’s lending is secured, some
borrowers may fail to maintain the value of the security, which may result in a loss being incurred.

Mitigation

Across both OSB and CCFS, a robust underwriting
assessment is undertaken to ensure that a customer
has the ability and propensity to repay and sufficient
security is available to support the new loan requested.
At CCFS, an automated scorecard approach is taken,
whilst OSB utilises a bespoke manual underwriting
approach, supplemented by bespoke application
scorecards to inform the lending decision.

Should there be problems with a loan, the Financial
Support function works with customers who are unable
to meet their loan service obligations to reach a
satisfactory conclusion while adhering to the principle
of treating customers fairly.

Our strategic focus on lending to professional landlords
means that properties are likely to be well-managed,
with income from a diversified portfolio mitigating the
impact of rental voids or maintenance costs. Lending
to owner-occupiers is subject to a detailed affordability
assessment, including the borrower’s ability to continue
payments if interest rates increase. Lending on
commercial property is based more on security and

is scrutinised by the Group’s independent Real Estate
team as well as by external valuers.

Development finance lending is extended only after a
deep investigation of the borrower’s track record and
stress testing the economics of the specific project.

Direction @

The drivers of borrower default risk have shifted with
higher inflation and higher interest rates impacting
affordability for accounts and increasing the risk of
borrower default.
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Principal risks and uncertainties continued

3.2 Macroeconomic downturn

A broad deterioration in the UK economy would adversely impact both the ability of borrowers to repay loans
and the value of the Group’s security. Credit losses would impact the Group’s lending portfolios, even if
individual impacts were to be small, the aggregate impact on the Group could be significant.

Mitigation Direction @
The uncertain economic outlook and the ongoing
geopolitical risk due to the conflict in Ukraine

resulted in high inflation and increases in interest

The Group works within portfolio limits on LTV,
affordability, name, sector and geographic
concentration that are approved by the Group Risk
Committee and the Board. These are reviewed on rates could drive higher levels of customer defaults,
a semi-annual basis. In addition, stress testing is rising impairment levels and falling residential and
performed to ensure that the Group maintains sufficient commercial collateral values.

capital to absorb losses in an economic downturn and

continues to meet its regulatory requirements.

3.3 Wholesale credit risk

The Group has wholesale exposures both through call accounts used for transactional and liquidity purposes
and through derivative exposures used for hedging.

Mitigation Direction @
The Group’s wholesale credit risk exposure remains
limited to high-quality counterparties, overnight

exposures to clearing banks and swap counterparties.

The Group transacts only with high-quality wholesale
counterparties. Derivative exposures include collateral
agreements to mitigate credit exposures.
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Potential loss due to changes in market prices or values.

L.1 Interest rate risk

Risk appetite statement

The Group actively manages market risk arising from
structural interest rate positions. The Group does

not seek to take a significant interest rate position

or a directional view on interest rates and it limits its
mismatched and basis risk exposures.

The risk of loss from adverse movement in the overall level of interest rates. It arises from mismatches in
the timing of repricing of assets and liabilities, both on and off balance sheet. It includes the risks arising
from imperfect hedging of exposures and the risk of customer behaviour driven by interest rates, e.g.

early redemption.
Mitigation

The Group’s Treasury function actively hedges to match
the timing of cash flows from assets and liabilities.

4.2 Basis risk

Direction @

Interest rate risk in 2023 was influenced by the
backdrop of rapidly rising interest rates and the
potential for changing customer behaviour. The
macroeconomic outlook remains uncertain.

A continued area of focus relates to the risks arising
from downward movements in interest rates. Falling
interest rates may create a risk to net interest income
based on timing mismatches between issuance of long
term mortgages versus shorter term savings products.
In addition, this could result in early repayment charge
income not offsetting early swap breakage costs.

The risk of loss from an adverse divergence in interest rates. It arises where assets and liabilities reprice from
different variable rate indices. These indices may be market, administered, other discretionary variable rates,

or that received on call accounts with other banks.
Mitigation

The Group did not require active management of basis
risk in 2023 due to its balance sheet structure.

Direction @

Basis risk exposures were unchanged in 2023 as the
Group’s exposures are broadly SONIA linked assets
funded by Bank of England Base Rate liabilities.
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Principal risks and uncertainties continued

ity and funding risk

The risk that the Group, although solvent, does not have Risk appetite statement

sufficient financial resources to enable it to meet its
obligations as they fall due.

The Group will maintain sufficient liquidity to meet
its liabilities as they fall due under normal and

stressed business conditions; this will be achieved by
maintaining strong retail savings franchises, supported

by high-quality liquid asset portfolios comprised of
cash and readily-monetisable assets, and through
access to pre-arranged secured funding facilities.
The Board requirement to maintain balance sheet
resources sufficient to survive a range of severe but
plausible stress scenarios is interpreted in terms of

Strategic Report

the liquidity coverage ratio and the Internal Liquidity
Adequacy Assessment Process (ILAAP) stress scenarios.

5.1 Retail funding stress

As the Group is primarily funded by retail deposits, a retail run could put it in a position where it could not meet
its financial obligations. Increased competition for retail savings driving up funding costs, adversely impacting

retention levels and profitability.

Mitigation

The Group’s funding strategy is focused on a highly
stable retail deposit franchise. The Group’s large
number of depositors provides diversification, where a
high proportion of balances are covered by the FSCS

protection scheme, largely mitigating the risk of a
retail run.

In addition, the Group performs in-depth liquidity
stress testing and maintains a liquid asset portfolio
sufficient to meet obligations under stress. The Group

Direction @

The Group’s funding levels and mix remained strong
throughout the year.

In 2023, OSB and CCFS were able to attract
significant flows of new deposits and depositors,
despite the volatile interest rate environment and a
competitive savings market. Both banks were able
to proactively manage retail flows around peak
maturity periods without any reliance on unplanned
wholesale actions.

holds prudential liquidity buffers to manage funding
requirements under normal and stressed conditions.

The Group has further diversified its retail channels by
the use of deposit aggregators.

The Group proactively manages its savings proposition
through both the Liquidity Working Group and the
Group Assets and Liabilities Committee. Finally, the
Group has prepositioned mortgage collateral and
securitised notes with the Bank of England, which allows
it to consider alternative funding sources to ensure

that it is not solely reliant on retail savings. The Group
also has a mature Retail Mortgage Backed Security
(RMBS) programme.

Governance

0 Risk increased 0 Risk decreased

5.2 Wholesale funding stress
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e Risk unchanged

A market-wide stress could close securitisation markets or make issuance costs unattractive for the Group.

Mitigation
The Group continuously monitors wholesale funding

markets and is experienced in taking proactive
management actions where required.

The Group completed one securitisation deal and two
capital issuances in 2023 and has a range of wholesale
funding options, including Bank of England facilities, for
which collateral has been prepositioned.

Direction @

The Group’s range of wholesale funding options
available, including repo or sale of retained
notes or collateral upgrade trades remained
broadly unchanged.

5.3 Refinancing of TFSME

Term Funding Scheme for Small and Medium-sized Enterprises (TFSME) borrowing by the Group reduced to
£3.3bn at the end of 2023 from £4.2bn in 2022, with £900m of funding repaid during the year. The Group has a

refinancing concentration scheduled for October 2025.
Mitigation

The Group has other wholesale options available to it,
including securitisation programmes and repo or sale of
held notes, as well as retail funding through its strong
franchises, to replace the TFSME borrowing gradually

over the next 18 months ahead of the maturity of
this funding.

Direction o

TFSME borrowing decreased during the year; however,
the current funding plan to refinance TFSME requires
securitisation issuance which is dependant on the
ongoing operation of capital markets. These markets
have remained open during 2023 despite volatility
seen in 2022; however, additional refinancing options
are being considered.

56
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Principal risks and uncertainties continued

6 Solvency risk

The potential inability of the Group to ensure that

it maintains sufficient capital levels for its business
strategy and risk profile under both the base and stress
case financial forecasts.

6.1 Deterioration of capital ratios

Risk appetite statement

The Group seeks to ensure that it is able to meet

its Board-level capital buffer requirements under a
severe but plausible stress scenario. The solvency

risk appetite is informed by the Group’s prudential
requirements and strategic and financial objectives.
The Group manages its capital resources in a manner
which avoids excessive leverage and allows flexibility in
raising capital.

Key risks to solvency arise from balance sheet growth and unexpected losses which can result in the Group’s
capital requirements increasing, or capital resources being depleted, such that it no longer meets the solvency

ratios as mandated by the PRA and Board risk appetite.

The Group is required to meet its interim MREL requirement from July 2024 which ensures the Group must
consider its total loss absorbing capacity requirement in addition to its existing capital requirements.

The regulatory capital regime is subject to change and could lead to increases in the level and quality of
capital that the Group needs to hold to meet regulatory requirements. In particular, we await confirmation of
the final rules in relation to the implementation of Basel 3.1 standards.

Mitigation
The Group operates from a strong capital position and
has a consistent record of strong profitability.

The Group actively monitors its capital requirements
and resources against financial forecasts, including
MREL requirements, and undertakes stress testing
analysis to subject its solvency ratios to extreme but
plausible scenarios.

The Group also holds prudent levels of capital buffers
based on CRD IV requirements and expected balance
sheet growth.

The Group engages actively with regulators, industry
bodies and advisers to keep abreast of potential
changes and provides feedback through the
consultation process.

Following the issuance of £400m of MREL qualifying
debt securities in January 2024, the Group met its
interim MREL requirement including regulatory buffers.

Direction @

The stable credit profile and ongoing profitability mean
that the Group’s capital resources remain strong.

Risks remain around adverse credit profile performance
resulting from higher inflation and higher interest rates.
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7 Operational risk

The risk of loss or a negative impact on the Group
resulting from inadequate or failed internal processes,
people or systems, or from external events.

71 IT security (including cyber risk)

Risk appetite statement

The Group’s operational processes, systems and
controls are designed to minimise disruption to
customers, damage to the Group’s reputation and

any detrimental impact on financial performance.

The Group actively promotes the continuous evolution
of its operating environment through the identification,
evaluation and mitigation of risks, whilst recognising
that the complete elimination of operational risk is

not possible.

The risks resulting from a failure to protect the Group’s systems and the data within them. This includes both

internal and external threats.

Mitigation

The Group operates with a suite of detective controls to
ensure services between the business and its customers
operate securely with potential threats identified and
mitigated as part of its IT risk and control assessment.
This is further supported by documented and tested

procedures intended to ensure the effective response to
a security breach.

The Group programme of IT and cyber improvements
continued with the aim of enhancing its protection
against IT security threats, deploying a series of
tools designed to identify and prevent network/
system intrusions.

7.2 Data quality

Direction @

The Group has processes in place to allow it to operate
effectively when employees work from home and
manage the cyber risks related to working remotely.

Whilst IT security risks continue to evolve, work
continues to enhance the level of maturity of the
Group’s controls and defences, supported by
dedicated IT security experts.

The Group has an ongoing programme of penetration
testing in place to drive enhancements by identifying
potential areas of risk.

The risks resulting from data of a poor quality being captured or data not being maintained to a

good standard.

Mitigation

The Group has a suite of data governance policies
and procedures along with dedicated resources

to ensure the quality of data is maintained at an
appropriate standard.

Direction @

Progress was made in 2023 to embed Group-wide
governance frameworks with further work planned for
2024 to move closer to the Group’s target end state,
including further enhancements to the Group’s risk
appetite metrics and key risk indicators.
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Principal risks and uncertainties continued

7.3 Change management

The risks resulting from unsuccessful change management implementations, including the failure to respond

effectively to release-related incidents.

Mitigation

The Group recognises that implementing change
introduces significant operational risk and has therefore
implemented a series of control gateways designed to

ensure that each stage of the change management
process has the necessary level of oversight.

74 IT failure

Direction @

The Group continued to adopt an ambitious change
agenda, which was monitored and managed well
in 2023.

The Group made progress on its digitalisation
journey, which will enable it to meet the future needs
of customers, brokers and wider stakeholders, whilst
delivering further operational efficiencies.

The risks resulting from a major IT application or infrastructure failure impacting access to the

Group’s IT systems.

Mitigation

The Group continues to invest in improving the resilience
of its core infrastructure. It has identified its prioritised
business services and the infrastructure that is required

to support them. Tests are performed regularly to
validate the Group’s ability to recover from an incident.

The Group has established a site in Hyderabad to
ensure that, in the event of an operational incident in
Bangalore, services can be maintained.

Direction Q

Whilst progress was made in reducing both the
likelihood and impact of an IT failure, the risks remain,
in particular due to the hybrid working arrangement.

Strategic Report
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8 Conduct risk

The risk that the Group’s culture, organisation,
behaviours and actions result in poor outcomes and
detriment for customers and/or damage to consumer
trust and integrity of the markets in which it operates.

8.1 Conduct risk

Risk appetite statement

The Group has a very low appetite to assume risks
which may result in either poor or unfair customer
outcomes and/or cause disruptions in the market
segments in which it operates. The Group aims to
avoid causing detriment or harm to its customers and
operates to the highest standards of conduct. The
Group will treat its customers, third-party partners,
investors and regulators with respect, fairness and
transparency. The Group will proactively look to
identify where its products and services could lead to
poor outcomes or harm to its customers and will take
appropriate action to mitigate this. Where customer
harm occurs, the Group will ensure that effective
solutions are implemented to address the root cause
and a fair outcome is achieved.

The risk that the Group fails to meet its expectations with respect to conduct risk.

Mitigation
The Group’s culture is clearly defined and

monitored through its Purpose, Vision and Values
driven behaviours.

The Group has a strategic commitment to provide
simple, customer-centric products. In addition, a
Product Governance framework is established to
oversee that products are designed and maintained
to deliver good customer outcomes throughout the
product lifecycle.

The Group has an embedded Conduct Risk
Management Framework which clearly defines roles
and responsibilities for conduct risk management and
oversight across the Group’s three lines of defence.

Direction @

During 20283, as a result of the cost of living and
cost of borrowing crisis and changing customer
and competitor behaviours, the Group’s operations
experienced high volumes of customer contact.

Throughout 2023, the Group continued to review

and evolve its approach to supporting customers,
particularly those that are vulnerable and experiencing
financial difficulty, to ensure they continue to receive
the level of tailored support needed to deliver good
customer outcomes.

Conduct losses have remained stable with no breaches
of risk appetite reported during the last 12 months.
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Principal risks and uncertainties continued

9 Regulatory risk

The risk of failure to effectively identify, interpret,
implement and adhere to all regulatory or legislative
requirements that impact the Group.

9.1 Prudential regulatory changes

Risk appetite statement

The Group views ongoing conformance with regulatory
rules and standards across all the jurisdictions in
which it operates as a critical facet of its risk culture.
The Group has a very low appetite to assume
regulatory risk, which could result in poor customer
outcomes, customer detriment, regulatorg sanctions,
financial loss or damage to its reputation. The Group
will proactively monitor for and will not tolerate

any systemic failure to comply with applicable

laws, regulations or codes of conduct relevant to

its business.

The Group acknowledges that regulatory rules and
standards are subject to interpretation and subsequent
translation into internal policies and procedures. The
Group interprets requirements to ensure adherence
with the intended purpose and spirit of the regulation
whilst being cognisant of commercial considerations
and good customer outcomes. To minimise regulatory
risk, the Group proactively engages with its regulators
in a transparent manner, participates in industry
forums and seeks external advice to validate its
interpretations, where appropriate.

The Group continues to see a high volume of key compliance regulatory changes that impact its
business activities. These include consumer duty requirements and increased Resolvability Assessment

Framework requirements.
Mitigation

The Group has an effective horizon scanning process to
identify regulatory change.

All significant regulatory initiatives are managed
by structured programmes overseen by the Project
Management team and sponsored at Executive level.

The Group has proactively sought external expert
opinions to support interpretation of the requirements
and validation of its response, where required.

Direction Q

The Group continued to have a high level of interaction
with UK regulators and continues to identify and
respond effectively to all regulatory changes.
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9.2 Conduct regulation

Regulatory changes focused on the conduct of business could force changes in the way the Group carries out

business and impose substantial compliance costs.

This includes the risk that product design, pricing, underwriting, arrears and forbearance and vulnerable
customer policies are misaligned to regulatory expectations which result in customer harm, particularly those
experiencing financial hardship or vulnerable customers, with the potential for reputational damage, redress

and other regulatory actions.

Mitigation

The Group has a programme of regulatory horizon
scanning linking into a formal regulatory change
management programme. In addition, the focus

on simple products and customer-oriented culture
means that current practice may not have to change
significantly to meet any new conduct regulations.
The Group implemented the FCA’s Consumer Duty
requirements within the required timelines.

All Group entities utilise underwriting, arrears and
forbearance and vulnerable customer policies, which
are designed to comply with regulatory principles, rules
and expectations. These policies articulate the Group’s
commitment to ensuring that all customers, including
those who are vulnerable or experiencing financial
hardship, are treated fairly, consistently and in a way

that considers their individual needs and circumstances.

The Group does not tolerate any systematic failure to
deliver fair customer outcomes. On an isolated basis,
incidents can result in customer harm due to human
and/or operational failures. Where such incidents occur,
they are thoroughly investigated, and the appropriate
remedial actions are taken to address any customer
harm and prevent recurrence.

Direction @

The retail banking sector continues to be subject to
heightened levels of regulatory focus and change,
particularly in relation to conduct and customer
outcomes. The Group actively assesses its approach
and exposure to meeting current and emerging
regulatory frameworks and remains cognisant of the
potential risk of legacy decisions being subject to
future supervisory focus and attention.

The Group continues to proactively interact with
regulatory bodies to take part in thematic reviews and
information requests, as required.

Identifying, monitoring and supporting vulnerable
customers continues to be a key area of focus.

The Group continues to review its approach to
supporting customers experiencing financial difficulty
to ensure they continue to receive the level of tailored
support needed to deliver good customer outcomes.
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Principal risks and uncertainties continued

10 Financial crime risk

The risk of financial or reputational loss resulting from
inadequate systems and controls to mitigate the risks
from financial crime.

10.1 Financial crime risk

Risk appetite statement

To minimise financial crime risk, the Group will design
and maintain robust systems and controls to identify,
assess, manage and report any activity (internal

or external in nature) which exposes the Group to
financial crime risk in the form of money laundering,
human trafficking, terrorist financing, sanctions
breaches, bribery, corruption and fraud. The Group
recognises the need to continuously review its systems
and controls to ensure that they are aligned to the
nature and scale of financial crime risk it is exposed to
on a current and forward-looking basis.

The risk of financial or reputational loss resulting from a failure to implement systems and controls to manage
the risk from money laundering, terrorist financing, sanctions, bribery, corruption and cyber-crime.

Mitigation

The Group operates in a low-risk environment providing
relatively simple products to UK domiciled customers
serviced through UK registered bank accounts. The
Group has an established screening programme

that is deployed at the point of origination and on a
regular basis throughout the customer lifecycle. Where
applicable, enhanced due diligence is applied to ensure
that any increase in risk is appropriately managed and
any activity remains within risk appetite.

The Group has a horizon scanning programme that
identifies changes to money laundering regulations and
any other financial crime related legislation to ensure
that we comply with all regulatory obligations.

The Group screens its customers on a regular basis
against sanctions listings acting swiftly to react to any
updates released in relation to the financial sanctions
regime. Given the Group’s customer target market,

it has negligible exposure to any of the affected
jurisdictions and no exposure to any specific individual
or entity contained within revised sanctions listings.

The Group’s programme of cyber improvements
continued with the aim of enhancing its protection
against IT security threats, deploying a series of
tools designed to identify and prevent network/
system intrusions.

Direction @

The Group continues to focus primarily on the UK
market with accounts serviced from UK bank accounts.

IT security risks continue to evolve and the level

of maturity of the Group’s controls and defences
continues to be enhanced whilst being supported by
dedicated IT security experts.

Strategic Report
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10.2 Fraud risk
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The risk of financial loss resulting from fraudulent action by a person either internal or external.

Mitigation

The Group continues to invest in a range of systems
and controls that are deployed across its product range
to detect and prevent exposure to fraud throughout

the customer lifecycle. At the point of origination, all
new applications are subject to a range of controls

to identify and mitigate the risk of fraud. Customer
behavioural and transactional activity is closely
monitored to identify potential suspicious behaviours or
trends that may be indicative of fraud.

All controls are supported by documented fraud
related policies and procedures that are managed
by experienced employees in a dedicated Financial
Crime function.

The Group continually monitors its detection capability
with periodic reviews of the rules and parameters within
its systems and control framework to ensure that these
remain fit for purpose and aligned to mitigate any
emerging risks.

Direction @

The Group remains cognisant of the external fraud
environment in which it operates and, in particular,
the rise in the number of customers falling victims
to elaborate scams. Whilst the Group’s product
functionality restricts the level of direct exposure to
these types of events, the Group continues to look
at options where it can educate and support its
customers and help prevent them from becoming
victims of this growing threat.
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Emerging risks

The Group proactively scans for emerging risks which may have an impact on its ongoing
operations and strategy and considers its top emerging risks to be:

Political and macro-economic uncertainty

Description

The Group’s lending activity is predominantly focused in
the United Kingdom (with a legacy book of mortgages
in the Channel Islands) and, as such, will be impacted
by any risks emerging from changes in the UK’s
macroeconomic environment. Higher inflation and
changing interest rates pose risks to the Group’s loan
portfolio performance.

Climate change
Description

Regulatory expectations and industry best practices
continue to evolve and further work is required to
enhance the Group’s approach to managing climate
risk. Climate change risks include:

»  Physical risks which relate to specific weather
events, such as storms and flooding, or to longer-
term shifts in the climate, such as rising sea levels.
These risks could include adverse movements in
the value of certain properties that are in coastal
and low-lying areas or located in areas prone to
increased subsidence and heave.

» Transitional risks may arise from the adjustment
towards a low-carbon economy, such as tightening
energy efficiency standards for domestic and
commercial buildings. These risks could include
a potential adverse movement in the value of
properties requiring substantial updates to meet
future energy performance requirements.

»  Reputational risk arising from a failure to meet
changing societal, investor or regulatory demands.

Mitigation

The Group has mature and robust monitoring
processes and through various stress testing activities
(i.e. ad hoc, risk appetite and ICAAP) understands how
the Group performs over a variety of macroeconomic
stress scenarios and has developed a suite of early
warning indicators, which are closely monitored

to identify changes in the economic environment.

The Board and management review detailed portfolio
reports to identify any changes in the Group’s

risk profile.

Mitigation

During 2023, the Group further embedded its
approach to climate risk management, which included
enhancing its Task Force on Climate-Related Financial
Disclosures (TCFD).

The Group’s Chief Risk Officer has designated senior
management responsibility for the management of
climate change risk.
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Description

The risk of financial loss, adverse regulatory outcomes,
reputational damage or customer detriment resulting
from deficiencies in the development, application or
ongoing operation of models and ratings systems.

The Group also notes changes in industry best practice
with respect to model risk management including the
PRA’s Supervisory Statement, ‘Model risk management
principles for banks’, containing proposed expectations
regarding banks’ management of model risk.

Regulatory change
Description

The Group remains subject to high levels of regulatory
oversight and an extensive and broad ranging
regulatory change agenda, including meeting the
requirements of Basel 3.1 regulation. The Group

is therefore required to respond to prudential and
conduct-related regulatory changes, taking part in
thematic reviews, as required.

There is also residual uncertainty in relation to the
regulatory landscape post the United Kingdom’s exit
from the European Union.

Mitigation

The Group has IRB compliant model risk management
capabilities in place. The Group conducted an initial
self-assessment against the new rules and has plans
in place to ensure alignment even though compliance
is not compulsory. The Group has extended model
risk management disciplines across End User
Developed Applications.

The Group has well-established model risk governance
arrangements in place, with Board and Executive
Committees in place to ensure robust oversight of the
Group’s model risk profile.

Mitigation

The Group has established horizon scanning
capabilities, coupled with dedicated prudential and
conduct regulatory experts in place to ensure the
Group manages future regulatory changes effectively.

The Group also has strong relationships with
regulatory bodies and, through membership
of UK Finance, inputs into upcoming
regulatory consultations.
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Risk profile performance overview

Credit risk

During 2023 the Bank of England continued to
increase interest rates to moderate the ongoing
elevated levels of inflation experienced across
the United Kingdom, which in turn adversely
impacted borrower and underlying tenant
affordability levels. Increased borrowing costs
resulted in subdued property purchase activity
and consequent loan demand. Unemployment
levels were also adversely impacted but
remained at low levels. The Group’s prudent
risk appetite and disciplined approach to
credit risk management supported robust
credit profile performance during the year.

The Group observed strong demand for

its loan products and delivered organic
originations of £4.7bn during the year (2022:
£5.8bn), despite subdued demand in the wider
mortgage market. Strong levels of lending were
observed across the Group’s core Buy-to-Let
and residential first charge products, with

the Group’s renewed focus on bridging and
semi commercial and commercial mortgage
lending resulting in higher origination

levels versus 2022.

The Group actively manages three key

credit risk pillars including; i) the customer’s
propensity to repay and (i) the customer or
tenant’s ability to maintain payments and (jii)
the underlying collateral or security provided
to support the requested lending and its
ability to absorb adverse movements in values,
providing loss protection should a repayment
default event occur.

The credit score profile of new lending
remained broadly stable throughout the
year, indicating that onboarded customers
had strong ability and propensity to make
payments in the future.

Buy-to-Let interest coverage ratios for new
lending were impacted by the rising cost of
borrowing during the year but remained strong
at 176% for OSB and 154% for CCFS (2022:
207% OSB and 191% CCFS), demonstrating

a healthy surplus in rental income versus the
required monthly repayment amount.

Strong origination and customer retention
performance resulted in underlying and
statutory net loan book growth of 9% in the
year to £25.7bn and £25.8bn respectively
(31 December 2022: £23.5bn and £23.6bn),
with the portfolio mix of lending broadly
comparable year-on-year.

Credit scoring metrics for existing loan
balances remained robust, with modest
increases in future probability of default
and affordability scores observed as
more customers migrated into arrears and
customers’ credit profiles were adversely
impacted by the increasing costs of living
and borrowing.

The Group remains a fully secured lender
with prudent lending policies and criteria
coupled with property value appreciation in
prior periods, ensuring that existing lending
was well positioned to absorb observed
reductions in property values during 2023.
Weighted average LTV levels increased to

63% OSB and 65% CCFS respectively as of

31 December 2023 (31 December 2022: OSB
58% and CCFS 63%). The weighted average
LTV profile remained prudent for the Group at
64%, an increase from 60% at the end of 2022.
The Group maintains a low level of high LTV
accounts with the percentage of loans above
90% LTV at 4% for OSB Buy-to-Let and at 2%
for OSB residential (31 December 2022: 3% for
Buy-to-Let and 1% for residential).
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During 2023 the Group observed an increase
in arrears levels with balances over three
months in arrears increasing to 14% of the loan
book as at 31 December 2023 (31 December
2022: 1.1%). For OSB bank, arrears increased
to 1.6% from 1.2% at the end of 2022 while for
CCFS arrears increased to 1.2% from 09% at
the end of 2022. The increased arrears were
largely driven by the rising cost of living and
cost of borrowing, as accounts reverted onto
higher product interest rates and customers
absorbed the rising costs of day-to-day living.

At the Group level Buy-to-Let arrears levels
remained lower than UK Finance Buy-to-Let
arrears trends, with year-on-year growth
broadly inline. The growth in greater than
three months in arrears residential mortgage
balances remained higher than UK Finance,
with arrears growth marginally higher than
UK Finance trends, reflecting the higher
proportion of near prime lending versus the
predominantly prime residential mortgage
lending captured within the UK Finance data.

The timelines for repossessing and selling
properties continued to be impacted by
ongoing delays in the court hearing process.

The Group actively monitors performance
against a set of internal risk appetite and
early warning indicators together with wider
benchmarked external data provided by third
parties, including UK Finance. During 2023 the
Group’s arrears performance operated inside
of forecasted estimates, and prudent IFRS 9
provision coverage levels continued to be held
to cover for forecasted future losses.

During 2023 the Group observed a marked
increase in the number of forbearance
measures requested by customers
experiencing financial difficulty, with 1,552

Financial Statements
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requests supported during 2023 versus 854

in the prior year. Again, this was driven by

the rising costs of living and borrowing. The
balance of these forbearance measures
granted as of 31 December 2023 totalled
£235m versus £88m as of 31 December 2022.
The most common solutions provided were
payment deferral, interest only switch, interest
rate reduction and term extension. The largest
provision of forbearance was to residential first
charge mortgage holders.

Expected Credit Losses (ECL)
Balance sheet expected credit losses
increased from £130.0m to £145.8m as at
31 December 2023. The full year statutory
impairment charge of £48.8m represented
a loan loss ratio of 20bps (2022: £29.8m
charge, 13bps loan loss ratio, respectively).

A summary of the key impairment charge
drivers for 2023 included:

a. Macroeconomic outlook — the Group
regularly updates the collateral values of
properties which act as security against
the loans extended to customers and, in
2023, the Group observed a reduction in
property values. The Group continued to
receive regular macroeconomic scenario
updates from its advisers, which were
reviewed and discussed by management
and the Board, along with the probability
weightings applied to each scenario. As a
result, the cumulative impact of updated
collateral values and revised scenarios
was a charge of £6.4m.

b. Model and staging enhancements —
enhancements were made to the Group’s
models to ensure that estimates continued
to reflect actual credit performance. Prior
to each reporting period the Group’s
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Coverage ratios table

Overview

Gross carrying Expected Coverage

amount credit losses ratio

As at 31 December 2023 £m £m %
Stage 1 20,576.8 224 0.11%
Stage 2 4,537.9 54.3 1.20%
Stage 3 (+ POCI) 782.4 69.1 8.83%
Total 25,8971 145.8 0.56%
Gross carrying Expected Coverage

amount credit losses ratio

As at 31 December 2022 £m £m %
Stage 1 18,722.3 7.2 0.04%
Stage 2 L4,117.1 50.9 1.15%
Stage 3 (+ POCI) 588.7 719 12.21%
Total 23,7281 130.0 0.55%

Significant Increase in Credit Risk (SICR)
logic which determines whether accounts
not in arrears should be moved to stage
2 is reviewed. These model adjustments
made to reflect recent behaviour had a
cumulative charge of £2.1m.

c. Post model adjustments — the Group
continued to utilise post model adjustments
(PMAs) to ensure risks not captured by
the Group’s models were assessed and
appropriate provisions continued to
be held. PMAs are primarily designed
to capture the risk arising from the
heightened cost of living and borrowing
by moving some accounts to into Stage 2
even when the account is performing. PMA
adjustments made within the reporting
period resulted in an impairment release of
£3.1m driven by updated views on the cost
of living and borrowing as inflation levels
continued to decrease and interest rates
were forecast to have peaked.

d. Arrears flow — growth in stage 3 balances
resulted in a charge of £14.1m which in
part was driven by (i) accounts waiting
to clear the twelve-month probation
period (i) cross contingent defaults,
where a borrower has multiple facilities
and, once a minimum proportion of
exposure in default has been exceeded,
all accounts are brought into default and
(i) late stage arrears levels continuing to
be elevated due to ongoing challenges
with the process of repossessing and
selling properties.

e. Changes in risk profile — as the Group’s
loan book continued to grow, provisions
were raised against the incremental stage
1 balances resulting in a £7.8m impairment
charge. Other changes to the Group’s
credit profile, including new accounts
entering stage 2, resulted in a further
charge of £14.1m.
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f. Individually assessed provisions — the

Group’s specialist real estate management
and financial support teams maintain
watchlists of loans where objective
evidence of impairment exists over a
given exposure. For these specific loans, a
detailed assessment of the collateral and
circumstances of the arrears are assessed.
When required, an individual impairment
provision will be raised using this updated
information which replaces any modelled
provisions held. During 2023, the Group
raised a number of additional individual
provisions against a small number of
counterparties which in aggregate
resulted in an impairment charge of £74m.
g. Write off and recoveries — write-offs were
elevated in 2023 due to the write-off of
the funding line receivable associated
with the 2020 fraud case, following the
successful sale of the remaining security
in line with our write-off policy. Write-
offs did not form part of the impairment
charge for the year, as they were
expensed to the profit and loss in the
periods when the provisions were raised.

Impairment coverage levels were broadly

flat compared to 31 December 2022, with
cost of living and cost of borrowing further
embedded within the Group’s framework and
models. The reduction in stage 3 coverage
ratios was driven by the write off of previously
reported fraudulent activity cases which were
fully provisioned.

The Group’s Risk function conducted top-
down analysis, assessing portfolio-specific
risks, which confirmed the appropriateness of
provision levels after taking into account the
post model adjustments.
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Macroeconomic scenarios

The measurement of ECL under the IFRS 9
approach is complex and requires a high level
of judgement. The approach includes the
estimation of probability of default (PD), loss
given default (LGD) and likely exposure at
default (EAD). An assessment of the maximum
contractual period over which the Group

is exposed to the credit risk of the asset is
also undertaken.

IFRS 9 requires firms to calculate ECL
provisions simulating the effect of a range of
possible economic outcomes, calculated on a
probability-weighted basis. This requires firms
to formulate forward-looking macroeconomic
forecasts and incorporate them into their

ECL calculations.

I. How macroeconomic variables

and scenarios are selected

As part of the IFRS 9 modelling process, the
relationship between macroeconomic drivers
and arrears, default rates and collateral
values is established. The Group adopted an
approach which utilises four macroeconomic
scenarios. These scenarios are provided by an
industry-leading economics advisory firm, that
advises management and the Board.

A base case forecast is provided, together with
a plausible upside scenario. Two downside
scenarios are also provided (downside and a
severe downside).

ii. How macroeconomic scenarios
are utilised within ECL calculations
Probability of default estimates are
either scaled up or down based on the
macroeconomic scenarios utilised.

Loss given default estimates are principally
impacted by property price forecasts, which
are utilised within loss estimates should an
account be possessed and sold.
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Details relating to the scenarios utilised to set the 31 December 2023

IFRS 9 provision levels are provided in the table below.

Overview

Forecast macroeconomic variables over a five-year period

Strategic Report

Scenario %
Probability

weighting Yearend Yearend Yearend Yearend  Yearend

Scenario %) Economic measure 2023 2024 2025 2026 2027
Base case 40 GDP o4 o4 1.5 2.3 1.5
Unemployment Ly 4.6 4.2 39 3.8

House price growth -2.5 -7.0 -0.8 5.7 7.0

CPI 4.6 2.1 1.6 1.2 1.8

Bank Base Rate 5.3 4.9 3.8 2.8 1.8

Upside 30 GDP o4 34 2.5 29 1.6
Unemployment b 4.2 3.9 3.8 3.7

House price growth -2.5 -4.7 1.3 71 6.8

CPI 4.6 3.4 2.2 1.2 1.7

Bank Base Rate 5.3 6.0 5.1 4.1 3.1

Downside 20 GDP o4 -3.2 0.6 1.9 1.6
Unemployment L4y 6.3 7.0 7.0 6.7

House price growth -2.5 -12.3 -5.6 34 7.3

CPI 4.6 0.5 09 141 1.7

Bank Base Rate 5.3 3.6 2.6 1.6 1.3

Severe 10 GDP o4 -6.3 -0.3 1.4 1.6
downside Unemployment Wy 67 75 76 73
House price growth -2.5 -16.4 -9.9 1.1 7.7

CPI 4.6 -0.41 0.5 1.3 1.2

Bank Base Rate 5.3 2.6 1.5 0.5 0.5
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Exposure at default estimates are not impacted
by the macroeconomic scenarios utilised.

Each of the above components are
then directly utilised within the ECL
calculation process.

iii. Macroeconomic scenario governance
The Group has a robust governance process
to oversee macroeconomic scenarios

and probability weightings used within

ECL calculations.

On a periodic basis, the Group’s Risk function
and economic adviser provide the Group
Risk and Audit Committees with an overview
of recent economic performance, together
with updated base, upside and two downside
scenarios. The Risk function conducts a
review of the scenarios comparing them to
other economic forecasts, which results in

a proposed course of action which, once
approved, is implemented.

iv. Changes made during 2023
Throughout 2023, the scenario suite was
monitored and updated as UK political and
geopolitical developments occurred.

The Group’s Risk and Audit Committees
focused on assessing whether specific risks
had been captured within externally provided
forward-looking forecasts. Of particular

focus were the risks relating to rising costs of
living and the subsequent rising interest rates
used to control inflation levels. The Group
undertook a detailed analysis to assess the
portfolio risks and consider whether these were
adequately accounted for in the IFRS 9 models
and frameworks and identified a number of
areas requiring post model adjustments, most
notably to account for the increased credit
risk from the heightened cost of living and

cost of borrowing resulting in elevated levels of
accounts in stage 2.
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The Board reflected on the ongoing
appropriateness of probabilities attached

to the suite of IFRS 9 scenarios as the
macroeconomic outlook evolved throughout
the year. Scenarios remain symmetrical, where
the upside and downside scenarios carry
equal weightings, and the base case has the
highest probability.

Forbearance

Where a borrower experiences financial
difficulty which impacts their ability to

service their financial commitments under the
loan agreement, forbearance may be used

to achieve an outcome which is mutually
beneficial for both the borrower and the Group.

Borrowers who are experiencing financial
difficulties, either pre-arrears or in arrears,
enter a consultative process to ascertain the
underlying reasons and to establish the best
course of action to enable the borrower to
develop credible repayment plans to see them
through the period of financial stress.

The specific tools available to assist customers
vary by product and the customers’
circumstances. The various options considered
for customers are as follows:

« temporary switch to interest only: a
temporary account change to assist
customers through periods of financial
difficulty where the contractual monthly
payment is reduced to the amount of
interest owed in the month for the duration
of the account change. Any arrears
existing at the commencement of the
arrangement are retained

 interest rate reduction: the Group may,
in certain circumstances, where the
borrower meets the required eligibility
criteria, transfer the mortgage to a lower
contractual rate. Where this is a formal
contractual change, the borrower will be
requested to obtain independent financial
advice as part of the process
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* loan term extension: a permanent account
change for customers in financial distress
where the overall term of the mortgage is
extended, resulting in a lower contractual
monthly payment

« payment holiday: a temporary account
change to assist customers through
periods of financial difficulty where
capital and interest accruals during the
payment holiday period are repaid from
the end of the payment holiday over the
remaining term. Any arrears existing at
the commencement of the arrangement
are retained

» voluntary-assisted sale: a period of time
is given to allow borrowers to sell the
property and arrears accrue based on the
contractual monthly payment

« reduced monthly payments: a temporary
arrangement for customers in financial
distress. For example, a short-term
arrangement to pay less than the
contractual monthly payment. Arrears
continue to accrue based on the
contractual monthly payment

+ capitalisation of interest: arrears are
added to the loan balance and are repaid
over the remaining term of the facility or
at maturity for interest only products. A
new payment is calculated, which will be
higher than the previous payment

« full or partial debt forgiveness: where
appropriate, the Group will consider
writing-off part of the debt. This may
occur where the borrower has an agreed
sale and there is a shortfall in the amount
required to redeem the Group’s charge,
in which case repayment of the shortfall
may be agreed over a period of time,
subject to an affordability assessment; or
where possession has been taken by the
Group, and on the subsequent sale there
has been a shortfall loss

Overview

+ Arrangement to pay: where an
arrangement is made with the borrower to
repay an amount above the contractual
monthly payment, which will repay
arrears over a period of time

» Promise to pay: where an arrangement is
made with the borrower to defer payment
or pay a lump sum at a later date

+ Bridging loans which are more than 30
days past their maturity date. Repayment
is rescheduled to receive a balloon or
bullet payment at the end of the term
extension, where the institution can duly
demonstrate future cash-flow availability

The Group aims to proactively identify and
manage forborne accounts, utilising external
credit reference bureau information to
analyse probability of default and customer
indebtedness trends over time, feeding pre-
arrears watch-list reports. Watch-list cases
are in turn carefully monitored and managed
as appropriate.

Fair value of collateral

methodology

The Group ensures that security valuations
are reviewed on an ongoing basis for accuracy
and appropriateness. Commercial properties
are subject to quarterly indexing using
Commercial Real Estate data. Residential
properties are indexed at least quarterly, using
House Price Index data.

Solvency risk

The Group maintains an appropriate level
and quality of capital to support its prudential
requirements with sufficient contingency

to withstand a severe but plausible stress
scenario. The solvency risk appetite is based
on a stacking approach, whereby the various
capital requirements (Pillar 1, Pillar 2A, CRD IV
buffers, Board and management buffers) are
incrementally aggregated as a percentage of
available capital (CET1 and total capital).

Strategic Report
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The Group’s interim MREL requirements will
apply from July 2024 and total loss absorbing
capacity will be subject to a Board approved
risk appetite. All solvency planning and
reporting will consider this new loss absorbing
capacity requirement along with the Group’s
existing capital requirements.

Solvency risk is a function of balance sheet
growth, profitability, access to capital markets
and regulatory changes. The Group actively
monitors all key drivers of solvency risk and
takes prompt action to maintain its solvency
ratios at acceptable levels. The Board and
management also assess solvency when
reviewing the Group’s business plans and
inorganic growth opportunities. The Group’s
CET1 and total capital ratios reduced to 16.1%
and 19.5%, respectively as at 31 December
2023 (31 December 2022: 18.3% and 19.7%,
respectively) but remained significantly above
risk appetite. The Group’s leverage ratio was
7.5% as at 31 December 2023 (31 December

2022: 814%).

Liquidity and funding risk

The Group has a prudent approach to

liquidity management through maintaining
sufficient liquidity resources to cover cash-flow
imbalances and fluctuations in funding, under
both normal and stressed conditions, arising
from market-wide and bank-specific events.
OSB’s and CCFS’ liquidity risk appetites have
been calibrated to ensure that both Banks
always operate above the minimum prudential
requirements with sufficient contingency for
unexpected stresses, whilst actively minimising
the risk of holding excessive liquidity, which
would adversely impact the financial efficiency
of the business model.
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The Group continues to attract new retail
savers and has high retention levels with
existing customers. In addition, the Group

is able to access a wide range of wholesale
funding options, including securitisation
issuances and the use of retained notes from
both Banks as collateral for Bank of England
facilities and repurchase agreements with
third parties.

In 2023, both Banks actively managed their
respective liquidity and funding profiles within
the confines of their risk appetites as set out in
the Group’s ILAAP.

Retail funding rates increased throughout the
year due to further increases in the Bank of
England base rate. There were delays in the
market passing base rate rises on to savers

in full and the cost of new retail funding also
benefitted from widening swap spreads in
the first half, although retail savings spreads
normalised in the second hallf.

Swap rate increases in 2023 also led to the
Group receiving a high level of variation
margin collateral on the Group’s interest rate
swaps during the year. The Group increased
internal buffers to ensure that sufficient funds
were held at the Bank of England to meet

any swap margin calls that may arise if swap
rates reduce. By the end of 2023, a significant
proportion of the swap collateral movement
had reversed.

Each Bank’s risk appetite is based on internal
stress tests that cover a range of scenarios and
time periods and therefore are a more severe
measure of resilience to a liquidity event than
the standalone liquidity coverage ratio (LCR).
As at 31 December 2023, OSB had a liquidity
coverage ratio of 208% (2022: 229%) and
CCFS 139% (2022: 148%), and the Group LCR
was 168% (2022: 185%), all significantly above
regulatory requirements.
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Market risk

The Group is exposed to adverse movements
in interest rates, foreign exchange rates

and counterparty exposures. The Group
accepts interest rate risk and basis risk as

a consequence of structural mismatches
between fixed rate mortgage lending, sight
and fixed-term savings and the maintenance
of a portfolio of high-quality liquid assets.
Interest rate exposure is mitigated on

a continuous basis through portfolio
diversification, reserve allocation and the use
of financial derivatives, within limits set by the
Group ALCO and approved by the Board.

The Group’s balance sheet is predominantly
GBP denominated. The Group has some minor
foreign exchange risk from funding its OSBI
subsidiary. This is minimised by pre-funding a
number of months in advance and regularly
monitoring GBP/INR rates. Wholesale
counterparty risk is measured on a daily basis
and constrained by counterparty risk limits.

Operational risk

The operational risk management framework
has been designed to ensure a robust
approach to the identification, measurement
and mitigation of operational risks, utilising

a combination of both qualitative and
quantitative evaluations. The Group’s
operational processes, systems and controls
are designed to minimise disruption to
customers, damage to the Group’s reputation
and any detrimental impact on financial
performance. Where risks continue to exist,
there are established processes to provide
the appropriate levels of governance and
oversight, together with an alignment to the
level of risk appetite stated by the Board.

A strong culture of transparency and
escalation has been cultivated throughout
the organisation, with the Operational
Risk function having a Group-wide remit,
ensuring a risk management model that is

Overview

well-embedded and consistently applied. In
addition, a community of Risk Champions
representing each business line and location
has been identified, together with dedicated
first line risk and controls teams in some key
areas of the business. Both the dedicated
first line risk and control teams and the Risk
Champions ensure that operational risk
identification and assessment processes
are established across the Group in a
consistent manner.

A hybrid working model has been adopted
across the Group, with the exception being
front-line customer-facing colleagues. With

a high number of employees working and
accessing systems from home, the risk of

a cyber-attack has heightened. Whilst

IT security risks continue to evolve, work
continues to enhance the level of maturity of
the Group’s controls and defences, supported
by dedicated IT security experts. The Group’s
ongoing penetration testing continues to drive
enhancements by identifying potential areas
of risk.

Regulatory and compliance risk
The Group is committed to the highest
standards of regulatory conduct and aims
to minimise breaches, financial costs and
reputational damage associated with
non-compliance.

The Group has an established Compliance
function which actively identifies, assesses and
monitors adherence with current regulation
and the impact of emerging regulation.

In order to minimise regulatory risk, the Group
maintains a proactive relationship with key
regulators, engages with industry bodies
such as UK Finance and seeks external expert
advice. The Group also assesses the impact
of forthcoming regulation on itself and the
markets in which it operates and undertakes
robust assurance assessments from within the
Risk and Compliance functions.
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Conduct risk

The Group considers its culture and behaviour
in ensuring the fair treatment of customers
and in maintaining the integrity of the market
sub-segments in which it operates to be a
fundamental part of its strategy and a key
driver to sustainable profitability and growth.
The Group does not tolerate any systemic
failure to deliver good customer outcomes.

On an isolated basis, incidents can result in
customer harm due to human or operational
failures. Where such incidents occur, they are
thoroughly investigated and the appropriate
remedial actions are taken to address any
customer harm and to prevent recurrence.

The Group considers effective conduct risk
management to be a product of the positive
behaviour of all employees, influenced

by a customer-centric culture throughout
the organisation and therefore continues

to promote a strong sense of awareness
and accountability.

Throughout 2023, the Group continued to
review and evolve its approach to supporting
customers, particularly those that are
vulnerable and experiencing financial
difficulty, to ensure they continue to receive
the level of tailored support needed to
deliver good customer outcomes. The Group
implemented the FCA’s Consumer Duty
requirements within the required timelines.

Conduct losses have remained stable with no
breaches of risk appetite reported during the
last 12 months.

Financial crime risk

The Group provides relatively simple products
to UK domiciled customers serviced through a
UK-registered bank account. The Group has
an established screening programme that

is deployed at the point of origination and

on a regular basis throughout the customer
lifecycle. The Group continues to invest in
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a range of systems and controls that are
deployed across its product range in order
to detect and prevent the exposure to fraud
through the customer lifecycle. All new-to-
business applications are subject to a range
of controls to identify and mitigate fraud.
Customer activity is monitored in order to
detect suspicious activity or behaviour that
may be indicative of fraud.

Strategic and business risk

The Board has clearly articulated the Group’s
strategic vision and business objectives
supported by performance targets. The Group
does not intend to undertake any medium- to
long-term strategic actions, which would put
the Group’s strategic or financial objectives

at risk.

To deliver against its strategic objectives

and business plan, the Group has adopted

a sustainable business model based on a
focused approach to core niche market sub-
segments where its experience and capabilities
give it a clear competitive advantage.

The Group remains focused on delivering
against its core strategic and financial
objectives, against a highly competitive and
uncertain backdrop.

Reputational risk

Reputational risk can arise from a variety

of sources and is a second order risk. The
crystallisation of another principal risk can
lead to a reputational risk impact. The Group
monitors reputational risk through tracking
media coverage, customer satisfaction
scores, the Group’s share price and Net
Promoter Scores.
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Viability statement

Overview

This statement is made to comply with
Provision 31 of the 2018 UK Corporate
Governance Code which requires the
Board to assess the viability of the
Group over a stated time horizon.

The Group’s long-term direction is informed
by business and strategic plans which are
set on an annual basis and are reviewed
and refreshed quarterly. The operating

and financial plans consider, among

other matters, the Board’s risk appetite,
the macroeconomic outlook, market
opportunity, the competitive landscape, and
sensitivity of the financial plans to volumes,
margin pressures and any changes in
capital requirements.

In making the assessment, the Board has
considered all principal and emerging risks,
including climate risk where the risk is likely
to emerge outside of the viability assessment
horizon. The impacts of climate risk have
been assessed as part of the Internal Capital
Adequacy Assessment Process (ICAAP), which
concluded that at present the associated
financial risks are not material for the Group.

The Group prepares financial forecasts over
a five-year time horizon, with the Board and
management focusing on the projections
over the first three years. Key events which
will impact the Group’s capital adequacy
such as the introduction of Basel 3.1, the
impact of the implementation of the Group’s

Minimum Requirements for Own Funds and
Eligible Liabilities (MREL) and the impact

of the peak stress point of macroeconomic
forecasts all fall within a three-year time
horizon. Post consideration of these factors,
the Board considers a viability assessment
horizon of three years to remain appropriate.

The Banks within the Group are authorised

by the PRA and regulated by the FCA and the
PRA. The Group has a robust set of policies,
procedures and systems to undertake a
comprehensive assessment of all the principal
risks and uncertainties to which it is exposed
on a current and forward-looking basis.

The Group identifies, assesses, manages
and monitors its risk profile based on

the disciplines outlined within the Group
Enterprise Risk Management Framework,

in particular through leveraging its risk
appetite framework (as described in the
Risk review). Potential changes in the
aggregated risk profile are assessed across
the business planning horizon by subjecting
the operating and financial plans to

severe but plausible macroeconomic and
idiosyncratic stress scenarios.
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The viability of the Group is assessed at both
the Group and the underlying regulated
bank levels, through leveraging the risk
management frameworks and stress testing
capabilities of both regulated banks.

Stress testing is an integral risk

management discipline, used to assess the
financial and operational resilience of the
Group. The Group has developed bespoke
stress testing capabilities to assess the
impact of extreme but plausible scenarios in
the context of its principal risks impacting the
primary strategic, financial and regulatory
objectives. Stress test scenarios are identified
in the context of the Group’s operating
model, identified risks, and the business

and economic outlook. The Group actively
engages external experts to inform the
process by which it develops business and
economic stress scenarios.

A broad range of stress scenarios are
analysed considering the potential impacts

to changes in HPI, unemployment, inflation
and interest rates over a range of severities.
Stresses are applied to lending volumes,
capital requirements, liquidity and funding
mix, interest margins and credit and
operational losses. Stress testing also supports
key regulatory submissions such as the ICAAP,
ILAAP and the Group Recovery Plan. ICAAP
stress testing assesses capital resources and
requirements over a five-year period.

The Group has identified a broad suite of
credible management actions, which can

be implemented to manage and mitigate

the impact of stress scenarios. These
management actions are assessed under a
range of scenarios varying in severity and
duration. Management actions are evaluated
based on speed of implementation, second
order consequences and dependency on
market conditions and counterparties.
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Management actions are used to inform
capital, liquidity and recovery planning
under stress conditions.

In assessing the Group’s long term viability, the
Directors have assumed that the Group will be
able to issue MREL-eligible debt instruments

to meet its MREL requirements. The Board
assessed the uncertainty around the quantum
and phasing of MREL issuance resulting from
the ongoing Basel 3.1 consultation.

The Group successfully issued its first
£300m of MREL qualifying debt securities
plus £250m Tier 2 debt securities in 2023
followed by a further issuance of £400m of
MREL qualifying debt securities in January
2024, following which, the Group met

its interim MREL requirement, including
regulatory buffers.

In addition, the Group identifies a range of
catastrophic scenarios, which could result
in the failure of its current business model.
Business model failure scenarios (Reverse
Stress Tests or RSTs) are primarily used to
inform the Board of the outer limits of the
Group’s risk profile. RSTs play an important
role in helping the Board and Executives

to assess the available recovery options to
revive a failing business model.

The Group has established a comprehensive
operational resilience framework to actively
assess the vulnerabilities and recoverability
of its critical services. The Group also
conducts regular business continuity and
disaster recovery exercises.

The ongoing monitoring of all principal risks
and uncertainties that could impact the
operating and financial plan, together with the
use of stress testing to ensure that the Group
could survive a severe but plausible stress,
enables the Board to assess the viability of the
business model over a three-year period.
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The Group has maintained strong capital
and funding profiles with a view to ensuring
continued financial resilience. However,

the Group remains fully cognisant of the
uncertain macroeconomic environment and
ensures that stress testing activities consider
a range of potential scenarios.

The Board has also considered the potential
implications of the current macroeconomic
uncertainty in its assessment of the
financial and operational viability of the
Group and has a reasonable belief that the
Group retains adequate levels of financial
resources (capital and liquidity) and
operational contingency.

In line with prior years, in the viability
assessment process the Board considered
the latest macroeconomic forward-looking
scenarios utilised for business planning

and the Group’s IFRS 9 calculations which
consider macroeconomic risks such as
rising levels of unemployment, inflation,
interest rate rises and movements in

house prices. Utilising analysis which
identifies scenarios which would result in
the Group becoming unviable, the Board
considered the plausibility of these scenarios
materialising. Forecasts and capital stress
tests considered the impact of IFRS 9
transitional arrangements unwinding, the
Group’s go-forward MREL phasing in, whilst
incorporating the Group’s simulation of the
impact of Basel 3.1 implementation.

The potential impact of the macroeconomic
environment on the Group’s operations is
subject to continuous monitoring through the
Group’s management committees, capital
and liquidity, operational resilience and
business continuity planning working groups,
with appropriate escalation to the Board and
supervisory authorities.

Overview Governance
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The Group has progressively enhanced its
approach to assessing the viability of its
strategy and business operating model,

in particular the Group has enhanced its

capabilities by:

« creating a new Group-wide stress testing
tool which simulates the performance of
the loan book through macroeconomic
stresses including impacts on balances,
income, losses and RWAs

+ increasing the diversification of its funding
profile, supported by an enhanced
assessment of funding and liquidity
risk profiles

* enhancing the assessment of operational
resilience through the ongoing
review of priority business functions,
including supporting infrastructure
and dependencies through a simulated
business continuity exercise.

The current financial forecasts, risk profile
characteristics and stress test analysis, the
Group’s capital, funding and operational
capabilities support the Directors’
assessment that they have a reasonable
expectation that the Group will remain viable
over the three-year horizon and will be able
to continue to operate and meet its liabilities
as they fall due over this period.
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Overview

Doing the right thing for
our customers, colleagues,
communities and the planet.

70 Introduction
7 ESG Strategic Pillars

Just Transition

We are committed to environmental
stewardship, supporting the transition to
a low carbon economy, and achieving net
zero across our value chain by 2050'.

72-78 Strategic Pillar — Just Transition

73 Transition plan, targets, and performance
75 Environmental policy

76 Greenhouse gas (GHG) emissions

77 Greenhouse gas (GHG) emissions table

1. Ambition includes Scope 1 and 2 emissions,
relevant Scope 3 categories including category
15 - investments.

People

We are committed to having a
positive human and social impact
on the lives of the customers,
colleagues and communities we
work with and affect.

79-87 Strategic Pillar — People

79
81
86

Supporting our customers
Supporting our colleagues

Supporting our communities

Strategic Report Governance

Stewardship

We are committed to operating
responsibly, ethically and
transparently, delivering sustainable
value to all our stakeholders.

88-93 Strategic Pillar — Stewardship

88
89

90
92

93

ESG Governance

Delivering positive customer
outcomes

Ethical practices and policies

Tax contribution, resilience and
data protection

Cyber security
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Sustainability

Introduction

Overview

2023 marked a year of progress,
embedding our ESG principles and
embracing our commitment to building
a sustainable future for our customers,
colleagues and communities.

Throughout the year, we have focused

on how we can begin reducing the
environmental impact of our own operational
footprint and how we can support the
decarbonisation of the UK housing stock
we finance, whilst developing our first
Climate Transition Plan (https://www.osb.
co.uk/sustainability/our-environment).
The plan outlines actionable steps that

we can take to mitigate our environmentall
impact and support a transition to a low
carbon economy.

We published interim (2030) emissions
reduction targets for mortgage lending and
operations, aiming to reduce the emissions
intensity of our mortgage lending by 25%
in accordance with the Net Zero Banking
Alliance (NZBA) guidelines, and reducing
Scope 1 and Scope 2 emissions to net

zero. We launched our Landlord Leaders
Community to unite those with influence to
help drive positive change, deliver collective
progress and a fair and equitable transition
to Net Zero.

In 2023, progress was made in delivering
our social impact with both our colleagues
and local communities through extending
our volunteering programme, strengthening
our ties with our key charity partners, and
doubling our CSR commitment within our
Indian operation.

Following the appointment of a Diversity,
Equity and Inclusion (DEEI) specialist, we
created our first DEEI Strategy and launched
initiatives including employee engagement
networks and leadership pathways, with the
networks enabling us to enhance our ESG
Governance structure.

Enhancing our approach to stewardship,
we implemented Consumer Duty across
the Group, became a signatory of the UN
Global Compact and continued to link ESG
performance to Executive compensation.

The following sections offer a detailed
account of our strategic sustainability
commitments, progress and plans for
building upon our success.

1.

Strategic Report

%)

Governance

1%

EPC rating of C or better

1%

reduction in energy
consumption per m?

9%

of electricity from
renewable sources

33%

women in senior
management

60th

of top 100 companies in
Best Companies Survey

4993

volunteering
hours undertaken
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46%

of UK employees engaged
in community activities

83%

increase in donations to
Children’s Hospice through
our dedicated savings account

/th

consecutive year OSB India
confirmed as a Great Place
to Work

Greenhouse gas emissions'’

Scope 1

17144+ CO,e
1.39tCO.e

Scope 3 Financed emissions —

@ 511 i3coL

2022: 363,680

For further definition and details see Just Transition section on pages 72-78.
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Sustainability continued

ESG Strategic Pillars

We continued
identifying and
evaluating non-
financial risks and
opportunities through
our annual materiality
assessment and ESG
lifecycle review.

Our approach enables us to prioritise
significant areas where stakeholder
value can be generated and where

we can support the United Nations
Sustainable Development Goals (SDGs),
thereby advancing our Purpose and ESG
commitments through the following
strategic pillars:

ESG
Strategic
Pillar

Governance

Strategic Report

Financial Statements

Appendices

A fair and equitable
transition to a low
carbon economy

Customers: The Group’s approach will ensure
that the social mobility of our customers is not
compromised through our product decisions.

Provide thought leadership, education,
awareness and products that enable, incentivise
and reward our customers to embrace the
transition to a low carbon housing economy.

Communities: A strategic and coordinated
programme will be defined and delivered,
supporting our communities and wider social
economic environment, through collaboration,
partnerships and volunteering, with focus on
the UK and Indian housing projects.

Our Strategic
Commitments

Supply and Value Chain: We will encourage
and support our supply and value chain with
their transition to an ESG strategy that aligns
with the Group’s ambitions.

GENDER
EQUALITY

g

UN SDGs

Aligning to

Delivering on the needs
of people now and into

DEGENT WORK AND 9 INDUSTRY, INNVATION
ECONOMIC GROWTH

o | &

Acting responsibly
to deliver sustainable
the future value

Colleagues: We will retain, recruit and train the
best talent, enabling all employees to maximise
their potential and seek to embed a diverse and
inclusive culture that the Group is proud of.

Net zero Commitment: The Group’s
environmental ambitions and transition plan aligns
to the Paris Accord on climate change, achieving
carbon net zero across our operational emissions
by 2030 and our total emissions by 2050.

Technology: The Group seeks to use technology
solutions that align to our net zero ambitions.

Operating Framework Governance: The Group
will embrace and operate within the ESG Operating
Framework to ensure that our ESG Strategy is
embedded within the Group.
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Sustainability continued

Strategic Pillar — Just Transition

As we advance towards a net zero future,
the concept of a just transition stands as the
cornerstone of our approach.

A just transition is one that is fair and
inclusive for all as the economy becomes
increasingly green, creating opportunities
that leave no one behind.

Recognising the interconnectedness of

ESG considerations, we believe it is crucial
to deliver a fair and equitable transition
that addresses and balances stakeholders’
diverse needs within the residential property
and private rented sectors. Homeowners,
tenants, property investors, and the broader
community are integral to this transition.

Over the past year, we made steady progress
towards our commitment to a net zero future,
closely engaging with the residential property
market and the private rented sector by:

+ initiating and delivering transition
products that result in an energy
efficiency improvement for our customers’
mortgaged property. Our refurbishment
Buy to Let products offer reduced rates
where works include improving energy
efficiency or achieving an EPC C or better

+ laying the groundwork for a sustainable
transition, through our Landlord
Leaders thought leadership programme
(see across)

+ collaborating and partnering with Sero,
piloting property specific pathway to zero
reports with a sample set of 30 landlord
customers, and

» collaborating with industry partners to
help support this transition, connecting
our customers to the retrofit services they
need and reducing emissions

Overview

We also started the process to reduce, or
facilitate the reduction of, our own Scope 1
and Scope 2 emissions by:

» removing gas boilers from our office
location in Chatham, moving heating to
an electric source

+ further improving our Building
Management Systems controls and
settings including the installation of sub-
metering to our main office locations in
Chatham and Wolverhampton, and

« including the Group’s net zero
commitment and transition away from gas
in the design requirements of the newly
acquired office location in Wolverhampton

Our efforts have focused on ensuring an
inclusive transition, aiming to minimise
disruptions whilst promoting the adoption of
environmentally conscious practices.

We recognise that we can’t do this on our
own but we will continue to focus on what we
can do, which includes further developing
the data analytics that supports product
development, launching new products that
will contribute to a transition of UK housing
stock, and collaborating with industry leaders
through our representation at UK Finance,
the Net Zero Banking Alliance (NZBA)

and Partnership for Carbon Accounting
Financials (PCAF).
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Landlord Leaders

When we set our ESG Strategy, we were
clear that thought leadership would be
a critical action to help drive the positive
change we aspire to.

As a leading Buy-to-Let lender, we
started by considering the changing
shape of the Private Rented Sector.

At the end of 2022, we published

our seminal Landlord Leaders

thought leadership research, which
demonstrated a continued advance
towards professionalisation of the
sector. That professionalisation heralds
much to be applauded: tenant-centric
business models, greater investment
in sustainable housing upgrades, and
setting a standard for what comes
next. In fact, the research shows

that many professional landlords

are already investing in a future that
policymakers are only considering.

We found that the move to
professionalisation presented
challenges to landlords with smaller
property portfolios. For this group

a world of increased red tape,
unfavourable tax treatment, increased
interest rates and inflation, and an
uncertain political environment has led
to many doubting whether it is viable to
continue. We believe we have a role to
play for both groups.

Acting on the research, we launched

a package of measures including
investigating product innovation,
creating more educative support around
tax in particular and bringing the
industry together to help drive change
beyond that which we alone can deliver.

Financial Statements
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We launched the Landlord Leaders
Community in June 2023, convening
a founding group of over 30 members
and leaders across industry, policy and
finance together with small landlords,
creating a shared mission for change.
Agreeing action is needed around four
key pillars: Education and Training,
Communication, Collaboration, and
Positive Industry Perception — we have
started to devise a plan for what is
needed to support a thriving Private
Rented Sector.

[ ]

Find out more on our website /
www.landlordleaders.osb.co.uk

We came together again later in the
year to discuss the tenant experience,
learning together through our latest
thought leadership research: ‘A Future
Tenant Standard’. It finds that for
tenants, the positives of location and
quality of housing are strong, but
that many still yearn to own their own
home. It also shows that the need for
professionalisation within the industry
is critical to its future success, with
many tenants experiencing lapses in
appropriate care and support either
from their landlord or their agent.
Overall, it concluded that relationship
is key — with the most positive
experiences reported by tenants who
know and trust their landlord.

The Community which meets in
person has met twice and will now
meet quarterly.

Neil Richardson
Chief Sustainability Officer
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Strategic Pillar — Just Transition

Transition plan

To support building a sustainable future, we
developed our initial Climate Transition Plan
(https://www.osb.co.uk/sustainability/
our-environment) setting out our
assessment and response to climate change
in the context of our business model and
activities, our impact on the environment and
our ability to control or influence change.

The plan also sets out the dependencies
upon which we are reliant, including
customer awareness and sentiment, cost and
availability of technology, innovation and,
perhaps most importantly, clear, bold and
supportive government policy.

There are five pillars to our plan that
create a responsible and proportionate
strategy, contributing to real economy
decarbonisation as well as reducing

our footprint, with clear synergies
between the transition on climate and

the professionalisation of the private
rented sector that has been a focus of our
Landlord Leaders Community (https://
landlordleaders.osb.co.uk) initiative:

1. Thought leadership, education
and awareness

2. Connecting our customers to services that
support their transition

3. Providing access to energy
improvement products through our
lending proposition

4. Greening our offices and branches

5. Embedding climate thinking into
our business

Stakeholder expectations in relation to
transition planning are developing and
we expect to iterate our Transition Plan
regularly to respond to evolving needs
and expectations, alongside our own
maturing processes.

Overview

It is important to support our ambitions

and targets with authentic and transparent
disclosure of the actions we are planning

to take and the impact we believe they

may have. We recognise that our first
Transition Plan is published in advance of the
Group aligning its disclosures to emerging
frameworks and guidance such as those from
the Transition Plan Taskforce or International
Sustainability Standards Board. Our next
iteration will seek to align with the forthcoming
sector-specific banking guidance published
by the Transition Plan Taskforce.

Environmental target setting

The Group is a member of the Net Zero
Banking Alliance. During 2023, we established
and disclosed our interim reduction targets for
financed emissions (https://www.osb.co.uk/
sustainability/our-environment). Our
ambition is to reduce the emissions intensity of
our mortgage lending 25% by 2030.

We are committed to setting science-based
targets in line with our NZBA and Science
Based Targets Initiative (SBTi) commitments
and will validate our emissions reduction
targets with the SBTi. We await the release

of the SBTi Financial Institutions Net Zero
standard for clarification on requirements and
interoperability alongside our NZBA targets.

We estimate that 97% of our total emissions'
inventory is from the indirect emissions related
to the services we provide to our customers in
the form of lending (see emissions on pages 77-
78). The impact of those emissions contributes
towards climate change, and reducing our
impact and transitioning our business activities
towards a low-carbon economy is at the heart
of our environmental strategy.

Qur direct emissions are far smaller and within
our direct control, and form the basis of our
ambitious 2030 net zero target for scope 1
emissions®. More detailed information can be

Strategic Report
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found in our Climate Transition Plan (https://
www.osb.co.uk/sustainability/our-
environment)

Financed emissions

As a sub-sector specialist lender, over
97% of the Group’s 2023 lending account
balances were in the form of mortgages
secured against owner occupier, Buy-to-
Let residential, and semi-commercial and
commercial property, where our initial
targets have been established.

Our attributed financed emissions (see page
78) from the lending portfolio are calculated
using the Partnership for Carbon Accounting
Financials (PCAF) methodology, allowing us
to monitor and report progress. PCAF average
data quality score was 3.1 € (2022: 3.2).
Financed emissions intensity per m2 (kgsCO.e
per m2) is the metric used to measure

and report progress against our 2030

interim target.

Mortgages — Financed emissions
Physical intensity (kgCO.e/m?)
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2023 saw a 13% reduction in financed
emissions (tCO.e) and a 17% reduction in
emissions intensity (kgCO.e/m2). This is
predominantly due to improved data quality
and the exclusion of erroneous data extracted
from the EPC public register.

Financed emissions estimates rely on externally
sourced data. The emissions of the buildings
were sourced, where available, from Energy
Performance Certificates (EPCs) which estimate
the carbon emissions of a property. In 2023
83% of properties were matched to a valid

EPC, 17% were modelled or estimated based

on postcode or national averages, and the
remaining less than 1% allocated a D rating.

There are inherent limitations in using EPCs to
calculate financed emissions, such as the time
lag for external data sources to be updated,
the age of certificates and the methodology
failing to prioritise carbon neutral over fossil-
fuel-based technologies.
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— CCC BNZP - pathway O Performance 2023
Interim target 22.38kgCO.e/m?

O Baseline physical intensity 29.93kgCOze/m?

1. Based on the Group’s 2022 emissions estimates for Scope 1, Scope 2, Scope 3 category 1, 2, 3, 5, 6, 7,8 and 15

2. Scope 182 (Scope 2 market-based methodology)
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Sustainability continued

Strategic Pillar — Just Transition

Scope 1 and Scope 2 emissions

Our Energy Policy is aligned to our net-zero
commitment and target, and sets out how
we will consider emissions reduction, energy
efficiency and the responsible consumption
of energy in our decision making

and behaviours.

It outlines our commitment to comply with
statutory legislation in respect of energy
efficiency, and to establish commitments to
responsible procurement and consumption.
It provides a framework for setting objectives
and targets to continually measure and
improve energy performance and prevent
energy waste. Regular meetings between
Property Services and the Sustainability
functions seek ways to reduce energy use
and maximise efficiency.

We recognise that the path to net-zero for
our office buildings and branches will not be
linear. Some enabling actions such as the
acquisition of a new building may, in the
short-term, increase energy consumption
and emissions, as was the case in 2023.

Electricity and gas

The Group’s Scope 2 emissions' using the
market-based methodology were 1.39 tCO.e
for 2023 reflecting that 99% of the electricity
purchased was from renewable tariffs. 16,958
kWh of energy consumned was from non-
renewable tariffs, as contracts were migrated
following the purchase of new buildings.
Scope 2 emissions are those associated with
the purchase of electricity.

Using the location-based methodology,
reflecting the average emissions intensity

of grids on which electricity consumption
occurs, use increased 15% from 2022. This
was predominantly due to the acquisition of
a new office building in Wolverhampton.

Consumption of natural gas increased by
116,008 kWh (+16%) from 2022. As above this
was mainly due to the new office location
that used 188,167 kWh of gas, 22% of total
gas use. Without the inclusion of the new
location gas consumption reduced by 11%
(80,485kWh) versus 2022.

Both absolute and intensity metrics are used
to measure and report progress against

our 2030 target for Scope 1 and Scope

2 emissions (tCOze per m2 and per full

time equivalent).

Additional Scope 3 emissions

Our emissions hot spot analysis identified
that category 15 - investments are the most
significant source of emissions for the Group,
with the remaining scope 3 categories
identified as relevant' contributing only ¢.3%.

Given the breadth and depth of other indirect
emissions (categories 1-14 of Scope 3), we
continue to take a structured approach to

how we understand, measure and take action.

It is our intention to disclose categories 1
and 2 in the future as data and calculation
processes mature.

Although these emissions are not significant,
they contribute to our emissions footprint
and will need to be addressed. We expect
that in time and as our strategy evolves, it
will include targets and initiatives to reduce
these emissions.

1. Conducted in 2022 - Scope 3 categories 1, 2, 3, 5, 6, 7 and 8 based on size, influence, risk,

stakeholder interest and outsourcing.
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We have set an
interim target

for financed
emissions, aiming
to reduce the
emissions intensity?
of our mortgage
lending by 25%

by 2030.

2. kgCO2/m2.

Financial Statements

Appendices 74

We are committed
to delivering net zero
Scope 1 and Scope 2
GHG emissions® by
2030 from a 2022
base year.

3. Target is calculated using a market
based methodology.
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SUStGinCI bilitg continued

Strategic Pillar — Just Transition

Environmental policy

Our Environmental policy embodies the
Group’s commitment to meeting or exceeding
all relevant environmental obligations,
reducing our impact and achieving our
ambition of net zero greenhouse gas emissions
(GHG) no later than 2050.

The policy is supported by our Environmental
Management System (EMS) which is

certified to ISO14001:2015 and covers

our UK corporate real estate and, in

2023, extended to the Kent Reliance

branch network.

The EMS ensures the Group knows where it
impacts the environment and that effective
controls are in place to manage risk and
drive improvement, covering topics such as
legislation, energy use, waste management
and water use.

Water

Water is used for sanitation purposes only
and is used responsibly. In 2023 7,180m3
were used.

Waste

The Group is responsible for waste contracts
in some of our office locations. Contracts are
in place to divert waste from landfill following
the waste hierarchy, with non-recyclable
materials being sent to an energy from waste
facility. In 2023, 280 tonnes of waste were
generated. Recycling and waste segregation
stations are provided in all offices and
branch locations.

Overview

Carbon mitigation

We continue to use verified carbon mitigation
schemes from the voluntary carbon market
to offset the emissions directly related to our
business activities'. A responsible offsetting
strategy was developed that uses the Oxford
Principles for Net Zero Aligned Carbon
Offsetting as a foundation.

Strategic Report
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Nature

With the introduction of the voluntary
Taskforce on Nature-related Financial
Disclosures (TNFD) framework, the Group is
at the early stages of understanding the UK
Government’s approach towards TNFD and
evaluating how the systems will evolve further
to consider the extent to which our activities
impact nature and biodiversity.

Electricity (MWh) Gas (MWh) Water (m3) Waste (tonnes)
17 10486
861
745
1,612 1,666
3,376
|
2021 2022 2023 2021 2022 2023 2021 2022 2023 2021 2022 2023

Non-Renewables

I Renewables

Consumption data is based on
estimates taken from invoices

1. Offsetting covers Scope 1, Scope 2 (market-based) and UK Scope 3 (business travel, waste from operations, energy related activities not reported in Scope 1 and 2 and OSBI
operations (purchased electricity — market-based), gas oil, fugitive emissions, employee commuting and upstream leased assets for the year ended 31 December 2023.
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Sustainability continued

Strategic Pillar — Just Transition

Greenhouse gas emissions

The Group applies the Greenhouse Gas
Protocol: A Corporate Accounting and
Reporting Standard for all GHG accounting
across Scopes 1, 2 and 3.

We believe that gaining a complete view

of our Greenhouse Gas emissions (GHG)
inventory is the best way to control or
influence emissions. In addition to the
emissions sources disclosed in 2022,
additional scope 3 categories (7 and 8) are
included in this year’s report evidencing our
ongoing commitment to increasing the scope
and accuracy of emissions measurement.

We have reported on all of the emissions
sources required under The Companies

Act 2006 (Strategic Report and Directors’
Report) Regulations 2013 and the Companies
(Directors’ Report) and Limited Liability
Partnerships (Energy and Carbon Report)
Regulations 2018 — commonly referred to as
Streamlined Energy and Carbon Reporting.

Under the Streamlined Energy and Carbon
Reporting regulations, we report annually
on greenhouse gas emissions from Scope 1
and 2 Electricity, Gas and Transport, with
all greenhouse gases reported in tonnes of
carbon dioxide equivalent (CO.e).

When converting consumption data to carbon
emissions, factors from the UK Government
Emissions Conversion Factors for Company
Reporting from the Department for Energy
Security and Net Zero and Department for
Business, Energy & Industrial Strategy are used.

The Group’s 2023 Greenhouse gas emissions
basis for reporting is publicly available on our
corporate website: https://www.osb.co.uk/
sustainability/our-environment/

Overview

Verification and assurance
Deloitte LLP provided independent limited
assurance over the following metrics and
ESG information for the year ending

31 December 2023 @ "

Greenhouse Gas (GHG) emissions
« Total direct (Scope 1) - tCOze

« Total indirect (Scope 2) emissions —
Market-based - tCOze

« Total indirect (Scope 2) emissions —
Location-based - tCO.e

» Total Scope 3 Category 15
Investment emissions

GHG intensity
+ Scope 1 and 2 metric tonnes of COze per
full-time employee (FTE)

* Scope 1and 2 metric tonnes of CO.e per
£m turnover

+ Scope 3 - Financed emissions kgsCO.e/m?

2023 Operational emissions breakdown (tCO.e)

Strategic Report
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PCAF data quality score
TCFD

» The description of activities undertaken to

meet the recommendations of the TCFD

Deloitte’s assurance statement can be found

on page 262.

1. Under the International Standard on Assurance
Engagements 3000 (Revised) Assurance
Engagements Other than Audits or Reviews of
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The Graph below shows a breakdown of
emissions currently measured, excluding
financed emissions, and the impact of
purchasing electricity from renewable energy
tariffs in relation to both Scope 2 emissions,
and total emissions.

Historical Financial Information (ISAE 3000 (Revised))

and the International Standard on Assurance
Engagements 3410 Assurance Engagements on
Greenhouse Gas Statements (ISAE 3410).

Scope 3 emissions for categories: 3, 5, 6,

7 and 8 were verified by Interface NRM,

an independent UKAS and ASI accredited
Certification Body, operating in accordance
with ISO 14064-3:2019. Validation was
conducted in accordance with ISO 1406k4-1:
2018 - Specification with guidance at the
organisational level for quantification and
reporting of greenhouse gas emissions

and removals.

2,021.06

3,065.24%

2,669.68

39695 (395.56)
256.67
5595
17144 15595 7.22
— [

Scope 1 Scope 2 Reduction from Scope 3 Scope 3 C5 Scope 3 C6 Scope 3C7 Scope 3C8 Total Market- Total Location-

Location-based renewable C3T&D Water and Waste  Business Travel Employee Leased assets based emissions based emissions

energy tariffs Commuting
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Sustainability continued
Greenhouse gas emissions continued
Greenhouse gas (GHG)emissions
Direct and indirect GHG emissions
(Scopes 1, 2 and 3) Further description Specific fuels where applicable 2021 2022 2023
Amounts in metric tonnes CO, equivalent
Scope 1
Stationary combustion Combustion of fuel on site Natural gas, diesel for generators 167.39 138.22 15710
Fugitive emissions Leaks and other irregular releases of gases or
vapours from a pressurised containment: air-
conditioning units 0.00 15.65 14.34%
Total Scope 1 direct emissions 167.39 153.87 171.44 ¢
Scope 2
Purchased electricity
Total Scope 2 location-based Electricity 342.23 322.13 396.95 &
Total Scope 2 market-based Electricity 0.00 0.00 1.39 ¢
Scope 3
Business travel Rail, bus, taxi, hotel stays, air travel Unknown vehicle fuel 78.87 193.00 256.67
Employee commuting Rail, bus, taxi Unknown vehicle fuel ! ! 2,021.06
Fuel and energy-related activities Well-to-tank (WTT) emissions for fuel use,
(not included in Scope 1 or 2) upstream emissions for non-renewable electricity
generation, and transmission and distribution
losses in the electricity network 31.20 136.71 155.95
Water Woater use 0.50 0.78 1.27
Waste Waste from operations 1.35 4.20 5.95
Leased assets Combustion of fuel on site, fugitive emissions, -2 -2 55.95
electricity — market-based
Total indirect Scope 3 emissions Unknown, vehicle fuel, water, waste energy
(Category 3, 5, 6, 7 and 8) related activities 111.91 334.69 2,1496.85
Total operational emissions
(location-based) 621.53 810.69 3,065.24
Total operational emissions
(market-based) 279.30 488.56 2,669.68

1. 20283 is the first year of calculating emissions from employee commuting.

2. 2023 s the first year of calculating emissions from leased assets.
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Sustainability continued
Greenhouse gas emissions continued
Direct and indirect GHG emissions
(Scopes 1, 2 and 3) Further description Specific fuels where applicable 2021 2022 2023
Total indirect Scope 3 — Financed Category 15 Investments (financed emissions). Gas and electricity for heating, hot water
emissions (Category 15) Calculated by multiplying an attribution factor and lighting only
(outstanding amount of loan divided by the
property value at origination) by the emissions
associated with the property taken from the EPC.
Calculated for Buy-to-Let and residential lending 278,854.00 363,680.00 314,413.00 ¢
Total GHG emissions All measured emissions for the year
(location-based) 279,475.53 364,490.69 317,479.24
GHG intensity
GHG intensity ratio Description 2021 2022 2023
Full Time Equivalent (FTE) FTE is a unit of measurement equal to one full-time
employees (UK) employee 1,164 1,237 1,427
Annual turnover £m 629.0 7754 658.1
Scope 1 and Scope 2 Metric tonnes of CO, equivalent per FTE
location-based 0.44 0.38 0.40 &
Scope 1 and Scope 2 Metric tonnes of CO, equivalent per £m total
location-based income 0.81 0.61 0.86 &
Scope 3 Financed emissions —
physical emissions intensity kgs of CO; equivalent per square metre' 24.81 299 219 &
Energy consumption
Energy usage kWh 2021 2022 2023
Electricity 1,611,783.00 1,665,812.80 1,916,950.94
Gas 913,890.00 744,504.18 860,512.00
Total kWh Electricity, natural gas 2,525,673.00 2.410,316.98 2,777,462.94

1. Financed emissions physical intensity ratio is calculated by multiplying the total estimated attributable financed emissions in tCO:e for 2023 (314,413 tCO2¢) by 1,000 to give kgC02e (314,413,000 kgCO2e). This is divided by the total floor area
in m? of the properties taken from the Energy Performance Certificate (12,630,301m?). Estimated absolute financed emissions were 504,476 tCOze for 2023. Financed emissions estimates are for the mortgage portfolio as the largest asset class.
It does not cover non-modelled book or securitised loans.
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Sustainability continued
Strategic Pillar — People

Customers

The Group’s lending products seek to
have a positive social impact, helping
support the UK mortgage market for
those customers underserved by the

High Street lenders.

We will achieve this by supporting
property landlords to ensure
there is a functioning and
professionalised private rented
sector, offering affordable lending
products for Shared Ownership
and near prime customers, helping
bridge the home-ownership gap,
and supporting small independent
commercial property occupiers
that serve local communities and
neighbourhoods.

The Group, through its Heritable
Development Finance residential lending
business also offers small and medium-sized
residential property developers products
that support house-builders that provide
affordable family housing outside central
London, as well as helping the UK meet its

housing demands.

The Group’s strategy to be the number one
specialist for our customers means that we
offer valued products, tools and services
that support them achieving their saving

and borrowing aspirations. We achieve this

through the provision of online and telephone

channels for our savings customers, in
addition to our nine Kent Reliance branches

in the South East of England. Our mortgage

products are distributed by intermediaries,
(other than the Heritable brand which is
direct to developer) across England, Wales
and Scotland, with whom we maintain
strong relationships.

The Group places a particular importance
on meeting the specialist needs of the
customer which means a focus on
efficient and supported onboarding

for new customers alongside retaining
balances and maintaining long term,
customer relationships.

In 2023, as base rates continued to rise,

we offered our savers attractively priced
products and opened more than 210,000
new accounts. The retention rates amongst
our savers remained high with 91% (2022:
94%) of customers with maturing fixed rate
bonds and ISAs with Kent Reliance and 85%
(2022: 88%) with Charter Savings Bank
choosing to take another product with the
same brand.

Strategic Report
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Posh Pads

Posh Pads provides high-end
residential student accommodation
in Southampton and Portsmouth.
The business enjoys a prominent
brand profile based on decades of
experience and innovation with an
ethos of providing students with
the most desirable, comfortable
and stylish accommodation
complemented by a rapid-response
maintenance service.

Posh Pads refinanced its property
portfolio with OSB Group during

the latter part of 20283, in a time of
inflationary pressures and significant
increases in borrowing costs.
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Established in 1993, Posh Pads is a
long-term investor and interest rate
fluctuations over time are accepted as
a recurring factor of its operation.

In response to the recent higher cost
of finance, the business has increased
its focus on cash generation and
ensuring maximum efficiency when
investing in the portfolio. A planned
increase in rental yield in the next 12
months will help to mitigate increased
loan costs, while investment in the
portfolio has become more targeted
and the schedule of larger-scale
projects modestly reduced.
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Sustdind bilitg continued
Strategic Pillar — People

Customers continued

Our savers are keen advocates of the Group’s
products and service, which was reflected

in strong Net Promoter Scores (NPS), at +71
for Kent Reliance (2022: +64) and +62 for
Charter Savings Bank (2022: +61).

Our savings products also received industry
recognition: Charter Savings Bank won Best
Overall Savings Provider for the sixth year
running from Personal Finance Awards, and
ISA Provider of the Year from Moneyfacts
Consumer Awards. Moneynet Personall
Finance Awards named Kent Reliance as Best
Fixed Rate Savings Provider.

The rapidly rising base rate, that was
reflected in mortgage pricing, represented
a potential headwind for our borrowers
approaching the end of their fixed rate
mortgage term. Whilst higher rates upon
renewal exerted pressure on Buy-to-Let
landlords’ profitability, this was somewhat
offset by the benefit of strong growth in
rental income of 17% over the preceding

five years (to December 2023, ONS) and
19% house price appreciation over the

same period (to November 2023, ONS). The
Group supported its borrowers through the
transition to higher rates by introducing a
wider range of product options for new and
existing borrowers and providing confidence
to intermediaries that product rates would be
secured once an application was received.

Overview

The Group measures customer experience
through near-real-time transaction surveys
across all stages of the customer journey.

In 2023, 3,385 survey responses from
intermediaries, almost 12,575 responses from
borrowers, and over 66985 responses from
savers were analysed to inform us about
customer service issues and were used in
creating and implementing solutions to
enhance our customers’ experience.

Analysis of survey responses identified two
key areas for improvement:

» there was a strong correlation between
NPS and operational pressures due to
demand peaks, and

« Precise borrowers and intermediaries
wanted better communication and
product options when initial rates matured

In response, we undertook activities that
included bolstering operational support and
proactively managing product withdrawals
differently to smooth demand curves.

As a result of the survey, we offer Precise
borrowers product options when their initial
rate ends, providing both intermediary and
borrower with improved confidence and a
more proactive and engaging experience.

In addition, further improvements
throughout the year were made to the
underwriting process, our intermediary
management structure, our websites and
customer communications, all of which have
contributed to the overall improvement in the
2023 NPS score.
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Our intermediary management teams worked
closely with the broker community, discussing
cases and helping to deliver rapid and reliable
decisions for our borrowers.

In 20283, the Group’s representatives
participated in over 250 physical and virtual
events with brokers to understand their
evolving requirements and to keep up to date
with industry developments. We used this
understanding to continue to improve our
customer propositions and the Group’s efforts
were recognised in the improved broker NPS
of +57 for both OSB and CCFS in 2023 (2022:
OSB +37 and CCFS +39).
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The Group’s mortgage proposition continued
to win industry awards with Kent Reliance for
Intermediaries winning Best Specialist Lender
from L&EG Mortgage Club Awards, Precise
Mortgages awarded Best Specialist Lender
from TMA Club and the Group recognised

as Best Specialist Bank at the Bridging and
Commercial Awards.

Our efforts to create a fairer and more
sustainable Private Rented Sector through
our independent Landlord Leaders initiative
gathered pace as we launched the Landlord
Leaders Community. In December, we
published the second Landlord Leaders
research report, providing insight into the
world of private tenants: their demographics,
motivations and renting experiences.
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Strategic Pillar — People continued

Colleagues

Overview
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The skills, expertise and commitment of our
colleagues are fundamental to the
achievement of our strategic goals.

In 2023, we continued to invest in training, development and employee
engagement activities to ensure that we provide a compelling and attractive

proposition both for our existing employees and for candidates considering

joining the Group.

Employee engagement and culture
In November 2023, it was confirmed that the
Group achieved 60th place in the 2023 Best
Companies survey on the Top 100 list of large
companies (between 200 and 1999 people),
as well as 10th place on the financial services
sector list.

The 2024 Best Companies to Work For survey
was undertaken in December 2023 and saw
an impressive 86.4% of UK employees submit
responses. Our overall 2024 survey result was
0.3% higher than the previous year and saw
the Group retain an overall ‘2 Star’ rating,
with Best Companies defining this as an
outstanding level of employee engagement.

The Group additionally achieved 30th place
on Glassdoor’s 2024 Best Places to Work
list in the UK with a 4.4 rating based on
reviews submitted by current and former
UK employees.

OSB India participated in a separate
employee engagement survey in December,
run by the Great Place to Work Institute.

It was officially certified as a ‘Great Place
to Work’ for the seventh consecutive year,

reflecting the strong brand and culture that
exists throughout our teams in Bangalore
and Hyderabad.

Throughout the Group, our values (Stronger
Together, Take Ownership, Aim High,

Respect Others and Stewardship) and the
related behavioural expectations provide an
opportunity for line managers to assess and
provide behavioural feedback within appraisal
processes and consider related learning
development activities. The values are also
aligned to established award programmes and
a range of ongoing communications.

2023 saw the creation of the Group’s People
and Culture Strategy, which was published
internally and communicated through a
series of briefing sessions attended by over
500 UK and OSB India employees. The
Strategy detailed approaches and initiatives
to be progressed over the longer term to
support the wider achievement of business
strategy, the transition to a digitalised
working environment and the achievement
of our People Vision of becoming recognised
as an employer of choice. To further support

the implementation of the approaches and
initiatives detailed within the Strategy, the
Group recruited a Group Head of People
Transformation.

The Group’s Workforce Advisory Forum (Our
Voice) continued to meet regularly in 2023,
including employee representatives from all
geographical locations, including OSB India.
The aim of the forum is to further enhance
the level of engagement that the Group
Executive Committee and the Board have
with the wider workforce. To achieve this, in
addition to employee representatives, the
forum is attended by Non-Executive Directors
and Group Executive Committee members to
ensure that they can hear directly from the
employees and share feedback (positive or
negative) on important matters.

Remuneration and benefits

We believe in rewarding our employees fairly
and transparently, enabling them to share

in the success of the business. Details of the
Group’s remuneration policies can be found in
the Remuneration Report on pages 147 - 177.

Financial Statements
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Group vacancies filled by the
Talent Acquisition team

1,063

2022: over 908

Employee promotions across
UK and India

290

2022: 318
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Sustdind bilitg continued

Strategic Pillar — People continued

Colleagues continued

As an accredited Living Wage employer, we
ensure that all UK employees and regularly
contracted third party staff earn at least
the published Real Living Wage. In 2023, the
Group provided support to all UK employees
beneath the senior management level
through cost of living payments totalling
£1,200, with these payments not being pro-
rated to reflect either tenure or contractual
working hours.

We continue to encourage our employees
to hold shares in the Group for the long
term through our Sharesave Scheme, which
is offered annually to all UK employees.

The Sharesave Scheme allows employees

to save a fixed amount of between £5 and
£500 per month over a three-year period
and to use these savings at the end of the
qualifying period to buy shares at a fixed
option price. Over 650 employees joined the
2023 Sharesave scheme and, considering
the schemes launched in previous years, over
800 UK employees were Sharesave Scheme
members as at the end of 2023.

2023 saw the Group further enhance its
benefit offering through the introduction of
fully funded access to our BUPA Menopause
Plan, providing personalised treatment and
support for all UK employees going through
the menopause, regardless of age.

In addition, a comprehensive review of all
family and health related benefits was
undertaken with enhancements to paid
Maternity and Adoption Leave, Paternity
Leave, Emergency and Dependent Leave,
Miscarriage Leave and Fertility Leave being
communicated to UK employees along with
new policies and support relating to paid
Neonatal Leave and Carer Leave.

Overview

Training and development

The People Development team, based in both
the UK and India, concentrates on providing
learning and development opportunities for
all employees, using a mix of internal and
externally sourced content, delivered through
a range of media, including workshop and
digital formats.

1,370 separate internal workshops were
delivered by the People Development team
and the recorded number of training hours
averaged almost 4,750 hours per month,
significantly exceeding the amount of
internal training delivered during the previous
year and representing over 10 workshop
training hours per UK employee and over 50
hours per OSB India employee.

Continued focus was applied to our Fit to
Practice Scheme, requiring line managers to
undertake regular activities in terms of one
to one meetings, performance observations
and quality assessments. The scheme also
required managers to play a proactive role in
identifying development needs and providing
developmental feedback to continually
progress the competence levels of their direct
reports. The average activity completion

rate exceeded 95% for over 2,000

in-scope employees.

Monthly mandatory regulatory training
requirements were completed and we
launched an additional mandatory
e-learning module relating to Consumer
Duty, with a supporting workshop on this
topic being attended by over 870 employees.
Additional focus on enhancing customer
experience was demonstrated by way of
bespoke Vulnerable Customer training
delivered to almost 500 customer facing and
support staff. It was further supported by the
recruitment of 2 dedicated communications
coaches within OSB India.

Strategic Report

Governance

We are also committed to supporting
employees undertaking professional
development and in 2023 61 UK employees
received financial support to pursue
professional qualifications.

Employee recognition and awards
The Group recognised the significant tenure
of 198 UK employees who reached a 5, 10, 15
or 20 year milestone of employment through
our Long Service Award programme, with
there now being 8 current UK employees who
have over 20 years’ continuous service.
Within OSB India, 60 employees reached a

5 or 10 year service anniversary in 2023 and
are one of over 150 OSB India employees with
5 or more years’ service, or over 40 with over
10 years.

\V
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Each quarter, all employees within the Group,
are invited to nominate their colleagues

as part of our Galaxy Award Scheme.
Nominations are sought for five separate
categories, linking directly to each of our
Values with individual winners and runners-
up for each category determined by a
detailed process. Over 250 nominations were
submitted, with the details of all nominees
published on the Group’s intranet along with
details of the quarterly award winners and
their nomination rationale.

Additionally, our ‘Thank You’ facility
provided an opportunity for employees to
publicly recognise the contributions of their
colleagues with approaching 2,800 thank
you messages posted on the intranet.
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Sustainability continued

Strategic Pillar — People continued

Colleagues continued

Retention and progression

We have a genuine desire to retain, support
and develop our employees. Over 175 UK
employees were promoted to a more senior
grade (2022: 240), along with 120 employees
within OSB India (2022: 75).

We advertise vacancies internally to provide
career development opportunities for existing
employees with 28% of UK vacancies filled
by way of internal appointments and over
5% of vacancies at OSB India being filled by
existing employees.

At 9%, the UK regretted attrition rate!
was far lower than the 2022 rate of 13%
with the OSB India regretted attrition rate
reducing significantly from 24% in 2022
to 12%, comparing favourably with rates
within the local sector and demonstrating
both a strong culture and a compelling
employee proposition.

2023 saw a continued focus on leadership
development and our People Development
team delivered three bespoke programmes.
We saw 39 employees join our Future
Supervisors and Managers Programme, 61
current managers commence the Essential
Managers Programme and, among our more
senior managers, six individuals joined our
Stellar Leadership Programme.

1. Employees electing to leave the Group by way of
resignation, excluding those retiring or resigning
due to formal performance or absence process.

Overview

We continued our journey to become a truly
diverse and inclusive organisation, committed
to providing equal opportunities through
recruitment, training and development for

all employees.

We continued to support mental health and
well-being through the provision of advice
and workshops for employees and line
managers. We are pleased to have increased
our network of trained UK Mental Health First
Aiders to 48 as well as introducing a network
of 28 trained Mental Health First Aiders within
OSB India.

The Group published its Gender Pay Gap
Report in line with legislation that applies

to all UK companies with more than 250
employees. The full publication is available
on the Group’s website (https://www.osb.
co.uk/sustainability/our-colleagues)
and shows that OSB Group’s mean gender
pay gap as at the snapshot date of 5 April
2023 was 36.1%, reducing from the 2022
reported figure of 38.1%. Fundamentally, the
gaps relate to the structure of our workforce
and reflect the fact that we have more men
than women in senior roles and more female
employees undertaking clerical roles.

Whilst it is pleasing to see continued progress
across the Group, we are committed to
reducing these gaps further.

Governance Financial Statements
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Sustainability continued

Strategic Pillar — People continued

Colleagues continued

We recognise the need to improve our gender
balance and we made strong progress
against our published commitment that

we made as a signatory of HM Treasury’s
Women in Finance Charter. Our target

of 33% of senior management positions!
within the UK to be undertaken by female
employees was achieved by the end of 2023,
in line with our published commitment and
noting that there were periods during 2023
when 33% was exceeded. Enhancing gender
diversity will remain an area of ongoing
focus, through a renewed Women in Finance
Charter commitment of 40% of UK senior
management positions to be undertaken by
female employees by the end of 2026.

To support the ongoing progression of our
female employees, our People Development
function, in partnership with an external
provider, created our Women in Leadership
Programme with a group of 24 employees
and a further 7 senior female managers
joining a separate and more senior version of
the programme.

2023 saw an increased level of focus applied
to enhancing ethnicity diversity, particularly
in respect of the senior management
population. The Group increased its end

of 2022 position of just over 10% of senior
managers not identifying as white to 14%

at the end of 2023. Moving forward, and

in line with the Parker Review requirement
for all FTSE 350 companies, focus will also
be applied to the narrower population of
Executive Committee members and senior
managers who report directly to Executive
Committee members and to increasing the
ethnicity diversity of this population from an
end of 2023 figure of just over 12.5% to an
end of 2027 position of 14%.

Overview

Diversity and inclusion

We recognise the benefits that diversity
brings to the business. 2023 saw a significant
uplift in diversity, equity and inclusion (DE&I)
activity across the Group, with an increased
level of employee communications and
events enhancing awareness and celebrating
our differences. These events were often
aligned with the dates of national events
such as Pride, Black History Month, National
Inclusion Week and International Women’s
Day, with related activities being coordinated
by the internal Our Diversity Network made
up of passionate volunteers.

Additionally, an Inclusivity Survey was
completed by over 800 employees and the
Group partnered with Inclusive Employers
in order to undertake a comprehensive
external foundation assessment of our
approach to DE&I. These initiatives assisted
in the identification of areas where further
improvements can be made. A similar
external assessment was undertaken in OSB
India through Avtar, which also enabled the
identification of key actions to be progressed
moving forwards.

Anti-discrimination training was delivered
through an e-learning module in November,
with this being a mandatory requirement for
all line managers. All other colleagues were
provided with access to the module with
approaching 1,200 additional employees
taking the opportunity to complete this.

We continued to capture diversity data about
our UK colleagues within the Group’s HR
system and ¢.80% of colleagues submitted
some or all of their data across the broad
range of diversity categories, enabling us

to build an increasingly clear picture of the
diverse nature of our UK workforce and areas
which are under-represented.

Strategic Report

Governance

Financial Statements

Appendices

Just over 9% of our UK employees work

under a formal flexible working arrangement
relating to part-time hours and over 100
additional employees compress their full-time
working hours.

At the end of 2023, around 56% of our

UK workforce was female as were 47% of
employees who joined during the year. In
OSB India, females constituted just over 410%
of all employees, with around 45% of starters
being female. In addition, 27% of our Group
Executive Committee were female.

The Group achieved all required targets in
respect of Board Diversity given that as of
31st December 2023, 50% of the OSB Board
members were female, of which two females

hold the senior Board positions of CFO and
Senior Independent Director. Additionally,
two members of the Board are from a
minority ethnic background.

For the CEO and CFO, gender and ethnicity
data is collated within the Group’s HR system,
in a manner consistent with all UK employees.
Both Board members who confirmed their
ethnically diverse status have self-reported
this to the Group HR Director within responses
required by the Parker Review (FTSE 350
Ethnic Diversity Submission for 2023).

1. Employees at grades A (Executive Director) to grade E
(including function heads with senior direct reports or
employees at specialist roles of a senior nature).
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Sustainability continued

Strategic Pillar — People continued

Colleagues continued

Male Female
Number of Board Directors
(OSB Group) 4 L
Number of Directors of
subsidiaries 12 1
Number of senior
managers (not Directors)’ 156 77
All other employees' 1,070 1,141

1. Includes OSB, OSB India and CCFS. Senior managers
are employees within the Grade A to E population

Board Diversity

Minority Ethnic

Gender Number Background
Men b 1
Women 4 1
Recruitment

Our Talent Acquisition teams ensure that
across all locations, internal recruitment
specialists provide bespoke support in
attracting high quality candidates for vacant
positions and, through robust and inclusive
interview and selection processes, assist in
making strong recruitment decisions.

During 2023, our Talent Acquisition teams
filled 1,068 employed vacancies, which
resulted in the Group welcoming almost
340 new UK colleagues and over 400 new
employees in India, with 160 roles filled

by internal candidates and the remainder
working their notice periods prior to joining
us. The Group had 2,459 employees at
the end of 2023, a 22% increase from the
previous year.

Overview

A key focus for our Talent Acquisition team
was again placed on proactively identifying
potential candidates directly and through
improved use of our website and external
job boards. One third of UK vacancies were
filled on a direct recruitment basis, delivering
a saving in excess of £1.4m on agency
recruitment fees. Within OSB India, almost
half of all the vacancies filled were because
of direct recruitment activity.

OSB India

OSB India, which is a wholly owned
subsidiary of the Group, is based in
Bangalore and Hyderabad and at the end of
2023 had 928 employees. OSB India supports
the Group across various functions including
Support Services, Operations, IT, Finance
and Human Resources, and is a holder of ISO
27001: 2013 certification, demonstrating high
standards of information security.

OSB India’s business continuity site in
Hyderabad was converted to a fully-fledged
operational site in late 2021. By the end of
2023, it had grown from 140 colleagues at
the end of 2022 to a population of 234.

In compliance with the Modern Slavery

Act, OSB India does not support excessive
overtime and all employees in India are
encouraged to work in accordance with
local legislation. Colleagues are provided
with a range of benefits which include 22
days of annual leave, 12 days’ sick leave and
cafeteria services.

Governance Financial Statements
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Sustainability continued
Strategic Pillar — People

Communities

Overview

An employee-led activation of our
Community Impact Strategy.

Over 46% of UK colleagues engaged in community-focused activities
through volunteering and fundraising.

Charity partners

In 2023, we worked closely with two key
charities, leveraging our strong relationships
to align our colleague and community plans
to amplify our impact for two key themes:
youth wellbeing and homelessness.

Depaul, our Corporate Charity partner, helps
young people live fulfilling, independent lives
away from the dangers of homelessness.

Demelza, our longer-term charity partner,
supported in part by our dedicated Demelza
Children’s Savings Account, provides end-of-life
care to children and support for their families.

Depaul benefitted by:

£82.9895

Demelza benefitted by:

£/74,628

Total benefit to all
charities/organisations:

over £288k

2022: over £220k

OSB India

OSB India operates to India’s mandated
requirements in terms of Corporate
Social Responsibility.

Whilst the legislation requires companies

to spend 2% of their net profit on social
development, OSB India has doubled that and
delivered support to vulnerable people and
causes in their local communities in 2023.

Our OSB India teams have helped
provide education to orphanages and
government schools, and healthcare
equipment to hospitals in economically
disadvantaged communities.

Sponsorship

We use sponsorship, delivered through our
Kent Reliance and Charter Savings Bank
brands, to connect with local communities,
and support those who are underserved,
underprivileged and overlooked in society.

We think of these sponsorships as
partnerships where we work together to
bring the most value to our communities,
our colleagues who volunteer their time,
and to our customers, who recognise
the value in saving or borrowing with an
ethical company.

Strategic Report
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Depaul nghtstop Step Challenge

To officially kick off our partnership with
Depaul, we announced the launch of our
Nightstop Step Challenge.

Depaul’s core mission is to end
homelessness; they do this by providing
a variety of important services to

young people who are experiencing
homelessness, or at risk of becoming
homeless. One such service is Nightstop.

With over 30 locations across the UK,

Nightstop volunteers open their homes to
young homeless people facing a night on
the street or sleeping in an unsafe space.

It is a unique project that relies on
community hosts to provide safe,
welcoming places for young people
in crisis.

We called on colleagues to join us on
a virtual walking tour across the UK.

Starting in ¥nys Mon, and ending
in Aberdeen, we went on a 1,300

mile journey of discovery, via key
Nightstop locations.

Over four weeks, 61 teams competed to
see who could take the most steps and
reach the furthest Nightstop. By the end,
over 76 million steps had been taken
equating to 37977 miles walked.

And importantly, over £4,000 (including
our fund-matching donation) was raised
by our teams and donated to help
Depaul continue their important work.

The Nightstop Step Challenge
has been a hugely successful
initiative that has benefited

both our employees and
charity partner, Depaul UK.

| thoroughly enjoyed seeing
the progress updates and acts
of team engagement (and
competitiveness) throughout
the challenge all of which
raised a significant sum

of money.

Neil Richardson,
Chief Sustainability Officer
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Sustainability continued
Strategic Pillar — People

Communities continued

Volunteering

In 2023, we doubled the amount of volunteering
hours available to our employees, which was
utilised by a large section of the Group.

Good Causes Fund

Our Good Causes Fund welcomes applications
from our employees for a charity, a cause, or
local community initiative to receive a donation
of up to £600.

Total Volunteer Hours:

4993

129% increase on 2022

Good Causes Fund payout:

£40,2250

target exceeded by 70%

Total match funding:

£41,0/9

Overview

Match funding

We match all money raised by our employees
on a pound for pound basis (up to a maximum
of £1,000) for events that support Depaul, our
corporate charity partner, and match up to
£250 per event per individual that raises funds
for other UK charities and good causes.

Strategic Report
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Jon Hall (Group Managing Director, Mortgages & Savings) and Christina Fasoli (Branch Manager)
at the end of their 183 mile cycle ride from Paris to Sittingbourne in Kent

l(T. =

Cycling duo raise £10,000 for
Demelza Children’s Hospice

To show their support and raise valuable
funds for the Demelza Children’s Hospice,
two of our colleagues completed a gruelling
3 day, 183 mile challenge of cycling from the
Eiffel Tower in Paris to the Demelza hospice in
Sittingbourne, Kent.

The pair raised over £6,000 by the time they
arrived in Kent which, with Demelza being a
key partner, the Group topped up to reach
their £10,000 target.

(17

OSB does so much for Demelza, we are
incredibly lucky to have their support.
The staff get involved at all levels —
volunteering to help at events, getting
us tickets for days out for Demelza
families and so much more.

Jon and Christina have taken on this
epic challenge to raise money for us
and we could not be more grateful. We
cherish the relationship that we have
with OSB and their staff.

Louise Earl, Corporate Partnerships
Account Manager at Demelza

Having spent time helping at the
hospice in Sittingbourne and seeing the
amazing work the Demelza team do, |
was keen to do more to help, and my
experience there helped me throughout
the cycling challenge! The support

has been amazing and updates on
donations really helped us push on.

Christina Fasoli,
Canterbury Branch Manager

This has been a huge challenge for us
both and crossing the finishing line along
with the other cyclists was really moving.
Powered by a great deal of adrenaline,
news of the donations coming in and
some extra help from energy gels, we’ve
completed 183 miles for this amazing
charity who do wonderful work across
the southeast of England. Thanks

to everyone who has donated and
supported us on this journey!

Jon Hall, Group Managing Director,
Mortgages & Savings
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Sustainability continued
Strategic Pillar — Stewardship

ESG Governance

Overview

At OSB Group, we have a strong approach
to stewardship, with a commitment to
operating responsibly, ethically,
transparently, and delivering sustainable
value for all of our stakeholders.

ESG Governance is crucial in the context of
stewardship, helping support the integration
of ESG into strategic decision making and
ensuring that our operation aligns with
sustainable practices, social responsibility
and ethical conduct.

The Board recognises its responsibility for
providing oversight of the ESG Strategy (see
Three Lines of Defence table) and for setting
the vision on how we conduct business,
enhance stakeholder value and fulfil our
regulatory obligations.

A Board-approved ESG Strategy continues
to support the proportionate management
of ESG risk and delivery of our strategic
opportunities and initiatives targeted to
positively impact our stakeholders.

The Board oversaw the development, review
and approval of the following key areas of
governance in 2023:

» ESG Operating Framework

* Materiality assessment

» ESG risk and opportunity analysis
(non-financial)

« ESG balanced scorecard measuring
performance against internal ESG targets

+ ESG performance linked to Executive and
senior management remuneration (see
Remuneration Report on pages 147 -177)

+ Climate Risk Management Framework
» ESG metrics policy

» Net-zero Banking Alliance intermediate
targets for financed emissions

« Diversity, equality and inclusion strategy,
community impact strategy, and people
and culture strategy.

The Group supplemented its existing ESG
governance structures by establishing
the following:

ESG Action Group

This supports the delivery of the ESG strategy
and ensures that the Group is prepared

to meet all relevant legal and regulatory
requirements pertaining to ESG and reports
into the ESG Technical Committee.

Three Employee Engagement
Networks: Our Planet, Our Diversity
and Our Community

These networks aim to promote awareness
and engagement, provide platforms for
shared experience, and encourage Group-
wide communications and initiatives.

Strategic Report
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Three Lines of Defence (ESG)

: Third line Internal Audit
i of defence |
Group Board
Group Audit Group Risk
Committee Committee
Second !
line B Group Nominations and Governance Committee

. of defence !

i Firstline |
. of defence !

Key:

. Reporting, first line risk management and coordination

Group Executive Committee
Risk and Compliance Committee

ESG Technical Committee

ESG Action Group

All business

functions

\

Employee engagement networks
(Our Planet, Our Diversity and Our Community)

ESG Team

Appendices

Escalation

by the ESG
Team based
on defined
ESG strategy,
risk appetite
and metrics.

. Governance and oversight . Execution




N |

OSB GROUP PLC | Annual Report and Accounts 2023

Sustainability continued
Strategic Pillar — Stewardship

Customers

Consumer Duty

In 2023, the Group implemented the FCA’s
Consumer Duty regulation to enhance
consumer protection by promoting fair

treatment, transparency and accountability.

We seek to prioritise consumer interest,
providing clear and understandable
information, offering suitable products
and services and addressing customers’
needs fairly and promptly.

The main policies which govern how we
transact with customers are detailed in the
following sections.

Lending policy

The Lending policy establishes responsible
lending parameters aligned with our credit
risk appetite and set criteria. Approval for
policy changes rests with the Group Credit
Committee, escalating material changes to
the Group Risk Committee. Credit Quality
Assurance acts as a second line of defence,
monitoring policy adherence through risk-
based sampling.

Control mechanisms, including system
parameters and underwriting processes,
prevent breaches of lending parameters.
Our affordability approach reflects recent
cost of living changes, ensuring an updated

assessment of a customer’s creditworthiness.

Overview

Group Complaint Handling policy
The Group Complaint Handling policy aligns
with regulatory expectations, emphasising a
customer-centric approach. We investigate
complaints diligently and impartially,

supported by adequately trained employees.

The process ensures accessibility for all
customers, including those in vulnerable
circumstances, offering a tailored service
and equal opportunities to raise concerns.

Complaint performance data is integrated
into management information for
Management Committees and the Board,
supporting informed decision-making.

Group Customer

Vulnerability policy

Our Group Customer Vulnerability policy
establishes standards and an approach
for identifying and supporting vulnerable
customers, ensuring consistently fair
outcomes throughout the Group.

Regular reviews by the Vulnerable Customer
Review Committee involve case studies,
monitoring best practices across diverse
customer journeys and sharing insights
with various customer-facing and second
line functions.

Strategic Report
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Group Arrears Management

and Forbearance policy

The Group Arrears Management and
Forbearance policy prioritises fair treatment
of customers facing financial difficulties,
proactively engaging with those showing
signs of potential distress.

Monitoring arrears rates occurs monthly
through the Group Credit Committee,
ensuring senior management oversight of
trends and mitigating credit risk associated
with potential losses from ineffective
customer account management. Reviewing
the forbearance and collection toolkit
ensures adequate support for customers
facing financial strain due to increased
mortgage payments.
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Sustainability continued
Strategic Pillar — Stewardship

Ethical practices

In 2023, the Group became a signatory

of the UN Global Compact to further
demonstrate our commitment to
sustainability and to uphold the principles
related to human rights, labour, environment
and anti-corruption.

The Vendor Management team identified

a core number of suppliers who we believe
carry an elevated level of inherent risk. The
team engaged with them to understand how
they manage key areas such as the risk of
modern slavery, human rights and human
resource management, health and safety, as
well as environmental management.

The main policies which support our
approach to stewardship are as follows:

Modern Slavery Statement
and Code of Ethics

Our Modern Slavery Statement and Vendor
Code of Conduct and Ethics articulate

our actions to combat modern slavery and
human trafficking risks within our operations
and supply chains.

The UK Vendor Code of Conduct and Ethics
(UK VCCE) is distributed at new vendor
engagements and annually to existing
vendors, encompassing provisions on our
values, diversity and inclusion, human rights
and breach reporting procedures.

To address the highest modern slavery risks
in our supply chain, Indian operations,

and employment processes, our Vendor
Management team rigorously tests key
controls within the Vendor Management Risk
Assessment Matrix.

Robust breach reporting procedures are in
place, with no reportable incidents in this
financial year.

Overview

Group Vendor Management

and Outsourcing policy

Our Group Vendor Management and
Outsourcing policy establishes essential
requirements, enabling efficient management
of third-party relationships whilst ensuring
compliance with regulatory obligations.

It provides a framework for diligent
engagement and due diligence in overseeing
potential and contracted third parties.

The monthly Vendor Management Committee
ensures compliance with the policy and
assesses the performance of key third
parties. Regular reporting to the Group
Risk Committee and annual updates to the
Board provide assurance. Recognising the
significance of robust relationships with
third parties and potential reputational
risks, we actively monitor their adherence
to our standards to fulfil our obligations

to stakeholders.

The Vendor Management Team engage with
vendors identified as carrying an increased
inherent ESG risk through surveys.

The surveys seek to determine awareness
of ESG issues and the controls in place to
manage them.

Strategic Report
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Group Whistleblowing policy

Our Group Whistleblowing policy aims to
foster an environment where all employees
and concerned parties feel encouraged to
report any serious wrongdoing promptly.

Whistleblowing cases are handled with
fairness and consistency, prioritising the
protection of individual whistleblowers.
Regular Whistleblowing Reports are
presented to the Group Audit Committee,
and an Annual Whistleblowing Report

is provided to the Board. There is a
designated Non-Executive Director
whistleblowing champion.
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Group Anti-Bribery

and Corruption policy

Our Anti-Bribery and Corruption policy
dictates our commitment to conducting
business honestly and ethically, maintaining
a zero-tolerance stance against bribery
and corruption. It serves as a guideline for
employees, contractors, and third-party
service providers to ensure ethical conduct
in compliance with local laws across our
operational jurisdictions.

This policy is an integral part of our

Group Financial Crime Risk Management
Framework, subject to an annual review and
approval by the Group Audit Committee.
Mandatory anti-bribery and corruption
training is part of the broader financial
crime training for all employees, whilst its
requirements are integrated into our Vendor
management and outsourcing policy.




N |

OSB GROUP PLC | Annual Report and Accounts 2023

Sustainability continued
Strategic Pillar — Stewardship

Conflicts of Interest policy

Our Conflicts of Interest policy prioritises
identifying and managing conflicts whilst
striving to prevent them where feasible. It
undergoes an annual review by the Group
Executive Committee and is integrated into
mandatory financial crime training for all
employees, and is woven into our Vendor
Management and Outsourcing Policy,
ensuring a comprehensive approach.

Group Compliance function oversees

the conflicts of interest register, reviewed
quarterly by the Group Conduct Risk
Management Committee and annually by
the Group Nomination and Governance
Committee for Executives and Directors.

No material issues or breaches of this policy
occurred in 2023.

Fraud policy

Our Fraud policy ensures compliance with
legal requirements, establishing controls to
mitigate fraud risk. It fosters a zero-tolerance
approach to fraud whilst acknowledging its
possibility in business operations.

Mandatory fraud awareness training is
part of our annual financial crime training
for employees.

A dedicated Group financial crime team
investigates potential fraud incidents and
takes recovery actions, when necessary, with
various committees regularly monitoring and
reviewing fraud reporting.

Overview

Anti-money Laundering

and Counter Terrorist

and Financing policy

The Group’s Anti-money Laundering and
Counter Terrorist Financing policy outlines
the responsibilities of senior management,
the Money Laundering and Reporting
Officer (MLRO) and all colleagues. It
mandates integrity from every individual,
with zero tolerance for breaches of anti-
money laundering or counter terrorist
financing legislation.

Mandatory anti-money laundering and
counter terrorist financing training for all
employees aligns with our broader financial
crime risk management approach.

Acknowledging inherent risk exposure
as a financial services provider, senior
management reviews key risk and
performance indicators, providing
management information for visibility
into our exposure to financial crime.

Group Health and Safety policy
Our Group Health and Safety policy
delineates our approach and statutory
responsibilities, ensuring compliance

with legislation to safeguard employees,
customers and all impacted by our
operations. It prioritises providing a secure
environment for everyone involved.

We uphold a stringent stance on compliance,
regularly testing a range of controls to ensure
their efficiency, all subject to independent
oversight. The health and safety working
group convenes biannually to review policy
objectives, reporting any pertinent issues to
operational risk.

Strategic Report

Governance

An accountable Executive oversees the Health
and Safety policy, annually reviewed by

an external adviser before Board approval.
Monthly dashboards shared with the Board,
along with an annual health and safety
report, present pertinent statistics.

Risk assessments across the Group are
completed annually, complemented by
mandatory health and safety training for
all employees. Continuous updates on the
Group intranet aim to bolster health and
safety awareness, mitigating potential
injury risks to employees and customers in
the workplace.

Financial Statements




N |

OSB GROUP PLC | Annual Report and Accounts 2023 Overview

SUStGinCI bilitg continued
Strategic Pillar — Stewardship

Tax

We recognise that our tax contributions make an important social
and economic impact, benefiting the communities we operate in by
delivering valuable public services and building infrastructure that
allows communities to thrive.

The Group is proud to make a significant UK tax contribution each year and in 2023,
the Group contributed £170.3m (2022: 204.6m).

Strategic Report

2023 2022
Taxes paid £m £m £m £m
Corporation Tax 92.6 M9
Bank surcharge 10.2 30.2
Irrecoverable VAT 221 16.7
Employer’s NIC 10.8 9.5
Other 2.3 2.2
Total taxes paid 138.0 170.5
Taxes collected
Income tax 23.2 25.0
Employee’s NIC 5.3 6.0
VAT 3.8 3.1
Total taxes collected 32.3 341
Total tax contribution 170.3 204.6

Governance

The Group is open and honest in all dealings
with tax authorities in both the UK and
India. In the UK, we have signed up to the
Banking Code of Conduct and follow both
the spirit and the letter of tax law. Our tax
strategy can be found at www.osb.co.uk/
sustainability/tax-strategy.

All of our subsidiaries (including those
incorporated in Guernsey and Jersey) are tax
resident in the UK, with the exception of OSB
India Private Limited which is tax resident in
India and pays all appropriate taxes in India.

We do not use tax havens for tax avoidance
or any other purposes.

Group Operational

Resilience policy

Our Group Operational Resilience policy
outlines the approach and expectations of
the Group in establishing and enhancing
resilience levels, recognising operational
resilience as a focal point.

The policy details the Group’s adherence to
relevant UK regulatory requirements (e.g.

the Financial Conduct Authority (FCA) and
Prudential Regulation Authority (PRA)) and
alignment with industry standards. This
includes the March 2021 published FCA

and PRA policies on operational resilience,
mandating firms to adopt a proactive
approach to preventing service disruption
and ensuring robust planning and testing for
effective response to disruptive incidents.

Financial Statements

Appendices 92

Group Data Protection policy

Our Group Data Protection policy establishes
adequate policies and procedures for
compliance with the UK General Data
Protection Regulation (GDPR) and the Data
Protection Act 2018. It delineates necessary
steps for processing personal data.

Respecting and safeguarding the privacy
and security of personal information is
fundamental, and we consider robust privacy
practices integral to corporate governance
and accountability.

The Group Data Protection Officer
reports biannually to the Group Executive
Committee and the Board, ensuring
compliance with legal requirements and
the Data protection policy.
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Cyber security

Cyber risk is one of our top
considerations.

The Group’s cyber resilience programme is
delivered and governed through a joint effort
between the traditional three lines of defence
with reporting to governance committees

as well as at the Group Board. A dedicated
Chief Information Security Officer (CISO)
function and supporting teams ensures

the Group has the necessary subject

matter expertise and remit to drive cyber
improvements and risk reduction.

The OSB Group cyber programme is based
on established cyber risk and controls
frameworks (National Institute of Standards
and Technology, Microsoft cloud security
benchmark, Center for Internet Security)
and managed through a continuous
improvement schedule of activities to provide
effective counter-measures, monitoring

and incident response against current

and emerging threats.

This is further supported by membership
within the FS-ISAC industry (https://www.
fsisac.com/) consortium to provide critical
cyber intelligence and a cyber insurance
policy from leading insurers following their
assessment of the Group’s cyber security.

The Group also undertakes periodic
security testing and independent reviews
by specialised and CBEST-accredited third
parties to assess the effectiveness of its
cyber resilience operational and technical
capabilities required for regulated financial
services organisations.

Overview Strategic Report Governance Financial Statements Appendices

OSB Group cyber security strategic objectives

OSB Group Information Security has adopted a centralised security model to support the Group with targeted investments that deliver the
necessary security services, operating model, policies and standards to align with the Group’s risk appetite.

Strategic capab S

CISO

Security engineering -
and operations

Cyber readiness

Information Security

governance
and compliance

Key objectives

» Provide informed and reliable project support and security administration
» Ensure sustainable risk reduction through effective security capabilities

» Deliver information security initiatives

» Proactively identify and assess relevant cyber threats to protect the Group and its brands

» Enable the Group to protect its assets and securely deliver its services through proactive
monitoring and incident response plans to minimise business disruptions

» Enable proactive identification, assessment, monitoring, reporting and mitigation of IT risks
*  Monitor and manage IT controls to ensure effectiveness

+ Align the Group with regulatory requirements

93
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Task Force on Climate-Related Financial Disclosures
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Listing Rule 9.8.6R (8) requires that the
Group provides climate-related financial
disclosures consistent with the
recommendations set out by the Task
Force on Climate-related Financial

Disclosures (TCFD).

The Board confirms that it has disclosed sufficient information to comply
with TCFD and Companies Act 2006 requirements as amended by the
Companies (Strategic Report) (Climate-related Financial Disclosure)
Regulations 2022. The Group will continue to enhance these disclosures
over time in line with regulatory expectations and emerging best practice.

The Group remains committed to playing a
leading role in addressing climate change
and achieving our ambition of net zero
emissions across our broader business
activities by 2050.

Through the Group’s membership and
involvement in several initiatives including
the Net Zero Banking Alliance (NZBA), we
continued to support the wider efforts of the
financial services industry to minimise the
impact it has on climate change.

Throughout the year, the Group focused

on planning how we can reduce the
environmental impact of our own operational
footprint and how we can support the
decarbonisation of the UK housing stock we
finance, whilst developing our first Climate
Transition Plan.

The Board is conscious that regulatory
expectations and industry best practices
continue to evolve and further work is
required to enhance our climate risk
operating model.

The disclosures below were drafted to be
consistent with TCFD recommendations and
provide transparent reporting to assist our
stakeholders in understanding the impact of
climate change on the Group. The current
assessment indicates a low climate risk impact
to the business, however we remain cognisant
that climate risks may evolve over time.

In the table below, we describe the progress
made against each TCFD pillar during 2023
and the actions planned for 2024.




vl

OSB GROUP PLC | Annual Report and Accounts 2023

Overview

Strategic Report

Task Force on Climate-Related Financial Disclosures continued

Governance

Achievements

Governance Financial Statements Appendices 95

Opportunities for 2024 Further details

1) Board oversight of climate-related risks and opportunities:

+ All Committee and Board papers continued to provide an environmental impact assessment to allow the Directors to consider any
climate-related risk impacts or implications to the Group’s stated climate ambitions. Climate risk and Environmental, Social and
Governance (ESG) matters are key considerations to the Group’s strategy for which the Board assumes responsibility.

« Deliver further enhancements to the Group’s climate-related See Corporate Governance
internal expertise to ensure effective oversight of climate- Report pages 105-135 and
related risks. the Sustainability Report

+ In addition to its direct oversight, the Board delegates responsibility for the Group’s climate-related risk appetite, risk monitoring, + Further develop the Group’s climate risk strategy and page 88.
provisioning and capital and liquidity management to the Group Risk Committee. The setting of climate risk appetite limits is a key tool monitor its adherence by setting and monitoring climate-
utilised to ensure that the Group’s risk profile continues to be managed to an acceptable level, whilst the Group’s climate risk Internal related risk performance targets.
Qcpitcl Ad.eqt,locg Assessment Process (ICAAP) ensures that the Group continues to hold sufficient capital to address climate specific « Deliver further enhancements to the Group’s climate
risks to which it may be exposed. financial risk appetite framework, which will result in
« During 2023, the Group Audit Committee continued to monitor the Group’s compliance with TCFD requirements and the commitments enhanced monitoring of the Group’s climate risk profile.
made as a member of the NZBA. * Provide training as part of the Group’s Climate
« During 2023 Kal Atwal (Non-Executive Director) assumed responsibility for overseeing ESG matters on behalf of the Board, taking over the  Transition Plan.
role previously held by Sarah Hedger (Non-Executive Director).
+ The Board considers and approves emission reduction goals and targets in line with the Group’s net zero by 2050 commitment.
» The Group Remuneration and People Committee integrated greenhouse gas (GHG) emission reduction targets into the Balanced
Business Scorecard (BBS) with performance against these targets presented to the Board on a regular basis (see metrics and targets for
further details).
» During 2023 the Group Executive Committee met on monthly basis, receiving emissions performance information and ad hoc papers
from the ESG Technical Committee on a periodic basis as required.
2) Management’s role in assessing and managing climate-related risks and opportunities:
* The ESG Technical Committee is a Management Committee who report into the Group Executive Committee. During 2023 the Committee « Further embed climate risk considerations within the None.

met on at least a bi-monthly basis, ensuring effective identification and management of climate-related risks and goals. The Committee’s
output is summarised and shared annually with the Board for consideration.

During 2023 the Group established a Climate Transition Working Group, to act as the forum that oversees the implementation of the
Group’s Climate Transition Plan and production of required disclosures, whilst providing regular updates to the ESG Technical Committee
on progress against planned objectives.

Climate risk continues to be recognised as an enterprise risk and forms part of the Group’s overarching Enterprise Risk Management
Framework (ERMF), with a dedicated Group Climate Risk Management Framework which articulates how the Group identifies, monitors,
and manages climate risks. This framework was enhanced and further embedded during 2023.

The Chief Sustainability Officer is responsible for ensuring the Group’s strategy is aligned and consistent with the various climate-related
initiatives across the Group as well as ensuring that the Group is well positioned to meet its ESG reporting objectives.

Annual GHG intensity reduction targets (Scope 1 and Scope 2) continue to be included in the personal objectives of the CEO and CFO
as well as the BBS. Integrating targets into remuneration is expected to reduce the Group’s emissions over time aligned to the Group’s net
zero commitment.

« A review of existing risk management frameworks across principal risk areas was conducted to ensure that climate risk is appropriately
embedded and monitored.

Group’s other sub-risk management frameworks,
where required.

Progress towards reducing the Group’s direct
emissions targets.

Continue to monitor and manage performance against
established emission reduction targets for financed
(mortgages) and operational emissions.
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Achievements

Opportunities for 2024 Further details

3) Climate-related risks and opportunities identified over the short, medium, and long-term:

The Group determined the following as relevant and/or material risks to be reviewed annually:

Time periods considered are defined as short term 0-5 years, medium term 5-10 years and long term greater than 10 years. The short-term
time horizon aligns to the Group’s planning and ICAAP stress testing assessment periods. The long-term time horizon has been utilised
within scenario analysis to assess climate risks which may occur over a longer time frame. The medium-term horizon therefore, relates to
risks and opportunities which are inside our long-term assessment horizon, but sit outside of our short-term assessment period.

The Group’s lending is to individuals and small and medium enterprises in the UK, where the specific climate risks and opportunities are
assessed. The Group’s operational sites in both the UK and India (OSBI) are exposed to similar climate risks. Currently, the Group does not
deem it necessary to describe risks and opportunities by geography. The Group provides lending in the UK primarily against residential
and commercial properties, with low exposure to non-property collateral backed funding lines or asset finance lending which is typically
secured against hard assets, and therefore does not have significant credit exposure to carbon related assets.

Risks

Lending

Phuysical risk (long term)

Changes in precipitation patterns and extreme variability in weather patterns, rising mean temperatures and rising sea levels

The Group primarily lends on residential assets, either for owner occupation or for investment by professional landlords. The Group
undertook the annual scenario analysis of its portfolio using best-case and worse-case scenarios to determine the level of exposure to
climate-related risks. The key physical risks used for scenario analysis are flooding, subsidence and coastal erosion in the long-term (> 10
years), which considers the behavioural and contractual life of the Group’s primary lending types.

Transition risk (short term)

Policy and legal — mandates on and regulation of existing products and services

Energy Performance Certificate (EPC) rating requirements are considered a key transitional risk in the short term (0-5 years). The Group’s
current exposure to transition risk as a proportion of the total lending is relatively small.

Uncertainty in market proposition

Commissioned research indicated varying levels of awareness amongst borrowers around climate change, mitigation, support available
and understanding of EPC ratings. There is a potential risk that landlords might be leaving or not entering the market if climate risks make
investment less attractive.

Policy and legal — exposure to litigation.
Reputational — increased concern or negative feedback from the Group’s stakeholders.

Operations

Physical risk (long term)

Increased severity of extreme weather events such as cyclones and floods. The Group’s operations in the UK and OSBI could be impacted
by an increased number or severity of extreme weather events. Increased costs may be incurred during the period in which operational
processes are recovered.

Transition risk (long term)

Increased pricing of GHG emissions, enhanced emissions-reporting obligations

The Group offsets its Scope 1, Scope 2 and some Scope 3 categories (seen note below) on an annual basis, whilst it aims to reduce total
emissions. It is expected that the cost of offsets from the voluntary carbon market will increase significantly towards 2030. In addition, it is
reasonable to anticipate that the government may introduce policy mechanisms to penalise fossil fuel use in support of the government’s net
zero ambitions.

Note: offsetting covers Scopel, Scope 2 (market-based) and UK Scope 3 (business travel, waste from operations, energy related activities
not reported in Scope 1 and 2 and OSBi operations (purchased electricity — market based), gas oil, fugitive emissions, employee community
and upstream leased assets) for the year ended 31 December 2023.

+ Further expand the Group’s scenario analysis to a wider
range of transition risks.

See analysis on pages 51
and 102.

* Launch further climate-friendly products, utilising the full
range of the Group’s brands, whilst being cognisant of any
conduct risks.

« Consider the Group’s climate financial risks within the
Group’s planning processes.
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Achievements Opportunities for 2024 Further details
3) Climate-related risks and opportunities identified over the short, medium, and long-term: continued
Opportunities + Expand the Group’s scenario analysis to a wider range of None.

Lending
Products and services (short term)
» increased revenue through demand for lower emissions products and services.

+ improved competitive position to reflect shifting consumer preferences, resulting in increased revenues.

« green financing and lending products have the ability to finance retrofit new build projects that increase carbon efficiency or reduce the
carbon footprint of investments contributing to real economy decarbonisation, and the Group’s ambitions and commitments.

» The Group undertook and commissioned research in the mortgage market in late 2022 to fully understand broker and customer
perceptions, attitudes and knowledge in this area, and will regularly refresh the research to identify solutions that allow the market
to meet the government’s climate change commitments. The research was utilised in 2023 to support development of the Group’s
transition plan.

Resilience (short term)

Increased revenue through new products and services

Transition planning is a significant focus for regulators and continues to gain the attention of shareholders. Suitable planning supports the
ongoing resilience of the Group as a specialist lender.

Operations

Resource efficiency (short term)

Reduced operating costs (e.g. through efficiency gains and cost reduction)

Increasing the Group’s energy efficiency is an opportunity that will reduce the ongoing operating costs of electricity and natural gas,
which are the key drivers of Scope 1 and Scope 2 emissions. Increased efficiency also provides a level of protection against the current
uncertainty of energy security and pricing.

Energy source (short term)

Use of lower-emission sources of energy, use of supportive policy incentives

The use of low or zero carbon technologies is likely to reduce operating costs associated with carbon intense energy sources over the
medium to long-term and the need to fund offsetting. The Group will also be afforded a level of protection from fossil fuel price increases.

transition risks.

+ Identify climate-friendly products, using the full range of the
Group’s brands, whilst being cognisant of any conduct risks.

« Provide further thought leadership and broker/borrower
education and awareness.

» Consider the Group’s climate financial risks within the
Group’s planning processes.
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Further details

4) Impact of climate-related risks and opportunities on the Group’s businesses, strategy, and financial planning:

+ Climate-related risks and opportunities are part of a wider ESG risk and opportunity analysis. The impact and importance of risks and
opportunities are determined based upon a quantitative assessment where data is available, or a qualitative assessment of the potential
for growth or cost management and the degree of importance to stakeholders.

During 2023, further progress was made in managing risks and developing potential areas of opportunity with respect to products and
services, the supply/value chain mitigation activities and operations. The Group’s current strategy and simple business model mean that
risks and opportunities relating to investment in research and development, acquisitions and access to capital are deemed non-material
and therefore were not areas of focus for 2023.

The Group developed its first Climate Transition Plan which sets out the roadmap and steps the firm intends to take in progressing
towards its committed emission reduction targets.

In 2023, the Group re-measured its Scope 3 financed emissions using the Partnership for Carbon Accounting Financials (PCAF)
methodology. The PCAF calculation covers the mortgage portfolio as the largest asset class. It does not cover non-mortgaged portfolios
or securitised loans.

The Group’s financial plans are set on an annual basis and are reviewed and refreshed quarterly. They consider, among other matters,
the Board’s risk appetite, macroeconomic outlook, market opportunity, the competitive landscape and sensitivity of the financial plans to
volumes, margin pressures and any changes in capital requirements. For the 2023 financial plans, the Board considered all principal and
emerging risks including climate risk, where the risk is likely to emerge, outside of the viability assessment horizon.

Enhance the Group’s approach to defining the impact of
climate-related risks and opportunities beyond current
scenario analysis of physical and transitional risks.

Identify and develop further opportunities in relation to
products and services, the Group’s supply chain where
further improvements in the Group’s climate risk profile can
be delivered.

Continue to monitor and manage Scope 3 financed
emissions against agreed targets.

Consider opportunities such as green funding, green
savings, securitisation, climate risk underwriting criteria and
ESG awareness campaigns to pursue the most impactful
opportunities and support customers in their transition.

Formalise and include climate-related inputs into the
financial planning process.

See Climate Transition Plan
on the Group’s website.

See Sustainability Report
pages 69-80 for further
details.

See Risk review on page

51 for further detail on the
impact of the climate risk on
the business.

5) Resilience of the Group’s strategy taking into consideration climate-related scenario analysis:

» The Group’s ICAAP considers the resilience of its strategy and loan portfolios to climate risks such as floods, coastal erosion, subsidence,
and minimum EPC ratings. The latest ICAAP assessment indicated that the Group has a low risk to climate change, and its strategy and
business model performs resiliently across a number of climate scenarios. See Scenario Analysis section for more information.

Further leverage the results of the Group’s ICAAP climate
risk assessment and risk appetite analysis to inform go
forward climate risk management strategy.

See Risk review on page
51 for further detail on
the Group’s approach to
analysing climate risk.
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Achievements Opportunities for 2024 Further details

6) Processes for identifying and assessing climate-related risks:

+ Climate-related horizon scanning is in place to monitor regulatory or legislative changes which could impact the Group which feeds into  « Further engagement to ensure customers are being See Risk review on page
the assessment of transition risks. supported in reducing their carbon footprint. 51 and the Sustainability

The Group’s risk function continues to assess climate risks against its key principle (traditional banking) risks and considers credit risk as
the key risk which could be adversely impacted by future climate change.

Climate risk is also a consideration of the Group’s wider assessment of ESG risks and opportunities which uses the outputs of scenario
analysis to support the assessment of material ESG risks and opportunities, which further informs the ESG strategy. Within the context
of ESG risk and opportunities, potential impact on growth or cost management and the degree of importance to stakeholder groups
are assessed. Climate related topics are identified and considered from a wide range of global issues, industry, and sector specific
considerations, such as regulatory and disclosure requirements and Group specific inputs such as our Purpose, Vision and Values and
ESG Operating Framework and Strategy. The Group used the approaches and processes set out in the ERMF to identify and assess all
risks including climate risk.

The enterprise risk register process allows the Group to consistently size, scope and reassess the relative significance of all risks including
climate risk, considering the likelihood and potential impact of the risk emerging to provide an inherent risk rating. Risk mitigants are
documented and constantly assessed and enhanced to ensure climate related risks are managed appropriately.

Scenario analysis is used as a valuable tool to understand and inform the potential impact of climate change on the Group’s loan
portfolios. It consisted of climate change portfolio analysis (covering both physical and transitional risks), including an assessment of
EPC ratings in the UK.

Report on pages 72-78 for
more information.

Further enhance climate risk management information with
ongoing trend and scenario analysis

Embed climate risk into the Risk and Control Self-
Assessment (RCSA) process, which will enable the
identification of climate-related risks in a proactive manner
and embed the right climate risk behaviours across

the Group.

Provide further Board training to assist with the ongoing
identification of climate-related risks.

7) Processes for managing climate-related risks:

The existing lending policies and criteria help to manage climate risk across the Group’s loan portfolios i.e., setting out the EPC
requirements for Buy-to-Let lending. Flood, subsidence, and coastal erosion risks are in part mitigated by independent property
valuation, which forms part of the underwriting process.

Climate risk appetite statements and limits remain in place helping to inform the Group’s strategy and facilitate monitoring of the
Group’s climate risk profile.

Climate-related horizon scanning is in place to monitor regulatory or legislative changes which could impact the Group and feeds into
the assessment of transition risks.

Business continuity plans and disaster recovery plans were updated to reflect risks from extreme weather and establish appropriate plans
to mitigate the associated risks. Threat risk assessments are conducted on both UK and Indian sites annually to support the robustness of
business continuity plans.

On an annual basis, the Group conducts a complete review of its loan book from a climate perspective. This enables the Group to
determine the potential impact of climate-related risks.

The Group enhanced its risk and opportunity analysis for ESG matters in 2023 which included climate risk, physical and transitional
considerations, with the physical transition remaining a key focus.

The Group aligned its scenario analysis processes with UKCP18 climate change predictions for the UK that were issued by the Met Office
in collaboration with other agencies.

+ Continue to monitor the EPC profile of new originations None.
and existing lending stock versus risk appetite and actively
manage the profile as required.
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8) Integrating climate-related risk processes into overall risk management:

« Climate risk was further embedded into the Group-wide ERMF via the operation of the Climate Risk Management Framework. During « Create and implement a climate (and wider ESG) training None.
20283 climate risk was further embedded within several wider sub-risk frameworks. plan to ensure that all relevant employees receive
» The Group’s three lines of defence model continued to work effectively with a focused internal audit of the Group’s climate risk appropriate training.
management arrangements, which were reported as being fit for purpose. « Identify key roles where further or expanded knowledge or
competence is required to deliver on the Group’s ambitions
and commitments.

Metrics and Targets

Achievements Opportunities for 2024 Further details

9) Metrics used to assess climate-related risks and opportunities:

The Group uses a variety of metrics to assess climate-related risks and opportunities and has considered all cross-industry metrics and has « Consider additional metrics and targets as the Group See Sustainability Report on
determined the below to be the most important (further information of historical performance is detailed within the Sustainability section). continues its ESG journey and transition planning pages 72-78 for more detail
Physical risk « Continue to manage the Group’s climate risk profile (both on historic performance and

physical and transition risks) in accordance with risk future targets.

« Properties within 1,000m of the coastline should the maximum emission scenario prevail, i.e. no climate action is taken and the worst-case
appetite thresholds and limits.

scenario prevails. For portfolio metrics see
+ Properties exposed to flood alert zones. * The Group will consider carbon pricing during the insights from our scenario

. . . L . . . i implementation of the Transition Plan. analysis page 102.
* Properties with a 0.5% exposure to subsidence risk within a 10-year term in the maximum emission scenario.

Transition risk

« Portfolio EPC distribution at levels F and G.

+ GHG emissions are calculated using the GHG Protocol Corporate Standard and the Group’s criteria for reporting.
+ Scope 3 financed emissions tonnes of carbon equivalent (tCO,e)/m? using PCAF methodology.

+ Scope 1 and 2 (location-based and market-based) absolute emissions in tCO,e by emissions source.

+ Scope 3 categories 1-8 in tCO,e.

+ Scope 1 and Scope 2 (location based) tCO,e as a proportion of full-time equivalent employees (FTE) per m? of corporate real estate
under operational control.
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10) Scope 1, 2 and 3 GHG emissions and the related risks:
« Scope 1, 2 and 3 emissions have been disclosed (where relevant and available for Scope 3), emissions are calculated in line with the GHG
Protocol Corporate Standard. Criteria for reporting GHG emissions can be found on the Group’s website.

* Intensity ratios were established and reported on:

+  Scope 1 and Scope 2 (location based) tCO,e per FTE and per corporate real estate under operational control.
+  Scope 1.and Scope 2 (location based) tCO,e per £m total income.

+  Scope 3 - financed emissions only ~kgCO,e per m?.

+ Assess the risks and opportunities associated with
the Group’s Scope 1, 2 and 3 emissions in 2024 and
manage accordingly.

See Sustainability Report
on pages 72-78 for further
information.

11) Targets used to manage climate-related risks and opportunities:

+ In 2022, the Group committed to achieve net zero GHG emissions by 2050 in line with the 2015 Paris Climate Accord.

« Aninterim target for financed emissions was set in 2022. The Group’s ambition is to reduce the intensity of emissions from mortgage
lending by 25% versus the Group’s 2022 baseline by 2030.

» The Group’s ambition is to reduce Scope 1 and 2 emissions (market based) to zero by 2030.

« For further details on how climate-related risks and opportunities are linked to Executives and senior managers’ remuneration,
see Director’s Remuneration Report on page 147.

« Track performance against the agreed Climate Transition
Plan, taking management actions if required.

* Include GHG Scope 1 and 2 emissions reduction targets
in the Executive and senior managers’ long term
incentive plans.

» Consider further enhancing metrics and targets as risk
management and transition planning matures.

See Climate Transition Plan
on the Group’s website.
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Insights from our scenario analysis:
key drivers

OSB Group plc is a leading mortgage lender
predominantly in the professional Buy-
to-Let and specialist Residential market
sub-segments secured against residential
property. The Group also provides loans to
limited companies and individuals secured
against commercial and semi-commercial
properties, residential development financing,
funding lines to non-bank finance companies
and asset finance lending.

At present the Group has identified the
physical risks relating to flooding, subsidence
and coastal erosion reducing the value of
properties as well as the ability of borrowers
to afford or refinance their mortgages, as
the most material physical climate risks to

be assessed and managed. The Group has
also identified the transitional risks relating
to changes in regulatory policy resulting in
material levels of investment being required
to ensure minimum EPC requirements are
met. This spend for example, may be required
to ensure Buy-to-Let properties are eligible
to let, loan to value levels are not adversely
impacted, void periods and defaults do not
materialise which would result in loan losses
and higher capital requirements. As such

the Group considers the above risks as the
most material and therefore focuses on their
assessment, monitoring and management.

The climate risks relating to the Group’s
operational premises are considered less
material than the physical and transitional
risks to the properties which underpin the
Group’s loan portfolios.

Insights from our scenario analysis:
impact on the Group

Physical risk

The Group’s physical risk profile remained
broadly stable during 2023, when compared
to 2022.

The physical impact of climate change on
our real estate portfolio across the UK is
expected to be limited.

Sensitivity analysis completed using RCP
scenarios on increases in global temperatures
by 2100, compared the least severe scenario
(RCP 2.6 — increase of 0.9°C to 2.3°C) to the
most severe (RCP 8.5 — increase of 3.2°C to
5.4°C).

At a Group level, the analysis shows that

the exposure to the probability of flood over
the next decade increases by 0.04% from
the best-case scenario to the worst-case
scenario, only 0.46% of the Group’s portfolio
is in an area with a flood risk greater than
20%. For subsidence, the increase from
best-case to worst-case increase is 0.05%,
with the portfolio risk of subsidence being
less than 0.5%. For coastal erosion, across
the Group over 92.6% of the portfolio is more
than 1,000 metres from the coastline. Of the
properties within 1,000 meters, only 121 are in
areas likely to experience coastal erosion.

Governance Financial Statements Appendices
Transitional risk EPC rating of the
The Group observed marginal improvements Group’s portfolio
in EPC ratings for existing stock assessed
in both 2023 and 2022. In addition,
enhancements in the climate data processes @A 14.2%
improved insight into the transitional @5 264%
risk profile. ®C u57%
At a Group level, c41% of properties (2022: D 1214%
40%) have an EPC rating of C or better, @F 14%
ct6% (2022: 45%) have an EPC rating of D, @ForG 0.2%

c.12% (2022: 13%) an EPC rating of E and
c.1% (2022: 2%) have an EPC rating of F or G.
Of the properties with an EPC rating of D or
worse, c92% (2022: 91%) have the potential
to reach at least an EPC rating of C.

Adverse movements in the EPC rating
distribution of the Group’s loan portfolios
and any potential change in government
policy have the potential to result in larger
future financial impact for the Group. To
mitigate this risk, the Group actively monitors
and assesses the possible financial risks
associated with the EPC rating distribution
of the Group’s loan portfolios and horizon
scans for any changes in regulatory or
governmental policy.

During 2023, the Group ensured consistency
between internal analysis covering the
setting of climate risk appetite, ICAAP and
other ad hoc analysis with data, scenarios
and assumptions used to support the
Group’s financial disclosures. The Group’s
current risk appetite, ICAAP and IFRS9
climate risk assessments have all indicated
that the Group is currently exposed to a

low climate related financial risk, using the
materiality assessment scale which supports
other financial disclosures within the Group’s
Annual Report and Accounts.
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Non-financial and sustainability information statement

The requirements of sections 414CA and 414 CB of the Companies Act 2006 relating
to non-financial reporting are referenced in the table below and are cross
referenced to relevant sections within the Annual Report to better understand the
impact and stakeholder outcomes across our range of policies and guidance.

Further information Further information
Reporting to understand impact Reporting to understand impact
requirement Policies, guidance and standards and outcomes requirement Policies, guidance and standards and outcomes
Environmental policy See page 75 Group Whistleblowing policy See page 90
TCFD - Climate-related disclosures See pages 94 - 102 Group Anti-Bribery Policy and Corruption policy See page 90
Environmental Energy Policy See page 74 Conflicts of Interest policy See page 91
ESG Operating Framework See page 71 and 88 Anti'Br“?ery and Fraud policy See page 91
ESG Metrics policy See page 88 Corruption Anti-Money Laundering and Counter Terrorist and See page 91
Financing policy
Group Flexible Working policy See page 84
Group Operational Resilience policy See page 92
Employees Group DE&I Inclusion policy See page 84
Cyber Security See page 93
Group Health and Safety policy See page 91
Group Data Protection policy See page 92
Tax See page 92
Lending policy See page 89
Social Matters Group Complaint Handling policy See page 89
Group Customer Vulnerability policy See page 89

Group Arrears Management and Forbearance policy — See page 89

Consumer Duty See page 89

Modern Slavery Statement and Vendor Code of Ethics  See page 90

Human Rights
Group Vendor Management and Outsourcing policy — See page 90
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Non-financial and sustainability information statement continued

Further information

to understand impact

Reporting requirement and outcomes
Description of the business model and strategy See pages 12-17
Policy embedding, due diligence and outcomes See pages 70-103
Description of the principal risks and impact of business activity See pages 53-61
Description of the non-financial key performance indicators See pages 3 and 35

Climate-related financial disclosures

Governance arrangements in relation to assessing and managing climate-related risks See pages 88 and 95
and opportunities

Risk management processes for identifying, assessing and managing climate-related risks ~ See pages 51-52 and 99-100

Climate-related risks and opportunities See pages 96-97

Potential impacts on the business model and strategy See page 61

Targets used to manage climate-related risks and opportunities and performance against ~ See pages 73-78
those targets

Key performance indicators used to assess progress against targets See pages 73-87
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Our Board of Directors
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David Weymouth
Chair of the Board

Tenure
6 years 4 months

Skills, experience and qualifications

David was appointed as Chair of OSB in
September 2017. He has over 40 years’
experience across many sectors in financial
services including serving as Global Chief
Information Officer for Barclays Bank plc
and Chief Operations Officer and Chief
Risk Officer for RSA PLC. David has served
as a non-executive director on a number of
boards in the UK and US, this has included
Chair of Fidelity Investments, Chair of Mizuho
International PLC and senior independent
director and Chair of Risk Committee at
Royal London Mutual Insurance Society.

David has a wealth of experience in
operations, technology, risk management
and board level leadership.

Current external appointments

David is Chair of Pension Insurance
Corporation PLC, Chair of Board Risk
Committee at Marsh UK Limited and Chair
of Remuneration Committee at Mizuho
International PLC.

Overview

Andy Golding
Chief Executive Officer

Tenure
12 years O months

Skills, experience and qualifications

Andy was appointed Chief Executive Officer
of OSB in December 2011. Prior to that

he was Chief Executive Officer of Saffron
Building Society for five years, and held
senior positions at National Westminster Bank
plc, John Charcol Limited and Bradford &
Bingley plc. Andy served as a non-executive
director for Kreditech Holding SSL GmbH
and Northamptonshire Healthcare NHS
Foundation Trust. He served as a member of
the Building Societies Association’s Council
and the Financial Conduct Authority’s
Smaller Business Practitioner Panel. Andy

is a highly regarded leader with a deep
understanding of banking and over 30 years’
experience in financial services.

Current external appointments
Andy is a director of the Building Societies
Trust Limited.

Strategic Report

Governance

Financial Statements

Appendices

April Talintyre
Chief Financial Officer

Tenure
11 years 7 months

Skills, experience and qualifications

April was appointed as Chief Financial
Officer and to the OSB Board in 2012. She
was previously an Executive Director in the
Rothesay Life pensions insurance business
of Goldman Sachs Group and worked for
Goldman Sachs International for over 16
years, including as an Executive Director
in the Controllers Division in London and
New York. April began her career at KPMG
LLP in a general audit department. April
has broad financial services experience
and has been a member of the Institute

of Chartered Accountants in England and
Wales since 1992.

Current external appointments
None held.

Committee membership:

Chair of
Committee

Group Nomination and
Governance Committee

Group Models and
Ratings Committee

Director tenures are as at 31 December 2023

Group Remuneration
and People Committee

Board Capital and
Funding Committee

Group Audit
Committee

Group Risk
Committee

Noél Harwerth
Senior Independent Director

Tenure
6 years 7 months

Skills, experience and qualifications

Noél was appointed to the Group Board and
the position of Senior Independent Director
in October 2019. She was appointed to the
Board of CCFS in June 2017, assuming the
role of Senior Independent Director from
August 2017. She held several non-executive
board roles with Sirius Minerals plc, Standard
Life Aberdeen plc, RSA Insurance Group

ple, GE Capital Bank Limited, Sumitomo
Mitsui Banking Corporation Europe Limited,
Avocet Mining plc, Alent plc, Corus Group
ple, Logica plc, The London Metal Exchange,
Standard Life Assurance Limited and
Scotiabank Europe Limited. Noél also held

a variety of senior positions with Citicorp
for 15 years, latterly serving as the Chief
Operating Officer of Citibank International
plc. Noél has extensive experience in both
the public sector with government bodies
and the private sector with global banking
companies, which brings valuable insight to
the boardroom debate.

Current external appointments

Noél is a non-executive director of CAB
Payment Holdings plc and Crown Agents
Bank Limited and a member of the UK Export
Finance Board.
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Our Board of Directors continued

Kal Atwal
Independent Non-Executive Director and
ESG Champion

Tenure
0 years 11 months

Skills, experience and qualifications

Kal was appointed to the Group Board

on 7 February 2023. Kal has significant
experience as a non-executive director across
FTSE 100, FTSE 250 and mutual businesses
and was previously a non-executive director
of Admiral Financial Services Limited and
WH Smith PLC. At BGL Group, Kal was
Managing Director and became the founding
managing director of comparethemarket.
com, a division of BGL. Following promotion
to Group Director of BGL Limited, Kal was
responsible for brand-led businesses, group
strategy and corporate communications.

Kal is an experienced strategy leader with
international experience in start-up, scale-
up, fintech and digital businesses.

Current external appointments

Kal is a non-executive director of Royall
London Mutual Insurance Society Limited,
Whitbread Plc and Chair of FunkyPigeon.
com Limited, a subsidiary of WH Smith PLC.

_1 B
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Sarah Hedger

Independent Non-Executive Director and
People Champion

Tenure
4 years 11 months

Skills, experience and qualifications

Sarah was appointed to the OSB Board in
February 2019 and previously held leadership
positions at General Electric Company

for 12 years in its Corporate, Aviation and
Capital business development teams, leaving
General Electric Company as Leader of
Business Development and MEA for its global
GE Capital division. Prior to General Electric
Company, Sarah worked at Lazard & Co.
Limited for 11 years, leaving as Director,
Corporate Finance and also spent five years
as an auditor at PricewaterhouseCoopers
LLP (PwC). She served as an Independent
non-executive director of Balta Group NV,

a Belgian company listed on Euronext,

until December 2021 and as non-executive
director of GE Money Bank AB for 3 years
during her time at GEC. Sarah has significant
capital management and merger and
acquisitions experience in financial services.
Sarah qualified as a chartered accountant.

Current external appointments
None held.

Strategic Report
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Rajan Kapoor
Independent Non-Executive Director and
Whistleblowing Champion

Tenure
7 years 4 months

Skills, experience and qualifications

Rajan was appointed to the Group Board

in February 2020 and the OSB and CCFS
subsidiaries in October 2019 and September
2016 respectively. He was Financial
Controller of NatWest Group (formerly
Royal Bank of Scotland Group) and held a
number of senior finance positions during

a 28-year career with NatWest. Rajan

has extensive experience of financial and
regulatory reporting in the UK and US with

a strong background in internal financial
controls, governance and compliance. Rajan
is a Fellow of the Institute of Chartered
Accountants and of the Chartered Institute of
Bankers in Scotland.

Current external appointments
Rajan is a non-executive director of Allica
Bank and Revolut Newco UK Ltd.
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Simon Walker
Independent Non-Executive Director and
Consumer Duty Champion
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Tenure
2 years O months

Skills, experience and qualifications

Simon was appointed to the Group Board
in January 2022. He joined KPMG in 1980
and was made a partner of the firm in
1992, going on to lead the firm’s National
Building Societies and Mortgage Practice
and subsequently became banking partner
in Financial Risk Management. Simon
graduated in Law from University College
London and is a qualified chartered
accountant. Simon was previously a
non-executive director of IWP (Holdings)
Limited and Leeds Theatre Trust Limited.
Simon has significant experience in financial
services and mortgages, SME lending, risk
management and regulation within the
banking sector.

Current external appointments

Simon is a non-executive director of HET
Group plc and The Bureau of Investigative
Journalism.
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Our Group Executive Committee

Meet our strong leadership responsible for delivering the Group’s strategy

Jens Bech
Group Commercial Director

Experience and qualifications

Jens joined OSB as Chief Risk Officer
in 2012, before becoming Group
Commercial Director in 2014.

Jens joined from the Asset Protection
Agency, an executive arm of HM
Treasury, where he held the position
of Chief Risk Officer. Prior to joining
the Asset Protection Agency,

Jens spent nearly a decade at
management consultancy Oliver
Wyman Limited where he advised a
global portfolio of financial services
firms and supervisors on strategy
and risk management. Jens led Oliver
Wyman Limited’s support of Iceland
during the financial crisis.

e

Jason Elphick
Group General Counsel
and Company Secretary

Experience and qualifications
Jason joined OSB in June 2016. He
has over 25 years of legal private
practice and in-house financial
services experience. Jason’s private
practice experience was primarily in
Australia with King & Wood Mallesons
and in New York with Sidley Austin
LLP. He has been admitted to
practice in Australia, New York and
England and Wales.

Jason’s previous in-house financial
services experience includes serving
as Director and Head of Bank Legal
at Santander UK Group. He also held
various roles at National Australia
Bank Limited, including General
Counsel Capital and Funding, Head
of Governance, Company Secretary
and General Counsel Product,
Regulation and Resolution.

Strategic Report
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Jon Hall

Group Managing Director,
Mortgages and Savings

Experience and qualifications

Jon joined OSB in November 2021.
Jon has significant experience
within the financial services

sector and joined the Group from
Aspinall Financial Services, a pre-
authorisation bank start-up, having
previously led Masthaven Bank from
2016 to early 2021 as their Chief
Commercial Officer and Deputy
Chief Executive Officer (CEO). Jon
started his career with PwC, before
joining Aviva plc and subsequently
became CEO of Saffron Building
Society. Jon is a Fellow of the
Institute of Chartered Accountants
in England and Walles.

Governance
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Peter Hindle
Group Chief Information Officer

Experience and qualifications

Peter joined OSB in 2017 and has
been responsible for driving the IT
change programme. In 2019, he
was appointed to lead the post-
Combination integration of OSB
and CCFS. He was appointed as
Group Chief Information Officer in
April 2022. Peter has over 30 years’
experience working in IT and Change
across a range of market sectors.
Having worked in an IT advisory
capacity with Accenture and PwC,
Peter worked extensively as an
interim IT and Change leader and
consultant serving financial services
clients including Barclays, NatWest
and Deutsche Bank. He previously
held IT leadership positions in a
range of organisations including
Bradford & Bingley, Adidas, Merlin
Entertainments, FirstAssist and John
Charcol Limited.

Financial Statements

Appendices 108

Victoria Hyde
Deputy Chief Financial Officer

Experience and qualifications
Victoria joined OSB in September
2022. Prior to joining OSB, Victoria
worked at Barclays for 21 years, most
recently as Finance Director of the
Consumer, Cards and Payments
segment. Victoria is a qualified
Chartered Management Accountant
and has over 25 years’ experience in
finance. She has supported Retail,
Corporate and Investment Banking
business lines across a range of
Finance roles including Product
Control, Treasury Finance, Costs
and Business Planning and Analysis.




vl

OSB GROUP PLC | Annual Report and Accounts 2023

Overview

Our Group Executive Committee continued
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Lisa Odendaal
Group Chief Internal Auditor

Experience and qualifications

Lisa joined OSB in April 2016. Prior
to joining OSB, she worked for Grant
Thornton LLP where she was an
Associate Director responsible for
leading several outsourced audit
functions within its Business Risk
Services division. Lisa is a qualified
Chartered Internal Auditor and

has over 25 years of internal audit
and operational experience gained
in the UK, UAE and Switzerland,
having worked at several financial
institutions, including PwC, Morgan
Stanley Group, HSBC and Man
Group plc.

Hasan Kazmi
Group Chief Risk Officer

Experience and qualifications
Hasan joined OSB in September 2015
as Chief Risk Officer. He became
Group Chief Risk Officer in 2021.

Hasan has over 25 years of risk
experience having worked at several
financial institutions, including
Barclays Capital, Royal Bank of
Canada and Standard Chartered
Bank. Prior to joining OSB, he was a
Senior Director at Deloitte LLP within
the Risk and Regulatory practice with
responsibility for leading the firm’s
enterprise risk, capital, liquidity,
recovery and resolution practice.
Hasan graduated from the London
School of Economics with a MSc in
Systems Design and Analysis and

a BSc in Management.

Richard Wilson
Group Chief Credit and
Compliance Officer

Experience and qualifications
Richard joined OSB in 2013. In
addition to his Group Chief Credit
and Compliance responsibilities,
Richard became Group Money
Laundering Reporting Officer in
June 2023. Prior to joining OSB,
Richard was responsible for Credit
and Collections strategy for Morgan
Stanley’s origination businesses in the
UK, Russia and Italy. Between 1988
and 2006, Richard held various roles
at the Yorkshire Building Society.

Clive Kornitzer
Group Chief Operating Officer

Experience and qualifications

Clive joined OSB in 2013. Clive has
over 25 years of financial services
experience, having worked at several
financial organisations including
Yorkshire Building Society, John
Charcol Limited and Bradford and
Bingley plc. Prior to joining OSB, Clive
spent six years at Santander Group
where he was the Chief Operating
Officer for the intermediary
mortgage business. He has also held
positions at the European Financial
Management Association and has
been the Chair of the FS Forums
Retail Banking Sub-Committee. Clive
is a Fellow of the Chartered Institute
of Bankers and recently completed
an advanced Leadership Program
at INSEAD, as well as the FT Non-
Executive Directors Diploma.
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Corporate Governance Report

Dear Shareholder,

The Group’s Corporate Governance Report for the year ended
31 December 2023 sets out our governance arrangements
and compliance with the 2018 UK Corporate Governance
Code (the Code) throughout the year.

Strategic Report

Governance

Corporate Governance and
Strategy at OSB Group

This report sets out the operation of the
Board and its Committees during the year,
giving insight to our corporate governance
practices and decision-making aimed

to achieve the best outcomes for our
stakeholders and facilitating the Group’s
strategy. The Board continues to give due
regard for stewardship, ESG, Diversity, Equity
and Inclusion by ensuring these principles are
refreshed and embedded within our culture,
Vision and Purpose to help customers,
colleagues and communities prosper. The
Board appointed champions in Consumer
Duty, ESG, whistleblowing and people, to
ensure that the voice of our stakeholders

is heard and continues to form part of our
decision-making.

2023 was a year of market volatility. The
Board continued to navigate the challenging
macroeconomic environment by refocusing
the Group’s strategy as appropriate and
within risk appetite, to deliver the best
outcome for our stakeholders. Our key areas
of focus have been the Group’s digitalisation
programme, achieving sustainable profits,
return of capital to shareholders, debt
management, the adverse Effective Interest
Rate (EIR) adjustment and considering
lessons learned as well as ensuring good
outcomes for our customers and other
stakeholders from an ESG perspective.

Financial Statements

Appendices

Consumer Duty

Our main objective is to create opportunities
for customers to flourish, thrive and succeed
in their personal goals. The Board has placed
great emphasis on the business and its
commitment to deliver good outcomes for
all customers, whilst also protecting those
who are vulnerable. During the year, we
assessed our products, services, fair value
assessment frameworks and communication
channels so that customers understood and
could make informed decisions in relation

to our available products and services. Our
approach led to a more customer centric
culture throughout the organisation’s
strategic plans, risk management and
governance. These areas are under constant
review by the Board through a customer lens,
where we challenge the effectiveness of our
customers’ experience and the data used to
generate Board customer metrics. Customer
outcomes and experience was a key Board
consideration during our oversight of the
digitalisation programme. Looking ahead to
2024, the Board will oversee the embedding
of Consumer Duty and monitor products
and services to ensure they comply with the
regulatory regime.
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Corporate Governance Report continued

Board effectiveness

During the year, the Board and its
Committees undertook self-evaluations
with the assistance of Independent Audit',
details of which are set out in the report
on pages 129-130. As reported in the

2022 self-evaluation results, the Board
and its Committees continued to operate
effectively. Recommended areas of focus
will be addressed by the Board, which will
set the scene for the formal external board
evaluation exercise to be conducted in 2024.

Board changes and composition

In November 2023, we announced April
Talintyre’s retirement as Chief Financial
Officer (CFO). She will not be standing for
re-election at the 2024 Annual General
Meeting (AGM) when she will step down from
the Board. | would like to thank April for her
significant contribution to the Group over the
past 11 years.

As Chair of the Board, | remain committed to
ensuring the Group continues to be led by a
diversely skilled Board which is appropriately
equipped to carry out its duties to the highest
governance standards. Through the Group
Nomination and Governance Committee, |
have been overseeing the search for April’s
successor. On 14 March 2024 we announced
that Victoria Hyde, Deputy CFO will

become acting CFO, subject to regulatory
approval whilst the ongoing process to
appoint a permanent replacement for April

is completed.

The Group Nomination and Governance
Committee regularly assesses Board and
Executive succession plans, ensuring we
maintain the appropriate skills, knowledge
and expertise and also consider diversity,

1. Independent Audit has no other connection
with the Company or individual Directors.

equity and inclusion principles which provide
for richer deliberation and better decision-
making. Our Board Diversity is set out on
pages 113, 134 and 135.

Kal Atwal was elected as a Non-Executive
Director (NED) at the 2023 AGM following her
Board approved appointment in February
2023. She has recently assumed the role of
Board champion for ESG and | look forward
to her observations and support to the wider
business during 2024.

Engaging with stakeholders

The Board is committed to maintaining
effective engagement and active dialogue
with its stakeholders. Full details can be
found on pages 117-126. We leverage the
work of our Board champions to ensure that
employees, consumers, ESG and diversity
are prioritised as part of boardroom debate.
We continue to focus on transparency with
our regulators in relation to our strategy and
risk management. The Board continues to
maintain an open and transparent dialogue
with shareholders. With support of the
Investor Relations team, Group Executives
and certain Board members undertake
roadshows for investors and analysts, so
they have a clear understanding of our
business proposition and prospects. All of
our shareholders have an opportunity to
further engage with us at the AGM which will
be held at our offices at 90 Whitfield Street,
Fitzrovia, London W1T 4EZ on 9 May 2024 at
11am. Further details are set out in the Notice
of AGM.

David Weymouth
Chair of the Board

14 March 2024

Governance
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The Board has placed
great emphasis on

the business and its
commitment to deliver
good outcomes for all
customers.

David Weymouth
Chair of the Board
14 March 2024
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Corporate Governance Report continued

Board Leadership and
Company Purpose

A Board effectiveness and activities

B Purpose, culture and values
C Risk management and controls

D Stakeholder engagement

E Workforce policies and practices

Division of Responsibilities
F Board roles
G Independence

H Time commitment and conflicts
of interest

| Board resources

Composition, Succession
and Evaluation

J Appointments and
succession plans

K Board composition

L Board performance review

Audit, Risk and Internal
Control

M Auditor independence
and effectiveness

N Review of Annual Report

O Risk management and
internal control

Remuneration
P Annual Report on Remuneration

Q Determining the Remuneration
Policy

R 2023 performance outcomes

106-126

110-115
115-116
116
117126
126

127-128
127-128
127-128

128
129

131-135

132-133
113, 133
129-133

136-146

140
138

140-146

147-177
147-177

147-177
169-177

Corporate Governance
Statement

UK Corporate Governance
Code 2018 (the Code)
Compliance Statement
During 2023, the Group
applied all the principles
and complied with all the
provisions of the Code. The
Corporate Governance
Report illustrates how we
applied the Code principles
and complied with the
provisions and the table on
this page signposts where

further details can be found.

The Code is available at
www.frc.org.uk
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f The Board recognises that
stewardship and strong
corporate governance
is fundamental to the
sustainable execution of

the Group’s strategy.

David Weymouth, Chair of the Board

Appendices
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Corporate Governance Report continued
2023 Board Governance at a glance (31 December 2023)

Ethnicity Board Composition and Tenure

FCA Listing Rule target Board composition Non-Executive Board tenure

» At least one ethnic
minority director to
serve on the Board
(excluding white

ethnic groups) Total Board

Directors @ Independent NEDs 6
(Including the Chair
of the Board and
SID)

@ Executive Directors 2
(CEO and CFO)

@ First tenure (0-3
years) 2
Kat Atwal
Simon Walker

@ Second tenure (3-6
years) 1
Sarah Hedger

@ Third tenure (6-9
years) 3
David Weymouth
Noel Harwerth
Rajan Kapoor

3

@ The biographies of the Directors can be @ Refer to the Group Nomination and Governance
@ White 6 found on pages 106 and 107 Committee Report for more information about Board
@ Asian/Black or other succession
ethnic minority 2
Gender ratio Balance of Board Expertise
Senior Board Positions Experience and Knowledge

« The SID and Group
Remuneration and
People Committee Chair Banking
are women Fintech

» Chairs of the Board,
Group Audit, Group

Accounting and Finance

Governance and Compliance

Nomination and Insurance
Governance and Corporate Restructures
Group Risk Committees .
Operations
are men
« 2women and 2 men Fltllie St
have been appointed as Digital and Technology
@ Formalo 0% Board Champions Risk
emale
® Male 50% Retail
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Corporate Governance Report continued

2023 Board Governance at a glance continued

Board and Committee Meeting attendance’ 2

Group  Group Nomination

Group Audit  Remunerationand  and Governance Group Risk
As at 31 December 2023 Board Committee  People Committee Committee Committee
Current Directors
David Weymouth (Chair) 9/9 n/a 6/7 6/6 n/a
Kal Atwal® 8/9 n/a 5/6 n/a n/a
Andy Golding 9/9 n/a n/a n/a n/a
Noél Harwerth 9/9 8/8 7/7 6/6 6/7
Sarah Hedger 9/9 8/8 717 /4 n/a
Rajan Kapoor 9/9 8/8 717 n/a 7/7
April Talintyre 9/9 n/a n/a n/a n/a
Simon Walker 9/9 8/8 n/a n/a 717
Former Directors
Graham Allat® 3/3 2/3 n/a n/a 3/3
Mary McNamara® 3/3 n/a 3/3 2/2 n/a

The Board met nine times during the year. The
Board has a formal meeting schedule with

ad hoc meetings called when circumstances
require. There is an annual calendar of agenda
items to ensure that all matters are given due
consideration and are reviewed at the appropriate
point in the regulatory and financial cycle. The
table also shows each Director’s attendance at
Board and Committee meetings in accordance
with their membership. Directors may be invited
to attend meetings of Committees where they are
not a member, if it is considered appropriate.

All Directors are expected to attend all meetings

of the Board, any Committees of which they are
members and to devote sufficient time to the Group’s
affairs to fulfil their duties as Directors. Where
Directors are unable to attend a meeting, they are
encouraged to submit any comments on the meeting
materials in advance to the Chair of the Board to
ensure that their views are recorded and taken into
account during the meeting. The Chair of the Board,
Noél Harwerth and Kal Atwal provided comments

in advance for the meetings they were unable to
attend. During 2023, the Board and Group Executive
Committee conducted the majority of their meetings
in person across Chatham and London sites.

1 The Deputy CFO, Group Chief Risk Officer and other Group Executives are invited to attend as appropriate.

2 Attendance at meetings of the Board Capital and Funding Committee were not included due to its transactional nature.

3 Kal Atwal was appointed in February 20283. Kal missed one Board meeting in 2023 due to an engagement created prior
to her appointment. Graham Allat and Mary McNamara resigned as Directors of the Group on 11 May 2023.
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Corporate Governance Report continued

Board structure

The governance structure below illustrates
the established Board Committees all of
which have delegated authority from the
Board to oversee certain activity on its behalf,
such as remuneration, governance, financial
and risk matters. This enables the Board to
focus on the key strategic matters, including
but not limited to business plans, customers
and culture.

Terms of reference of the Board and its
Committees can be found on our website
at www.osb.co.uk.

The role of the Board

The Board is responsible for the long-term
success of the Company for the benefit of
its shareholders. Through its leadership and
effective corporate governance, the Board
focuses on setting the strategy of the Group
generating value for shareholders and
maintaining a sustainable and profitable
business, underpinned by a robust risk
management framework.

The Board retains specific powers in relation
to the approval of the Group’s strategic
aims, policies and other matters, which must
be approved by it in line with legislation

or the Articles. These powers are set out in
the Board’s written terms of reference and
Matters Reserved to the Board, which are
reviewed at least annually.

The activities undertaken by the Board
during the year are set out below. The
Board’s Committees (illustrated on page 50)
operated under Board delegated authority
as prescribed in their individual terms of
reference, which are also reviewed at least
annually. The activities of each Committee
during 2023 are on pages 131-177.

A summary of the matters reserved for
decision by the Board is set out below.

Strategy and management
»  Overall strategy of the Group
» Approval of long-term objectives

» Approval of annual operating and capital
expenditure budgets

» Review of performance against strategy
and objectives

Structure and capital
» Changes to the Group’s capital or
corporate structure

» Changes to the Group’s management and
control structure

Risk management

»  Overall risk appetite of the Group

» Approval of the Enterprise Risk
Management Framework (ERMF)

Financial reporting and controls

» Approval of financial statements

« Approval of dividend policy

+ Approval of significant changes in
accounting policies

+ Ensuring maintenance of a sound system
of internal control and risk management

Strategic Report
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Remuneration

» Determining the Remuneration Policy for the
Executive Directors and senior management
(including Material Risk Takers)

« Overseeing the introduction of new share

incentive plans or material changes to
existing plans

Corporate governance

» Review of the Group’s overall
governance structure

» Determining the independence
of Directors

Board members
» Changes to the structure, size and
composition of the Board

» Appointment or removal of the Chair of
the Board, Chief Executive Officer (CEO),
Senior Independent Director (SID) and
Company Secretary

Other

» The making of political donations

* Reviewing the overall levels of insurance
for the Group

Key Board activities during the year included:

» Execution of the 2023 Strategy and the
Group’s Financial Plan and plans for 2024

« ESG strategy, including climate
change developments, charitable and
community initiatives

* Monitoring and assessing culture

» Approval of a £150m share
repurchase programme

» Dividend policy, declarations,
and payments

+ Capital and funding

Financial Statements
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« Effective Interest Rate (EIR) adjustment

* Implementation of the
digitalisation programme

» Material outsourcing contracts

» Risk monitoring and review, in particular
risk appetite and operational resilience

» Regulatory landscape and macro-
economic environment

+  Consumer Duty compliance, customer
outcome monitoring

«  Governance and compliance
+ Board and Executive succession planning

» External financial and regulatory
reporting and disclosures

+ Policy reviews and updates
* Investment proposals

« Customer/brand/product reviews

Purpose, Vision, Values and Culture
The Board sets the tone from the top in
relation to conduct and culture whilst acting
with integrity and fully supports the Group’s
Purpose, Vision and Values.

The Board assesses and monitors culture

to ensure that it is aligned with the Group’s
Purpose, Vision, Values and strategy. With
the support of the Group Remuneration
and People Committee, the Board monitors
culture through regular updates from
management, interactions with employees
(informally and through the Workforce
Advisory Forum (Our Voice) and mentoring),
reviewing the diversity, equity and inclusion
metrics, the employee engagement
strategy and the results of employee
engagement surveys.
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The Board and Group Executive Committee
monitor completion rates for the Group’s
conduct training modules to ensure
employees successfully meet the required
behaviours that support the Group’s Values
and to identify any key themes and systemic
issues relating to culture. The Board is
satisfied that culture aligns with the Purpose,
Vision, Values and strategy of the Group

but recognises that this continues to be a
developing area. Further details regarding
the Group’s Values and culture are provided
on pages 4 and 81-85.

During 2023, the Board received regular
updates from management in respect of

the workforce and the levels of engagement
of employees, as well as insights from

the NED designated as People Champion
about sentiments of colleagues. The Board
oversees charitable and community activities
undertaken by employees. Further details of
the Board’s engagement with its stakeholders
and the community is included on pages
117-126.

Risk management and

internal control

The Board approves the Group’s risk
appetite and through the robust and regular
monitoring of the Group Risk Committee
ensures that there is an effective ERMF to
maintain risk thresholds that have been
set, whilst also ensuring the embedding of
risk culture throughout the organisation.
The Board regularly reviews its procedures
for identifying, evaluating and managing
risk, acknowledging that a sound system
of internal control should be designed to
mitigate risk exposures to ensure business
objectives are met.

The Board carried out a robust assessment
of the principal risks facing the business
including those that could threaten its
business model, future performance,
solvency or liquidity.

Further details are contained in the Viability
Statement on pages 67-68.

The Group Risk Committee also oversees
the Group’s risk appetite, risk monitoring
and capital management, and the Group
Risk Committee Chair regularly updates
and advises the Board on potential financial
and non-financial risk exposures and

risk strategy.

The Group operates to a ‘three lines of
defence’ model to ensure at least three
stages of oversight to protect the customer
and the Group from undue influence,

conflicts of interest and inadequate controls.

The Board is committed to the consistent
application of appropriate ethical standards
and the Conduct Risk Framework sets out
the basic principles to be followed to ensure
ethical considerations are embedded in all
business processes and decision-making
forums. The Group also maintains detailed
policies and procedures in relation to the
prevention of bribery and corruption, as well
as a Whistleblowing Policy.

Further details of the Group’s risk
management approach, structure and
principal risks are set out in the Group Risk
Committee Report on pages 143-146 and in
the Strategic Report on pages 45-66.

The Group Audit Committee reviews the
effectiveness of the Group’s internal control
systems including oversight of financial
reporting processes.

Strategic Report
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The Group Audit Committee is supported

by the Internal Audit function in discharging
this responsibility and receives regular
reports from the Group Chief Internal Auditor
regarding the overall effectiveness of the
internal control system within the Group. The
Group Audit Committee also receives reports
from the external auditor on control matters.
Details of the review of the effectiveness of
the Group’s internal control systems are set
out in the Group Audit Committee Report on
pages 136-142.

Stakeholder engagement

The Board is committed to maintaining
effective engagement and active dialogue
with its stakeholders and ensuring that
stakeholder views and interests are a key
consideration in the Board’s decision-
making. The Board engages with colleagues
directly through attending Our Voice
meetings. During the year members of the
Board attended four Our Voice sessions
which focused on employee pay, benefits
and culture.

The Board and its Committees covered a
broad range of sustainability considerations,
receiving regular updates on ESG and

its impact on the organisation’s strategy.
The Board has also prioritised open and
transparent engagement with its regulators
(particularly the Prudential Regulation
Authority (PRA) and Financial Conduct
Authority (FCA)).

The Board and Group Nomination and
Governance Committee have continued to
monitor diversity, equity and inclusion, both
as part of ongoing Board and Executive
succession planning and in relation to
activities aimed at developing a diverse

Financial Statements
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and inclusive talent pipeline below Board
level. The role of the Diversity, Equity and
Inclusion Specialist is to progress the Group’s
ambitions in diversity and inclusion. Further
information relating to Diversity can be found
on pages 84-85 and 179-180.

Full details of how the Board engages with
the Group’s key stakeholders are included on
pages 117-126.
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Overview

Our Purpose is to
help our customers,
colleagues and
communities prosper

Maintaining strong relationships
with our stakeholders through
regular engagement and open
dialogue is fundamental to
achieving the Group’s strategy
which has been embedded within
our culture and the Board’s
responsibilities.

We outline below how the OSB Group and its
Directors engaged with key stakeholders and,
in doing so, discharged their duties under
section 172 of the Companies Act 2006.

For more information on the activities of the
Board and its Committees, see pages 110-177
in the Corporate Governance Report.

The following matters, which

were identified as affecting our
stakeholders, were of particular interest
to the Board in 2023:

increased volatility in global
markets, alongside interest rate
rises, the rising cost of living and
cost of borrowing, and their impact
on our customers’ behaviours,
including those customers who need
additional support

embedding of the Consumer Duty
requirements across the Group

the Group’s response to the adverse
EIR adjustment made in the first half
of the year

the impact of the rising cost of living
on our employees

the Group’s environmentall
ambitions and initiatives

execution of digitalisation

final dividend amount

Governance
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The Board’s key strategic decisions

Decision-making

Considering our stakeholders in key business
decisions is fundamental to our ability to
deliver the Group’s strategy in line with our
long-term values and operating the business
in a sustainable way. Balancing the needs
and expectations of our key stakeholders

is essential to achieving our purpose of
helping our customers, colleagues and
communities prosper.

Capital management and

distributions

The Board recognises the importance
of delivering against the Group’s stated
intention to provide attractive and
sustainable returns to its shareholders.

In 2023, the Board approved a £150m share
repurchase programme. During the year,
over 38m ordinary shares were repurchased
and cancelled in accordance with the terms
of the programme which completed on 21
November 2023.

The Board ensures the Group operates to
a robust capital management strategy,
enabling the return of excess capital

to shareholders whilst also generating
sustainable profits and long-term value for
wider stakeholders. Following successful
completion of the £150m share repurchase
programme, the Board has announced
that a further £50m share repurchase
programme over the next six months,
commencing on 15 March 2024.

During the year the Group made good
progress in optimising its capital composition
following the Board’s approval of £250m

Tier 2 securities and £300m of Minimum
Requirement for own funds and Eligible
Liabilities (MREL) qualifying debt securities.

The Board has taken into consideration the
interests of shareholders, other stakeholders
(including its regulators) and the financial
position of the Company, given the adverse
EIR adjustment and has declared a final
dividend of 21.8 pence per share amounting
to a total dividend for the year of 32.0 pence
per share.

People and Culture Strategy

The Board approved the Group’s People and
Culture Strategy, setting out the Group’s
ambition to be a number one employer of
choice. The strategy includes a range of
initiatives to be progressed over the next
three years and aims to develop a culture

of embracing change and new ways of
working.

Employees are able to engage directly with
the CEO through the ‘Ask Andy’ online portal
and a key theme this year was improving
the employee family benefits package.
Following consideration of employee views,
the Group Executive Committee approved
enhancements to the UK employee family
benefits, offering which received positive
feedback from colleagues. More details on
the enhanced benefits can be found on
pages 81-82.

Effective Interest Rate (EIR)
adjustment

The Board approved the trading update
released in July 2023 relating to the
adverse EIR adjustment and, following

the announcement, investors were keen to
understand the circumstances that led to
the adjustment. The CFO held a number
of meetings with investors to explain the
Precise Mortgages product design, impact
on customer behaviour and the IFRS 9
accounting treatment. The Chair of the
Board also met with a small number of
investors to hear their feedback directly.
Further details around the adverse EIR
adjustment can be found on pages 36-38.

Customer experience and
Consumer Duty

During the year, the Board oversaw

the embedding of the Consumer Duty
programme across the Group . The Group
Risk Committee Chair was appointed as
Consumer Duty Champion to support the
Board’s oversight in relation to delivering
good outcomes for and the fair treatment of
customers, particularly, those who require
additional support.

As part of the embedding process a number
of enhancements were made across the
Group including all-employee training and
Consumer Duty roadshows.

The Board continued to monitor the evolution
of customer reporting and enhancements
were made to the management information
presented to the Board to ensure it has the
appropriate information in order to assess
performance against the Consumer Duty
principles, as well as the ongoing monitoring
of good customer outcomes.

Digitalisation programme

The Board received regular updates in
relation to the Group’s digitalisation journey
and enhancing digital solutions to enable

us to meet the needs of our customers,
brokers and wider stakeholders, whilst
delivering further operational efficiencies.
Enhancing the customer proposition through
digitalisation will be a key focus for the
Board in the coming years.
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Colleagues

Our colleagues are our key asset and our successes to date
have been driven by the 2,459 talented individuals we employ.
We have always favoured interactive communication between management

and our colleagues through regular town hall meetings, informal sessions with
management and opportunities to ask questions anonymously directly to the
CEQ, with the questions and responses available on the intranet. These methods
of communication proved popular with employees and contributed to many
initiatives that were undertaken by the business during the year, including
enhancements to the UK family benefits package.

Our Voice is a valuable forum which
provides an open two way communication
between the Board and the workforce.
Sarah Hedger People Champion

Outcomes following engagement

» Completed an extensive review of the
UK family benefits package including
significant enhancements to the
Maternity, adoption and parental leave
policies

UK Best Companies Survey

‘Outstanding’
Company to
Work For

in 2023

+ The Board approved the new People and
Culture Strategy setting out a range of
initiatives to be progressed over the next
three years

* The Board explored opportunities to
receive a more diverse range of metrics
around employee engagement

‘Great Place to Work® 2023 + Approved a higher salary increase for

\/\/' n over 80% of employees in 2023 in light

of the high rate of inflation. This was
focused towards less senior employees

7th year in a row by OSB India

Strategic Report
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Board engagement with colleagues
The Group has adopted a combination

of methods to engage with its workforce,
including the establishment of a formal
Workforce Advisory Forum (Our Voice)

and appointment of a designated NED for
the People. In May 2023, Sarah Hedger
replaced Mary McNamara as the Chair

of the Group Remuneration and People
Committee and the Board appointed People
Champion, responsible for representing the
workforce at Board and Committee level.
Sarah is a permanent member of Our Voice
where she engages directly with employee
representatives and gains an insight into
employee concerns, morale and culture.

Our Voice is represented by a broad range of
employees. Their views support the Board’s
decision-making and provides additional
points of reflection when determining

metrics around strategic performance and
Executive Director remuneration, culture

and governance. The areas of discussion

at Our Voice meetings in 2023 focused on
employee end of year ratings and policies,
UK employee benefits, employee share
schemes, employee morale and updates from
the OSB India team.

Employees are encouraged to be open and
honest in their feedback at each meeting.

The Board also reviewed the results of the
annual Best Companies to Work For survey.
86.4% of UK employees responded to the
survey in 2023 demonstrating a high level
of engagement.

Financial Statements
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Following the results of the survey, the Group
retained a 2 star accreditation which means
that it was recognised as an ‘Outstanding’
Company to Work For. The Board and
Group Executive Committee reviewed the
results, considered the key themes that had
emerged from the responses and discussed
what steps could be taken to capitalise

on the positive themes and also address
areas for improvement. The Board is also
exploring opportunities for receiving more
diverse metrics in relation to employee
engagement surveys.

OSB India participates in a separate
engagement survey and was officially
certified a ‘Great Place to Work’ for a
seventh consecutive year in 2023.

@ For more detail on employee initiatives in the year,
see the Colleagues section on pages 81-85

The Board and its Committees also received
regular updates on matters impacting
employees from senior management and the
Group’s HR function. The Group Nomination
and Governance Committee oversees the
Group’s talent management initiatives and
senior management succession planning.

@ Further information on OurVoice can be found in
the Directors’ Report on pages 179-180

Finally, the Board, through the Group Audit
Committee, has oversight of the Group’s
whistleblowing activity and the Group
Remuneration and People Committee reviews
and approves the Group’s gender pay gap
reporting and its commitment to the Women
in Finance Charter.

The Board monitors the effectiveness of its
methods of engaging with colleagues and
adapts them where necessary.
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Helping our stakeholders prosper continued

Customers

We pride ourselves on building strong, long-term
relationships with our customers. Our continued
commitment to providing excellent service to
borrowers and savers and delivering good outcomes
for our customers remained a priority in 2023.

Outcomes following engagement

with customers

» The Group Executive Committee
established a Customer and Product
Committee to ensure customer
outcomes remain at the heart of the
Group’s product proposition

»  Simon Walker, Group Risk Committee
Chair, was appointed as the Board’s
Consumer Duty Champion

*  We conducted all-employee training
and Consumer Duty roadshows to
support with embedding the Group’s
Consumer Duty programme

Strategic Report
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We offered our savers an opportunity to let
us know how we are doing whenever they
call or interact with the Group by listening to
their views and acting upon what they tell us.
Customer feedback is collected throughout
the year and satisfaction scores produced as
a result. During 2023, there was an increase
in the savings and broker Net Promoter
Scores (NPS) compared to 2022.

Board engagement with customers
The Board’s engagement with customers is
indirect and Directors are kept informed of
customer-related matters through regular
reports, feedback and research. Satisfaction
scores and retention rates, together with

the number of complaints and resolution
times form part of the management and

Savings NPS for Kent Reliance

+/1

2022: +64

Savings NPS for Charter Savings Bank

+02

Financial Statements

2022: +61

OSB and CCFS broker NPS

+0/

2022: OSB +37; CCFS +39
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Board monthly reporting packs, ensuring
the visibility of our customers’ experiences.
Customer satisfaction scores and customer
outcomes are also used as part of the
Executive remuneration assessment,

and form the basis of new initiatives

and actions which continually improve
customer experience.

During 2023, the Board held an annual
focused session on the customer experience
focusing on customer performance,
vulnerable customers and customer
complaints.

A key focus for the Board was ensuring that
the new FCA Consumer Duty requirements
were embedded across the Group. Simon
Walker as our Consumer Duty Champion
and the Board received regular updates and
assurance around the implementation of
the Consumer Duty Programme throughout
2023, the embedding of which will continue
in 202L4.

Customers and intermediaries may be
consulted when the business is considering
the launch of a new product to ensure that it
meets their needs, and any concerns raised
are addressed.

@ Further information about our customers can be
found in the Customer section on pages 79-80
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Intermediaries

Our lending products, with the exception of funding

lines and residential development loans, are distributed
via mortgage brokers. Mortgage brokers are vital to our
success; it is important for us to understand the challenges
they face and what they are trying to achieve in terms of
serving their customers, so we can adapt how we support
them and provide an even better service.

The Group’s Sales teams
attended

209

intermediary events
2022: 330

Strategic Report
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Board engagement with
intermediaries

The Board’s engagement with intermediaries
is indirect and Directors are kept informed
of intermediary-related matters through
regular updates at Board meetings. Broker
and borrower satisfaction scores are tracked
on a regular basis, along with details of all
complaints, and are reviewed by the Board
and management monthly.

We pride ourselves in providing unique
and consistent lending propositions across
all lending brands, which fulfil our goal of
making it easier for intermediaries to serve
their customers, our borrowers. Regular
engagement with the broker community

The Board reviewed the trends in
NPS scores for intermediary brokers

Early exposure to the development
of our digitalisation platform

Financial Statements
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extends beyond our propositions and enables
us to continuously enhance the service we
provide, with our business development
managers working closely with intermediaries
to discuss cases and help to obtain swift and
reliable decisions.

The Group’s Sales team participated in 259
physical and virtual intermediary events
during 2023 and 44 hospitality events. The
events were an opportunity for the Sales
team to interact with brokers, discuss their
requirements and keep up to date with
industry developments.
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Shareholders

Our approach to investor engagement is straightforward as
we favour an open dialogue. Active engagement with our
shareholders occurred throughout the year with the Investor
Relations team meeting 206 individual investors via virtual
one-to-one meetings, industry conferences and roadshows.

Engagement with
shareholders

206

individual investors met
2022: 116

\ Remuneration Policy

Governance

Strategic Report

Board engagement with
shareholders

The Board ensures that all shareholders
have equal access to information through
regulatory announcements, general meetings
and publications on our website. The Board’s
primary engagement with investors comes
through the Group’s CEO and CFO, who
meet with investors and sell-side analysts
and present the Group’s results to the
market. The Board receives regular updates
from the Investor Relations function,

which include investor feedback, analysts’
recommendations and market views. The
Board also receives investor feedback from
the Group’s brokers and financial advisers.

Outcomes following
engagement
with shareholders

+ Engaged with shareholder
prior to finalising the Group’s

» The Group successfully
completed its £150m share
repurchase programme during
2028 and has announced a
further £50m share repurchase
programme over the next
six months

__——

SN——
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The most frequent theme raised by investors
in 2023 related to the adverse EIR adjustment
announced in July. In subsequent meetings
hosted by the CEO and CFO investors were
keen to understand the circumstances that
led to the adjustment including the details of
the Precise Mortgages product design, the
relationship between customer behaviour
and interest rate dynamics as well as the
accounting treatment required under IFRS 9.
Sentiment from the meetings was relayed to
the Board and the Chair of the Board met
with a small number of large shareholders to
hear and respond to their feedback.

Investors focused on the outlook for capital
distribution and its relationship with the
expected Basel 3.1 requirements and MREL
qualifying debt securities programme.

The Board welcomed the engagement
from shareholders and considered their
feedback during its deliberations on
shareholder returns.

The Group Remuneration and People
Committee Chair engaged with shareholders
in relation to the new Remuneration Policy
which will be submitted for shareholder
approval at the 2024 AGM.
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Suppliers

Our business is supported by a large number of
suppliers, allowing us to provide a high standard
of service to our customers.

Supplier payments

/%

of all invoices paid within
30 days
2022: 95%

Outcomes following
engagement with suppliers

Governance
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Board engagement with suppliers
The Board does not interact directly with

the Group’s suppliers; however, during the
year the Board maintained oversight of key
supplier relationships including engagement
between the Group Audit Committee and the
external auditor. The Board also considered
the risks associated with suppliers and the
framework for assurance and oversight of key
supplier relationships.

The Group’s Modern Slavery and Human
Trafficking Statements are reviewed and
approved on an annual basis by the
Board and can be found on our website
at www.osb.co.uk.

The Group is committed to complying

with the law and best practice in respect
of Modern Slavery, workforce rights and
the environment. We expect suppliers

to share our commitment by complying
with our Vendor Code of Conduct and
Ethics. The Group has taken steps towards
understanding suppliers’ attitudes towards
ESG to ensure that their values and
aspirations are aligned to the Group’s.

The Group engaged with
suppliers to understand their
aspirations and approach
towards ESG and to ensure that
they are aligned with the Group’s
ESG Strategy
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During 2023, the Group’s suppliers and
business partners were asked to complete a
questionnaire giving us insight to how they
addressed topics such as climate change,
diversity, equality and inclusion and modern
slavery, and to identify areas of focus in the
future. We understand that organisations
will be at various stages of their own ESG
and sustainability journey and we continue
to encourage and support our suppliers with
their transition to an ESG strategy that aligns
to the Group’s ambitions.

Supplier payment practice reports are
published on a six-monthly basis and
approved and signed by the CFO and Group
Chief Operating Officer on behalf of the
main operating entities. The Group enters
into standard terms with suppliers, which
include terms requiring payment within 30
days of the invoice date following receipt of
a valid invoice. Over 97% of all invoices are
paid within 30 days in line with the standard
payment period for qualifying contracts. The
average time taken to pay invoices ranges
from five to nine days across the Group.

The maximum contractual payment period
agreed varies between 30 to 45 days. There
were no changes to the standard payment
terms in the reporting period.

Any complaints received in respect of invoice
payments are considered as part of the
dispute resolution process. During the year,
the Group did not deduct any sums from
payments under qualifying contracts as a
charge for remaining on a supplier list.

The Group also engages with key suppliers
as part of the Group’s Recovery Plan which is
reviewed by the Board.
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Regulators

The Board recognises the importance of having
an open and continuous dialogue with all of our
regulators, as well as other government bodies,
trade associations and UK Finance.

Governance
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Board engagement with regulators
The Board and Group Executive Committee
maintains a proactive dialogue with the

PRA and FCA. Engagement typically takes
the form of regular and ad hoc meetings
attended by both members of the Board and
Group Executives, as well as subject matter
experts. The Chair of the Board and Group
Executives work with the PRA and FCA to
agree the regulatory agenda. The Group
Chief Risk Officer (CRO) and Group Chief
Credit and Compliance Officer in particular
are key to ensuring that expectations are
appropriately managed.

Outcomes following

engagement

» Meetings held with regulators
during the year covered,
amongst other topics, operational
resilience, integration of IT
related matters in the overall risk
management framework and the
Group’s strategic plans. These
are all areas that have been
considered by the Board in its
meetings

Financial Statements
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to future engagement with

the regulator
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The Board and its Committees receive
regular updates in respect of the broader
regulatory developments and compliance
considerations. The PRA was invited to

and attended one Board meeting during
2028, presenting their Periodic Summary
for the year. The regulator is also given the
opportunity to discuss thematic areas with
the Board including operational resilience
and integration of IT related matters in the
overall risk management framework.

The Group regularly interacts with the Bank
of England and His Majesty’s Revenue &
Customs (HMRC), amongst others, helping
the Group’s alignment with the relevant
regulatory frameworks and developments in
the financial services industry.
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Communities

We partner with national and local charities, which offers
employees the chance to make a difference both nationwide
and closer to home.

Board engagement with communities

The Board and management actively encourage and fully support engagement
with our local communities to make a positive impact. Giving something back

to our community is important to all of us, whether it is through volunteering,
fundraising or efforts that help protect our environment, and aligns with the
Group’s Values. Our nominated charity partners are chosen by employees with
the aim of making a meaningful impact to these charities and to the lives of those
that the charities help.

Outcomes following
engagement
with communities

+ Charities, organisations
and good causes
benefitted by over £288k
from donations, employee
fundraising, and the
annual donation linked
to the Demelza Children’s
Savings Account offered
under the Kent Reliance
brand. Further details can
be found on pages 86-87

Group’s sponsorships
and donations

over

£283k

2022: £220k

Strategic Report

Financial Statements Appendices

Governance

Sustainability

Sustainability remains an important topic for the Board and
management. We operate under the highest governance and
ethical standards and we are committed to reducing our
impact on the environment.

The Board and management are mindful of the impact of social and environmental
change on our business and stakeholders and regularly promote awareness of such
issues among our employees, as well as adhering to our plan to become a greener
organisation and comply with enhanced regulation and disclosures.

The Board is responsible for approving the Group’s ESG Strategy and ESG Operating
Framework which sets out how the Group will monitor ESG matters material to the
Group’s Purpose, Vision, Values and stakeholder expectations. The Board oversees an
environmentally friendly culture and ensures that the business is ready to respond

to the growing impact of climate change on the Group’s activities in line with its
Stewardship value. Further details can be found in the Sustainability report on

pages 88-93.

Electricity purchased
in the UK from
renewable tariffs

9%

2022: 100%
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Relations with shareholders
Dialogue with shareholders

The Group has a dedicated Investor Relations
function which maintains regular, open

and transparent dialogue with institutional
investors and sell-side analysts. The team

has access to the CEO and CFO who are
available for meetings with shareholders and
frequently attend industry conferences. Twice
each year, post year-end and half-year
results, the CEO and the CFO participate

in scheduled meetings with larger investors
and remain available outside of this cycle to
discuss areas of topical interest. The Board

is updated on shareholder expectations
following these meetings to ensure that the
strategy is aligned with those expectations.

In 2023, the Investor Relations team
responded to a range of enquiries and points
of feedback raised by shareholders, including
in relation to the adverse EIR adjustment and
capital management planning.

The Board’s primary contact with institutional
shareholders and sell-side analysts is
through the CEO and CFO. The Board is

also regularly presented with shareholders’
feedback, analysts’ recommendations

and market views via Investor Relations
updates, topics which are frequently on the
Board agenda.

The Chairs of each Board Committee are
available to engage with shareholders on any
significant matters that relate to their areas
of responsibility.

Further details can be found on pages 117-126.

Annual General Meeting

Our AGM will be held at our offices at 90
Whitfield Street, Fitzrovia, London WIT 4EZ
on 9 May 2024 at 11lam. The Annual Report
and Accounts and Notice of the AGM will be
sent to shareholders at least 20 working days
prior to the date of the meeting.

Shareholders are encouraged to participate
in the AGM process and all resolutions will

be proposed and voted on at the meeting on
an individual basis by shareholders or their
proxies. Voting results will be announced

and made available on the Company’s
website, www.osb.co.uk. At the 2023 AGM, all
resolutions were passed with at least 80% of
votes in favour.

Workforce policies and practices
The Board is supported by its Committees to
ensure that workforce policies and practices
are consistent with the Company’s core
values and support its long-term success.
The Board monitors and assesses culture

to ensure that it is aligned to the Group’s
continued commitment to treating customers
fairly, carrying out business with integrity
and preventing bribery, corruption, fraud or
the facilitation of tax evasion and modern
slavery. The Board, with the support of its
Committees, approves key policies and
practices which impact the workforce and
drive their behaviours. Training is provided
to employees to ensure that the policies are
embedded within the culture. Further details
of workforce policies and practices are
included on pages 88-93.
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Division of responsibilities

Roles of the Chair of the Board
and Chief Executive Officer

The roles of Chair of the Board and CEO are
distinct and held by David Weymouth and
Andy Golding respectively. There is a clear
division of responsibilities, which has been
agreed by the Board and formalised in a
schedule of responsibilities for each. The SID
and NED roles and responsibilities have also
been clearly established.

The Chair of the Board, who was
independent on appointment, leads

the Board’s overall effectiveness and
direction of the Group by ensuring the
appropriate balance of skills, experience and
development so that it can focus on the key
issues affecting the business. He also leads
the Board to ensure that it acts effectively.

Under delegated authority from the Board,
Andy Golding, as CEQ, is responsible for
the day to day running of the Group and
implementing the strategy, achieving

this with the support of the Group
Executive Committee.

Strategic Report
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A summary of the key areas of responsibility of the Chair of the Board and CEO and how these have been discharged during the year, are set

out below and on the following page.

Chair responsibilities

Activities carried out in 2023

Chairing the Board and general meetings of
the Company

David chaired all Board meetings held during 2023, including the AGM

Setting the Board agenda and ensuring that
adequate time is available for discussion of all
agenda items

The Chair of the Baord sets the annual calendar of Board business and the agenda for
each meeting is agreed in advance of each meeting by the Chair of the Board, CEO and
Company Secretary

Promoting the highest standards of integrity,
probity and corporate governance throughout
the Company

The Board received regular updates from its Committees and on changes in corporate
governance and its application to the Group. The annual Board Effectiveness review also
checks that this is working appropriately

Ensuring that the Board receives accurate, timely
and clear information in advance of meetings

The Chair of the Board, in liaison with the Company Secretary and the CEO, agreed the
information to be distributed to the Board in advance of each meeting

Promoting a culture of openness and debate by
facilitating the effective contribution of all NEDs.
Ensuring constructive relations between Executives
and NEDs and the CEO in particular

The Chair of the Board ran meetings in an open and constructive way, encouraging
contributions from all Directors and regularly met with NEDs without management present
so that any concerns could be expressed

Regularly considering succession planning and
the composition of the Board

The Board received regular updates from the Group Nomination and Governance
Committee on succession planning activities, details of which are set out on pages 132-133

Ensuring training and development needs of
all Directors are met and that all new Directors
receive a full induction

The Chair of the Board, in liaison with the Company Secretary, reviewed the Directors’
training requirements. Details of training held during the year are given on page 129

Ensuring effective communication with
shareholders and stakeholders

The Chair of the Board, along with other members of the Board, is available should any
shareholders or other key stakeholders wish to speak to him. During the year, a small
number of our larger shareholders requested meetings with the Chair of the Board
following the adverse EIR adjustment trading update in July. The Chair of the Board also
attended private meetings with the regulators during 2023
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Chief Executive Officer’s
responsibilities

Andy Golding ensures that the Group
operates effectively at strategic, operational
and administrative levels. He is responsible
for all the Group’s activities; he provides
leadership and direction to encourage others
to effect strategies agreed by the Board;
channels expertise, energy and enthusiasm;
builds individual capabilities within the
team; develops and encourages talent
within the business; identifies commercial
and business opportunities for the Group,
building strengths in key areas; and is
responsible for all commercial activities of
the Group, liaising with regulatory authorities
where appropriate. He is responsible for

the quality and financial well-being of the
Group, represents the Group to external
organisations and builds awareness of the
Group externally.

An experienced Group Executive Committee,
comprising specialists in finance, banking,
risk, operations, internal audit, legal and

IT matters, assist the CEO in carrying out
his responsibilities. The biographies for the
Group Executive Committee are set out on
pages 108-109.

Senior Independent Director

Noél Harwerth assumes the role of the SID.
The SID’s role is to act as a sounding board
for the Chair of the Board, another point of
contact for other NEDs and an alternative
route of communication to shareholders
when other channels of engagement have
not been successful. She also leads the
annual appraisal on Chair performance.

Group Executive Committee

The CEO chairs the Group Executive
Committee, whose members also include the
CFO, Deputy CFO, Group Chief Operating
Officer, Group Chief Risk Officer (CRO),
Group General Counsel and Company
Secretary, Group Commercial Director,
Group Chief Information Officer, Group
Chief Credit and Compliance Officer,
Group Managing Director for Mortgages
and Savings and the Group Chief Internal
Auditor. The Group Executive Committee

is supported by a number of Management
Committees. The purpose of the Group
Executive Committee is to assist the CEO in
the performance of his duties, including:

* The development and implementation
of the strategic plan as approved by
the Board

* The development, implementation and
oversight of a strong operating model that
supports the strategic plan

* The development and implementation
of systems and controls to support the
strategic plan

» To review and oversee operational and
financial performance

» To prioritise and allocate the Group’s
resources in accordance with the
strategic plan

+ To oversee the development of a high-
performing senior management team

» To oversee the customer proposition
and experience to ensure consistency
with the Group’s obligation to treat
customers fairly

Strategic Report
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« To oversee the appropriate protection and
control of private and confidential data

+ To review and oversee the key and
strategic business risks

+ To oversee how the Group’s Purpose,
Vision and Values are being embedded

» To oversee the Risk and Compliance
functions, with a view to ensuring the
effective management of risks across OSB
and CCFS as individual entities and on an
aggregated basis.

+ To oversee and lead the embedding of the
ESG Strategy and Operating Framework

The areas of focus for the Group Executive
Committee during the year included:

» Consumer Duty

+ Digitalisation

+ Capital and funding

* Human resources and succession planning

» Governance, control and risk environment
- current and forward-looking

* Monitoring target operating model progress
» Culture — Purpose, Vision and Values

+ ESG matters, including climate change

» Operational and customer service

» IT security and cyber risk

Financial Statements
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Company Secretary

The Company Secretary, Jason Elphick,
plays a key role within the Group, advising
on good governance and assisting the Board
to discharge its responsibilities, acting with
integrity and independence to protect the
interests of the Company, its shareholders
and employees of the Group. Jason advises
the Board on statutory and regulatory
compliance matters and works closely with
the Chair of the Board, Committee Chairs
and the CEO to ensure the highest standards
of board governance are upheld. Jason

also provides the Directors with advice and
support, including facilitating induction
programmes and training in conjunction with
the Chair of the Board.

Non-Executive Directors’ terms of

appointment and time commitment
NEDs are appointed for terms of three
years, subject to annual re-election

by shareholders. The initial term may

be renewed up to a maximum of three
terms (a total of nine years). The terms of
appointment of NEDs specify the amount
of time they are expected to devote to the
business, which is a minimum of two and a
half days per month, calculated based on
the time required to prepare for and attend
Board and Committee meetings, the AGM,
meetings with shareholders and training.

NEDs are also committed to working
additional hours as may be required in
exceptional circumstances. NEDs are required
to confirm annually that they continue to
have sufficient time to devote to the role.
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Board resources

Induction, training and development
The Chair of the Board ensures that all
Directors receive a tailored induction on
joining the Board, with the aim of providing
a new Director with the information required
to allow him or her to contribute to the
running of the Group as soon as possible.
The induction programme is facilitated
and monitored by the Company Secretary
to ensure that all information provided is
fully understood by a new Director and
that any queries are dealt with. Typically,
the induction programme will include a
combination of key documents and face-
to-face sessions covering the governance,
regulatory and other arrangements of

the Group.

As senior managers, under the Senior
Managers Regime operated by the PRA and
FCA, all Directors are required to maintain
skills, knowledge and a certain level of
expertise in order to meet the demands of
their positions of ‘significant influence’ within
the Group. As part of the annual fitness and
propriety assessment, Directors are required
to complete a self-certification that they
have undertaken sufficient training during
the year to maintain their skills, knowledge
and expertise and to make declarations as
to their fitness and propriety. The Company
Secretary supports the Directors to identify
relevant internal and external courses to
ensure that Directors are kept up to date with
key regulatory changes, their responsibilities
as senior managers and other matters
impacting the business.

Information and support

The Company Secretary and the Chair of the
Board agree an annual calendar of matters
to be discussed at each Board meeting to
ensure that all key Board responsibilities are
discharged over the year. Board agendas are
then distributed with accompanying detailed
papers to Directors in advance of each Board
and Committee meeting. These include
reports from Executive Directors and other
members of senior management. All Directors
have direct access to senior management
should they require additional information on
any of the items to be discussed. The Board
and Group Audit Committee also receive
regular and specific reports to allow the
monitoring of the adequacy of the Group’s
systems and controls.

The information supplied to the Board and

its Committees is kept under review and
formally assessed on an annual basis as part
of the Board evaluation exercise to ensure
that it is fit for purpose and that it enables
sound decision-making. As an initiative to
support boardroom dynamics, the Company
Secretary’s office proactively initiated plans
during the fourth quarter of 2023 to improve
the communication flows between the Board
and management and a simplification review
of Board governance arrangements will

be undertaken during 2024. This supports
the sentiments of respondents from the

2023 Board Evaluation exercise. Please see
pages 129-130.

There is a formal procedure through

which Directors may obtain independent
professional advice at the Group’s expense.
The Directors also have access to the services
of the Company Secretary as described on
page 128.
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Directors’ indemnities

The Articles provide, subject to the provisions
of UK legislation, an indemnity for Directors
and Officers of the Group in respect of
liabilities they may incur in the discharge

of their duties or in the exercise of their
powers, including any liabilities relating to
the defence of any proceedings brought
against them, which relate to anything done
or omitted, or alleged to have been done or
omitted, by them as Officers or employees of
the Group.

Directors’ and Officers’ Liability Insurance
cover is in place for all Directors and Officers.

Directors’ powers

As set out in the Articles, the business of the
Company is managed by the Board, which
may exercise all the powers of the Company.
In particular, save as otherwise provided in
company law or in the Articles, the Directors
may allot (with or without conferring a right
of renunciation), grant options over, offer, or
otherwise deal with or dispose of shares in
the Company to such persons at such times
and generally on such terms and conditions
as they may determine. The Directors may
at any time after the allotment of any share
but before any person has been entered

in the Register as the holder, recognise a
renunciation thereof by the allottee in favour
of some other person and may accord to
any allottee of a share, a right to effect such
renunciation upon and subject to such terms
and conditions as the Directors may think

fit to impose. Subject to the provisions of
company law, the Company may purchase
any of its own shares (including any
redeemable shares).
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Despite this activity the Board remains
satisfied that its current composition allows
it to operate effectively and that all Directors
are able to bring specific insights and make
valuable contributions to the Board, due to
their varied commercial backgrounds. The
NEDs constructively challenge the Executive
Directors and the Chair of the Board ensures
that the views of all Directors are taken into
consideration in the Board’s deliberations.

The Directors’ biographies can be found on
pages 106-107.

Board evaluation

The Board undertakes an external
effectiveness review once every three

years, with the next scheduled in 2024. This
year, an internal effectiveness review was
conducted for the Board and its Committees.
Independent Audit was commissioned to
facilitate the 2023 Board Evaluation, which
included the production and dissemination of
questionnaires to members of the Board, its
Committees, and certain Group Executives.
Responses from the questionnaires were
analysed by Independent Audit and formed
the basis of the internal self-assessment
report, which was presented to the Board and
its Committees who discussed the findings.

The 2023 Board Evaluation concluded

that the Board continued to work well
together, fostering balanced and thorough
Board deliberations. There were regular
considerations of stakeholder impacts.

The relationship between the Board

and management remains positive and
respondents were confident of the work and
value added by the Committees.
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Board evaluation continued

Suggested areas for development are set out below:

Proposed actions to address development areas:

Strategic Report

Governance

Financial Statements

Appendices

Following a review, the Board was satisfied that the actions arising from the 2022 Board
Evaluation were satisfactorily closed. The outcomes are summarised below:

Progress against actions from the 2022 Evaluation

Outcomes

People and Culture:

» Increase the diversity of metrics used to
measure culture and behaviours

» Greater linkage of people and culture to
the Group’s overall strategy

»  Overseeing the appointment of a new
Chief People Officer

This continues to be developed by the
Board. The Group Remuneration and
People Committee has spent time refining
the reference metrics to be used for ESG
performance measurement

A Group People and Culture strategy
was approved by the Board in 2023 and
implementation has commenced

Continue to focus on the long-term strategy
of the Group

Time was allocated to discuss the Group’s
long-term strategy at Board meetings in 2023

Board Oversight

* Improved understanding of the
business through training and
development programmes

» Facilitate further strategic oversight by
dedicating sufficient time on the agenda
to shaping strategic direction and
monitoring progress on delivery

» Board deep dives to refine the
governance approach for oversight of
material projects

Facilitation of inductions and board training
to assist with the development of Board
members’ knowledge and capabilities to
enhance their effectiveness, whilst leveraging
business insights from the Board Champions
to ensure they are discussed and considered
as part of strategic deliberations

The Board attended a series of optional
deep dive topics during 2023 to improve
their understanding of the business

The Company Secretary has been supporting
more strategic agenda setting for Board
meetings to facilitate strategic oversight

In 2023 the Board conducted a dedicated
session on oversight of material projects

Develop deeper understanding of the role

of technology in the Group’s strategy, in
particular the ability of IT systems to support
the strategy, as well as managing cyber risk

Members of the Board participated in cyber
risk war game training in September 2023, in
addition to general cyber risk training. During
2023, the Board received regular updates

on its digitalisation programme and the
implications from an IT and data perspective.
Management reported several planned
activities around the decommissioning of the
legacy IT infrastructure, as well as progress of
migrating to cloud based IT platforms

The Board also attended optional workshops
focused on technology issues

Oversee the development of a broader
People strategy, with particular reference to
culture and engagement

The Group People and Culture Strategy
was presented to, and approved by, the
Board which focused on the culture, skills,
characteristics and diversity needed to
underpin the Group’s overall strategy

Board Reporting

» Continue to improve the quality of
information to the Board
»  More discussion time on strategic delivery

Continued support of the information

flow between the Board and senior
management. Work is underway to improve
the type of information, as well as tools

to facilitate improved b