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OneSavings Bank plc
Strategic Report

For the Year Ended 31 December 2023

The Directors present their Annual Report, including the Strategic Report, Directors’ Report and
Statement of Directors’ Responsibilities, together with the audited Consolidated Financial Statements
and Auditor’s Report for the year ended 31 December 2023.

OneSavings Bank plc (the Company or OSB) is a wholly-owned subsidiary of OSB GROUP PLC
(OSBG). The Group comprises OSB and its subsidiaries; the OSB Group comprises OSBG and its
subsidiaries.

Our business model

The Group is a leading specialist mortgage lender, primarily focused on carefully selected sub-
segments of the UK mortgage market. Our specialist lending is predominantly supported by our Kent
Reliance and Charter Savings Bank (CSB) retail savings franchises. Our purpose is to help our
customers, colleagues and communities prosper.

Resources and relationships

Brands and heritage

We have a family of specialist lending brands targeting selected segments of the mortgage market
which are underserved by large UK banking institutions. We have well-established savings franchises
through Kent Reliance, with its 160-year heritage, and the CSB brand.

Colleagues

Our team of highly skilled employees possess expertise and in-depth knowledge of the lending,
property, capital and savings markets, underwriting and risk assessment, and customer management.

Infrastructure

We benefit from cost and efficiency advantages provided by our wholly-owned subsidiaries, OSB India,
as well as credit expertise and mortgage administration services provided by Charter Court Financial
Services (CCFS).

Relationships with intermediaries and customers

Our strong and deep relationships with the mortgage intermediaries that distribute our products continue
to win us industry recognition.

Capital strength

We have a strong common equity tier one (CET1) ratio and capability to generate capital through
profitability.
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Strategic Report (continued)
For the Year Ended 31 December 2023

Our business model explained

The Group operates its lending business through two segments: OSB and CCFS.

OneSavings Bank

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 the
best 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.

Buy-to-Let/Small and Medium Enterprises (SME) sub-segments

Buy-to-Let

We provide loans to limited companies and individuals, secured on residential property held for
investment purposes. We target experienced and professional landlords or high net worth individuals
with established and extensive property portfolios.

Commercial mortgages

We provide loans to limited companies and individuals, secured on commercial and semi-commercial
properties held for investment purposes or for owner-occupation.

Residential development
We provide development loans to small and medium sized developers of residential property.
Funding lines

We provide loans to non-bank finance companies secured against portfolios of financial assets,
principally mortgages.

Asset finance

We provide loans under hire purchase, leasing and refinancing arrangements to UK SMEs and small
corporates to finance business-critical assets.

Residential sub-segment

First charge

We provide loans to individuals, secured by a first charge against their residential home. Our target
customers include those with a high net worth and complex income streams, and near-prime borrowers.

We are also experts in shared ownership, lending to first-time buyers and key workers buying a property
in conjunction with a housing association.
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Our business model explained (continued)
Charter Court Financial Services
Specialist lending business

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.

Buy-to-Let

We provide products to professional and non-professional landlords with good quality credit histories,
through a wide product offering, including personal and limited company ownership.

Residential

We provide a range of competitive products to prime borrowers and complex prime borrowers, including
self-employed, as well as near-prime borrowers.

Bridging

We focus on lending to customers with short-term cash flow needs, for example, to cover light
refurbishments, home improvements, auction purchases and to ‘bridge’ delays in obtaining mortgages
and ‘chain breaks’.

Second charge

Second charge products under the Precise Mortgage brand were withdrawn in the first half of 2022 and
are no longer available to new customers.

Retail savings

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

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 post, 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 Personal Finance Awards named Kent Reliance as
Best Fixed Rate Savings Provider.
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Our business model explained (continued)

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

Our 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.

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 c¢.£330m of mortgage loans, and issued c.£300m of
AAA rated senior bonds. 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.

Unique 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.
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Our business model explained (continued)
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 (NPS).

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 considerably in the year with the regretted attrition rate to 12% for 2023 demonstrating
strong culture and the Company’s compelling employee proposition.

OSBI operates a fully paperless office — all data and processing are in the UK.
Environmental, social and governance (ESG)
We operate in a sustainable way with relevant ESG matters at the heart of all 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 foundations for
progressing towards Net Zero by the 2050 target. The Company 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.

Relationships with our key stakeholders

Building strong relationships with all of our stakeholders through regular engagement and open dialogue
is fundamental to achieving the Group’s purpose to help our customers, colleagues and communities
prosper. Our relationships with our stakeholders are central to the Group’s strategy and culture; and
are embedded in the Board’s responsibilities.

We outline below how the Group and its Directors engaged with key stakeholders, and in doing so,
discharged their duties under section 172 of the Companies Act 2006.
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Relationships with our key stakeholders (continued)
Colleagues

Our colleagues are our key asset and our success 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 Chief Executive Officer (CEQO), with the questions and responses available
on the intranet. These methods of engagement proved popular with employees and have contributed
to many initiatives that were undertaken by the business during the year, including enhancements to
UK Family Benefits.

Board engagement with colleagues

The Group has adopted a combination of methods for engaging with its workforce, including the
establishment of a formal Workforce Advisory Forum (Our Voice) and a designated Non-Executive
Director (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 the 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. Employee
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. Following the
results of the survey, the Group received 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.

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.
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Relationships with our key stakeholders (continued)

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 employees and adapts them
where necessary.

Outcomes following engagement

- Completed an extensive review of the UK family benefits package including significant
enhancements to the Maternity, Adoption and Parental leave policies.

- The Board approved the new People and Culture Strategy which sets 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.

- Approved a higher salary increase for over 80% of employees in 2023 in light of the high rate of
inflation. This was focused towards less senior employees.

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.

We offered our savers an opportunity to let us know how we are doing whenever they call or interact
with the Banks 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 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 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 had its annual deep dive on the customer experience focusing on customer
performance, vulnerable customers and customer complaints.
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Relationships with our key stakeholders (continued)

A key focus for the Board was ensuring that the new Financial Conduct Authority (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 2024.

Customers and intermediaries may be consulted when the business is considering the launch of a new
product to ensure it meets their needs and any concerns raised are addressed.

Outcomes following engagement with customers
- A Customer and Product Committee was established to ensure customer outcomes remain at

the heart of the Group’s product proposition.

- Simon Walker, Group Risk Committee chair, was appointed the Board’s Consumer Duty
Champion.

- Conducted all-employee training and Consumer Duty roadshows to support with embedding
the Group’s Consumer Duty programme.

The savings NPS for Kent Reliance in 2023 was +71 (2022: +64), for Charter Savings Bank was 62
(2022: +61) and for OSB and CCFS broker NPS +57 (2022: OSB +37, CCFS +39).

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 the way in which we support them, to provide an even better service.

How the Board has engaged 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 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 teams participated in 259 physical and virtual intermediary events during 2023 and
44 hospitality events. The events are an opportunity for the Sales team to interact with brokers, discuss
their requirements and keep up to date with industry developments.

Outcomes following engagement with intermediaries
- The Board reviewed the trends in NPS scores for intermediary brokers.
- Early exposure to the development of our digitalisation platform.

In 2023, the Group’s representatives participated in over 259 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).

10
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Relationships with our key stakeholders (continued)
Suppliers

Our business is supported by a large number of suppliers, which allows the Group to provide high
standards of service to our customers.

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.

Supplier payment practice reports are published on a six-monthly basis and approved and signed by
the CFO and 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 days to 45 days. There have been 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.

We are committed to complying with both the law and best practice in respect of Modern Slavery,
workforce rights and the environment. We expect our suppliers to share that commitment by complying
with our Vendor Code of Conduct and Ethics.

The Group’s Modern Slavery and Human Trafficking Statement is reviewed and approved on an annual
basis by the Board and can be found on our website at www.osb.co.uk.

ESG is being embedded into every aspect of our business and part of doing so is to ensure that our
suppliers share similar values and aspirations to our own.

During 2023, our suppliers and business partners were asked to complete a questionnaire in order for
us to understand how they are addressing topics such as climate change, Diversity, Equity 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.

Outcomes following engagement with suppliers

- The Group engaged with suppliers to understand their aspirations ad approach towards ESG and
to ensure that they are aligned with the Group’s ESG Strategy.

11
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Relationships with our key stakeholders (continued)
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.

Board engagement with Regulators

The Board and Group Executive Committee maintains a proactive dialogue with the Prudential
Regulation Authority (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 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 2023, 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.

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.

- Agreed the Group/s approach to future engagement with the regulator.

Communities

The Group partners with national and local charities, which offer employees the chance to make a
difference both nationwide and closer to home.

The 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 £288k from donations, employee

fundraising, and the annual donation linked to the Demelza Children’s Savings Account offered
under the Kent Reliance brand.

12



OneSavings Bank plc

Strategic Report (continued)
For the Year Ended 31 December 2023

Relationships with our key stakeholders (continued)
Environment

Sustainability remains an important topic for the Board and management. The Group operates under
the highest governance and ethical standards and is focused on reducing its 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 that are 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.

Section 172 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 to 125 in the Corporate Governance Report in the OSB Group’s Annual Report
demonstrates 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 below. Pages 7 to 12 and those that follow, set out examples of how Directors complied with the
requirements of section 172 during the year.

Decision making
The Board recognises that 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.

13
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Section 172 statement (continued)
Key strategic decisions in the year
People and Culture Strategy

During the year the Board approved the People and Culture Strategy which sets 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 course of 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 via 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 have received positive feedback from colleagues.

Effective Interest Rate (EIR) adjustment

The Board supported the adverse effective interest rate adjustment in the first half of the year on the
Precise Brand which reflected the mortgages product design, impact on customer behaviour and the
IFRS 9 accounting treatment.

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 the Consumer Duty Champion to support the
Board’s oversight in relation to delivering good outcomes for customers, particularly, those who require
additional support.

As part of the embedding process a number of enhancements have been made across the Group
including all-employee training and Consumer Duty roadshows.

The Board continued to monitor the evolution of customer reporting and enhancements 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 digitisation 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 digitisation will
be a key focus for the Board in the coming years.

14
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Market review
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 both 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 prices which began in 2022 carried on into 2023 with prices rising by 10.1% in 12 months
to January 2023.

The Bank of England implemented five successive increases in the base rate in 2023, with the objective
of reducing inflation towards its 2.0% target. Overall, 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 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 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 2023.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).

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 an average of 3.64% in 2022 to a peak of 5.45%
in 2023, reflecting a higher SONIA vyield curve and signs of increasing competition in the second half of
the year. 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 products increasing by an
average of 161bps in 2023.

15
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Market review (continued)
The Group’s lending sub-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. 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 have chosen to exit the
market. However, it is likely that this activity was more concentrated towards amateur landlords with
single properties or small portfolios. 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 illustrates that professional, multi-
property landlords that form the Group’s customer base will play an increasing role in the sector’s future.

Data collected by RICS shows that the private rented sector still has 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 reports 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 Q4 2023 compared to a year earlier.
Research conducted by BVA BDRC suggests that over half (51%) of landlords plan to increase rents
in the next six months, with most suggesting an increase is necessary to cover the running costs of the
property.

Residential

According to UK Finance, total Residential loans to homeowners reached £186bn in 2023, a decrease
of 26% from £250bn in 2022. Within this total, purchase activity declined by 28% to £121bn (2022:
£168bn) while remortgaging 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. 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 2023, supported by
stable of 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.
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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 are
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 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 Q3 2023 than
Q3 2022, whilst new build starts were down 47%.

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.
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Key performance indicators (KPIs)

Throughout the Strategic report the Key performance indicators (KPIs) are presented on a statutory and
an underlying basis.

Management believes that the underlying results and the underlying KPIs provide a more consistent
basis for comparing the Group’s performance between financial periods. Underlying KPIs exclude
integration costs and other acquisition-related items.

For a reconciliation of statutory results to underlying results, see page 28.

1. Gross new lending

Statutory £4.7bn (2022: £5.8bn)

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

2023 performance:

Gross new lending decreased 20% in the year and reflecting subdued mortgage market due to rising
interest rates and affordability pressures.

2. Loan loss ratio

Statutory 20bps (2022: 13bps)
Underlying 20bps (2022: 14bps)

Definition - Loan loss ratio is defined as impairment losses expressed 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.

3. Net interest margin (NIM)

Statutory 231bps (2022: 278bps)
Underlying 251bps (2022: 303bps)

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:

Both 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 partially offset by the impact of lower mortgage
lending during a period of extreme swap spread volatility.
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4. Cost to income ratio

Statutory 36% (2022: 27%)
Underlying 33% (2022: 25%)

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.

5. Management expense ratio

Statutory 82bps (2022: 81bps)
Underlying 81bps (2022: 80bps)

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.

6. Return on equity

Statutory 19% (2022: 20%)
Underlying 20% (2022: 23%)

Definition - Return on equity (RoE) 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 due to the
adverse EIR adjustment.

7. OSB solo CRD IV Common Equity Tier 1 capital ratio

The PRA has granted the Company a waiver to comply with the Capital Requirements Regulation
(CRR) as an individual consolidation which includes the Company and subsidiaries except for the
offshore servicing entity OSBI, Special Purpose Vehicles (SPVs) relating to securitisations and the
CCFS entities acquired in October 2019, defined as OSB solo.

OSB solo 16.9% (2022: 18.4%)

Definition
This is defined as CET1 capital as a percentage of risk-weighted assets (calculated on a standardised
basis) and is a measure of the capital strength of the Company.

2023 performance:

The CET1 ratio remained strong, although reduced marginally as capital generation from 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.
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8. Savings customer satisfaction — Net Promoter Score

OSB +71 (2022: +64)
CCFS +62 (2022: +61)

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 0 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 review

Summary statutory results for 2023 and 2022

For the year ended

31 December

For the year ended

31 December

2023 2022
Summary Profit or Loss £m £m
Net interest income 658.9 709.9
Net fair value gain on financial instruments (4.4) 58.9
Gain on sale of financial instruments - -
Other operating income 3.9 6.6
Administrative expenses (233.8) (206.5)
Provisions (0.4) 1.6
Impairment of financial assets (48.8) (29.8)
Impairment of intangible assets - -
Integration costs - (7.9)
Exceptional items - -
Profit before taxation 375.4 532.8
Profit after taxation 283.6 411.3
Key ratios
Net interest margin 231bps 278bps
Cost to income ratio 36% 27%
Management expense ratio 82bps 81bps
Loan loss ratio 20bps 13bps
Return on equity 19% 20%
As at As at
31 December 31 December
2023 2022
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 29,594.2 27,567.5
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Statutory Profit

The Group’s statutory profit before tax decreased by 30% to £375.4m (2022: £532.8m) 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 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 £283.6m in 2023, a decrease of 31% from £411.3m 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% 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 return on equity for 2023 was 19% (2022: 20%).
Net Interest Income

Statutory net interest income decreased by 7% in 2023 to £658.9m (2022: £709.9m), as the benefit of
the net loan book growth was more than offset by the adverse EIR adjustment of £210.7m on a statutory
basis.

Statutory net interest margin (NIM) was 231bps compared to 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
partially offset by the impact of some lower margin lending during a period of extreme swap spread
volatility. The total net adverse EIR adjustment accounted for 72bps of statutory NIM for the year ended
31 December 2023.

Net fair value gain 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: £57.1m 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 gain of £2.6m from other items (2022: £1.5m loss).

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 gain unwinds over the life of the swaps
through hedge accounting inception adjustments.
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Other operating income

Statutory other operating income of £3.9m (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 £233.8m in 2023 (2022: £206.5m) largely due
to the balance sheet growth and the anticipated impact of inflation and planned investment in people
and operations, including digital solutions and enhancing our customer propositions.

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

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 £7.4m.

As at 31 December 2023, the Group’s balance sheet provisions were further reduced by write-offs of
£33.6m, where loans are written off against the related provision when the underlying security is 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 the integration costs on the third anniversary of
combination with CCFS in October 2022. In the prior year, £7.9m of integration costs largely related to
redundancy costs and advice on the Group’s future operating structure.

Balance sheet growth

On a statutory basis, net loans and advances to customers grew by 9% to £25,765.0m in 2023 (2022:
£23,612.7m), supported by originations of £4.7bn in the year and strong retention.

Total assets also grew by 7% to £29,594.2m (2022: £27,567.5m), 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 the savers continued to choose the Group’s consistently fair and
attractively priced products.

The Group complemented its retail deposits funding with drawings under the Bank of England’s
schemes. Drawings under the Term Funding Scheme for SMEs as at 31 December 2023 reduced to
£3.3bn as at 31 December 2023 as the Group repaid £900m of the funding using retail deposits and
wholesale funding in the second half of the year (31 December 2022: £4.2bn). The company repaid
£450m. Drawings under the Index Long-Term Repo scheme were £10.1m (2022: £300.9m).

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 (HQLA).

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 (2022: £1,494.1m
and £1,522.8m, respectively).
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OSB and CCFS 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.

Capital

The OSB solo capital position remained strong with a CET1 capital ratio of 16.9% as at 31 December
2023 (2022: 18.4%).

Summary cash flow statement

For the year For the year

ended ended

31 December 31 December

2023 2022

Profit before tax 375.4 532.8
Net cash generated/(used in):

Operating activities 421.3 428.2

Investing activities (301.2) 63.2

Financing activities (650.2) (184.0)

Net increase in cash and cash equivalents (530.1) 307.4

Cash and cash equivalents at the beginning of the 3,044.1 2,736.7

period
Cash and cash equivalents at the end of the period 2,514.0 3,044.1

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 on derivative exposures and
received £38.8m of initial margin, reflecting a reduction in swap pricing in the fourth quarter. Cash used from
financing activities of £650.2m included finance repaid: TFSME scheme repayments of £450m 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 £335.0m of share repurchase which
were partially offset by funding through securitisations, senior notes and subordinated liability issuances
raising £1,141.6m. Cash used in investing activities was £301.2m.

In 2022, loans and advances to customers increased by £2,563.1m during the year, partially funded by
£2,229.4m 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 £184.0m 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.
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Summary of underlying results for 2023 and 2022

For the year ended
31 December

For the year ended
31 December

2023 2022
Summary Profit or Loss £m £m
Net interest income 715.0 769.1
Net fair value (loss)/gain on financial instruments (10.8) 48.5
Gain on sale of financial instruments - -
Other operating income 3.9 6.6
Administrative expenses (232.1) (202.7)
Provisions (0.4) 1.6
Impairment of financial assets (48.5) (30.7)
Profit before taxation 427.1 592.4
Profit after taxation 320.7 450.0
Key ratios
Net interest margin 251bps 303bps
Cost to income ratio 33% 25%
Management expense ratio 81bps 80bps
Loan loss ratio 20bps 14bps
Return on equity 20% 23%
As at As at
31 December 31 December
Extracts from the Statement of Financial 2023 2022
Position £m £m
Loans and advances 25,739.6 23,529.8
Retail deposits 22,126.6 19,755.2
Total assets 29,570.0 27,488.4

Alternative performance measures

The Group presents alternative performance measures (APMs) in this Strategic report as Management
believe they provide a more consistent basis for comparing the Group’s performance between financial

periods.

Underlying results for 2023 and 2022 exclude integration costs and other acquisition-related items. A
reconciliation of statutory to underlying results is disclosed on page 28.

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.
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Underlying profit

The Group’s underlying profit before tax decreased by 28% to £427.1m from £592.4m in 2022. The
benefit of net loan book growth was more than offset by the adverse underlying effective interest rate
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 £320.7m, down 29% (2022: £450.0m), 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 was 20% (2022: 23%).
Net interest income

Underlying net interest income decreased by 7% to £715.0m in 2023 (2022: £769.1m), as the benefit
of net loan book growth was more than offset by the 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 reversionary rate before refinancing based
on observed customer behavioural trends.

The underlying net interest was 251bps compared to 303bps in the prior year, down 52bps, largely due
to the adverse EIR adjustment and as a benefit of the lower cost of retail funding was partially offset by
the impact of tighter mortgage margins due to the volatile mortgage swap spreads. The adverse EIR
adjustment accounted for 63bps of underlying NIM for the year ended 31 December 2023.

Net fair value gain on financial instruments

Underlying net fair value loss on financial instruments of £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, a gain of £2.0m (2023: £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. 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 £3.9m 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.
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Administrative expenses

Underlying administrative expenses were up 15% to £232.1m in 2023 (2022: £202.7m), largely due to
the balance sheet growth and anticipated impact of inflation and planned investment in people and
operations, including digital solutions and enhancing our customer propositions.

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.

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

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 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 the 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 are written off against the related provision when the underlying security is 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 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.

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 £29,570.0m (31 December 2022: £27,488.4m), 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.

The Group complemented its retail deposits funding with drawings under the Bank of England’s
schemes. Drawings under the Term Funding Scheme for SMEs (TFSME) reduced to £3.3bn as at 31
December 2023 as the Group repaid £900m of the funding using retail deposits and wholesale funding
in the second half of the year (2022: £4.2bn). The company repaid £450m. Drawings under the Index
Long-Term Repo scheme were £10.1m (2022: £300.9m).
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Reconciliation of statutory to underlying results

2023 2022
Reverse Reverse
acquisition- acquisition-
related and related and
Statutory  exceptional Underlying Statutory  exceptional Underlying
results items results results items results
£m £m £m £m £m £m
Net interest income 658.9 56.1 715.0 709.9 59.2' 769.1
Net fair value gain/(loss) on financial (4.4) (6.4) (10.8) 58.9 (10.4)? 48.5
instruments
Other operating income 3.9 - 3.9 6.6 — 6.6
Total income 658.4 49.7 708.1 775.4 48.8 824.2
Administrative expenses (233.8) 1.7 (232.1), (206.5) 3.8 (202.7)
Provisions (0.4) - (0.4) 1.6 — 1.6
Impairment of financial assets (48.8) 0.3 (48.5) (29.8) 0.9y (30.7)
Integration costs - - - (7.9) 7.9 -
Profit before tax 375.4 51.7 4271 532.8 59.6 592.4
Profit after tax 283.6 371 320.7] 411.3 38.7 450.0
Summary
Summary Balance Sheet Balance Sheet
Loans and advances to customers 25,765.0 (25.4) 25,739.6/ 23,612.7 (82.9y 23,529.8
Other financial assets 3,722.8 1.3 3,724.1 3,878.9 9.1" 3,888.0
Other non-financial assets 106.4 (0.1) 106.3 75.9 (5.3)" 70.6
Total assets 29,594.2 (24.2) 29,570.00 27,567.5 (79.1) 27,488.4
Amounts owed to retail depositors 22,126.6 - 22,126.6) 19,755.8 (0.6)" 19,755.2
Other financial liabilities 5,274.6 - 5,274.60 55485 0.8" 5,549.3
Other non-financial liabilities 46.7 (6-3) 40.4 61.4 (30.2)" 31.2
Total liabilities 27,447.9 (6.3) 27,441.6| 25,365.7 (30.0) 25,335.7
Net assets 2,146.3 (17.9) 2,128.4 2,201.8 (49.1) 2,152.7
1. Amortisation of the net fair value uplift to CCFS’ mortgage loans and retail deposits on Combination
2. Inception adjustment on CCFS’ derivative assets and liabilities on Combination
3. Amortisation of intangible assets recognised on Combination
4. Adjustment to expected credit losses on CCFS loans on Combination
5. Reversal of integration costs related to the Combination
6. Recognition of a fair value uplift to CCFS’ loan book less accumulated amortisation of the fair value uplift and a movement on credit provisions
7. Fair value adjustment to hedged assets
8. Adjustment to deferred tax asset and recognition of acquired intangibles on Combination
9. Fair value adjustment to CCFS'’ retail deposits less accumulated amortisation

10. Fair value adjustment to hedged liabilities
11. Adjustment to deferred tax liability and other acquisition-related adjustments
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Executive summary

Progress was made in 2023 against the Group’s strategic risk management objectives for the year,
including the priority areas set out in the Annual Report and Accounts for the year ended 31 December
2022.

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 driven by rising cost of borrowing and living,
whilst the timelines for repossessing and selling properties continued to be elongated due to ongoing
delays in court hearings process, which also contributed to elevated levels of late-stage arrear 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 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 levels 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.
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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. 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 Resolution Assessment Framework (including meeting MREL requirements) and Consumer
Duty. This has been achieved through collaborative engagement with its supervisory authorities, key
functional areas and the Board. OSBG successfully issued its first £300m of MREL qualifying debt
securities plus £250m Tier 2 debt securities in 2023 followed by a further £400m MREL issuance in
January 2024, following which the Group has met its interim MREL requirement in advance of the July
2024 deadline. These issuances were supported by a credit rating upgrade during the course of the
year.

The ongoing delivery of planned enhancements to the Group’s operational resilience and continuity
capabilities remains a key area of focus. The Group’s programme of work to ensure appropriate
capabilities and processes are in place to facilitate an orderly resolution of the Group completed as
planned, including the successful completion of a resolution scenario fire drill which walked selected
Board members and senior management through the core steps of the resolution timeline.

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 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.
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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.

Priority areas for 2024

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:

e 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.

e 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

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

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

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

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

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

e Further embed IRB capabilities and disciplines within wider risk management processes

e Continue to provide second line oversight of the funding strategy and drive enhancements to
sensitivity analysis around key liquidity drivers

e Continue to provide second line oversight of the Group’s key change programmes, including
the digitalisation of the Group

Enterprise Risk Management Framework

The Enterprise Risk Management Framework 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 to 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.
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The key components of the ERMF structure are as follows:

1. 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.

2. 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.

3. Risk assessment and control — the Group is committed to building a safe and secure banking
operation through an integrated and effective enterprise strategic risk management framework.

4. Risk analytics — the Group uses quantitative analysis and statistical modelling to help improve its
business decisions.

5. 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.

6. Risk data and information technology — the maintenance of high-quality risk information, along with
the Group’s data enrichment and aggregation capabilities, are central to the Risk function’s objectives
being achieved.

7. Risk Management Framework’s policies and procedures — risk frameworks, policies and supporting
documentation outline the process by which risk is effectively managed and governed within the Group.

8. Risk management information and reporting — the Group established a comprehensive suite of risk
Management Information (MI) and reports covering all principal risk types.

9. 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 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.

10. 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.

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 the 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.
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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.

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.

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:

e 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.

e 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 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 (AR5) in 2014 are:
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Emissions scenario

Scenario Change in temperature

(°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 43(3.2-54)

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:

e Flood - wetter winters and more concentrated rainfall events will increase flooding.
e Subsidence - drier summers will increase subsidence via the shrink or swell of clay.
o Coastal erosion - increased storm surge and rising sea levels will increase the rate of erosion.

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 ten years. For coastal erosion the distance of the property to the coastline is
provided by scenario and decade.

All peril impacts are calculated at the 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 Energy Procedure (SAP) calculation which uses a 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 CCFS portfolios were profiled against each of the perils detailed under the best (RCP
2.6) and worst (RCP 8.5) climate scenarios.

e Flood risk
By the 2030’s, 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.

e Subsidence
In the 2030’s, 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.

e 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.
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Both Banks have over 92% of their portfolios more than 1000 metres from the coastline, indicating a
very low coastal erosion risk across the Group.

The OSB bank entity and CCFS bank entity has 31 properties within 100 metres of the 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
41% of properties have an EPC of C or better, 46% have an EPC of D, 12% with an EPC of E and
negligible percentages in F or G. Over 95% of the properties supporting the Group’s loan portfolios
have the potential to have at least an EPC rating of C.

Value at Risk assessment

The Value at Risk to each Bank, measured through change to Expected Credit Loss 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 -
5.4°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.

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 EPC A, B and C grades 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.
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1. Strategic and business risk

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.

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 niche sub-sectors, can adapt
to growth objectives and external developments.

1.1 Performance against targets
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.

Direction: increased

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
2024.

1.2 Economic environment
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: unchanged

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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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: unchanged
The current economic outlook may limit the number of competitors shifting their focus to the Group’s
key market subsegments.

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 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.

2. 1 Deterioration of reputation
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: increased

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.
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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: increased

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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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

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 a semi-annual
basis. In addition, stress testing is performed to ensure that the Group maintains sufficient capital to
absorb losses in an economic downturn and continues to meet its regulatory requirements.

Direction: increased

The uncertain economic outlook and the ongoing geopolitical risk due to the conflict in Ukraine resulted
in high inflation and increases in interest rates could drive higher levels of customer defaults, rising
impairment levels and falling residential and commercial collateral values.

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
The Group transacts only with high quality wholesale counterparties. Derivative exposures include
collateral agreements to mitigate credit exposures.

Direction: unchanged

The Group’s wholesale credit risk exposure remains limited to high-quality counterparties, overnight
exposures to clearing banks and swap counterparties.
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4. Market risk
Potential loss due to changes in market prices or values.

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.

4.1 Interest rate risk

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.

Direction: unchanged

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

4.2 Basis risk

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: unchanged

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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5. Liquidity and funding risk

The risk that the Group, although solvent, does not have sufficient financial resources to enable it to
meet its obligations as they fall due.

Risk appetite statement: 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 the liquidity coverage ratio and the 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 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 it is not solely reliant on retail savings. The Group also has a mature Retail Mortgage
Backed Security (RMBS) programme.

Direction: decreased
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 competitive savings market. Both banks were able to
proactively manage retail flows around peak maturity periods without any reliance on unplanned
wholesale actions.

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

Direction: unchanged
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

Current 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 with the remainder due to be repaid by 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 via its strong franchises, to replace the TFSME borrowing
gradually over the next 18 months ahead of the maturity of this funding.

Direction: decreased

TFSME borrowing decreased during the year; however, the current funding plan to refinance TFSME
requires significant securitisation issuance. These markets have seen remained open during 2023
despite volatility seen in 2022, however additional refinancing options are being considered.

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.

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 us flexibility in raising capital.

6.1 Deterioration of capital ratios

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

Direction: unchanged
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.

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.

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.

7.1 1T security (including cyber risk)
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.

Direction: unchanged
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.

7. 2 Data quality and completeness
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.

43



OneSavings Bank plc

Strategic Report (continued)
For the Year Ended 31 December 2023

Principal risks and uncertainties (continued)

Direction: unchanged
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.

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.

Direction: increased

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

7.4 1T failure
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 its 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: unchanged
Whilst progress was made in reducing both the likelihood and impact of an IT failure, the risks remain,
in particular due to new hybrid working arrangement.

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.

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.
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8.1 Conduct risk
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 via 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 the 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 define roles and
responsibilities for conduct risk management and oversight across the Group’s three lines of defence.

Direction: increased
During 2023, 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.

9. Regulatory risk

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

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, regulatory 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.

9.1 Prudential requlatory changes

The Group continues to see a high volume of key compliance regulatory changes that impact its
business activities. These include the consumer duty requirements and increased Resolvability
Assessment Framework requirements.
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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: unchanged
The Group continued to have a high level of interaction with UK regulators and continues to identify and
respond effectively to all regulatory changes.

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, 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 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 detriment 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 detriment and prevent recurrence.

Direction: increased

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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10. Financial crime risk

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

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.

10.1 Financial crime risk

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

IT security risks continue to evolve, the level of maturity of the Group’s controls and defences continue
to be enhanced whilst being supported by dedicated IT security experts.

10.2 Fraud risk
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 in order to detect and prevent the exposure to fraud through the customer lifecycle. At the point
of origination, all new applications are subject to a range of controls to identify and mitigate fraud.
Customer behavioural and transactional activity is monitored to identify potential suspicious behaviours
or trends that may be indicative of fraud.
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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: Increased

The Group remains aware 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.

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 macroeconomic uncertainty

The Group’s lending activity is predominantly focused in the United Kingdom (with a legacy back-book
of mortgages in the Channel Islands) and, as such, will be impacted by any risks emerging from changes
in the macroeconomic environment. Higher inflation and changing interest rates pose risks to the
Group’s loan portfolio performance.

Mitigation

The Group has mature and robust monitoring processes and via various stress testing activities (i.e. ad
hoc, risk appetite and Internal Capital Adequacy Assessment Process (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.

Climate change
As the focus on climate change intensifies, both the physical risks and the transitional risks associated

with climate change continue to grow. Climate change risks include:

e 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.

e 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.

e Reputational risk arising from a failure to meet changing societal, investor or regulatory
demands.

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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Model risk

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 a PRA Supervisory Statement, ‘Model risk management principles for banks’, containing
proposed expectations regarding banks’ management of model risk.

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.

Regulatory change

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 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.

Credit risk

The Group’s prudent credit risk appetite ensures that loan portfolios are positioned to perform well in
both benign and stressed macroeconomic environments.

The Group delivered 9% net loan book growth in 2023 despite difficult mortgage market conditions
and subdued purchase activity.

Weighted average LTV of the loan book increased for OSB and CCFS to 63% and 65% respectively
as at 31 December 2023 (31 December 2022: OSB 58% and CCFS 63%). The weighted average LTV
profile remains 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).

The Group’s net loan balances being greater than three months in arrears increased to 1.4% as at 31
December 2023 (31 December 2022: 1.1%).

49



OneSavings Bank plc

Strategic Report (continued)
For the Year Ended 31 December 2023

Risk profile performance overview (continued)

Solo bank interest coverage ratios for Buy-to-Let loans remained strong during 2023 at 176% for OSB
and 154% for CCFS (2022: 207% OSB and 191% CCFS).

Expected Credit Losses

Balance sheet expected credit losses increased from £130m 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.

Model and staging enhancements — enhancements were made to the Group’s models to
ensure that estimates continued to reflect actual credit profile performance. Prior to each
reporting period the Group’s 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.
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. 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 are forecast to have peaked.
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 (ii) 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 (iii) late
stage arrears levels continuing to be elevated due to ongoing challenges with the process
of repossessing and selling properties.

Changes in risk profile — as the Group’s loan book continued to grow, provisions had to be
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.

Individually assessed provisions — the Group’s specialist real estate management and
collections servicing 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 £7.4m.

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.
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The Group continued to closely monitor impairment coverage levels in the year.

Impairment coverage levels were broadly flat from 31 December 2023, with cost of living and cost of
borrowing further embedded within the Group’s framework and models. 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.

Coverage ratios table

Gross carrying Expected credit

amount losses Coverage
As at 31 December 2023 £m £m ratio
Stage 1 20,576.8 22.4 0.11%
Stage 2 4,537.9 54.3 1.20%
Stage 3 (+ POCI) 782.4 69.1 8.83%
Total 25,897.1 145.8 0.56%
As at 31 December 2022
Stage 1 18,722.3 7.2 0.04%
Stage 2 44171 50.9 1.15%
Stage 3 (+ POCI) 588.7 71.9 12.21%
Total 23,728.1 130.0 0.55%

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 with 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 in 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.
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Loss given default estimates are principally impacted by property price forecasts which are utilised
within loss estimates, should an account be possessed and sold.

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 subsequent rising interest rates 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.

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.

Details relating to the scenarios utilised to set the 31 December 2023 IFRS 9 provision levels are
provided in the table below.
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Scenario %

Probability Year Year Year Year Year

Scenario weighting Economic measure end end end end end

(%) 2023 2024 2025 2026 2027

Basecase 40 GDP 0.4 04 1.5 2.3 1.5

Unemployment 4.4 4.6 4.2 3.9 3.8

House price growth -2.8 -7.0 -0.8 5.7 7.0

CPI 4.6 21 1.6 1.2 1.8

Bank Base Rate 53 4.9 3.8 28 1.8

Upside 30 GDP 0.4 3.1 25 29 1.6

Unemployment 44 4.2 3.9 3.8 3.7

House price growth 25 -4.7 1.3 7.1 6.8

CPI 4.6 34 2.2 1.2 1.7

Bank Base Rate 53 6.0 51 41 31

Downside 20 GDP 0.4 -3.2 0.6 1.9 1.6

Unemployment 4.4 6.3 7.0 7.0 6.7

House price growth -2.5 -12.3 -5.6 3.4 7.3

CPI 4.6 0.5 0.9 1.1 1.7

Bank Base Rate 53 3.6 2.6 1.6 1.3

Severe 10 GDP 0.4 -6.3 -0.3 14 1.6
downside

downside Unemployment 4.4 6.7 7.5 7.6 7.3

House price growth -2.5 -16.4 99 1.1 7.7

CPI 4.6 -0.1 0.5 1.3 1.2

Bank Base Rate 53 26 1.5 0.5 0.5
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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 to both the borrower and the Group.

Borrowers who are experiencing financial difficulties 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.

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 will be 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 where there has been
a shortfall loss.

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.
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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 (CRE) 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, CRD IV
buffers, Board and management buffers) are incrementally aggregated as a percentage of available
capital (CET1 and total capital).

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 OSB solo fully-
loaded CET1 and total capital ratios under CRD IV reduced to 16.9% and 20.3%, respectively as at 31
December 2023 (31 December 2022: 18.4% and 20.0%, respectively).

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.

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 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.
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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 half.

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 has 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. 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.

Market risk
The Group proactively 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 the OSBI business. 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

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
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 the operational risk identification and assessment processes are
established across the Group in a consistent manner.
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A hybrid working model has been adopted across the Group, with the exception being front-line
customer-facing colleagues, following the return to the office after the COVID-19 pandemic. 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 market in which it operates, and
undertakes robust assurance assessments from within the Risk and Compliance functions.

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 fair customer outcomes.

On an isolated basis, incidents can result in detriment owing 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 detriment and to prevent recurrence.

The Group considers effective conduct risk management to be a product of the positive behaviour of all
employees, influenced by the 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 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.
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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 share price and Net Promoter Scores.

Non-Financial and Sustainability Information Statement

The requirements of sections 414CA and 414CB of the Companies Act 2006 relating to non-financial and
sustainability reporting are addressed in this section and further details can be found in OSBG’s annual
report and accounts.

We have a range of policies and guidance that support key outcomes for all our stakeholders.
Performance against our strategic non-financial performance measures is one indicator of the
effectiveness and outcomes of policies and statements. The Group’s policies and statements include, but
are not limited to, those summarised in the table below.

Environmental matters
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.

Our Environmental, Social and Governance Metrics Policy

The policy sets out the non-financial performance indicators which include ethical, sustainability and
corporate governance considerations that are reported to relevant Committees. These metrics have
been determined to be important to the Group’s stakeholders and ESG strategy and commitments.
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.
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Employee Matters
Our Group Diversity, Equity and Inclusion Policy

The policy sets out the Group’s commitment to promoting equality of opportunity, providing an
inclusive workplace and eliminating any unfair treatment or unlawful discrimination.

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.

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.

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 40% of all employees, with around 45% of starters
being female. In addition, 27% of our Group Executive Committee were female.

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.

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.
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Social Matters
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.
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.
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.

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.
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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.

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.

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.

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.

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.
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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.

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 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 and Prudential Regulation Authority) 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.

This Strategic report was approved by the Board and signed on its behalf by:

/ //A/b/u A~

Jason Elphick
Group General Counsel and Company Secretary
09 April 2024
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The Directors present their Report, together with the audited Financial Statements and Auditor’s Report,
for the year ended 31 December 2023.

Information presented in other sections

Information relating to future developments, principal risks and uncertainties and engagement with
suppliers, customers and others has been included in the Strategic Report.

Information on financial instruments including financial risk management objectives and policies
including, the policy for hedging the exposure of the Group to price risk, credit risk, liquidity risk and
cash flow risk can be found in the Risk review on pages 29 to 58.

Details on how the Company has complied with section 172 can be found throughout the Strategic and
Directors’ Reports and on pages 13 and 14.

Results

The results for the year are set out in the Statement of Comprehensive Income on page 85.
Directors

The Directors who served during the year and to the date of this report were as follows:

Graham Allatt (resigned 11 May 2023)
Kalvinder Atwal (appointed on 7 February 2023)
Andrew Golding

Noél Harwerth

Sarah Hedger

Rajan Kapoor

Mary McNamara (resigned 11 May 2023)

April Talintyre

Simon Walker

David Weymouth

April Talintyre will be retiring and step down from the Board on the 9th May 2024.

None of the Directors had any interest either during or at the end of the year in any material contract or
arrangement with the Company.

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.
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Equal opportunities

The Group is committed to applying its Group Diversity, Equity and Inclusion Policy at all stages of
recruitment and selection. Short-listing, interviewing and selection will always be conducted without
regard to gender, gender reassignment, sexual orientation, marital or civil partnership status, colour,
race, nationality, ethnic or national origins, religion or belief, age, pregnancy or maternity leave or trade
union membership. Any candidate with a disability will not be excluded unless it is clear that the
candidate is unable to perform a duty that is intrinsic to the role, having taken into account reasonable
adjustments. Reasonable adjustments to the recruitment process will be made to ensure that no
applicant is disadvantaged because of disability. Line Managers conducting recruitment interviews will
ensure that the questions they ask job applicants are not in any way discriminatory or unnecessarily
intrusive. This commitment also applies to existing employees, with the necessary adjustments made,
where there is a change in circumstances.

Employee engagement

Employees are kept informed of developments within the business and in respect of their employment
through a variety of means, such as employee meetings, briefings and the intranet. Employee
involvement is encouraged and views and suggestions are taken into account when planning new
products and projects.

The Sharesave ‘save as you earn’ Scheme is an all-employee share option scheme which is open to
all UK-based employees. The Sharesave Scheme allows employees to purchase options by saving a
fixed amount of between £10 and £500 per month over a period of three years, at the end of which the
options, subject to leaver provisions, are usually exercisable (options granted prior to 2021 have a lower
limit of £5 and only three-year schemes will be offered from 2021 onwards). The Sharesave Scheme
has been in operation since June 2014 and options are granted annually, with the exercise price set at
a 20% discount of the share price on the date of grant.

The Workforce Advisory Forum (known as OurVoice) is in place to gather the views of the workforce to
enable the Board and Group Executive Committee to consider a broadly representative range of
stakeholder perspectives to guide strategic decisions for the future of the Group. OurVoice consists of
volunteer representatives (of which there are 33 in total) from each of the various business areas and
locations, as well as permanent members including a designated NED, Sarah Hedger (with effect from
11 May 2023); a member of the Group Executive Committee, Jason Elphick; and a representative from
HR Management. Other NEDs and members of the Group Executive Committee are invited to attend
meetings throughout the year and do so on a regular basis. Mary McNamara was the previous
designated NED with responsibility for OurVoice until her retirement from the Board on 11 May 2023.

Members of the Board are keen to engage with our employees across all locations and find the
experience of visiting our branches and offices within the UK and India invaluable.

Four OurVoice meetings were held during 2023, with employee representatives encouraged to engage
with employees within their nominated business areas and across all Group locations in advance of
each meeting in order to identify topics impacting the workforce and which it is felt should be brought
to the attention of the Board and Group Executive Committee. A number of items were considered and
discussed by OurVoice, including the 2023 Bonus and Salary increase, 2023 Best Companies survey
results and the governance of pay within the Group. Updates on the employee engagement networks
were also considered including ESG and Diversity, Equity and Inclusion initiatives. The permanent
members of OurVoice were particularly interested in feedback from the workforce in respect of
employee morale, employee engagement.
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The Group is committed to creating a great place to work, by fostering a truly inclusive culture where
everyone can bring their true selves to work. Our Diversity, Equity and Inclusion Specialist has
developed the Group’s Diversity and Inclusion Strategy in line with the Respect Others value in 2023.
Our Employee Engagement Network, Our Diversity, brings together a broad mix of colleagues from the
UK and India, with a passion for driving our DE&I agenda.

The 2023 Diversity, Equity and Inclusion calendar has enabled the network to create and host a range
of activities, aimed at raising awareness and providing resources, to support conversations relating to
gender, ethnicity, faith/religion, disability, sexual orientation, identity, socio-economic background, and
health and wellbeing. This year has seen a range of activity delivered with Group-wide contribution and
engagement, such as colleague storytelling. Q&A panel discussions, face to face/online interactive
sessions, external speaker and e-learning modules, that elevate the conversation around DE&I across
the Group.

Political donations
Neither the Company nor any of its subsidiaries made any political donations this year.
Going concern statement

The Board undertakes regular rigorous assessments of whether the Group remains a going concern
considering current and potential future economic conditions and all available information about future
risks and uncertainties.

In assessing whether the going concern basis is appropriate, projections for the Group have been
prepared, covering its future performance, capital, and liquidity levels for a period in excess of 12
months from the date of approval of these Financial Statements. These forecasts have been subject to
sensitivity tests utilising a range of stress scenarios, which have been compared to the latest economic
scenarios provided by the Group’s external economic advisors, as well as reverse stress tests.

The assessments include the following:

. Financial and capital forecasts were prepared utilising the latest economic forecasts provided by
the Group’s external economic advisers. Reverse stress tests were run to identify combinations
of adverse movements in house prices and unemployment levels which would result in the Group
breaching its minimum regulatory and total loss absorbing capital requirements. The reverse
stress testing also considered what macroeconomic scenarios would be required for the Group
to breach its interim 18% MREL requirement in July 2024. The Directors assessed the likelihood
of those reverse stress scenarios occurring within the next 12 months and concluded that the
likelihood is remote.

. The latest liquidity and contingent liquidity positions and forecasts were assessed against the
Internal Liquidity Adequacy Assessment Process (ILAAP) stress scenarios.

. The Group continues to assess the resilience of its business operating model and supporting
infrastructure in the context of the emerging economic, business and regulatory environment.
The key areas of focus continue to be the provision of the Group’s Important Business Services,
minimising the impact of any service disruptions on the firm’s customers or the wider financial
services industry. The Group recognises the need to continually invest in the resilience of its
services, with specific focus in 2023 on ensuring that the third parties on which it depends have
the appropriate levels of resilience and in further automating those processes that are sensitive
to increases in volume. The Group produced it's 2023 self-assessment report, which confirmed
compliance with regulatory expectations, and that there were no items identified that could
threaten the Group’s viability over the going concern assessment time horizon.
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The Group’s financial projections demonstrate that the Group has sufficient capital and liquidity to
continue to meet its regulatory capital requirements as set out by the PRA.

The Board has therefore concluded that the Group has sufficient financial resources and expected
operational resilience for a period in excess of 12 months and as a result, it is appropriate to prepare
these financial statements on a going concern basis.

The role and structure of the Board

The Board of Directors (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 Group strategy generating value for shareholders and maintaining a sustainable and
profitable business, underpinned by a robust risk management framework.

The Board is responsible for setting the tone from the top in relation to conduct, culture and values, for
ensuring continuing commitment to treating customers fairly, carrying out business honestly and openly
and preventing bribery, corruption, fraud or the facilitation of tax evasion.

The Board operates in accordance with the Company’s Articles of Association (the Articles) and its own
written terms of reference. The Board has established an Audit and a Risk Committee, which each have
their own terms of reference and are reviewed at least annually. Details of each Committee’s activities
during 2023 are shown below.

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 under 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 Board met 9 times during the year. The Board has a formal meeting schedule with ad hoc meetings
called as and 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.

Roles of the Chairman, Chief Executive Officer and Senior Independent Director

The roles of Board Chair 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 is
formalised in a schedule of responsibilities for each. The Senior Independent Director and the Non-
Executives role and responsibilities have also been clearly established.

The Chair, 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.
Noél Harwerth assumes the role of Senior Independent Director (SID). The SID’s role is to act as a
sounding board for the Chair, another point of contact for other non-executive directors 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.
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Balance and independence

The effectiveness of the Board and its Committees in discharging their duties is essential for the
success of the Company. In order to operate effectively, the Board and its Committees comprise a
balance of skills, experience, independence and knowledge to encourage constructive debate and
challenge to the decision-making process.

Audit Committee

The primary role of the Committee is to assist the Board in overseeing the systems of internal control
and external financial reporting. The Committee’s specific responsibilities are set out in its terms of
reference, which are reviewed at least annually. The Audit Committee is chaired by Rajan Kapoor, the
other members are Noél Harwerth, Sarah Hedger and Simon Walker. The Committee met eight times
during 2023; all members attended these meetings, except Graham Allatt who attended two meetings.
Graham Allatt ceased to be a member of the Committee on 11 May 2023. The Committee considered,
on behalf of the Board, whether the 2023 Annual Report and Accounts taken as a whole are fair,
balanced and understandable and, whether the disclosures are appropriate. Further details on the
activities of the Committee are set out in OSBG annual report and accounts.

Risk Committee

The primary objective of the Committee is to support the Board in discharging its risk oversight and
governance responsibilities. The Committee’s specific responsibilities are set out in its terms of
reference, which are reviewed at least annually. The Committee is chaired by Simon Walker, the other
members are Noél Harwerth and Rajan Kapoor. The Committee met seven times during 2023. Noél
Harwerth attended six meetings. Further details on the activities of the Committee are set out in the
OSBG annual report and accounts.

Environment

Environmental matters are considered in the Strategic report above.

Internal Control

The Board retains ultimate responsibility for setting the Company’s risk appetite and ensuring that there
is an effective Risk Management Framework to maintain levels of risk within the risk appetite. The Board
regularly reviews its procedures for identifying, evaluating and managing risk, acknowledging that a
sound system of internal control should be designed to manage rather than eliminate the risk of failure

to achieve business objectives.

Key information in respect of the Group’s ERMF and objectives and processes for mitigating risks,
including liquidity risk, are set out in detail on pages 29 to 35.
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Auditor

Deloitte LLP was appointed as auditor for the year and has indicated its willingness to continue in office
as auditor. A resolution to re-appoint Deloitte as external auditor will be presented at the Company’s
Annual General Meeting.

Each of the persons who is a director at the date of approval of this Annual Report confirms that:

- the financial statements, prepared in accordance with the applicable set of accounting
standards, give a true and fair view of the assets, liabilities, financial position and profit or loss
of the Company and the undertakings included in the consolidation taken as a whole; and

- the Strategic Report and Directors’ Report includes a fair review of the development and
performance of the business and the position of the Company and the undertakings included
in the consolidation taken as a whole, together with a description of the principal risks and
uncertainties that they face.

- so far as the Director is aware, there is no relevant audit information of which the Company's
auditor is unaware; and

- the Director has taken all the steps that they ought to have taken as a director in order to make
themselves aware of any relevant audit information and to establish that the Company's auditor
is aware of that information.

This confirmation is given and should be interpreted in accordance with the provisions of s418 of the
Companies Act 2006.

This report was approved by the Board on 09 April 2024 and signed on its behalf by:

7,74/ux A~

Jason Elphick

Group General Counsel and Company Secretary
OneSavings Bank plc

Registered number: 07312896

68



OneSavings Bank plc
Statement of Directors’ Responsibilities in respect of the
Strategic Report, the Directors’ Report and the Financial

Statements
For the Year Ended 31 December 2023

The Directors are responsible for preparing the Annual Report and the Group and parent Company
financial statements in accordance with applicable law and regulations.

Company law requires the Directors to prepare Group and parent Company financial statements for each
financial year. Under that law they are required to prepare the Group financial statements in accordance
with UK-adopted International Financial Reporting Standards (IFRS) and applicable law and have elected
to prepare the parent Company financial statements on the same basis.

Under company law the Directors must not approve the financial statements unless they are satisfied that
they give a true and fair view of the state of affairs of the Group and parent Company and of their profit or
loss for that period. In preparing each of the Group and parent Company financial statements, the Directors
are required to:

select suitable accounting policies and then apply them consistently;

make judgements and estimates that are reasonable, relevant and reliable;

state whether they have been prepared in accordance with IFRSs as adopted by the UK;

assess the Group and parent Company’s ability to continue as a going concern, disclosing, as
applicable, matters related to going concern; and

» use the going concern basis of accounting unless they either intend to liquidate the Group or the
parent Company or to cease operations, or have no realistic alternative but to do so.

The Directors are responsible for keeping adequate accounting records that are sufficient to show and
explain the parent Company’s transactions and disclose with reasonable accuracy at any time the financial
position of the parent Company and the Group enabling them to ensure that the financial statements
comply with the Companies Act 2006. They are responsible for such internal control as they determine is
necessary to enable the preparation of financial statements that are free from material misstatement,
whether due to fraud or error, and have general responsibility for taking such steps as are reasonably open
to them to safeguard the assets of the Group and to prevent and detect fraud and other irregularities.

Under applicable law and regulations, the Directors are also responsible for preparing a Strategic Report
and Directors’ Report that complies with that law and those regulations.

The Directors are responsible for the maintenance and integrity of the corporate and financial information
included on the Company’s website. Legislation in the UK governing the preparation and dissemination of
financial statements may differ from legislation in other jurisdictions.

Approved by the Board and signed on its behalf by:

/ Lopuiian

Jason Elphick
Group General Counsel and Company Secretary
09 April 2024
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Report on the audit of the Financial Statements
1. Opinion

In our opinion:

o the financial statements of OneSavings Bank plc (the parent company) and its subsidiaries (the
Group) give a true and fair view of the state of the Group’s and of the parent company’s affairs as
at 31 December 2023 and of the Group’s profit for the year then ended;

¢ the Group financial statements have been properly prepared in accordance with United Kingdom
adopted international accounting standards;

e the parent company financial statements have been properly prepared in accordance with United
Kingdom adopted international accounting standards and as applied in accordance with the
provisions of the Companies Act 2006; and

o the financial statements have been prepared in accordance with the requirements of the Companies
Act 2006.

We have audited the financial statements which comprise:

e the Consolidated Statement of Comprehensive Income;
the consolidated and parent company Statements of Financial Position;
the consolidated and parent company Statements of Changes in Equity;
the consolidated and parent company Statements of Cash Flow; and
the related notes 1 to 52.

The financial reporting framework that has been applied in their preparation is applicable law and United
Kingdom adopted international accounting standards and, as regards the parent company financial
statements, as applied in accordance with the provisions of the Companies Act 2006.

2. Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (ISAs (UK)) and
applicable law. Our responsibilities under those standards are further described in the auditor's
responsibilities for the audit of the financial statements section of our report.

We are independent of the Group and the parent company in accordance with the ethical requirements
that are relevant to our audit of the financial statements in the UK, including the Financial Reporting
Council’s (the FRC’s) Ethical Standard as applied to listed public interest entities, and we have fulfilled
our other ethical responsibilities in accordance with these requirements. The non-audit services
provided to the Group and parent company for the year are disclosed in note 7 to the financial
statements. We confirm that we have not provided any non-audit services prohibited by the FRC’s
Ethical Standard to the Group or the parent company.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our opinion.
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3. Summary of our audit approach

Key audit matters The key audit matters that we identified in the current year were:
e loan impairment provisions; and
o effective interest rate income recognition.

Within this report, key audit matters are identified as follows:

Newly identified

@ Increased level of risk
@ Similar level of risk
@ Decreased level of risk

Materiality The materiality that we used for the Group financial statements was £20.3m which
was determined by reference to profit before tax and net assets.

Scoping Our Group audit scope focused primarily on three subsidiaries subject to a full scope
audit. The subsidiaries selected for a full scope audit were OneSavings Bank plc,
Charter Court Financial Services Limited and Interbay ML Lid. These three
subsidiaries account for 98% of the Group’s interest receivable and similar income,
95% of the Group’s profit before tax, 97% of the Group’s total assets and 99% of the
Group’s total liabilities. All audit work was performed by the Group engagement team.

Significant changes in  In the prior year, our key audit matter in respect of effective interest rate (EIR) income

our approach recognition included estimating EIRs in respect of the Kent Reliance portfolios. The
Group’s income recognition on these portfolios is less sensitive to changes in
customer prepayment behaviour relative to our audit materiality. This area no longer
features in our EIR income recognition key audit matter which focuses on the Charter
Court Financial Services Limited Precise portfolios.
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4. Conclusions relating to going concern

In auditing the financial statements, we have concluded that the directors’ use of the going concern
basis of accounting in the preparation of the financial statements is appropriate.

Our evaluation of the directors’ assessment of the Group’s and parent company’s ability to continue to
adopt the going concern basis of accounting included:

o We obtained and read management’s going concern assessment, which included consideration
of the Group’s operational resilience, in order to understand, challenge and evidence the key
judgements made by management;

o We obtained an understanding of relevant controls around management’s going concern
assessment;

o We obtained management’s income statement, balance sheet and capital and liquidity
forecasts and assessed key assumptions, including climate risk considerations, for
reasonableness and their projected impact on capital and liquidity ratios, particularly with
respect to loan book growth and potential credit losses;

e Supported by our in-house prudential risk specialists, we read the most recent ICAAP and
ILAAP submissions, assessed management’s capital and liquidity projections, assessed the
results of management’'s capital reverse stress testing, evaluated key assumptions and
methods used in the capital reverse stress testing model and tested the mechanical accuracy
of the capital reverse stress testing model;

o We read correspondence with regulators to understand the capital and liquidity requirements
imposed by the Group’s regulators, and evidence any changes to those requirements;

o We met with the Group’s lead regulator, the Prudential Regulation Authority, and discussed
their views on existing and emerging risks to the Group and considered whether these were
reflected appropriately in management’s forecasts and stress tests;

o We assessed the historical accuracy of forecasts prepared by management;

o We assessed the impact of the ongoing economic uncertainty, including how further rises in
living and borrowing costs may impact potential credit losses; and

o We evaluated the Group’s disclosures on going concern against the requirements of IFRS and
in view of the FRC guidance.

Based on the work we have performed, we have not identified any material uncertainties relating to
events or conditions that, individually or collectively, may cast significant doubt on the Group's and
parent company’s ability to continue as a going concern for a period of at least twelve months from
when the financial statements are authorised for issue.

Our responsibilities and the responsibilities of the directors with respect to going concern are described
in the relevant sections of this report.

5. Key audit matters

Key audit matters are those matters that, in our professional judgement, were of most significance in
our audit of the financial statements of the current period and include the most significant assessed
risks of material misstatement (whether or not due to fraud) that we identified. These matters included
those which had the greatest effect on: the overall audit strategy, the allocation of resources in the audit;
and directing the efforts of the engagement team.

These matters were addressed in the context of our audit of the financial statements as a whole, and
in forming our opinion thereon, and we do not provide a separate opinion on these matters.
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5.1. Loan impairment provisions @

Refer to the judgements in applying accounting policies and critical accounting estimates on page
106 and Note 19 on page 129.

Key audit matter IFRS 9 requires loan impairment provisions to be recognised on an expected

description

credit loss (ECL) basis. The estimation of ECL provisions in the Group’s loan
portfolios is inherently uncertain and requires significant judgements and
estimates. We therefore consider this to be a key audit matter due to the risk of
fraud or error in respect of the Group’s ECL provisions. ECL provisions as at 31
December 2023 were £145.8m (2022: £130.0m), which represented 0.56%
(2022: 0.54%) of loans and advances to customers. ECL provisions are
calculated both for individually assessed loans and collectively on a portfolio basis
which require the use of statistical models incorporating forward looking
macroeconomic scenarios, probabilities of default (PD), exposures at default and
assumptions on the recoverability of customers’ outstanding balances.

The uncertain economic environment continues to increase the complexity in
estimating ECL, particularly with regards to determining appropriate forward
looking macroeconomic scenarios and identifying customers who have
experienced significant increases in credit risk. Additionally, higher cost of living,
rising borrowing costs and increasing arrears have increased the degree of
subjectivity in estimating PDs.

We identified four specific areas in relation to ECL that require significant
judgement or relate to assumptions to which the overall ECL provision is
particularly sensitive.

e Significant increase in credit risk (SICR): The assessment of whether
there has been a significant increase in credit risk between the date of
initial recognition of the exposure and 31 December 2023. There is a risk
that the Group’s staging criteria does not capture SICR or are applied
incorrectly.

e Macroeconomic scenarios: As set out on page 51, the Group sources
economic forecasts from a third-party economics expert and then applies
judgement to determine which scenarios to select and the probability
weightings to assign. The Group considered four probability weighted
scenarios, including base, upside, downside and severe downside
scenarios. The key economic variables used within the macroeconomics
model were determined to be the house price index (HPI) and
unemployment. The estimation of these variables involves a high degree
of subjectivity and estimation uncertainty.

e Post model adjustment (PMA):As set out on page 50, the Group has
assessed how costs of living and rising interest rates may impact
customers’ behaviour in the future and has continued to recognise a cost
of living and cost of borrowing PMA to reflect the impact on the customers’
affordability. The calculation of this PMA is inherently judgemental as it
requires assessment of the extent of risks not captured in the expected
credit loss provision models.

e Propensity to go into possession following default (PPD) and forced sale
discount (FSD) assumptions: PPD measures the likelihood that a
defaulted loan will progress into repossession. FSD measures the
difference in sale proceeds between a sale under normal conditions and
sale at auction. The loss given default (LGD) by loan assumed in the ECL
provision calculation is highly sensitive to the PPD and FSD assumptions.
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How the scope We obtained an understanding of the relevant financial controls over the ECL
of our audit provision with particular focus on controls over significant assumptions and
responded to judgements used in the ECL determination.

the key audit

matter To challenge the Group’s SICR criteria, we:

Evaluated the Group’s SICR policy and assessed whether it complies with
IFRS 9;

Assessed the quantitative and qualitative thresholds used in the SICR
assessment by reference to standard validation metrics including the
proportion of transfers to stage two driven solely by being 30 days past
due, the volatility of loans in stage two and the proportion of loans that
spend little or no time in stage two before moving to stage three;

On a sample basis, tested the completeness and accuracy of the data used
in applying the quantitative and qualitative criteria in the SICR assessment
to assess whether loans were assigned to the correct stage;

Supported by our credit risk specialists, performed a review of changes to
the computer codes used to perform the SICR assessment compared to
the prior year;

As part of our testing of the application of the SICR criteria within the ECL
model and with support from our credit risk specialists, we independently
reperformed the Group’s staging assessment across all three stages using
our in-house analytics tool; and

Performed an independent assessment for a sample of loan accounts
which exited forbearance, to determine whether they had been
appropriately allocated to the correct stage.

To challenge the Group’s macroeconomic scenarios and the probability weightings
applied we:

Agreed the macroeconomics scenarios used in the ECL model to reports
prepared by the third-party economics expert;

Assessed the competence, capability and objectivity of the third-party
economics expert;

Supported by our economic specialists, assessed and challenged the
scenarios considered and the probability weightings assigned to them in
light of the economic environment as at 31 December 2023;

With the involvement of our economic specialists challenged the Group’s
economic outlook by reference to other available economic outlook data;
Compared the appropriateness of selected macroeconomic variables (HPI
and unemployment) and the four probability weightings used in the
macroeconomics model to those used by peer lenders;

Supported by our credit risk specialists, assessed the model methodology
and performed a review of changes to the computer code used in the
macroeconomics model which applies the scenarios to the relevant ECL
components compared to the prior year; and

Supported by our credit risk specialists, assessed the performance of the
macroeconomic model to confirm whether the economic variables
previously selected were still appropriate through considering the modelled
macroeconomic results relative to those observed in historical recessions.
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To challenge the Group’s cost of living and cost of borrowing PMA, we:

Supported by our credit risk specialists, assessed whether the risks were
already captured within the ECL models and determined the extent of risks
to be captured by the PMA;

Evaluated the methodology , including key assumptions and reviewed the
computer codes used to determine the PMA; and

Tested the completeness, accuracy and relevance of the data used on a
sample basis.

To challenge the Group’s PPD and FSD assumptions, we:

Supported by our credit risk specialists, performed a full review of the
computer codes in the LGD models compared to the prior year;
Recalculated the PPD rates observed on defaulted loans and compared
them to the rates used by the Group in the ECL models;

Recalculated the FSD observed on recent property sales on defaulted
loans and compared them to the rates used by the Group in the ECL
models;

Considered the findings raised in the Group’s model monitoring and
validation exercise and assessed the impact on the year-end provision; and
Performed a stand back test to consider potential contradictory evidence
and assessed the appropriateness of PPD and FSD assumptions by
comparison to industry peers.

Key observations

We are satisfied that the SICR criteria and PPD and FSD assumptions in
determining the ECL provision were reasonable. We observed that the
macroeconomic scenarios selected by the directors and the probability
weightings applied generate an appropriate portfolio loss distribution. We
determined that the methodology assumptions used in determining the
Group’s cost of living and cost of borrowing PMA were reasonable.

Overall, we determined that the loan impairment provisions were
appropriately stated as at 31 December 2023.
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5.2. Effective interest rate income recognition

Refer to the judgements in applying accounting policies and critical accounting estimates on
page 106, the accounting policy on page 92 and Notes 3 and 4 on page 109 and 110.

Key audit matter
description

In accordance with the requirements of IFRS 9, directly attributable
fees, discounts, incentives and commissions on a constant yield basis
(effective interest rate, EIR) are required to be spread over the
expected life of the loan assets. EIR is complex and the Group’s
approach to determining the EIR involves the use of models and
significant estimation in determining the behavioural life of loan assets.
Given the complexity and judgement involved in accounting for EIR
and given that revenue recognition is an area susceptible to fraud,
there is an opportunity for management to manipulate the amount of
interest income reported in the financial statements.

The Group’s net interest income for the year ended 31 December 2023
was £658.6m (2022: £709.9m).

EIR adjustments arise from revisions to estimated cash receipts or
payments for loan assets that occur for reasons other than a
movement in market interest rates or credit losses. They result in an
adjustment to the carrying amount of the loan asset, with the
adjustment recognised in the income statement in interest receivable
and similar income. As the EIR adjustments reflect changes to the
timing and volume of forecast customer redemptions, they are
inherently judgemental.

The level of judgement exercised is increased where there is limited
availability of historical repayment information. For the Precise loan
portfolios, the EIR adjustments are sensitive to changes in the
behavioural life curves. As set out on page 108, changes in the
modelled behavioural life of these portfolios during the year resulted
in an interest income loss of £208.5m (2022: £38.8M loss). The EIR
adjustments have increased as a result of the rising interest rate
environment in 2023 which accelerated customer prepayments of
Precise loans compared to those originally modelled. The current
economic environment continues to increase uncertainty with regards
to forecasting expected behavioural lives and prepayment rates. We
therefore considered there to be an increased level of risk in respect
of this key audit matter in the current year.

How the scope of our
audit responded to the
key audit matter

We obtained an understanding of the relevant controls over EIR, focusing
on the calculation and review of EIR adjustments and the determination of
prepayment curves.

For the Precise portfolio, where the EIR adjustments were most significant
and sensitive to changes in behavioural life, with the involvement of our
analytics and modelling specialists, we ran the loan data for all products
through our own independent EIR model, using the behavioural life curves
derived by the Group. We compared our calculation of the EIR adjustment
required to the amount recorded by the Group.

A number of key assumptions are made to estimate the expected future
behaviour of customers including consideration of recently observed
behaviour. For these assumptions, we independently challenged the
appropriateness of the assumptions considering the rising rate environment
that has been experienced in the UK over the last year, economic forecasts
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of future interest rates and trends in customer behaviour observed in recent
months. With the involvement of our analytics and modelling specialists, we
independently derived a behavioural life curve using the Group’s actual
loan data over recent years, incorporating those assumptions that we
considered reasonable. We used these curves in our own independent EIR
model to calculate the EIR adjustments. We compared this output to the

amounts recorded by the Group.

We also tested the completeness and accuracy of a sample of inputs into
the EIR model for originated loans.

Key observations

We determined that the EIR models and assumptions used are appropriate

and that net interest income for the period is appropriately stated.

6. Our application of materiality

6.1. Materiality
We define materiality as the magnitude of misstatement in the financial statements that makes it
probable that the economic decisions of a reasonably knowledgeable person would be changed or
influenced. We use materiality both in planning the scope of our audit work and in evaluating the results

of our work.

Based on our professional judgement, we determined materiality for the financial statements as a whole

as follows:

Group financial statements Parent company financial statements
Materiality £20.3m (2022: £21.6m) £17.9m (2022: £15.8m)
Basis for We determined materiality for the Group We determined materiality for the parent
determining to be approximately 1% of net assets of company by reference to 1% of net
materiality £2,146.3m which equates to 5.4% of assets. This is consistent with prior year.

statutory profit before tax of £375.4m. The
basis of materiality is consistent with prior
year.

Rationale for
the
benchmark
applied

Consistent with the prior year, we
considered both net assets and a profit
before tax based measure as
benchmarks for determining materiality.

We determined net assets to be the most
relevant and stable benchmark to
determine materiality.

The parent company is principally a
holding company and we have therefore
determined net assets to be the most
relevant benchmark to determine
materiality.
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6.2. Performance materiality
We set performance materiality at a level lower than materiality to reduce the probability that, in
aggregate, uncorrected and undetected misstatements exceed the materiality for the financial
statements as a whole.

Group financial statements Parent company financial statements
Performance 60% (2022: 70%) of Group materiality 60% (2022: 60%) of parent company
materiality materiality
Basis and Group performance materiality was set at 60% of Group materiality (2022: 70%). In

rationale for  determining performance materiality, we considered a number of factors, including:
determining our understanding of the control environment; our understanding of the business;
performance and the number of uncorrected misstatements identified in the prior year.
materiality

6.3. Error reporting threshold
We agreed with the Audit Committee that we would report to the Committee all audit differences in
excess of £1.0m (2022: £1.1m), as well as differences below that threshold that, in our view, warranted
reporting on qualitative grounds. We also report to the Audit Committee on disclosure matters that we
identified when assessing the overall presentation of the financial statements.

7. An overview of the scope of our audit

7.1. Identification and scoping of components
Our Group audit was scoped by obtaining an understanding of the Group and its environment, including
Group-wide controls and assessing the risks of material misstatement at the Group level.

Our Group audit scope focused primarily on three subsidiaries: the two main banking entities
OneSavings Bank plc and Charter Court Financial Services Limited, as well as Interbay ML Ltd, another
significant lending subsidiary. These three subsidiaries were significant components and subject to a
full scope audit (2022: three significant components subject to a full scope audit). They represent 98%
(2022: 97%) of the Group’s interest receivable and similar income, 95% (2022: 94%) of profit before
tax, 97% (2022: 98%) of total assets and 99% (2022: 99%) of total liabilities. The subsidiaries were
selected to provide an appropriate basis of undertaking audit work to address the risks of material
misstatement including those identified as key audit matters above. Our audits of each of the
subsidiaries were performed using lower levels of materiality based on their size relative to the Group.
The materialities used for each subsidiary audit ranged from £3.8m to £17.9m (2022: £6.6m to £17.9m).
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We tested the Group’s consolidation process and carried out analytical procedures to confirm that there
were no significant risks of material misstatement in the aggregated financial information of the
remaining subsidiaries not subject to a full scope audit or specified audit procedures.

Interest receivable and

S Profit before tax Total assets Total liabilities
similar income
Full audit scope 98% Fullaudit scope 95% Full audit scope 97% Full audit scope 99%
Review at group level 2% Review at group level 5% Review at group level 3% Review at group level 1%

7.2. Our consideration of the control environment

We identified the key IT systems relevant to the audit to be those used in financial reporting, lending
and savings areas. For these systems, with the involvement of our IT specialists, we obtained a
understanding of relevant general IT controls.

Where deficiencies were identified in the control environment, including deficiencies in IT controls, our
risk assessment procedures included an assessment of those deficiencies to determine the impact on
our audit plan. Where we were unable to identify or test mitigating controls, we adopted a non-controls
reliance approach and performed additional substantive procedures. As a result of deficiencies
identified in internal IT access controls across the Group, we amended our planned audit procedures
to adopt a non-controls reliance approach over lending and related interest income, and deposit
balances and related interest expense.

7.3. Our consideration of climate-related risks

In planning our audit, we have considered the impact of climate change on the Group’s operations and
impact on its financial statements. The Group has set out its commitments, aligned with the goals of the
Paris Climate Accord, to be a net zero bank by 2050. Further information is provided in the Group’s
Environment, Social and Governance report on page 7. The Group sets out its assessment of the
potential impact of climate change on ECL on page 49 of the Risk Management section of the Annual
Report and the potential impact on the financial statements in note 19 on page 129.

In conjunction with our climate risk specialists, we have held discussions with the Group to understand:

e the process for identifying affected operations, including the governance and controls
over this process, and the subsequent effect on the financial reporting for the Group;
and

e the long-term strategy to respond to climate change risks as they evolve.

Our audit work has involved:

e challenging the completeness of the physical and transition risks identified and
considered in the Group’s climate risk assessment and the conclusion that there is no
material impact of climate change risk on current year financial reporting;

e with the involvement of our credit risk specialists, assessing management’s approach
to the incorporation and quantification of climate change risks within a PMA in the ECL
provision, which included:
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e assessing management’s selected climate pathway used in order to quantify the potential
impact of physical risks on the Group’s loan book and in particular how the underlying property
may be impacted as a result; and

e assessing the relevance of the data used in the assessment.

e assessing disclosures in the Annual Report, and challenging the consistency between the
financial statements and the remainder of the Annual Report.

8. Other information

The other information comprises the information included in the Annual Report, other than the financial
statements and our auditor’s report thereon. The directors are responsible for the other information
contained within the Annual Report.

Our opinion on the financial statements does not cover the other information and, except to the extent
otherwise explicitly stated in our report, we do not express any form of assurance conclusion thereon.

Our responsibility is to read the other information and, in doing so, consider whether the other
information is materially inconsistent with the financial statements or our knowledge obtained in the
course of the audit, or otherwise appears to be materially misstated.

If we identify such material inconsistencies or apparent material misstatements, we are required to
determine whether this gives rise to a material misstatement in the financial statements themselves. If,
based on the work we have performed, we conclude that there is a material misstatement of this other
information, we are required to report that fact.

We have nothing to report in this regard.

9. Responsibilities of directors

As explained more fully in the directors’ responsibilities statement, the directors are responsible for the
preparation of the financial statements and for being satisfied that they give a true and fair view, and
for such internal control as the directors determine is necessary to enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, the directors are responsible for assessing the Group’s and the
parent company’s ability to continue as a going concern, disclosing as applicable, matters related to
going concern and using the going concern basis of accounting unless the directors either intend to
liquidate the Group or the parent company or to cease operations, or have no realistic alternative but
to do so.
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10. Auditor’s responsibilities for the audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that
includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with ISAs (UK) will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on
the basis of these financial statements.

A further description of our responsibilities for the audit of the financial statements is located on the
FRC’s website at: www.frc.org.uk/auditorsresponsibilities. This description forms part of our auditor’s
report.

11. Extent to which the audit was considered capable of detecting irregularities, including fraud

Irregularities, including fraud, are instances of non-compliance with laws and regulations. We design
procedures in line with our responsibilities, outlined above, to detect material misstatements in respect
of irregularities, including fraud. The extent to which our procedures are capable of detecting
irregularities, including fraud is detailed below.

11.1. Identifying and assessing potential risks related to irregularities

In identifying and assessing risks of material misstatement in respect of irregularities, including fraud
and non-compliance with laws and regulations, we considered the following:

e the nature of the industry and sector, control environment and business performance including
the design of the Group’s remuneration policies, key drivers for directors’ remuneration, bonus
levels and performance targets;

o the Group’s own assessment of the risks that irregularities may occur either as a result of fraud
or error that was approved by the Board;

e results of our enquiries of management, internal audit, the directors and the Audit Committee
about their own identification and assessment of the risks of irregularities, including those that
are specific to the Group’s sector;

e any matters we identified having obtained and reviewed the Group’s documentation of their
policies and procedures relating to:

o identifying, evaluating and complying with laws and regulations and whether they were
aware of any instances of non-compliance;

o detecting and responding to the risks of fraud and whether they have knowledge of any
actual, suspected or alleged fraud;

o the internal controls established to mitigate risks of fraud or non-compliance with laws and
regulations;

o the matters discussed among the audit engagement team and relevant internal specialists,
including tax, valuations, real estate, IT, climate risk, prudential risk, economics, financial
instruments, share based payments, credit risk and analytics and modelling specialists
regarding how and where fraud might occur in the financial statements and any potential
indicators of fraud.
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As a result of these procedures, we considered the opportunities and incentives that may exist within
the organisation for fraud and identified the greatest potential for fraud in the following areas: loan
impairment provisions and effective interest rate income recognition. In common with all audits under
ISAs (UK), we are also required to perform specific procedures to respond to the risk of management
override.

We also obtained an understanding of the legal and regulatory frameworks that the Group operates in,
focusing on provisions of those laws and regulations that had a direct effect on the determination of
material amounts and disclosures in the financial statements. The key laws and regulations we
considered in this context included the UK Companies Act, Listing Rules and tax legislation.

In addition, we considered provisions of other laws and regulations that do not have a direct effect on
the financial statements but compliance with which may be fundamental to the Group’s ability to operate
or to avoid a material penalty. These included the Group’s prudential regulatory requirements and
capital, liquidity and conduct requirements.

11.2. Audit response to risks identified
As a result of performing the above, we identified loan impairment provisions and effective interest rate
income recognition as key audit matters related to the potential risk of fraud. The key audit matters
section of our report explains the matters in more detail and also describes the specific procedures we
performed in response to those key audit matters.

In addition to the above, our procedures to respond to risks identified included the following:

e reviewing the financial statement disclosures and testing to supporting documentation to
assess compliance with provisions of relevant laws and regulations described as having a direct
effect on the financial statements;

e enquiring of management, the Audit Committee and in-house and external legal counsel
concerning actual and potential litigation and claims;

o performing analytical procedures to identify any unusual or unexpected relationships that may
indicate risks of material misstatement due to fraud;

e reading minutes of meetings of those charged with governance, reviewing internal audit reports
and reviewing correspondence with the Prudential Regulation Authority, the Financial Conduct
Authority and HMRC; and

e in addressing the risk of fraud through management override of controls, testing the
appropriateness of journal entries and other adjustments; assessing whether the judgements
made in making accounting estimates are indicative of a potential bias; and evaluating the
business rationale of any significant transactions that are unusual or outside the normal course
of business.

We also communicated relevant identified laws and regulations and potential fraud risks to all
engagement team members including internal specialists and significant component audit teams, and
remained alert to any indications of fraud or non-compliance with laws and regulations throughout the
audit.
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Report on other legal and regulatory requirements

12. Opinions on other matters prescribed by the Companies Act 2006

In our opinion, based on the work undertaken in the course of the audit:

e the information given in the strategic report and the directors’ report for the financial year for which
the financial statements are prepared is consistent with the financial statements; and

o the strategic report and the directors’ report have been prepared in accordance with applicable
legal requirements.

In the light of the knowledge and understanding of the Group and the parent company and their

environment obtained in the course of the audit, we have not identified any material misstatements in

the strategic report or the directors’ report.

13. Matters on which we are required to report by exception
13.1. Adequacy of explanations received and accounting records

Under the Companies Act 2006 we are required to report to you if, in our opinion:
e we have not received all the information and explanations we require for our audit; or
e adequate accounting records have not been kept by the parent company, or returns adequate
for our audit have not been received from branches not visited by us; or
e the parent company financial statements are not in agreement with the accounting records and
returns.

We have nothing to report in respect of these matters.

13.2. Directors’ remuneration

Under the Companies Act 2006 we are also required to report if in our opinion certain disclosures of
directors’ remuneration have not been made.

We have nothing to report in respect of these matters.

14. Other matters which we are required to address

14.1. Auditor tenure
Following the recommendation of the Audit Committee, we were appointed by the shareholders of the
Group on 9 May 2019 to audit the Group Financial Statements for the year ending 31 December 2019
and subsequent financial periods. The period of total uninterrupted engagement including previous
renewals and reappointments of the firm is five years, covering the years ending 31 December 2019 to
31 December 2023.

14.2. Consistency of the audit report with the additional report to the audit committee

Our audit opinion is consistent with the additional report to the Audit Committee we are required to
provide in accordance with ISAs (UK).
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15. Use of our report

This report is made solely to the company’s members, as a body, in accordance with Chapter 3 of
Part 16 of the Companies Act 2006. Our audit work has been undertaken so that we might state to
the company’s members those matters we are required to state to them in an auditor’s report and
for no other purpose. To the fullest extent permitted by law, we do not accept or assume
responsibility to anyone other than the company and the company’s members as a body, for our
audit work, for this report, or for the opinions we have formed.

As required by the Financial Conduct Authority (FCA) Disclosure Guidance and Transparency Rule
(DTR) 4.1.15R - DTR 4.1.18R, these financial statements will form part of the Electronic Format Annual
Financial Report filed on the National Storage Mechanism of the FCA in accordance with DTR 4.1.15R-
DTR 4.1.18R. This auditor’s report provides no assurance over whether the Electronic Format Annual
Financial Report has been prepared in compliance with DTR 4.1.15R — DTR 4.1.18R. We have been
engaged to provide assurance on whether the Electronic Format Annual Financial Report has been
prepared in compliance with DTR 4.1.15R- DTR 4.1.18R and will publicly report separately to the
members on this.

Alexander Morton, FCA (Senior statutory auditor)
For and on behalf of Deloitte LLP

Statutory Auditor

London, United Kingdom

09 April 2024
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Group Group
2023 2022
Note £m £m
Interest receivable and similar income 3 1,767.0 1,069.3
Interest payable and similar charges 4 (1,108.1) (359.4)
Net interest income 658.9 709.9
Fair value (losses)/gains on financial instruments 5 (4.4) 58.9
Other operating income 6 3.9 6.6
Total income 658.4 775.4
Administrative expenses 7 (233.8) (206.5)
Provisions 34 (0.4) 1.6
Impairment of financial assets 20 (48.8) (29.8)
Integration costs 10 - (7.9)
Profit before taxation 375.4 532.8
Taxation 11 (91.8) (121.5)
Profit for the year 283.6 411.3
Other comprehensive expense
Items which may be reclassified to profit or loss:
Fair value changes on financial instruments measured at fair
value through other comprehensive income (FVOCI):
Arising in the year 15 (0.2) 0.3
Amounts reclassified to profit or loss for investment
securities at FVOCI - (0.7)
Tax on items in other comprehensive expense 0.1 0.1
Revaluation of foreign operations (0.8) (0.2)
Other comprehensive expense (0.9) (0.5)
Total comprehensive income for the year 282.7 410.8

The above results are derived wholly from continuing operations.
The notes on pages 90 to 214 form part of these accounts.

The financial statements on pages 85 to 214 were approved by the Board of Directors on 09 April 2024.
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Statement of Financial Position
As at 31 December 2023

Group Group Company Company

2023 2022 2023 2022
Note £m £m £m £m
Assets
Cash in hand 0.4 0.4 0.4 0.4
Loans and advances to credit institutions 14 2,813.6 3,365.7 1,002.7 1,506.1
Investment securities 15 621.7 412.9 396.2 211.4
Loans and advances to customers 16 25,765.0 23,612.7 11,432.2 10,531.9
Fair value adjustments on hedged assets 22 (243.5) (789.0) (11.6) (200.8)
Derivative assets 21 530.6 888.1 180.8 234.0
Other assets 23 27.6 15.0 19.4 13.1
Current taxation asset 0.5 1.7 - 2.6
Deferred taxation asset 24 3.9 6.3 3.8 4.1
Deemed loan assets 17 - - - 31.2
Property, plant and equipment 25 43.8 40.9 22.6 20.9
Intangible assets 26 26.1 12.0 23.8 6.5
Investments in subsidiaries and intercompany
loans 27 4.5 0.8 3,667.7 3,242.5
Total assets 29,594.2 27,567.5 16,738.0 15,603.9
Liabilities
Amounts owed to credit institutions 28 3,575.0 5,092.9 2,018.3 2,568.5
Amounts owed to retail depositors 29 22,126.6 19,755.8 12,246.5 11,132.2
Fair value adjustments on hedged liabilities 22 21.9 (55.1) 11.8 (33.7)
Amounts owed to other customers 30 63.3 113.1 0.5 0.5
Debt securities in issue 31 818.5 265.9 - -
Derivative liabilities 21 199.9 106.6 123.8 63.8
Lease liabilities 32 11.2 9.9 3.4 3.6
Other liabilities 33 39.6 38.7 25.8 23.9
Provisions 34 0.8 0.4 0.4 0.1
Current taxation liability - - 10.9 -
Deferred taxation liability 35 6.3 22.3 - -
Deemed loan liabilities 17 - - 25.3 -
Intercompany loans 27 - - 24.7 33.3
Senior notes 36 309.0 - 226.6 -
Subordinated liabilities 37 260.6 - 156.4 -
Perpetual subordinated bonds 38 15.2 15.2 15.2 15.2
27,447.9 25,365.7 14,889.6 13,807.4
Equity
Share capital 40 4.5 4.5 4.5 4.5
Other equity instruments 41 150.0 150.0 90.0 90.0
Retained earnings 1,979.5 2,035.0 1,741.6 1,690.9
Other reserves 42 12.3 12.3 12.3 11.1
2,146.3 2,201.8 1,848.4 1,796.5
Total equity and liabilities 29,5694.2 27,567.5 16,738.0 15,603.9

The profit after tax for the year ended 31 December 2023 of OneSavings Bank plc as a company was £386.8m
(2022: £335.9m). As permitted by section 408 of the Companies Act 2006, no separate Statement of Comprehensive
Income is presented in respect of the Company.

The notes on pages 90 to 214 form part of these accounts. The financial statements on pages 85 to 214 were
approved by the Board of Directors on 09 April 2024 and signed on its behalf by

/o .
// // /\ ((//VKQ

*

Andy Golding |
Chief Executive Officer April Talintyre 36
Company number: 07312896 Chief Financial Officer



OneSavings Bank plc
Statement of Changes in Equity

For the Year Ended 31 December 2023

Share-
Foreign based Other

Share Capital exchange FVOCI payment Retained equity

capital contribution reserve reserve reserve earnings instruments Total
Group £m £m £m £m £m £m £m £m
At 1 January 2022 4.5 1.7 (1.1) 0.6 11.7 1,857.4 150.0 2,024.8
Profit for the year - - - - - 411.3 - 411.3
Other comprehensive expense - - (0.2) (0.4) - - - (0.6)
Tax on items in other comprehensive expense - - - 0.1 - - - 0.1
Total comprehensive (expense)/income - - (0.2) (0.3) - 411.3 - 410.8
Coupon paid on Additional Tier 1 (AT1) securities - - - - - (9.0) - (9.0)
Dividends paid - - - - - (233.1) - (233.1)
Share-based payments - (1.7) - - 1.6 8.4 - 8.3
At 31 December 2022 4.5 - (1.3) 0.3 13.3 2,035.0 150.0 2,201.8
Profit for the year - - - - - 283.6 - 283.6
Other comprehensive expense - - (0.8) (0.2) - - - (1.0)
Tax on items in other comprehensive expense - - - 0.1 - - - 0.1
Total comprehensive (expense)/income - - (0.8) (0.1) - 283.6 - 282.7
Coupon paid on AT1 securities - - - - - (9.0) - (9.0)
Dividends paid - - - - - (335.0) - (335.0)
Share-based payments - - - - 0.5 4.9 - 5.4
Tax recognised in equity - - - - 0.4 - - 0.4
At 31 December 2023 4.5 - (2.1) 0.2 14.2 1,979.5 150.0 2,146.3

Share capital is disclosed in note 40 and the reserves are further analysed in note 42.
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Statement of Changes in Equity (continued)

For the Year Ended 31 December 2023

Share FVOCI Share-based Retained Other equity

capital reserve payment reserve earnings instruments Total
Company £m £m £m £m £m £m
At 1 January 2022 4.5 - 9.4 1,587.6 90.0 1,691.5
Profit for the year - - - 335.9 - 335.9
Other comprehensive income - 0.3 - - - 0.3
Tax on items in other comprehensive income - (0.1) - - - (0.1)
Total comprehensive income - 0.2 - 335.9 - 336.1
Coupon paid on AT1 securities - - - (5.4) - (5.4)
Dividends paid - - - (233.1) - (233.1)
Share-based payments - - 1.5 5.9 - 7.4
At 31 December 2022 4.5 0.2 10.9 1,690.9 90.0 1,796.5
Profit for the year - - - 386.8 - 386.8
Other comprehensive expense - (0.2) - - - (0.2)
Tax on items in other comprehensive expense - 0.1 - - - 0.1
Total comprehensive (expense)/income - (0.1) - 386.8 - 386.7
Coupon paid on AT1 securities - - - (5.4) - (5.4)
Dividends paid - - - (335.0) - (335.0)
Share-based payments - - 0.9 4.3 - 5.2
Tax recognised in equity - - 0.4 - - 0.4
At 31 December 2023 4.5 0.1 12.2 1,741.6 90.0 1,848.4

Share capital is disclosed in note 40 and the reserves are further analysed in note 42.
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Group Group Company Company
2023 2022 2023 2022
Note £m £m £m £m
Cash flows from operating activities
Profit before taxation 375.4 532.8 446.9 387.3
Adjustments for non-cash and other items 48 292.9 62.4 153.1 68.6
Changes in operating assets and liabilities 48 (143.4) (24.5) (402.4) 276.6
Cash generated in operating activities 524.9 570.7 197.6 732.5
Net tax paid (103.6) (142.5) (46.3) (54.0)
Net cash generated in operating activities 421.3 428.2 151.3 678.5
Cash flows from investing activities
Maturity and sales of investment securities 366.3 663.7 317.5 451.0
Purchases of investment securities (664.3) (596.5) (592.0) (556.4)
Interest received on investment securities 22.6 7.7 16.3 3.0
Investments in subsidiaries - - - (3.2)
Purchases of property, plant and equipment and
intangible assets 25,26 (25.8) (11.7) (24.4) (7.2)
Net cash from investing activities (301.2) 63.2 (282.6) (112.8)
Cash flows from financing activities
Financing received 39 1,331.5 429.5 578.7 120.0
Financing repaid 39 (1,430.3) (324.2) (597.2) (304.1)
Interest paid on financing 39 (205.4) (45.3) (107.7) (25.5)
Coupon paid on AT1 securities (9.0) (9.0) (5.4) (5.4)
Dividends paid 12 (335.0) (233.1) (335.0) (233.1)
Repayments of principal portion of lease liabilities 32 (2.0) (1.9) (0.7) (0.8)
Net cash from financing activities (650.2) (184.0) (467.3) (448.9)
Net (decrease)/increase in cash and cash
equivalents (530.1) 307.4 (598.6) 116.8
Cash and cash equivalents at the beginning of
the year 13 3,044.1 2,736.7 1,449.1 1,332.3
Cash and cash equivalents at the end of the
year 13 2,514.0 3,044.1 850.5 1,449.1

Movement in cash and cash equivalents (530.1) 307.4 (598.6) 116.8




OneSavings Bank plc

Notes to the Financial Statements
For the Year Ended 31 December 2023

1. Accounting policies

The principal accounting policies applied in the preparation of the financial statements for the Group and
the Company are set out below.

a) Basis of preparation

The financial statements have been prepared in accordance with International Financial Reporting
Standards (IFRS) as adopted by the United Kingdom (UK) and interpretations issued by the IFRS
Interpretations Committee (IFRS IC).

The financial statements have been prepared on a historical cost basis, as modified by the revaluation of
investment securities held at FVOCI and derivative contracts and other financial assets held at fair value
through profit or loss (FVTPL) (see note 1 n) vi.).

The financial statements are presented in pounds sterling. All amounts in the financial statements have
been rounded to the nearest £0.1m (£m).

b) Going concern

The Board undertakes regular rigorous assessments of whether the Group remains a going concern
considering current and potential future economic conditions and all available information about future risks
and uncertainties.

In assessing whether the going concern basis is appropriate, projections for the Group have been prepared,
covering its future performance, capital, and liquidity levels for a period in excess of 12 months from the
date of approval of these Financial Statements. These forecasts have been subject to sensitivity tests
utilising a range of stress scenarios, which have been compared to the latest economic scenarios provided
by the Group’s external economic advisors, as well as reverse stress tests.

The assessments include the following:

¢ Financial and capital forecasts were prepared utilising the latest economic forecasts provided by the
Group’s external economic advisers. Reverse stress tests were run to identify combinations of adverse
movements in house prices and unemployment levels which would result in the Group breaching its
minimum regulatory and total loss absorbing capital requirements. The reverse stress testing also
considered what macroeconomic scenarios would be required for the Group to breach its interim 18%
MREL requirement in July 2024. The Directors assessed the likelihood of those reverse stress scenarios
occurring within the next 12 months and concluded that the likelihood is remote.

o The latest liquidity and contingent liquidity positions and forecasts were assessed against the Internal
Liquidity Adequacy Assessment Process (ILAAP) stress scenarios.

e The Group continues to assess the resilience of its business operating model and supporting
infrastructure in the context of the emerging economic, business and regulatory environment. The key
areas of focus continue to be the provision of the Group’s Important Business Services, minimising the
impact of any service disruptions on the firm’s customers or the wider financial services industry. The
Group recognises the need to continually invest in the resilience of its services, with specific focus in
2023 on ensuring that the third parties on which it depends have the appropriate levels of resilience and
in further automating those processes that are sensitive to increases in volume. The Group produced
it's 2023 self-assessment report, which confirmed compliance with regulatory expectations, and that
there were no items identified that could threaten the Group’s viability over the going concern
assessment time horizon.
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1. Accounting policies (continued)

The Group’s financial projections demonstrate that the Group has sufficient capital and liquidity to continue
to meet its regulatory capital requirements as set out by the Prudential Regulation Authority (PRA).

The Board has therefore concluded that the Group has sufficient financial resources and expected operational
resilience for a period in excess of 12 months and as a result, it is appropriate to prepare these financial
statements on a going concern basis.

c) Basis of consolidation

The Group accounts include the results of the Company and all its subsidiary undertakings. Subsidiaries are
those entities, including structured entities, over which the Group has control. The Group controls an entity
when it is exposed, or has rights, to variable returns from its involvement with the entity and has the ability to
affect those returns through its power over the investee.

Judgement is applied in assessing the relevant factors and conditions in totality when determining whether
the Group controls an entity. Specifically, judgement is applied in assessing whether the Group has
substantive decision-making rights over the relevant activities and whether it is exercising power as a principal
or an agent.

The Group is not deemed to control an entity when it exercises power over an entity in an agency capacity.
In determining whether the Group is acting as an agent, the Directors consider the overall relationship
between the Group, the investee and other parties to the arrangement with respect to the following factors:
(i) the scope of the Group’s decision-making powers; (ii) the rights held by other parties; (iii) the remuneration
to which the Group is entitled; and (iv) the Group’s exposure to variability of returns. The determination of
control is based on the current facts and circumstances and is continuously assessed.

Where the Group does not retain a direct ownership interest in a securitisation entity, but the Directors have
determined that the Group controls those entities, they are treated as subsidiaries and are consolidated.
Control is determined to exist if the Group has the power to direct the activities of each entity (for example,
managing the performance of the underlying mortgage assets and raising debt on those mortgage assets
which is used to fund the Group) and, in addition to this, the Group is exposed to a variable return (for
example, retaining the residual risk on the mortgage assets). Securitisation structures that do not meet these
criteria are not treated as subsidiaries and are excluded from the consolidated accounts. The Group applies
the net approach in accounting for securitisation structures where it retains an interest in the securitisation,
netting the loan notes held against the deemed loan balance.

Subsidiaries are fully consolidated from the date on which control is transferred to the Group and are
deconsolidated from the date that control ceases. Upon consolidation, intercompany transactions, balances
and unrealised gains on transactions are eliminated. Unrealised losses are also eliminated unless the
transaction provides evidence of impairment of the asset transferred. Accounting policies of subsidiaries have
been changed where necessary to ensure consistency, so far as is possible, with the policies adopted by the
Group.

d) Foreign currency translation

The financial statements of each of the Company's subsidiaries are measured using the currency of the
primary economic environment in which the subsidiary operates (the functional currency). Foreign currency
transactions are translated into the functional currencies using the exchange rates prevailing at the date of
the transactions. Monetary items denominated in foreign currencies are retranslated at the rate prevailing at
the period end.
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1. Accounting policies (continued)
e) Segmental reporting

IFRS 8 requires operating segments to be identified on the basis of internal reports and components of the
Group which are regularly reviewed by the chief operating decision maker to allocate resources to segments
and to assess their performance. For this purpose, the chief operating decision maker of the Group is the
Board of Directors.

The Group provides loans and asset finance within the UK and the Channel Islands only.
The Group segments its lending business and operates under two segments:

e OneSavings Bank (OSB)
e Charter Court Financial Services (CCFS)

The Group has disclosed relevant risk management tables in note 44 at a sub-segment level to provide
detailed analysis of the Group’s core lending business.

f) Interest income and expense

Interest income and interest expense for all interest-bearing financial instruments measured at amortised cost
and FVOCI are recognised in profit or loss using the effective interest rate (EIR) method. The EIR is the rate
which discounts the expected future cash flows, over the expected life of the financial instrument, to the net
carrying value of the financial asset or liability.

Interest income on financial assets categorised as stage 1 or 2 are recognised on a gross basis, with interest
income on stage 3 assets recognised net of expected credit losses (ECL). For purchased or credit-impaired
assets (see note 1 n) vii.), interest income is calculated by applying the credit-adjusted EIR to the amortised
cost of the asset. The calculation of interest income does not revert to a gross basis even if the credit risk of
the asset improves. See note 1 n) ii.) for further information on IFRS 9 stage classifications.

When calculating the EIR, the Group estimates cash flows considering all contractual terms of the instrument
and behavioural aspects (for example, prepayment options) but not considering future credit losses. The
calculation of the EIR includes transaction costs and fees paid or received that are an integral part of the
interest rate, together with the discounts or premiums arising on the acquisition of loan portfolios. Transaction
costs include incremental costs that are directly attributable to the acquisition or issue of a financial
instrument.

The Group monitors the actual cash flows for each portfolio and resets cash flows on a monthly basis,
discounted at the EIR to derive a new carrying value, with changes taken to profit or loss as interest income.

The EIR is adjusted where there is a movement in the reference interest rate (SONIA, synthetic LIBOR or
base rate) affecting portfolios with a variable interest rate which will impact future cash flows. The revised
EIR is the rate which exactly discounts the revised cash flows to the net carrying value of the loan portfolio.
Interest income on investment securities is included in interest receivable and similar income. Interest on
derivatives is included in interest receivable and similar income or interest expense and similar charges
following the underlying instrument it is hedging.

Coupons paid on AT1 securities are recognised directly in equity in the period in which they are paid.
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dg) Fees and commissions

Fees and commissions which are an integral part of the EIR of a financial instrument are recognised as an
adjustment to the EIR and recorded in interest income. The Group includes early redemption charges within
the EIR.

Fees received on mortgage administration services and mortgage origination activities, which are not an
integral part of the EIR, are recorded in other operating income and accounted for in accordance with IFRS
15 Revenue from Contracts with Customers, with income recognised when the services are delivered and
the benefits are transferred to clients and customers.

Other fees and commissions are recognised on the accrual basis as services are provided or on the
performance of a significant act, net of VAT and similar taxes.

h) Integration costs

Integration costs are items of income or expense arising from the merger of OSB and CCFS (the
Combination) that do not relate to the Group’s core operating activities, are not expected to recur and are
material in the context of the Group’s performance. These costs are disclosed separately within the
Consolidated Statement of Comprehensive Income and the Notes to the Consolidated Financial Statements.
i) Taxation

Income tax comprises current and deferred tax. It is recognised in profit or loss, other comprehensive income
(OCI) or directly in equity, consistent with the recognition of items it relates to. The Group recognises tax on
coupons paid on AT1 securities directly in profit or loss.

Deferred tax assets are recognised only to the extent that it is probable that future taxable profits will be
available to utilise the asset. The recognition of deferred tax asset is mainly dependent on the projections of
future taxable profits and future reversals of temporary differences. The current projections of future taxable
income indicate that the Group will be able to utilise its deferred tax asset within the foreseeable future.
Deferred tax liabilities are recognised for all taxable temporary differences.

The Company and its tax-paying UK subsidiaries are in a group payment arrangement for corporation tax
and show a net corporation tax liability and deferred tax liability accordingly.

The Company and its UK subsidiaries are in the same VAT group.
j) Dividends
Dividends are recognised in equity in the period in which they are paid or, if earlier, approved by shareholders.

Dividend income from investments is recognised when the shareholders’ rights to receive payment have been
established.

k) Cash and cash equivalents
For the purposes of the Consolidated Statement of Cash Flows, cash and cash equivalents comprise cash,
non-restricted balances with credit institutions and highly liquid financial assets with maturities of less than

three months from date of acquisition, subject to an insignificant risk of changes in their fair value and are
used by the Group in the management of its short-term commitments.
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I) Intangible assets

Purchased software and costs directly associated with the development of computer software are capitalised
as intangible assets where the software is a unique and identifiable asset controlled by the Group and will
generate future economic benefits. Costs to establish technological feasibility or to maintain existing levels
of performance are recognised as an expense. The Group only recognises internally generated intangible
assets if all of the following conditions are met:

e anassetis being created that can be identified after establishing the technical and commercial feasibility
of the resulting product;

e jtis probable that the asset created will generate future economic benefits; and

o the development cost of the asset can be measured reliably.

Subsequent expenditure on an internally generated intangible asset, after its purchase or completion, is
recognised as an expense in the period in which it is incurred. Where no internally generated intangible asset
can be recognised, development expenditure is recognised as an expense in the period in which it is incurred.

An intangible asset is only recognised if:

e The Group has the contractual right to take possession of the software during the hosting period without
significant penalty; and

o ltis feasible for the Group to run the software on its own hardware or contract with a party unrelated to
the supplier to host the software.

The costs of configuring or customising supplier application software in a Software-as-a-service (SaaS)
arrangement that is determined to be a service contract is recognised as an expense or prepayment. SaaS
is an arrangement that provides the Group with the right to receive access to the supplier's application
software in the future which is treated as a service contract, rather than a software lease or the acquisition of
a software intangible asset. Where the configuration and customisation services are not distinct from the right
to receive access to the software, then the costs are recognised as an expense over the term of the
arrangement.

Intangible assets are reviewed for impairment at least semi-annually, and if they are considered to be
impaired, are written down immediately to their recoverable amounts. Impairment losses previously
recognised for intangible assets, other than goodwill, are reversed when there has been a change in the
estimates used to determine the asset’s recoverable amount. An impairment loss reversal is recognised in
the Consolidated Statement of Comprehensive Income and the carrying amount of the asset is increased to
its recoverable amount.

Intangible assets are amortised in profit or loss over their estimated useful lives as follows:

Software licence 3-5 year straight line
Brand 4 year straight line
Broker relationships 5 year profile

Bank licence 3 year straight line
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For development costs of assets that are under construction, no amortisation is applied until the asset is
available for use and is calculated using a full month when available for use.

The Group reviews the amortisation period on an annual basis. If the expected useful life of an asset is
different from previous assessments, the amortisation period is changed accordingly.

m) Property, plant and equipment

Property, plant and equipment comprise freehold land and buildings, major alterations to office premises,
computer equipment and fixtures measured at cost less accumulated depreciation. These assets are
reviewed for impairment annually, and if they are considered to be impaired, are written down immediately to
their recoverable amounts.

Items of property, plant and equipment are depreciated on a straight-line basis over their estimated useful
economic lives as follows:

Buildings 50 years
Fixtures & fittings, computer hardware and vehicles 5 years
Leasehold improvements Shorter of useful life or lease term

Land, deemed to be 25% of purchase price of buildings, is not depreciated.
n) Financial instruments
i. Recognition

The Group initially recognises loans and advances, deposits, debt securities issued and subordinated
liabilities on the date on which they are originated or acquired. All other financial instruments are accounted
for on the trade date which is when the Group becomes a party to the contractual provisions of the instrument.

For financial instruments classified as amortised cost or FVOCI, the Group initially recognises financial assets
and financial liabilities at fair value plus transaction income or costs that are directly attributable to its
origination, acquisition or issue. Financial instruments classified as amortised cost are subsequently
measured using the EIR method.

Transaction costs directly attributable to the acquisition or issue of a financial instrument at FVTPL are
recognised in profit or loss as incurred.

ii. Classification

The Group classifies financial instruments based on the business model and the contractual cash flow
characteristics of the financial instruments. In accordance with IFRS 9, the Group classifies financial assets
into one of three measurement categories:

e Amortised cost — assets in a business model to hold financial assets in order to collect contractual cash
flows, where the contractual terms of the financial asset give rise on specified dates to cash flows that
are solely payments of principal and interest (SPPI) on the principal amount outstanding.

e FVOCI-assets held in a business model which collects contractual cash flows and sells financial assets,
where the contractual terms of the financial assets give rise on specified dates to cash flows that are
SPPI on the principal amount outstanding.
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e FVTPL - assets not measured at amortised cost or FVOCI. The Group measures derivatives, an
acquired mortgage portfolio and an investment security under this category.

The Group reassesses its business models each reporting period.
The Group classifies non-derivative financial liabilities as measured at amortised cost.
The Group classifies certain financial instruments as equity where they meet the following conditions:

o the financial instrument includes no contractual obligation to deliver cash or another financial asset on
potentially unfavourable conditions;

o thefinancial instrument is a non-derivative that includes no contractual obligation for the issuer to deliver
a variable number of its own equity instruments; or

o the financial instrument is a derivative that will be settled only by the issuer exchanging a fixed amount
of cash or another financial asset for a fixed number of its own equity instruments.

The Group’s sources of debt funding are deposits from retail customers and credit institutions, including
collateralised loan advances from the Bank of England (BoE) under the Term Funding Scheme with additional
incentives for SMEs (TFSME), asset-backed loan notes issued through the Group’s securitisation
programmes, subordinated liabilities and senior notes. Cash received under the TFSME is recorded in
amounts owed to credit institutions. Financial liabilities including the Sterling Perpetual Subordinated Bonds
(PSBs) and Tier 2 instruments where the terms allow no absolute discretion over the payment of interest.

During the year equity financial instruments comprised own shares and AT1 securities. AT1 securities are
designated as equity instruments and recognised at fair value on the date of issuance in equity along with
incremental costs directly attributable to the issuance of equity instruments. Accordingly, the coupons paid
on AT1 securities are recognised directly in retained earnings when paid.

iii. Derecognition
The Group offers refinancing options to customers which have been assessed within the principles of IFRS 9
and relevant guidance. The assessment concludes the original mortgage asset is derecognised at the
refinancing point with a new financial asset recognised.
The forbearance measures offered by the Group are considered a modification event as the contractual cash
flows are renegotiated or otherwise modified. The Group considers the renegotiated or modified cash flows
are not a substantial modification from the contractual cash flows and does not consider that forbearance
measures give rise to a derecognition event.

Financial liabilities are derecognised only when the obligation is discharged, cancelled or has expired.
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iv. Offsetting

The Group’s derivatives are covered by industry standard master netting agreements. Master netting
agreements create a right of set-off that becomes enforceable only following a specified event of default or
in other circumstances not expected to arise in the normal course of business. These arrangements do not
qualify for offsetting and as such the Group reports derivatives on a gross basis.

Collateral in respect of derivatives is subject to the standard industry terms of International Swaps and
Derivatives Association (ISDA) Credit Support Annex. This means that the cash received or given as
collateral can be pledged or used during the term of the transaction but must be returned on maturity of the
transaction. The terms also give each counterparty the right to terminate the related transactions upon the
counterparty’s failure to post collateral. Collateral paid or received does not qualify for offsetting and is
recognised in loans and advances to credit institutions and amounts owed to credit institutions, respectively.

v. Amortised cost measurement

The amortised cost of a financial asset or financial liability is the amount at which the financial asset or
financial liability is measured at initial recognition, less principal payments or receipts, plus or minus the
cumulative amortisation using the EIR method of any difference between the initial amount recognised and
the maturity amount, minus any reduction for impairment of assets.

vi. Fair value measurement

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date in the principal or, in its absence, the most
advantageous market to which the Group has access at that date.

When available, the Group measures the fair value of an instrument using the quoted price in an active market
for that instrument. A market is regarded as active if transactions for the asset or liability take place with
sufficient frequency and volume to provide pricing information on an ongoing basis. The Group measures its
investment securities and PSBs at fair value using quoted market prices where available.

If there is no quoted price in an active market, then the Group uses valuation techniques that maximise the
use of relevant observable inputs and minimise the use of unobservable inputs.

The Group uses SONIA curves to value its derivatives. The fair value of the Group’s derivative financial
instruments incorporates credit valuation adjustments (CVA) and debit valuation adjustments (DVA). The
DVA and CVA take into account the respective credit ratings of the Group’s two banking entities and
counterparty and whether the derivative is collateralised or not. Derivatives are valued using discounted cash
flow models and observable market data and are sensitive to benchmark interest and basis rate curves.

The fair value of investment securities held at FVTPL is measured using a discounted cash flow model.
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vii. Identification and measurement of impairment of financial assets
The Group assesses all financial assets for impairment.

Loans and advances to customers

The Group uses the IFRS 9 three-stage ECL approach for measuring impairment. The three impairment
stages are as follows:

e Stage 1 — a 12 month ECL allowance is recognised where there is no significant increase in credit risk
(SICR) since initial recognition.

e Stage 2 - a lifetime ECL allowance is recognised for assets where a SICR is identified since initial
recognition. The assessment of whether credit risk has increased significantly since initial recognition is
performed for each reporting period for the life of the loan.

e Stage 3 — requires objective evidence that an asset is credit impaired, at which point a lifetime ECL
allowance is recognised.

The Group measures impairment through the use of individual and modelled assessments.

Individual assessment

The Group’s provisioning process requires individual assessment for high exposure or higher risk loans,
where Law of Property Act (LPA) receivers have been appointed, the property is taken into possession or
there are other events that suggest a high probability of credit loss. The individual assessments are carried

out for all the loans associated with one counterparty.

The Group estimates cash flows from these loans, including expected interest and principal payments, rental
or sale proceeds, selling and other costs.

For all individually assessed loans, should the present value of estimated future cash flows discounted at the
original EIR be less than the carrying value of the loan, a provision is recognised for the difference with such
loans being classified as impaired. However, should the present value of the estimated future cash flows
exceed the carrying value, no provision is recognised. For all remaining individually assessed loans, should
a full loss be expected, the provision is set to the carrying value.

The Group applies a modelled assessment to all loans with no individually assessed provision.

IFRS 9 modelled impairment

Measurement of ECL

The assessment of credit risk and the estimation of ECL are unbiased and probability weighted.

The ECL calculation is a product of an individual loan’s probability of default (PD), exposure at default (EAD)
and loss given default (LGD) discounted at the EIR. The ECL drivers of PD, EAD and LGD are modelled at

an account level. The assessment of whether a SICR has occurred is based on quantitative relative and
absolute PD thresholds and a suite of qualitative triggers.
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Significant increase in credit risk (movement to stage 2)

The Group’s transfer criteria determine what constitutes a SICR, which results in an exposure being moved
from stage 1 to stage 2.

At the point of initial recognition, a loan is assigned a PD estimate. For each monthly reporting date thereafter,
an updated PD estimate is computed. The Group’s transfer criteria analyse relative and absolute changes in
PD versus the PD assigned at the point of origination, together with qualitative triggers using both internal
indicators, such as forbearance, and external information, such as changes in income and adverse credit
information to assess for SICR. In the event that given early warning triggers have not already identified
SICR, an account more than 30 days past due is considered to have experienced a SICR.

A borrower will move back into stage 1 only if the SICR definition is no longer triggered.
Definition of default (movement to stage 3)

The Group uses a number of quantitative and qualitative criteria to determine whether an account meets the
definition of default and therefore moves to stage 3. The criteria currently include:

e If an account is more than 90 days past due.
e Accounts that have moved into an unlikely to pay position, which includes some forbearance, bankruptcy,
repossession and interest-only term expiry.

A borrower will move out of stage 3 when its credit risk improves such that it no longer meets the 90 days
past due and unlikely to pay criteria and following this has completed an internally approved probation period.
The borrower will move to stage 1 or stage 2 dependent on whether the SICR applies.

Forward-looking macroeconomic scenarios

The risk of default and ECL assessments take into consideration expectations of economic changes that are
deemed to be reasonably possible.

The Group conducts analysis to determine the most significant factors which may influence the likelihood of
an exposure defaulting in the future. The macroeconomic factors relate to the House Price Index (HPI),
unemployment rate (UR), Consumer Price Index (CPI), Gross Domestic Product (GDP), Commercial Real
Estate Index (CRE) and the Bank of England Base Rate (BBR).

The Group has developed an approach for factoring probability-weighted macroeconomic forecasts into ECL
calculations, adjusting PD and LGD estimates. The macroeconomic scenarios feed directly into the ECL
calculation, as the adjusted PD, lifetime PD and LGD estimates are used within the individual account ECL
allowance calculations.

The Group sources economic forecast information from an appropriately qualified third party when
determining scenarios. The Group considers four probability-weighted scenarios, base, upside, downside
and severe downside scenarios. The expected scenarios, management actions and results are discussed
and approved by the Board.

The base case is also utilised within the Group’s impairment forecasting process which in turn feeds the wider

business planning processes. The ECL models are also used to set the Group’s credit risk appetite thresholds
and limits.
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Period over which ECL is measured

ECL is measured from the initial recognition of the asset which is the date at which the loan is originated or
the date a loan is purchased and at each balance sheet date thereafter. The maximum period considered
when measuring ECL (either 12 months or lifetime ECL) is the maximum contractual period over which the
Group is exposed to the credit risk of the asset. For modelling purposes, the Group considers the contractual
maturity of the loan product and then considers the behavioural trends of the asset.

Purchased or originated credit impaired (POCI)

Acquired loans that meet the Group’s definition of default (90 days past due or an unlikely to pay position) at
acquisition are treated as POCI assets. These assets attract a lifetime ECL allowance over the full term of
the loan, even when these loans no longer meet the definition of default post-acquisition. The Group does
not originate credit-impaired loans.

Write-off

Loans are written off against the related provision when the underlying security is sold and there is a shortfall
amount remaining. Subsequent recoveries of amounts previously written off are taken through profit and loss.
Accounts that are derecognised for accounting purposes will continue to be serviced and corresponding
collection procedures are only discontinued following approval from the Group Chief Credit Officer.

Intercompany loans

Intercompany receivables in the Company financial statements are assessed for ECL based on an
assessment of the PD and LGD, discounted to a net present value.

Other financial assets

Other financial assets comprise cash balances with the BoE and other credit institutions and high grade
investment securities. The Group deems the likelihood of default across these counterparties as low and
does not recognise a provision against the carrying balances.

o) Loans and advances to customers

Loans and advances to customers are predominantly mortgage loans and advances to customers with fixed
or determinable payments that are not quoted in an active market and that the Group does not intend to sell
in the near term. They are initially recorded at fair value plus any directly attributable transaction costs and
are subsequently measured at amortised cost using the EIR method, less impairment losses. Where
exposures are hedged by derivatives, designated and qualifying as fair value hedges, the fair value
adjustment for the hedged risk to the carrying value of the hedged loans and advances is reported in fair
value adjustments for hedged assets.

Loans and the related provision are written off when there is a shortfall remaining after the underlying security
is sold. Subsequent recoveries of amounts previously written off are taken through profit or loss.

100



OneSavings Bank plc

Notes to the Financial Statements (continued)
For the Year Ended 31 December 2023

1. Accounting policies (continued)

Loans and advances to customers over which the Group transfers its rights to the collateral thereon to the
BoE under the TFSME and ILTR schemes are not derecognised from the Statement of Financial Position, as
the Group retains substantially all the risks and rewards of ownership, including all cash flows arising from
the loans and advances and exposure to credit risk. The Group classifies TFSME and ILTR as amortised
cost under IFRS 9 Financial Instruments.

Loans and advances to customers include a small acquired mortgage portfolio where the contractual cash
flows include payments that are not SPPI and as such are measured at FVTPL.

Loans and advances to customers include the Group’s asset finance lease lending. Finance leases are
initially measured at an amount equal to the net investment in the lease, using the interest rate implicit in the
finance lease. Direct costs are included in the initial measurement of the net investment in the lease and
reduce the amount of income recognised over the lease term. Finance income is recognised over the lease
term, based on a pattern reflecting a constant periodic rate of return on the net investment in the lease.

p) Deemed loan

Mortgage assets remain on the Company’s balance sheet for securitisation transactions where the Company
retains substantially all the risks and rewards of the assets. The Company recognises a deemed loan position
for consideration received or transferred. In each subsequent reporting period the deemed loan position is
updated to incorporate repayments of principal on notes held by third parties, movements in liquidity and
other cash reserves held by the securitisation vehicle, and expenses incurred on the securitisation
arrangement. The expense recognised includes interest payments on notes held by external parties, interest
payments paid/received on the swap, and servicing and other third party costs as they are incurred.

d) Investment securities

Investment securities include securities held for liquidity purposes (UK treasury bills, UK Gilts and Residential
Mortgage-Backed Securities (RMBS)). These assets are non-derivatives that are classified on an individual
basis as amortised cost, FVOCI or FVTPL.

r) Sale and repurchase agreements

Financial assets sold subject to repurchase agreements (repo) continue to be recognised in the financial
statements if they fail the derecognition criteria of IFRS 9 described in paragraph n(iii) above. The financial
assets that are retained in the financial statements are reflected as loans and advances to customers or
investment securities and the counterparty liability is included in amounts owed to credit institutions or other
customers. Financial assets purchased under agreements to resell at a predetermined price where the
transaction is financing in nature (reverse repo) are accounted for as loans and advances to credit institutions.
The difference between the sale and repurchase price is treated as interest and accrued over the life of the
agreement using the EIR method.
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s) Derivative financial instruments

The Group uses derivative financial instruments (interest rate swaps) to manage its exposure to interest rate
risk. The Group does not hold or issue derivative financial instruments for proprietary trading.

The Group also uses derivatives to hedge the interest rate risk inherent in irrevocable offers to lend. This
exposes the Group to movements in the fair value of derivatives until the loan is drawn. The changes to fair
value are recognised in profit or loss in the period.

t) Hedge accounting

The Group has chosen to continue to apply the hedge accounting requirements of IAS 39 instead of the
requirements in Chapter 6 of IFRS 9. The Group uses fair value hedge accounting for a portfolio hedge of
interest rate risk.

The hedging strategy of the Group is divided into portfolio hedges, where the hedged item is a homogenous
portfolio of assets (mortgage lending) or liabilities (savings products), and micro hedges, where the hedged
item is a distinctly identifiable asset or liability (debt issuance). The Group applies fair value hedge accounting
for both its portfolio and micro hedges.

i. Portfolio hedges

Portfolio hedge accounting allows for hedge effectiveness testing and accounting over an entire portfolio of
financial assets or liabilities. The Group applies fair value portfolio hedge accounting to its fixed rate portfolio
of mortgages and saving accounts. The hedged portfolio is analysed into repricing time periods based on
expected repricing dates, utilising the Group Assets and Liabilities Committee (ALCO) approved prepayment
curve. Interest rate swaps are designated against the repricing time periods to establish the hedge
relationship.

ii. Micro hedges

The Group’s micro hedging strategy entails hedge accounting on an individual instrument-by-instrument
basis, which in some instances may be implemented through partial term fair value hedging where the
instrument may be exercised early. The Group applies fair value micro hedge accounting to manage its
exposure to the interest rate risk arising from some of its fixed rate debt issuances. Interest rate swaps are
assigned to specific issuances of fixed rate notes with terms that closely align with the hedged item.

iii. Hedge effectiveness
Hedge effectiveness is calculated as a percentage of the fair value movement of the interest rate swap
against the fair value movement of the hedged item over the period tested.

The Group considers the following as key sources of hedge ineffectiveness:

e the mismatch in maturity date of the swap and hedged item, as swaps with a given maturity date cover
a portfolio of hedged items which may mature throughout the month;

o the actual behaviour of the hedged item differing from expectations, such as early repayments or
withdrawals and arrears;

¢ minimal movements in the yield curve leading to ineffectiveness where hedge relationships are sensitive
to small value changes; and

o the mismatch in the swap interest rate and rate used to value the hedged item where the swap rate is
higher than the contractual rate of the hedged item.
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Where there is an effective hedge relationship for fair value hedges, the Group recognises the change in fair
value of each hedged item in profit or loss with the cumulative movement in their value being shown
separately in the Statement of Financial Position as fair value adjustments on hedged assets and liabilities.
The fair value changes of both the derivative and the hedge substantially offset each other to reduce profit
volatility.

The Group discontinues hedge accounting when the derivative ceases through expiry, when the derivative is
cancelled or the underlying hedged item matures, is sold or is repaid.

If a derivative no longer meets the criteria for hedge accounting or is cancelled whilst still effective, including
LIBOR-linked derivatives cancelled as a result of IBOR reforms, the fair value adjustment relating to the
hedged assets or liabilities within the hedge relationship prior to the derivative becoming ineffective or being
cancelled remains on the Statement of Financial Position and is amortised over the remaining life of the
hedged assets or liabilities. The rate of amortisation over the remaining life is in line with expected income or
cost generated from the hedged assets or liabilities. Each reporting period, the expectation is compared to
actual with an accelerated run-off applied where the two diverge by more than set parameters.

u) Debit and credit valuation adjustments
The DVA and CVA are included in the fair value of derivative financial instruments. The DVA is based on the
expected loss a counterparty faces due to the risk of the Group’s two banking entities defaulting. The CVA

reflects the Group’s risk of the counterparty’s default.

The methodology is based on a standard calculation, taking into account the credit rating of the swap
counterparty, time to maturity, the fair value of the swap and any collateral arrangements.

v) Provisions and contingent liabilities

A provision is recognised when there is a present obligation as a result of a past event, it is probable that the
obligation will be settled and the amount can be estimated reliably.

Provisions include ECLs on the Group’s undrawn loan commitments.
Contingent liabilities are possible obligations arising from past events, whose existence will be confirmed only
by uncertain future events, or present obligations arising from past events which are either not probable or

the amount of the obligation cannot be reliably measured. Contingent liabilities are not recognised but
disclosed unless they are not material or their probability is remote.
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w) Employee benefits — defined contribution scheme

The Group contributes to defined contribution personal pension plans or defined contribution retirement
benefit schemes for all qualifying employees who subscribe to the terms and conditions of the schemes’
policies.

Obligations for contributions to defined contribution pension arrangements are recognised as an expense in
profit or loss as incurred.

x) Share-based payments

Equity-settled share-based payments to employees providing services are measured at the fair value of the
equity instruments at the grant date in accordance with IFRS 2. The fair value excludes the effect of non-
market-based vesting conditions.

The cost of the awards is charged on a straight-line basis to profit or loss (with a corresponding increase in
the share-based payment reserve within equity) over the vesting period in which the employees become
unconditionally entitled to the awards. The increase within the share-based payment reserve is reclassified
to retained earnings upon exercise.

The amount recognised as an expense for non-market conditions and related service conditions is adjusted
each reporting period to reflect the actual number of awards expected to be met. The amount recognised as
an expense for awards subject to market conditions is based on the proportion that is expected to meet the
condition as assessed at the grant date. No adjustment is made to the fair value of each award calculated at
grant date.

Share-based payments that are not subject to further vesting conditions (i.e. the Deferred Share Bonus Plan
(DSBP) for senior managers) are expensed in the year services are received with a corresponding increase
in equity.

Where the allowable cost of share-based options or awards for tax purposes is greater than the cost
determined in accordance with IFRS 2, the tax effect of the excess is taken to the share-based payment
reserve within equity. The tax effect is reclassified to retained earnings upon vesting.

Employer’s national insurance is charged to profit or loss at the share price at the reporting date on the same
service or vesting schedules as the underlying options and awards.
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y) Leases

The Group’s leases are predominantly for offices and Kent Reliance branches where the Group is a lessee.
At lease commencement date, the Group recognises the right-of-use asset and lease liability on the statement
of financial position, except for leases of low-value assets and short-term leases of 12 month or less are
recognised directly in profit or loss on a straight-line basis over the lease term.

Lease liability payments are recognised within financing activities in the Statement of Cash Flows.

The Group assesses the likely impact of early terminations in recognising the right-of-use asset and lease
liability where an option to terminate early exists.

For modifications that increase the length of a lease; the modified lease term is determined and the lease
liability remeasured by discounting the revised lease payments using a revised discount rate, at the effective
date of the lease modification; a corresponding adjustment is made to the right-of-use asset. Where
modifications decrease the length of a lease, the lease liability and right-of-use asset are reduced in
proportion to the reduction in the lease term, with any gain or loss recognised in profit or loss.

z) Adoption of new standards

International financial reporting standards issued and adopted for the first time in the year ended 31
December 2023

The 2023 financial statements incorporate the guidance set out in Disclosure of Accounting Policies
(Amendments to IAS 1) which requires entities to disclose ‘material’ rather than ‘significant’ accounting
policies. Accordingly, Note 1 has been amended to remove general IFRS guidance so that disclosures focus
on entity-specific accounting, areas of significant judgement or assumptions and material transactions where
the accounting required is complex.

The Group has applied the temporary exception issued by the International Accounting Standards Board
(IASB) in May 2023 from the accounting requirements for deferred taxes in IAS 12 ‘Income Taxes’.
Accordingly, the Group neither recognises nor discloses information about deferred tax assets and liabilities
related to Pillar 2 income taxes. There were a number of other minor amendments to financial reporting
standards that are effective for the current year. There has been no material impact on the financial
statements of the Group from the adoption of these financial reporting standard amendments and
interpretations.

International financial reporting standards issued but not yet effective which are applicable to the
Group

Certain amendments to accounting standards and interpretations that were not effective on 31 December

2023 have not been early adopted by the Group. The adoption of these amendments is not expected to have
a material impact on the financial statements of the Group in future periods.
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In preparing these financial statements, the Group has made judgements, estimates and assumptions which
affect the reported amounts within the current and future financial years. Actual results may differ from these
estimates.

As set out in Strategic report on page 48, climate change is a global challenge and an emerging risk to
businesses, people and the environment. Therefore, in preparing the financial statements, the Group has
considered the impact of climate-related risks on its financial position and performance, including the impact
on ECL and redemption profiles included in EIR. While the effects of climate change represent a source of
uncertainty, the Group does not consider there to be a material impact on its judgements and estimates from
the physical or transition risks in the short term. As part of the Group's recognition of climate risk and overall
ESG agenda, the Group considers the physical risks of climate change with the removal of the transitional
risk to reflect Government's decision to postpone the EPC Climate Bill. The transitional risk was the most
significant component of the PMA that considered properties with lower energy efficiency likely to require
investment to reach minimum energy efficiency standards, and has such resulted in the reduction in the PMA
where the Group held £0.5m (2022: £4.4m).

Estimates and judgements are regularly reviewed based on past experience, expectations of future events
and other factors.

Judgements
The Group has made the following key judgements in applying the accounting policies:

(i) Loan book impairments

Significant increase in credit risk for classification in stage 2
The Group’s SICR rules considers changes in default risk, internal impairment measures, changes in
customer credit bureau files, or whether forbearance measures had been applied.

(ii) IFRS 9 classification

Application of the ‘business model’ requirements under IFRS 9 requires the Group to conclude on the
business models that it operates and is a fundamental aspect in determining the classification of the Group’s
financial assets.

Management assessed the intention for holding financial assets and the contractual terms of those assets,
concluding that the Group’s business model is a ‘held to collect’ business model. This conclusion was reached
on the basis that the Group originates and purchases loans and advances with the intention to collect
contractual cash flows over the life of the originated or purchased financial instrument.

The Group considers whether the contractual terms of a financial asset give rise on specified dates to cash
flows that are SPPI on the principal amount outstanding when applying the classification criteria of IFRS 9.
The majority of the Group’s assets being loans and advances to customers which have been accounted for
under amortised cost with the exception of one acquired mortgage book of £13.7m (2022: £14.6m) that is
recognised at FVTPL.
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Estimates

The Group has made the following estimates in the application of the accounting policies that have a
significant risk of material adjustment to the carrying amount of assets and liabilities within the next financial
year:

(i) Loan book impairments

Set out below are details of the critical accounting estimates which underpin loan impairment calculations.
Less significant estimates are not discussed as they do not have a material effect. The Group has recognised
total impairments of £145.8m (2022: £130.0m) at the reporting date as disclosed in note 19.

Modelled impairment

Modelled provision assessments are also subject to estimation uncertainty, underpinned by a number of
estimates being made by management which are utilised within impairment calculations. Key areas of
estimation within modelled provisioning calculations include those regarding the LGD and forward-looking
macroeconomic scenarios.

Loss given default model

The Group has a number of LGD models, which include estimates regarding propensity to go to possession
given default (PPD), forced sale discount, time to sale and sale costs. The LGD is sensitive to the application
of the HPI, with an 8% haircut (2022: a 10% haircut) seen to be a reasonable percentage change when
reviewing historical and expected 12 month outcomes. The table below shows the resulting incremental
provision required in an 8% house price haircut (2022: a 10% house price haircut) being directly applied to
all exposures which not only adjust the sale discount but the propensity to go to possession.

2023 2022

£m fm

0SB 25.6 28.0
CCFS 11.6 10.7
Group 37.2 38.7

The Group’s forecasts of HPI movements used in the impairment models are disclosed in the Risk profile
performance review on page 50.

Forward-looking macroeconomic scenarios
The forward-looking macroeconomic scenarios affect all model components of the ECL thus the calculation
remains sensitive to both the scenarios utilised and their associated probability weightings.

The Group has adopted an approach which utilises four macroeconomic scenarios. These scenarios are
provided by a reputable economics advisory firm, providing management and the Board with advice on which
scenarios to utilise and the probability weightings to attach to each scenario. A base case forecast is provided,
together with a plausible upside scenario. Two downside scenarios are also provided (downside and a severe
downside). The Group’s macroeconomic scenarios can be found in the Credit Risk section of the Risk profile
performance overview on page 51.

The following tables detail the ECL scenario sensitivity analysis with each scenario weighted at 100%
probability. The sensitivity analysis is performed without considering the staging shifts driven by relative or
absolute PD thresholds. The purpose of using multiple economic scenarios is to model the non-linear impact
of assumptions surrounding macroeconomic factors and ECL calculated:
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100% 100%
Weighted Base 100% 100% Severe
(see note case Upside Downside downside
As at 31-Dec-23 19) scenario scenario  scenario  scenario
Total loans before provisions, £m 25,8971 25,897.1 25,897.1 25,897.1 25,897.1
Modelled ECL, £m 97.2 76.8 60.5 138.1 206.8
Individually assessed provisions
ECL, £m 251 251 251 251 251
Post Model Adjustments ECL, £m 23.5 18.3 12.9 34.4 55.0
Total ECL, £m 145.8 120.2 98.5 197.6 286.9
ECL coverage, % 0.56 0.46 0.38 0.76 1.1
As at 31-Dec-22
Total loans before provisions, £m 23,728.1 23,728.1 23,728.1 23,728.1 23,728.1
Modelled ECL, £m 54.4 41.7 32.8 79.3 120.0
Individually assessed provisions
ECL", £m 45.8 45.8 45.8 45.8 45.8
Post Model Adjustments ECL',
£m 29.8 20.9 15.5 46.4 75.2
Total ECL, £m 130.0 108.4 94.1 171.5 241.0
ECL coverage, % 0.55 0.46 0.40 0.72 1.02

1. Individually assessed provisions and post model adjustments are split out in the current year with the related sensitivity reflected for
the post model adjustments under each scenario. In the prior year, this was included collectively as 'Non-modelled ECL".

(ii) Effective interest rate on lending

Estimates are made when calculating the EIR for newly-originated loan assets. These include the likely
customer redemption profiles. Mortgage products offered by the Group include directly attributable net fee
income and a period on reversion rates after the fixed/discount period.

Products revert to the standard variable rate (SVR) or Base rate plus a margin for the Kent Reliance brand,
a SONIA/Base rate plus a margin for the Precise brand and a LIBOR replacement rate/Base rate for the
Interbay brand. Subsequent to origination, changes in actual and expected customer prepayment rates are
reflected as increases or decreases in the carrying value of loan assets with a corresponding increase or
decrease in interest income. The Group uses historical customer behaviours, expected take-up rate of
retention products and macroeconomic forecasts in its assessment of expected prepayment rates. Customer
prepayments in a fixed rate or incentive period can give rise to Early Repayment Charge (ERC) income.

Judgement is used in estimating the expected average life of a mortgage, to determine the quantum and
timing of prepayments that incur ERCs, the period over which net fee income is recognised and the time
customers spend on reversion. Estimates are reviewed regularly, and over the first half of 2023 the Group
observed a step change in how long Precise customers were spending on the reversion rate. As the Bank
of England base rate (BBR) continued to rise, customers saw steep increases in the BBR-linked reversion
rate. As the Group has continued to develop its Precise retention programme, customers chose to
refinance earlier and spend less time on the higher reversion rate, compared to previously observed
behavioural trends. There was no further material change in behaviour observed in the second half of 2023
and the total adverse Group statutory adjustment for 2023 was £210.7m (2022: £31.6m adverse)
decreasing net interest income and loans and advances to customers.
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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. The impact of a -/+ 3 months movement in time spent on reversion
by Precise Mortgages customers is -/+ ¢.£82m.

As the BBR increased during 2023, the additional monthly net interest income arising from following the
effective interest rate approach increased as the impact of time spent on a reversion rate became greater. If
BBR decreases this will lead to a decrease in monthly net interest income. Based on the loans and advances
to customers balance as at 31 December 2023, if BBR were to reduce by 50bps it is estimated that this would
decrease monthly net interest income by £1.2m across Precise and Kent Reliance Mortgages.

3. Interest receivable and similar income

Group Group
2023 2022
£m £m
At amortised cost:
On OSB mortgages’ 757.6 591.6
On CCFS mortgages? 431.1 411.2
On finance leases 12.3 9.4
On investment securities 12.5 4.7
On other liquid assets 159.6 39.3
Amortisation of fair value adjustments on CCFS loan book at
Combination (57.4) (61.5)
Amortisation of fair value adjustments on hedged assets?® (2.6) (34.1)
1,313.1 960.6
At FVTPL:
Net income on derivative financial instruments - lending activities 442.8 106.6
At FVOCI:
On investment securities 1.1 2.1
1,767.0 1,069.3
1. Includes EIR behavioural related reset gains of £1.0m (2022: £18.5m gains).
2. Includes EIR behavioural related reset losses of £182.5m (2022: £41.7m losses).
3. The amortisation relates to hedged assets where the hedges were terminated before maturity and were effective at the point of

termination.
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4. Interest payable and similar charges

Group Group

2023 2022
£m £m
At amortised cost:
On retail deposits 762.3 257.7
On BoE borrowings 196.5 64.8
On wholesale borrowings 29.9 3.9
On debt securities in issue 21.5 7.7
On subordinated liabilities 16.9 1.1
On senior notes 9.0 -
On PSBs 0.7 0.7
On lease liabilities 0.2 0.2
Amortisation of fair value adjustments on CCFS customer deposits at
Combination (0.5) (1.0)
Amortisation of fair value adjustments on hedged liabilities’ (0.6) (0.8)
1,035.9 334.3
At FVTPL:
Net expense on derivative financial instruments - savings activities 71.5 25.1
Net expense on derivative financial instruments - subordinated liabilities and
senior notes 0.7 -
1,108.1 359.4

1. The amortisation relates to hedged liabilities where the hedges were terminated before maturity and were effective at the point of
termination.
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5. Fair value (losses)/gains on financial instruments

Group Group
2023 2022
£m £m
Fair value changes in hedged assets 580.3 (620.6)
Hedging of assets (590.2) 621.9
Fair value changes in hedged liabilities (82.7) 33.0
Hedging of liabilities 94.6 (42.4)
Ineffective portion of hedges 2.0 (8.1)
Net (losses)/gains on unmatched swaps (11.1) 57.1
Amortisation of inception adjustments’ (4.3) 1.2
Amortisation of acquisition-related inception adjustments? 6.4 10.2
Amortisation of de-designated hedge relationships?® - (0.1)
Fair value movements on mortgages at FVTPL 0.6 (0.9)
Fair value movements on loans and advances to credit institutions at
FVTPL 0.5 -
Debit and credit valuation adjustment 1.5 (0.5)
(4.4) 58.9

1. The amortisation of inception adjustment relates to the amortisation of the hedging adjustments arising when hedge accounting
commences, primarily on derivative instruments previously taken out against the mortgage pipeline and on derivative instruments
previously taken out against new retail deposits.

2. Relates to hedge accounting assets and liabilities recognised on the Combination. The inception adjustments are being amortised
over the life of the derivative instruments acquired on Combination subsequently designated in hedging relationships.

3. Relates to the amortisation of hedged items where hedge accounting has been discontinued due to ineffectiveness.

6. Other operating income

Group Group

2023 2022

£m £m

Interest received on mortgages held at FVTPL 0.9 0.6
Fees and commissions receivable 3.0 6.0
3.9 6.6
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Group Group

2023 2022

£m £m

Staff costs 122.2 109.3
Facilities costs 7.9 6.4
Marketing costs 5.8 4.5
Support costs 43.0 31.2
Professional fees 321 28.9
Other costs 10.9 12.8
Depreciation (see note 25) 6.2 5.2
Amortisation (see note 26) 5.7 8.2
233.8 206.5

Included in professional fees are amounts paid to the Company’s auditor as follows:

Group Group
2023 2022
£'000 £'000
Fees payable to the Company's auditor for the audit of the
Company's annual accounts'’ 1,589 1,405
Fees payable to the Company's auditor for the audit of the accounts
of subsidiaries’ 2,199 1,936
Total audit fees 3,788 3,341
Audit-related assurance services? 487 254
Other assurance services? 102 70
Other non-audit services* 42 33
Total non-audit fees 631 357
Total fees payable to the Company's auditor 4,419 3,698

Fees payable to the Company’s auditor for the audit of the Company’s annual accounts has been re-categorised to £1,405k from £669k

with fees payable to the Company’s auditor for the audit of the accounts of subsidiaries re-categorised to £1,936k from £2,672k.

1. Includes review of interim financial information and profit verifications.

2. Costs comprise assurance reviews of European Single Electronic Format (ESEF) tagging and Q3 validation (2022: assurance
reviews of ESEF tagging).

3. Costs in 2023 and 2022 primarily comprise work related to the Euro Medium Term Note (EMTN) programme.
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Staff costs comprise the following:

Group Group Company Company

2023 2022 2023 2022

£m £m £m £m

Salaries, incentive pay and other benefits 101.2 87.3 64.9 53.4
Share-based payments 5.6 8.1 5.0 7.3
Social security costs 10.5 9.5 7.9 6.6
Other pension costs 4.9 4.4 3.5 3.0
122.2 109.3 81.3 70.3

The average number of people employed by the Group and Company (including Executive Directors) during
the year is analysed below.

Group Group Company Company

2023 2022 2023 2022
UK 1,461 1,274 1,012 777
India 811 622 - -
2,272 1,896 1,012 777
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8. Directors' emoluments and transactions

Company Company

2023 2022
£'000 £'000
Short-term employee benefits’ 3,207 3,213
Post-employment benefits 114 109
Share-based payments? 1,421 2,291
4,742 5,613

1. Short-term employee benefits comprise Directors’ salary costs, Non-Executive Directors’ fees and other short-term incentive
benefits, which are disclosed in the Annual Report on Remuneration.
2. Share-based payments represent the amounts received by Directors for schemes that vested during the year.

In addition to the total Directors’ emoluments above, the Executive Directors were granted deferred bonuses
of £642k (2022: £642k) in the form of shares.

The Executive Directors received a further share award under the Performance Share Plan (PSP) with a
grant date fair value of £1,592k (2022: £1,516k) using a share price of £4.98 (2022: £5.58) (the mid-market
quotation on the day preceding the date of grant). These shares vest annually from year three in tranches of
20 per cent, subject to performance conditions discussed in note 9 and the OSB GROUP PLC Annual Report
on Remuneration.

No compensation was paid for loss of office during 2023 and 2022.

There were no outstanding loans granted in the ordinary course of business to Directors and their connected
persons as at 31 December 2023 and 2022.

The highest paid Director employed by the Company received emoluments of £2,181k (2022: £2,991k) and
payments in respect of personal pension plans of £70k (2022: £67k) in the year.

The OSB GROUP PLC Annual Report on Remuneration and note 9 Share-based payments provide further
details on Directors’ emoluments.
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The share-based expense for the year includes a charge in respect of the Sharesave Scheme, DSBP and
PSP. All charges are included in employee expenses within note 7 Administrative expenses.

A summary of the share-based schemes operated by the Group is set out below.

Sharesave Scheme

Sharesave Scheme is a share option scheme which is available to all UK-based employees. The Sharesave
Scheme allows employees to purchase options by saving a fixed amount of between £10 and £500 per
month over a period of three years at the end of which the options, subject to leaver provisions, are usually
exercisable. If not exercised, the amount saved is returned to the employee. The Sharesave Scheme has
been in operation since 2014 and an invitation to join the scheme is usually extended annually, with the
option price calculated using the mid-market price of an OSBG ordinary share over the three dealing days
prior to the Invitation Date and applying a discount of 20%.

Deferred Share Bonus Plan

DSBP awards are granted to Executive Directors and certain senior managers to allow a portion of their
performance bonuses to be deferred in shares for up to three to seven years for Executive Directors and
typically one year for senior managers. There are no further performance or vesting conditions attached to
deferred awards for senior managers, which also applies to Executive Directors for awards granted from
April 2021. The share awards are subject to clawback provisions. The DSBP awards are expensed in the
year services are received with a corresponding increase in equity. Awards granted to Executive Directors
in March 2020 and prior, are subject to vesting conditions and are expensed over the vesting period.

DSBP awards for senior managers carry entitlements to dividend equivalents, which are paid when the
awards vest. DSBP awards granted from April 2021 to Executive Directors are entitled to dividend
equivalents. Awards granted in prior years were not entitled to dividend equivalents.

Performance Share Plan

PSP awards are typically made annually at the discretion of the Group Remuneration and People Committee
with Executive Directors and certain senior managers being eligible for awards. The vesting of PSP awards
is determined based on a mixture of internal financial performance targets, risk based measures, and relative
total shareholder returns (TSR) with awards vesting in tranches up to three to seven years.

The performance conditions that apply to PSP awards from 2020 are based on a combination of weighting
earnings per share (EPS) at 35%, TSR at 35%, risk-based at 15% and return on equity (ROE) at 15%. Prior
to 2020, PSP awards were based on a combination weighting of EPS at 40%, TSR at 40% and ROE at 20%.
The PSP conditions are assessed independently. The EPS element assesses the EPS growth rate over the
performance period. For the TSR element, the performance of the Company’s ordinary shares is measured
against the constituents of the FTSE 250 (excluding investment trusts). The risk-based measure is assessed
against the risk management performance with regard to all relevant risks. For the ROE element,
performance is assessed based on the Group’s underlying profit after taxation as a percentage of average
shareholders’ equity.
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The share-based payment expense during the year comprised the following:

Group Group

2023 2022

£m £m

Sharesave Scheme 09 0.6
Deferred Share Bonus Plan 3.0 4.2
Performance Share Plan 1.7 3.3
5.6 8.1

Movements in the number of share awards and their weighted average exercise prices are set out below:

Deferred
Share

Bonus Performance
Sharesave Scheme Plan Share Plan

Weighted

average

exercise
Number price, £ Number Number
At 1 January 2023 2,147,972 3.08 763,390 5,391,269
Granted 1,851,510 2.72 652,227 2,381,500
Exercised/Vested (729,619) 2.31 (518,524) (568,782)
Forfeited (468,276) 3.90 (1,931) (456,719)
At 31 December 2023 2,801,587 2.91 895,162 6,747,268

Exercisable at:
31 December 2023 200,676 2.31 - -
At 1 January 2022 2,421,260 2.65 797,116 5,225,080
Granted 596,692 4.29 478,901 1,761,174
Exercised/Vested (624,664) 2.67 (511,034) (1,181,949)
Forfeited (245,316) 2.82 (1,593) (413,036)
At 31 December 2022 2,147,972 3.08 763,390 5,391,269
Exercisable at:

31 December 2022 35,015 2.85 - -

For the share-based awards granted during the year, the weighted average grant date fair value was

275 pence (2022: 396 pence).
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The range of exercise prices and weighted average remaining contractual life of outstanding awards are as

follows:
2023 2022
Weighted Weighted
average average
remaining remaining
contractual contractual
Exercise price Number life (years) Number life (years)
Sharesave Scheme
229 - 429 pence (2022: 229 - 429 pence) 2,801,587 23 2,147,972 1.8
Deferred Share Bonus Plan
Nil 895,162 1.1 763,390 0.9
Performance Share Plan
Nil 6,747,268 2.5 5,391,269 2.7
10,444,017 2.3 8,302,631 2.3
Sharesave Scheme
2023 2022 2021 2020 2019 2018 2017
Contractual life, years 3 3 3 3 5 3 5 5 5
Share price at issue, £ 340 536 513 286 286 332 332 419 393
Exercise price, £ 272 429 39 229 229 265 265 335 3.15
Expected volatility, % 46.5 314 379 576 576 319 319 165 173
Risk-free rate, % 4.8 5.3 1.3 0.1 0.2 0.8 0.8 14 1.2
Dividend yield, % 9.9 7.3 4.5 3.3 3.3 4.8 4.8 4.4 4.1
Grant date fair value, £ 085 068 146 122 134 090 09 043 0.70

The Sharesave Schemes are not entitled to dividends between the option and exercise date. A Black Scholes
model is used to determine the grant date fair value with two inputs:
o Expected volatility - from 2019, the expected volatility is based on OSBG’s share price post insertion, and

the OSB share price prior to insertion. Prior to this the Group used the FTSE 350 diversified financials

volatility as insufficient history was available for the OSBG’s share price.
¢ Risk-free rate — based on long-term Government bonds.

¢ Dividend yield — based on the average dividend yield across external analyst reports for the quarter prior

to scheme grant date.

Deferred Share Bonus Plan

2020 2019 2017
Contractual life, years 3 3 5
Mid-market share price, £ 258 396 4.04
Attrition rate, % - 84 118
Dividend yield, % 5.6 4.7 4.0
Grant date fair value, £ 221 347 3.37
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For awards granted from 2021, there are no further performance or vesting conditions attached to deferred
awards, for further details see DSBP above.

For DSBP awards where conditions exist, these schemes carry no rights to dividend equivalents and a Black
Scholes model is used to determine the grant date fair value with a dividend yield input applied — based on
the average dividend yield across external analyst reports for the quarter prior to scheme grant date.

Performance Share Plan

Non-market performance conditions also exist for the scheme, notably that a participant is employed by the
Company at the vesting date with good leaver exceptions, and an attrition rate is applied as an estimate of
the actual number of awards that will meet the related conditions at the vesting date.

The awards are not entitled to a dividend equivalent between grant date and vesting and a Black Scholes
model is used to determine the grant date fair value with a dividend vyield input applied — based on the
average dividend yield across external analyst reports for the quarter prior to the scheme grant date.

The fair value of the portion of awards that is subject to market conditions (i.e. the relative TSR element of
the PSP) is determined at the grant date using a Monte Carlo model.

The inputs into the models are as follows:

2023 2022 2021 2020 2019

Contractual life, years 3-7 3-7 3-7 3-7 3
Mid-market share price, £ 501 558 494 258 3.96
Attrition rate, % 6 69 128 7.3 8.4
Expected volatility, % 354 374 595 439 26.8
Dividend yield, % 8.7 4.7 3.8 5.6 4.7
Vesting rate - TSR % 62.7 323 408 278 449
Grant date fair value, £ 3.08 4.64 4.26 2.06 3.47
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10. Integration costs

Group Group

2023 2022

£m £m

Consultant fees - 4.9
Staff costs - 3.0
- 7.9

At Combination in October 2019, the Group announced a quantified financial benefits statement for
meaningful cost synergies to be achieved by the third anniversary of the Combination. Following the third
anniversary in October 2022, the Group ceased recognising expenses as integration related.

The 2022 consultant fees related to advice on the Group’s future operating structure and staff costs related
to personnel who had left the Group through the transition of operations to the new operating model.

11. Taxation

The Group publishes its tax strategy on its corporate website. The table below shows the components of the
Group’s tax charge for the year:

Group Group

2023 2022

£m £m

Corporation tax 105.8 141.4

Corporation taxation - prior year adjustments (0.4) (0.9)

Total current tax 105.4 140.5
Deferred tax

Deferred taxation 0.7 (1.2)

Deferred taxation - prior year adjustments - (0.3)

Release of deferred tax on CCFS Combination’ (14.3) (17.5)

Total deferred tax (13.6) (19.0)

Total tax charge 91.8 121.5

1. Release of deferred tax on CCFS Combination relates to the unwind of the deferred tax liabilities recognised on the fair value
adjustments of the CCFS assets and liabilities at the acquisition date £(14.3)m (2022: £(17.5)m which included £(4.7)m from the
bank surcharge decrease).
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The charge for taxation on the Group's profit before taxation differs from the charge based on the weighted

average standard rate of UK Corporation Tax of 23.5% (2022: 19%) as follows:

Group Group
2023 2022
£m £m
Profit before taxation 375.4 532.8
Profit multiplied by the standard rate of UK Corporation Tax 23.5%
(2022: 19%) 88.2 101.2
Bank surcharge’ 8.4 30.2
Taxation effects of:
Expenses not deductible for taxation purposes 0.1 0.3
Securitisation profits not taxable? (2.5) (2.2)
Timing differences on capital items (0.3) (0.1)
Utilisation of brought forward tax losses (0.3) (0.3)
Fair value adjustments on acquisition amounts?® 14.3 14.0
Adjustments in respect of earlier years (0.4) (0.9)
Tax on coupon paid on AT1 securities* (2.1) (1.7)
Total current tax charge 105.4 140.5
Movements in deferred taxes 0.7 (0.8)
Deferred taxation - prior year adjustments - (0.3)
Release of deferred taxation on CCFS Combination? (14.3) (12.8)
Impact of deferred tax rate change - (5.1)
Total tax charge 91.8 121.5

1. Tax charge for the two banking entities of £9.6m (2022: £34.3m) offset by the tax impact of unwinding CCFS Combination items of

£2.2m (2022: £4.1m).

2. Securitisation companies are taxed in accordance with the Taxation of Securitisation Companies Regulation 2006, such that they

are subject to tax on their retained profits rather than their tax adjusted profit before tax.

3. The unwinding of the fair value adjustments of the CCFS assets and liabilities acquired as part of the CCFS combination are not
deductible for tax purposes. A deferred tax liability has been recognised in relation to these amounts which is released as they

unwind.

4. The Group has issued AT1 capital instruments that are classified as Hybrid Capital Instruments (‘HCI’) for tax purposes. The coupons

paid under HCI are deductible under UK tax legislation despite being charged to equity.

Factors affecting tax charge for the year

From 1 April 2023, the corporation tax rate in the UK increased from 19% to 25%, the bank surcharge rate
decreased from 8% to 3% and the bank surcharge allowance (the level of taxable profits above which are
subject to the surcharge) increased from £25m to £100m. Therefore, for year ended 31 December 2023 the
main rate of corporation tax is 23.5%, the bank surcharge rate is 4.25% and the bank surcharge allowance

is £81.3m.
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11. Taxation (continued)

The effective tax rate for the year ended 31 December 2023, excluding the impact of adjustments in respect
of earlier years and the deferred tax rate change, was 24.6% (2022: 24.0%). This is higher than the standard
rate of UK corporation tax, principally due to the impact of the bank surcharge payable by the two banking
entities, offset by the impact of swap movements in securitisation companies that are not subject to tax, and
deductions available for the coupon paid on AT1 instruments that are charged to equity.

Factors that may affect future tax charges

During 2022, the UK Government confirmed its intention to implement the OECD Inclusive Framework Pillar
2 rules in the UK, including a Qualified Domestic Minimum Top-Up Tax rule. This legislation, which was
enacted in 2023, will seek to ensure that UK headed multinational groups pay a minimum tax rate of 15 per
cent on UK and overseas profits arising after 31 December 2023. Given the headline tax rates in the countries
that the Group operates in, and the nature of the Group’s business in those countries, these rules are not
currently expected to have any impact on the Group.

12. Dividends

During the year, the Company paid the following dividends:

Company Company
2023 2022
Pence per Pence per
£m share £m share
Dividends paid to fund OSBG's share
repurchase programme 150.0 33.5 100.0 224
Interim dividend for the current year 185.0 41.4 133.1 29.8
335.0 233.1

The Directors do not recommend a final dividend (2022: nil).
13. Cash and cash equivalents

The following table analyses the cash and cash equivalents disclosed in the Statement of Cash Flows:

Group Group  Company Company

2023 2022 2023 2022

£m £m £m £m

Cash in hand 0.4 0.4 0.4 0.4
Unencumbered loans and advances to

credit institutions 2,513.6 2,953.7 850.1 1,358.7

Investment securities - 90.0 - 90.0

2,514.0 3,044.1 850.5 1,449.1
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14. Loans and advances to credit institutions

Group Group Company Company
2023 2022 2023 2022
£m £m £m £m

Unencumbered:
BoE call account 2,256.3 2,806.5 819.9 1,328.2
Call accounts 92.2 73.2 29.9 29.5
Cash held in special purpose vehicles (SPVs)' 147.8 63.8 0.3 1.0
Term deposits 17.3 10.2 - -

Encumbered:

BoE cash ratio deposit 69.6 62.8 41.4 37.8
Cash held in SPVs' 31.8 111.8 24 -
Cash margin given 198.6 237.4 108.8 109.6
2,813.6 3,365.7 1,002.7 1,506.1

. Cash held in SPVs is ring-fenced for use in managing the Group’s securitised debt facilities under the terms of securitisation
agreements. Cash held in SPVs is treated as unencumbered in proportion to the retained interest in the SPV, based on the nominal
value of the bonds held by the Group to total bonds in the securitisation, and is included in cash and cash equivalents. Cash retained
in SPVs designated as cash reserve credit enhancement is treated as encumbered in proportion to the external holdings in the SPV

and excluded from cash and cash equivalents.

15. Investment securities

Group Group Company Company
2023 2022 2023 2022
£m £m £m £m
Held at amortised cost:

RMBS loan notes 325.4 262.6 99.9 61.1
Less: Expected credit losses - - - -
325.4 262.6 99.9 61.1

Held at FVOCI:
UK Sovereign debt' 296.0 149.8 296.0 149.8

Held at FVTPL:
RMBS loan notes 0.3 0.5 0.3 0.5
621.7 412.9 396.2 211.4

1.

In 2022, includes £90.0m of UK Treasury bills which had a maturity of less than three months from date of acquisition.
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15. Investment securities (continued)

At 31 December 2023, the Group had no RMBS held at FVOCI or FVTPL or at amortised cost (2022: £11.5m
held at amortised cost) sold under repos.

The Directors consider that the primary purpose of holding investment securities is prudential. These
securities are held as liquid assets with the intention of use on a continuing basis in the Group’s activities and
are classified as amortised cost, FVOCI and FVTPL in accordance with the Group’s business model for each
security.

The credit risk on investment securities held at amortised cost has not significantly increased since initial
recognition and are categorised as stage 1. At 31 December 2023, the Group had no ECL (2022: less than
£0.1m).

Movements during the year in investment securities held by the Group and Company are analysed as follows:

Group Group Company Company

2023 2022 2023 2022

£m £m £m £m

At 1 January 412.9 491.4 211.4 16.2
Additions’ 664.3 686.5 592.0 646.4
Disposals and maturities? (456.3) (764.4) (407.5) (451.0)
Movement in accrued interest 1.0 (0.9) 0.5 (0.5)
Changes in fair value (0.2) 0.3 (0.2) 0.3
At 31 December 621.7 412.9 396.2 211.4

1. In 2023 there were additions of £233.9m of UK Treasury bills which had a maturity of less than three months from date of acquisition
(2022: £90.0m).

2. Disposals and maturities include £323.9m of UK Treasury bills which had a maturity of less than three months from date of acquisition
(2022: £100.0m).

At 31 December 2023, investment securities included investments in unconsolidated structured entities (see
note 44) of £100.7m notes in PMF 2020-1B (2022: £100.7m notes in PMF 2020-1B). The investments
represent the maximum exposure to loss from unconsolidated structured entities.
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16. Loans and advances to customers

Group Group Company Company
2023 2022 2023 2022
£m £m £m £m
Held at amortised cost:
Loans and advances (see note 17) 25,674.4 23,564.9 11,512.0 10,613.5
Finance leases (see note 18) 222.7 163.2 - -
25,8971 23,7281 11,512.0 10,613.5
Less: Expected credit losses (see note 19) (145.8) (130.0) (79.8) (81.6)
25,751.3 23,598.1 11,432.2 10,531.9
Held at FVTPL:
Residential mortgages 13.7 14.6 - -
25,765.0 23,612.7 11,4322 10,531.9
17. Loans and advances
2023 2022
OSB CCFS Total 0SB CCFS Total
Group £m £m £m £m £m £m
Gross carrying amount
Stage 1 11,048.7 9,313.8  20,362.5 10,188.4 8,375.5 18,563.9
Stage 2 2,712.6 1,819.3 4,531.9 2,508.9 1,907.4 4,416.3
Stage 3 491.9 217.2 709.1 345.7 156.0 501.7
Stage 3 (POCI) 334 37.5 70.9 38.5 44.5 83.0
14,286.6 11,387.8 25,6744 13,0815 10,4834 23,564.9
2023 2022
Company £m £m
Gross carrying amount
Stage 1 8,533.7 7,939.0
Stage 2 2,519.3 2,353.1
Stage 3 429.3 286.9
Stage 3 (POCI) 29.7 34.5
11,512.0 10,613.5
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17. Loans and advances (continued)

The mortgage loan balances pledged as collateral for liabilities are:

Group Group Company Company

2023 2022 2023 2022

£m £m £m £m

BoE under TFSME and ILTR 6,092.4 6,439.7 4,095.2 3,295.2
Securitisation 841.7 265.4 168.3 124.6

6,934.1 6,705.1 4,263.5 3,419.8

The Group’s securitisation programmes and use of TFSME and ILTR result in certain assets being
encumbered as collateral against such funding. As at 31 December 2023, the percentage of the Group’s
gross loans and advances to customers that are encumbered was 27% (2022: 28%).

The Company adopts a net accounting approach for retained interests in securitisation transactions that are
consolidated into the Group, disclosing the net amount as a deemed loan asset/(liability). The table below
shows the breakdown of the Company’s deemed loan balance.

Company Company

2023 2022

£m £m

General Reserve fund 42.3 55.9
Loan notes held externally (168.3) (124.1)
Amount owed from SPVs 100.7 99.4
(25.3) 31.2

As at 31 December 2023, the Company had £428.4m (2022: £1,079.6m) of the retained loan notes sold
under repos or pledged as collateral.
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17. Loans and advances (continued)

The tables below show the movement in loans and advances to customers by IFRS 9 stage during the year:

Stage 3

Stage 1 Stage 2 Stage 3 (POCI) Total
Group £m £m £m £m £m
At 1 January 2022 18,078.9 2,412.1 459.5 97.4 21,047.9
Originations'’ 5,829.6 - - - 5,829.6
Repayments and write-offs?2 (2,855.3) (353.6) (89.3) (14.4) (3,312.6)
Transfers:
- To Stage 1 1,121.6 (1,098.0) (23.6) - -
- To Stage 2 (3,524.0) 3,574.6 (50.6) - -
- To Stage 3 (86.9) (118.8) 205.7 - -
At 31 December 2022 18,563.9 4,416.3 501.7 83.0 23,564.9
Originations'’ 4,561.7 - - - 4,561.7
Acquisitions?® 175.8 - - - 175.8
Repayments and write-offs? (2,041.6) (447.2) (127.1) (12.1) (2,628.0)
Transfers:
- To Stage 1 1,534.7 (1,520.4) (14.3) - -
- To Stage 2 (2,299.0) 2,347.5 (48.5) - -
- To Stage 3 (133.0) (264.3) 397.3 - -
At 31 December 2023 20,362.5 4,531.9 709.1 70.9 25,674.4

1. Originations include further advances and drawdowns on existing commitments.
2. Repayments and write-offs include customer redemptions and £33.6m (2022: £2.1m) of write-offs during the year.

3. The Group repurchased £175.8m of own originated UK residential and buy to let mortgages from deconsolidated SPVs at par.
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Stage 3

Stage 1 Stage 2 Stage 3 (POCI) Total
Company £m £m £m £m £m
At 1 January 2022 8,220.7 984.5 294.0 41.0 9,540.2
Originations'’ 2,343.3 - - - 2,343.3
Repayments and write-offs? (1,084.5) (128.7) (50.3) (6.5) (1,270.0)
Transfers:
- To Stage 1 440.4 (422.6) (17.8) - -
- To Stage 2 (1,930.1) 1,969.6 (39.5) - -
- To Stage 3 (50.8) (49.7) 100.5 - -
At 31 December 2022 7,939.0 2,353.1 286.9 34.5 10,613.5
Originations' 1,791.7 - - - 1,791.7
Acquisitions?® 92.5 - - - 92.5
Repayments and write-offs? (702.3) (188.4) (90.2) (4.8) (985.7)
Transfers:
- To Stage 1 785.6 (775.8) (9-8) - -
- To Stage 2 (1,283.4) 1,312.3 (28.9) - -
- To Stage 3 (89.4) (181.9) 2713 - -
At 31 December 2023 8,533.7 2,519.3 429.3 29.7 11,512.0

1. Originations include further advances and drawdowns on existing commitments.

2. Repayments and write-offs include customer redemptions and £26.8m (2022: £1.4m) of write-offs during the year.

3. The Company repurchased £92.4m of own originated UK residential and buy to let mortgages from deconsolidated SPVs at par.

The contractual amount outstanding on loans and advances that were written off during the reporting period
and are still subject to collections and recovery activity is £0.3m at 31 December 2023 (2022: £0.8m) for the

Group and £0.3m for the Company (2022: £0.6m).

As at 31 December 2023 £126.7m of loans and advances (2022: £110.0m) for the Group and £76.3m for the
Company (2022: £65.3m) are in a probation period before they can move out of Stage 3, see note 1 n) for

further details.

Where a borrower has multiple facilities, all facilities are considered in default when a minimum threshold of
the borrower’s exposure has been classified as defaulted. As at 31 December 2023 £55.7m of loans and
advances for the Group and £46.3m for the Company are in this category of default (2022: £32.1m).
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18. Finance leases

The Group provides asset finance lending through InterBay Asset Finance Limited.

Group Group
2023 2022
£m £m

Gross investment in finance leases, receivable
Less than one year 83.6 60.7
Between one and two years 68.6 495
Between two and three years 51.7 36.0
Between three and four years 31.4 23.4
Between four and five years 12.0 9.9
More than five years 23 1.3
249.6 180.8
Unearned finance income (26.9) (17.6)
Net investment in finance leases 222.7 163.2

Net investment in finance leases, receivable

Less than one year 71.7 52.4
Between one and two years 60.4 444
Between two and three years 471 33.2
Between three and four years 29.7 22.3
Between four and five years 11.6 9.6
More than five years 2.2 1.3
222.7 163.2

The Group has recognised £3.0m of ECLs on finance leases as at 31 December 2023 (2022: £4.8m).
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The ECL has been calculated based on various scenarios as set out below:

2023 2022
Weighted Weighted
ECL ECL ECL ECL
provision Weighting provision provision Weighting provision
Group £m % £m £m % £m
Scenarios
Upside 60.5 30 18.2 32.8 30 9.8
Base case 76.8 40 30.7 41.7 40 16.7
Downside scenario 138.1 20 27.6 79.3 20 15.9
Severe downside scenario 206.8 10 20.7 120.0 10 12.0
Total weighted provisions 97.2 54.4
Other Provisions:
Individually assessed
provisions 251 45.8
Post model adjustments 23.5 29.8
Total provision 145.8 130.0
2023 2022
Weighted Weighted
ECL ECL ECL ECL
provision Weighting provision provision Weighting provision
Company £m % £m £m % £m
Scenarios
Upside 30.6 30 9.2 17.6 30 5.3
Base case 39.5 40 15.7 22.9 40 9.2
Downside scenario 73.2 20 14.6 45.6 20 9.1
Severe downside scenario 110.9 10 11.1 70.5 10 71
Total weighted provisions 50.6 30.7
Non-modelled provisions:
Individually assessed
provisions 14.0 33.9
Post model adjustments 15.2 17.0
Total provision 79.8 81.6
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The Group continued to recognise the increases in credit risk due to the cost of living and cost of borrowing
stresses caused by high inflation and increases in interest rates. As a result, the Group held £9.4m (2022:
£16.0m) and the Company £5.7m (2022: £8.2m), of ECL in PMA for risks not sufficiently accounted for in the
IFRS 9 framework. The approach to quantify the PMA for the cost of living estimated an increase in PD by
analysing the effect of the increases in living costs, such as household bills and groceries, on affordability,
which is used to increase the default risk to all customers, with those on lower income more impacted. The
cost of living PMA has reduced since 31 December 2022, reflecting the inflation peak has been observed
and forecasts are for decreases in inflation.

The cost of borrowing PMA specifically identified those that are more at risk of default due to coming to the
end of an initial interest rate in the near future, causing a payment increase through either a new product or
reverting onto a variable rate, and becoming a higher affordability risk. This is used to apply an additional
stress on the PD which in some cases results in a stage 2 criteria trigger. The PMA has reduced since 31
December 2022, reflecting that both the inflation and interest rate peaks are considered to have been
observed and forecasts are for decreases.

The Group continued to observe an elongated time to sale, which was in excess of modelled expectations
and observations prior to the pandemic which accounted for £10.0m (2022: £8.7m) and the Company £6.2m,
as a PMA. Whilst the Group expects the process delays to reduce in time, a PMA is held against all accounts
to reflect an extended time to sale in line with most recent observations whilst considering the Land Registry’s
strategic plan to increase automation in 2024/2025 to remove the backlog.

As part of the Group's recognition of climate risk and overall ESG agenda, the Group considers the physical
risks of climate change with the removal of the transitional risk to reflect Government’s decision to postpone
the EPC Climate Bill. The transitional risk was the most significant component of the PMA that considered
properties with lower energy efficiency likely to require investment to reach minimum energy efficiency
standards, and has such resulted in the reduction in the PMA where the Group held £0.5m (2022: £4.4m)
and the Company £0.4m, of PMA.

To reflect the ongoing cladding concerns, the Group identified a valuation risk to a small number of properties
and accounted for a further sale discount for these properties by recognising a PMA of £1.1m (2022: £0.7m)
and the Company £0.4m (2022: £0.3m).

In addition to the above PMAs, the Group has identified accounts within the OSB second charge portfolio
whereby the arrears balances, fees and other charges will be written off. An ECL of £2.5m (2022: nil) for the
Group and the Company has been recognised for the expected losses.

The ECL by segment and IFRS 9 stage is shown below:

2023 2022
OoSsB CCFS Total 0SB CCFS Total
Group £m £m £m £m £m £m
Stage 1 15.8 6.6 224 5.9 1.3 7.2
Stage 2 39.2 15.1 54.3 35.3 15.6 50.9
Stage 3 55.1 11.6 66.7 60.5 7.8 68.3
Stage 3 (POCI) 1.0 14 2.4 1.5 2.1 3.6
111.1 34.7 145.8 103.2 26.8 130.0
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2023 2022
Company £m £fm
Stage 1 8.5 1.8
Stage 2 35.3 31.7
Stage 3 35.2 46.8
Stage 3 (POCI) 0.8 1.3

79.8 81.6

The tables below show the movement in the ECL by IFRS 9 stage during the year. ECLs on originations and
acquisitions reflect the IFRS 9 stage of loans originated or acquired during the year as at 31 December and
not the date of origination. Re-measurement of loss allowance relates to existing loans which did not redeem
during the year and includes the impact of loans moving between IFRS 9 stages.

Stage 3

Stage 1 Stage 2 Stage 3 (POCI) Total
Group £m £m £m £m £m
At 1 January 2022 121 25.0 60.4 4.0 101.5
Originations 6.9 - - - 6.9
Repayments and write-offs (1.3) (3.0) (6.9) (0.3) (11.5)
Re-measurement of loss
allowance (15.1) 26.4 17.5 (0.7) 28.1
Transfers:
- To Stage 1 10.0 (9.2) (0.8) - -
- To Stage 2 (2.0) 3.9 (1.9) - -
- To Stage 3 (0.1) (2.1) 2.2 - -
Changes in assumptions
and model parameters (3.3) 9.9 (2.2) 0.6 5.0
At 31 December 2022 7.2 50.9 68.3 3.6 130.0
Originations 10.2 - - - 10.2
Acquisitions 1.2 - - - 1.2
Repayments and write-offs (0.6) (4.1) (39.7) (0.7) (45.1)
Re-measurement of loss
allowance (9.7) 30.1 29.9 0.2 50.5
Transfers:
- To Stage 1 13.0 (12.4) (0.6) - -
- To Stage 2 (0.8) 2.2 (1.4) - -
- To Stage 3 (0.2) (6.7) 6.9 - -
Changes in assumptions
and model parameters 21 (5.7) 3.3 (0.7) (1.0)
At 31 December 2023 22.4 54.3 66.7 24 145.8
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Stage 3

Stage 1 Stage 2 Stage 3 (POCI) Total
Company £m £m £m £m £m
At 1 January 2022 6.1 121 43.6 2.0 63.8
Originations 3.8 - - - 3.8
Repayments and write-offs (0.5) (1.5) (3.8) (0.1) (5.9)
Re-measurement of loss
allowance (7.8) 13.7 10.4 (0.7) 15.6
Transfers:
- To Stage 1 4.4 (3.9) (0.5) - -
- To Stage 2 (1.4) 2.8 (1.4) - -
- To Stage 3 - (1.1) 1.1 - -
Changes in assumptions
and model parameters (2.8) 9.6 (2.6) 0.1 4.3
At 31 December 2022 1.8 31.7 46.8 1.3 81.6
Originations 4.2 - - - 4.2
Acquisitions 0.8 - - - 0.8
Repayments and write-offs (0.1) (2.4) (32.7) (0.2) (35.4)
Re-measurement of loss
allowance (5.2) 18.3 14.9 0.2 28.2
Transfers:
- To Stage 1 71 (6.6) (0.5) - -
- To Stage 2 (0.4) 11 (0.7) - -
- To Stage 3 - (4.8) 4.8 - -
Changes in assumptions
and model parameters 0.3 (2.0) 2.6 (0.5) 0.4
At 31 December 2023 8.5 35.3 35.2 0.8 79.8

The table below shows the stage 2 ECL balances by transfer criteria:
2023 2022
Carrying Carrying
value ECL Coverage value ECL Coverage

Group £m £m % £m £m %
Criteria:
Relative/absolute PD
movement 4,343.5 53.2 1.22 3,090.2 429 1.39
Qualitative measures 139.3 0.8 0.57 1,277.6 7.5 0.59
30 days past due backstop 55.1 0.3 0.54 49.3 0.5 1.01
Total 4,537.9 54.3 1.20 4,417.1 50.9 1.15
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2023 2022
Carrying Carrying

value ECL Coverage value ECL Coverage
Company £m £m % £m £m %
Criteria:
Relative/absolute PD
movement 2,430.6 34.9 144 1,692.3 26.9 1.59
Qualitative measures 54.0 0.2 0.37 631.2 45 0.71
30 days past due backstop 34.7 0.2 0.58 29.6 0.3 1.01
Total 2,519.3 35.3 140 2,353.1 31.7 1.35

The Group has a number of qualitative measures to determine whether a SICR has taken place. These
triggers utilise both internal performance information, to analyse whether an account is in distress but not yet
in arrears, and external credit bureau information, to determine whether the customer is experiencing financial

difficulty with an external credit obligation.

20. Impairment of financial assets

The charge for impairment of financial assets in the Statement of Comprehensive Income comprises:

Group Group

2023 2022

£m £m

Write-offs in year 33.6 2.1
Increase in ECL provision 15.2 27.7
48.8 29.8

The charge for provisions of £48.8m (2022: £29.8m) shown in the Statement of Comprehensive Income also

includes a £4.6m credit (2022: nil) in respect of insurance recoveries.
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21. Derivatives

The table below reconciles the gross amount of derivative contracts to the carrying balance shown in the
Statement of Financial Position:

Net amount of

Gross financial assets / Contracts subject Cash collateral
amount of (liabilities) to master netting paid / (received)
recognised presented in the agreements not  not offset in the
financial Statement of offset in the Statement of
assets / Financial Statement of Financial
(liabilities) Position Financial Position Position Net amount
Group £m £m £m £m £m
At 31 December 2023
Derivative assets:
Interest rate risk hedging 530.6 530.6 (45.7) (212.8) 2721
Derivative liabilities:
Interest rate risk hedging (199.9) (199.9) 45.7 216.1 61.9
At 31 December 2022
Derivative assets:
Interest rate risk hedging 888.1 888.1 (104.9) (545.7) 237.5
Derivative liabilities:
Interest rate risk hedging (106.6) (106.6) 104.9 206.9 205.2
Derivative assets and liabilities include an initial margin of £198.4m with swap counterparties

(2022: £198.6m). Margin is posted daily in respect of derivatives transacted with swap counterparties.

Included within the Group’s derivative assets is £112.0m (2022: £203.4m) relating to derivative contracts not
covered by master netting agreements on which no cash collateral has been paid.
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21. Derivatives (continued)

Net amount of

Gross financial assets / Contracts subject Cash collateral
amount of (liabilities) to master netting paid / (received)
recognised presented in the agreements not not offset in the
financial Statement of offset in the Statement of
assets / Financial Statement of Financial
(liabilities) Position Financial Position Position Net amount
Company £m £m £m £m £m
At 31 December 2023
Derivative assets:
Interest rate risk hedging 180.8 180.8 (121.6) (56.3) 2.9
Derivative liabilities:
Interest rate risk hedging (123.8) (123.8) 121.6 115.8 113.6
At 31 December 2022
Derivative assets:
Interest rate risk hedging 234.0 234.0 (63.2) (173.4) (2.6)
Derivative liabilities:
Interest rate risk hedging (63.8) (63.8) 63.2 79.4 78.8

Derivative assets and liabilities include an initial margin of £108.7m with swap counterparties (2022:£79.2).
Margin is posted daily in respect of derivatives transacted with swap counterparties.
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21. Derivatives (continued)

The table below profiles the maturity of nominal amounts for interest rate risk hedging derivatives based on

contractual maturity:

Less More
Total than 3 3-12 1-5 than 5
nominal months months years years
Group £m £m £m £m £m
At 31 December 2023
Derivative assets 17,568.6 812.3 8,181.3 8,560.0 15.0
Derivative liabilities 8,913.6 1,148.0 2,300.0 5,108.6 357.0
26,482.2 1,960.3 10,481.3 13,668.6 372.0
At 31 December 2022
Derivative assets 15,662.6 624.1 4,056.6 10,849.9 132.0
Derivative liabilities 9,518.0 1,503.0 6,001.0 1,869.0 145.0
25,180.6 2,127 1 10,057.6 12,718.9 277.0

The Group has 944 (2022: 916) derivative contracts with an average fixed rate of 2.70% (2022: 1.34%).

Less More
Total than 3 3-12 1-5 than 5
nominal months months years years
Company £m £m £m £m £m
At 31 December 2023
Derivative assets 6,591.0 90.0 3,630.0 2,871.0 -
Derivative liabilities 4,821.0 440.0 1,320.0 2,766.0 295.0
11,412.0 530.0 4,950.0 5,637.0 295.0
At 31 December 2022
Derivative assets 4,628.0 50.0 1,526.0 3,012.0 40.0
Derivative liabilities 5,158.0 650.0 3,270.0 1,198.0 40.0
9,786.0 700.0 4,796.0 4,210.0 80.0

The Company has 201 (2022: 123) derivative contracts with an average fixed rate of 3.61% (2022: 2.17%).
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22. Hedge accounting

Group Group Company Company
2023 2022 2023 2022
£m £m £m £m
Hedged assets
Current hedge relationships (253.1) (827.9) (10.0) (204.0)
Swap inception adjustment 404 44 1 13.1 17.8
Cancelled hedge relationships (30.8) (5.2) (14.7) (14.6)
Fair value adjustments on hedged assets (243.5) (789.0) (11.6) (200.8)
Hedged liabilities
Current hedge relationships (22.2) 58.0 (12.8) 34.8
Swap inception adjustment 0.3 (2.3) 1.0 (1.1)
Cancelled hedge relationships - (0.6) - -
Fair value adjustments on hedged
liabilities (21.9) 55.1 (11.8) 33.7

The swap inception adjustment relates to hedge accounting adjustments arising when hedge accounting
commences, primarily on derivative instruments previously taken out against the mortgage pipeline and on
derivative instruments previously taken out against new retail deposits.

De-designated hedge relationships relate to hedge accounting adjustments on failed hedge accounting
relationships. These adjustments are amortised over the remaining lives of the original hedged items.

Cancelled hedge relationships predominantly represent the unamortised fair value adjustment for interest

rate risk hedges that have been cancelled and replaced due to IBOR transition, securitisation activities and
legacy long-term fixed rate mortgages (c. 25 years at origination).
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22. Hedge accounting (continued)

The tables below analyse the Group’s and Company’s portfolio hedge accounting for fixed rate loans and
advances to customers:

Group 2023 Group 2022

Hedged Hedging Hedged Hedging

item instrument item instrument
Loans and advances to customers £m £m £m £m
Carrying amount of hedged item/nominal
value of hedging instrument 15,390.4 15,425.6 14,493.8 14,667.7

Cumulative fair value adjustments of
hedged item/fair value of hedging
instrument (253.1) 312.7 (827.9) 833.2

Changes in the fair value adjustment of
hedged item/hedging instrument used for
recognising the hedge ineffectiveness for

the period 580.3 (590.2) (620.6) 621.9
Cumulative fair value on cancelled hedge
relationships (30.8) - (5.2) -

In the Statement of Financial Position, £469.9m (2022: £854.3m) of hedging instruments were recognised
within derivative assets, and £157.2m (2022: £21.1m) within derivative liabilities.

Company 2023 Company 2022
Hedged Hedging Hedged Hedging
item instrument item instrument
Loans and advances to customers £m £m £m £m
Carrying amount of hedged item/nominal
value of hedging instrument 5,718.3 5,713.0 4,114.0 4,006.0

Cumulative fair value adjustments of
hedged item/fair value of hedging
instrument (10.0) 50.0 (204.0) 199.3

Changes in the fair value adjustment of
hedged item/hedging instrument used for
recognising the hedge ineffectiveness for

the period 193.8 (194.0) (177.5) 177.0
Cumulative fair value on cancelled hedge
relationships (14.7) - (14.6) -

The cumulative fair value adjustments of the hedging instrument comprise £152.1m (2022: £216.4m)
recognised within derivative assets, and £102.1m (2022: £17.1m) recognised within derivative liabilities.
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22. Hedge accounting (continued)

The movement in cancelled hedge relationships is as follows:

Group Group = Company Company

2023 2022 2023 2022

Hedged assets £m £m £m £m
At 1 January (5.2) 78.2 (14.6) 53.1
New cancellations’ (23.0) (49.3) - (49.4)
Amortisation (2.6) (34.1) (0.1) (18.3)
At 31 December (30.8) (5.2) (14.7) (14.6)

1. The new cancellations are predominately from securitisation of mortgages during the year where, the Group cancels swaps which
were effective prior to the event, replacing with new swaps within SPV structures, with the designated hedge moved to cancelled
hedge relationships to be amortised over the original life of the swap.

The tables below analyse the Group’s and Company’s portfolio hedge accounting for fixed rate amounts
owed to retail depositors:

Group 2023 Group 2022
Hedged Hedging Hedged Hedging
item instrument item  instrument
Customer deposits £m £m £m £m
Carrying amount of hedged item/nominal
value of hedging instrument 8,955.5 8,947.0 9,167.3 9,180.0

Cumulative fair value adjustments of
hedged item/fair value of hedging
instrument (6.7) 16.9 58.0 (67.9)

Changes in the fair value adjustment of

hedged item/hedging instrument used for

recognising the hedge ineffectiveness for

the period (67.2) 78.8 33.0 (42.4)

In the Statement of Financial Position, £40.3m (2022: £2.4m) of hedging instruments were recognised within
derivative assets; and £23.4m (2022: £70.3m) within derivative liabilities.
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Company 2023 Company 2022
Hedged Hedging Hedged Hedging
item instrument item instrument
Customer deposits £m £m £m £m
Carrying amount of hedged item/nominal
value of hedging instrument 4,841.6 4,829.0 5,199.7 5,200.0

Cumulative fair value adjustments of
hedged item/fair value of hedging
instrument (2.4) 7.0 34.8 (42.5)

Changes in the fair value adjustment of

hedged item/hedging instrument used for

recognising the hedge ineffectiveness for

the period (36.6) 45.7 24.7 (32.5)

The cumulative fair value adjustments of the hedging instrument comprise £26.4m (2022: £0.6m) recognised
within derivative assets and £19.4m (2022: £43.1m) recognised within derivative liabilities.

The tables below analyse the Group’s and Company’s ‘micro’ hedge accounting for fixed rate senior notes
and subordinated liabilities:

Group 2023 Group 2022
Hedged Hedging Hedged Hedging
item instrument item  instrument
Senior notes and subordinated liabilities £m £m £m £m
Carrying amount of hedged item/nominal
value of hedging instrument 365.0 365.0 - -

Cumulative fair value adjustments of
hedged item/fair value of hedging
instrument (15.5) 15.6 - -

Changes in the fair value adjustment of

hedged item/hedging instrument used for

recognising the hedge ineffectiveness for

the period (15.5) 15.8 - -

The Group and the Company has elected to partially hedge the senior notes up to the optional redemption
date which reflects management’s expectations about the exercise of the call option. In the Statement of
Financial Position, £15.6m (2022: nil) for the Group and £10.6m (2022: nil) for the Company of hedging
instruments were recognised within derivative assets.

140



OneSavings Bank plc

Notes to the Financial Statements (continued)

For the Year Ended 31 December 2023

22. Hedge accounting (continued)

Company 2023 Company 2022
Hedged Hedging Hedged Hedging
item instrument item  instrument
Senior notes £m £m £m £m
Carrying amount of hedged item/nominal
value of hedging instrument 220.0 220.0 - -
Cumulative fair value adjustments of
hedged item/fair value of hedging
instrument (10.4) 10.6 - -
Changes in the fair value adjustment of
hedged item/hedging instrument used for
recognising the hedge ineffectiveness for
the period (10.4) 10.8 - -
23. Other assets
Group Group = Company Company
2023 2022 2023 2022
£m £m £m £m
Falling due within one year:
Prepayments 9.9 7.8 7.4 6.1
Other assets 11.9 1.8 6.4 2.0
Falling due more than one year:
Prepayments 5.8 5.4 5.6 5.0
27.6 15.0 19.4 13.1
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24. Deferred taxation asset

Losses Share- IFRS 9

carried Accelerated based transitional

forward depreciation payments adjustments Others' Total
Group £m £m £m £m £m £m
At 1 January 2022 0.5 0.5 5.0 0.7 (1.1) 5.6
Profit or loss
(charge)/credit? - (0.5) 0.5 (0.1) 1.6 1.5
Tax taken directly to OCI - - - - 0.1 0.1
Tax taken directly to equity - - (0.9) - - (0.9
At 31 December 2022 0.5 - 4.6 0.6 0.6 6.3
Profit or loss
(charge)/credit (0.2) (0.6) 0.2 (0.1) - (0.7)
Transferred from deferred
tax liability3 - - - - 1.7) (1.7)
Tax taken directly to OCI - - - - 0.1 0.1
Tax taken directly to equity - - (0.1) - - (0.1)
At 31 December 2023 0.3 (0.6) 4.7 0.5 (1.0) 3.9

1. Others includes deferred taxation assets recognised on financial assets classified as FVOCI, derivatives and short-term timing

differences.

2. In 2023 there was no prior year deferred tax (2022 £0.3m).
3. £1.7m relating to other deferred tax assets, and previously shown within the Deferred tax liability (see Note 35) has been transferred

to the Deferred tax asset.

In 2022, the profit or loss credit for deferred tax includes a credit of £0.2m from the corporation tax rate

change.

As at 31 December 2023, the Group had £3.5m (2022: £3.5m) of losses for which a deferred tax asset has
not been recognised as the Group does not expect sufficient future profits to be available to utilise the losses.

As at 31 December 2023 deferred tax assets of £2.0m (2022: £2.3m) are expected to be utilised within 12
months and £1.8m (2022: £4.0m) utilised after 12 months.
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Share- IFRS 9

Accelerated based transitional Unpaid

depreciation payments adjustments bonus Others' Total
Company £m £m £m £m £m £m
At 1 January 2022 0.3 4.1 0.3 0.2 - 4.9
Profit or loss
(charge)/credit (0.4) 0.6 (0.1) (0.2) 0.1 -
Tax taken directly to OCI - - - - (0.1) (0.1)
Tax taken directly to
equity - (0.7) - - - (0.7)
At 31 December 2022 (0.1) 4.0 0.2 - - 4.1
Profit or loss
(charge)/credit (0.8) 0.3 - 0.1 - (0.4)
Tax taken directly to OCI - - - - 0.1 0.1
At 31 December 2023 (0.9) 4.3 0.2 0.1 0.1 3.8

1. Others includes deferred taxation assets recognised on financial assets classified as FVOCI, derivatives and short-term timing
differences.

As at 31 December 2023 deferred tax assets of £1.6m (2022: £1.9m) are expected to be utilised within 12
months and £2.1m (2022: £2.2m) utilised after 12 months.
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23 11 14 12 8 7 7
Right of use

Freehold Leasehold Equipment assets

land and improvement and Property Other

buildings s fixtures leases leases  Total
Group £m £m £m £m £m £m
Cost
At 1 January 2022 16.5 29 15.2 13.2 1.2 49.0
Additions’ 3.5 0.1 29 0.9 3.5 10.9
Disposals and write-offs? - - (1.7) (0.3) (0.1) (2.1)
Foreign exchange
difference - - 0.1 - - 0.1
At 31 December 2022 20.0 3.0 16.5 13.8 4.6 57.9
Additions’ 0.3 - 5.7 2.0 1.2 9.2
Disposals and write-offs? - - (3.3) - (0.1) (3.4)
Foreign exchange
difference - - (0.1) - - (0.1)
At 31 December 2023 20.3 3.0 18.8 15.8 5.7 63.6
Depreciation
At 1 January 2022 1.5 1.0 7.6 3.6 0.2 13.9
Charged in year 0.2 0.2 3.0 1.6 0.2 5.2
Disposals and write-offs? - - (1.7) (0.3) (0.1) (2.1)
At 31 December 2022 1.7 1.2 8.9 4.9 0.3 17.0
Charged in year 0.3 0.3 3.5 1.9 0.2 6.2
Disposals and write-offs? - - (3.3) - (0.1) (3.4)
At 31 December 2023 2.0 1.5 9.1 6.8 0.4 19.8
Net book value
At 31 December 2023 18.3 1.5 9.7 9.0 5.3 43.8
At 31 December 2022 18.3 1.8 7.6 8.9 4.3 40.9

1. Additions include property leases modifications of £0.5m (2022: £0.5m) and other leases modifications of £1.5m (2022: nil) of right
of use assets.
2. During the year the Group derecognised fully depreciated assets.
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25. Property, plant and equipment (continued)

Right of use

Freehold Equipment assets

land and Leasehold and Property  Other

buildings improvements fixtures leases leases Total
Company £m £m £m £m £m £m
Cost
At 1 January 2022 8.7 24 8.0 5.6 0.1 24.8
Additions’ 3.5 0.1 22 0.4 - 6.2
Disposals and write-offs? - - (1.6) (0.3) (0.1) (2.0)
At 31 December 2022 12.2 2.5 8.6 5.7 - 29.0
Additions’ 0.6 - 41 0.5 - 5.2
Disposals and write-
offs? - - (1.8) - - (1.8)
At 31 December 2023 12.8 2.5 10.9 6.2 - 324
Depreciation
At 1 January 2022 1.1 0.7 4.1 1.6 - 7.5
Charged in year 0.1 0.2 1.6 0.7 - 2.6
Disposals and write-offs? - - (1.6) (0.3) (0.1) (2.0)
At 31 December 2022 1.2 0.9 4.1 2.0 (0.1) 8.1
Charged in year 0.1 0.3 2.2 0.8 0.1 3.5
Disposals and write-
offs? - - (1.8) - - (1.8)
At 31 December 2023 1.3 1.2 4.5 2.8 - 9.8
Net book value
At 31 December 2023 11.5 1.3 6.4 3.4 - 22.6
At 31 December 2022 11.0 1.6 4.5 3.7 0.1 20.9

1. Additions include property leases modifications of £0.5m (2022: nil) and other leases modifications of £1.5m (2022: nil) of right of
use assets.
2. During the year the Group derecognised fully depreciated assets.
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Computer
software Assets
Development and arising on

costs' licences Combination? Total
Group £m £m £m £m
Cost
At 1 January 2022 3.7 16.0 23.4 431
Additions 0.1 1.7 - 1.8
Disposals and write-offs® - (3.6) (1.9) (5.5)
At 31 December 2022 3.8 141 21.5 394
Additions 19.1 0.7 - 19.8
Transfer during the year (2.2) 2.2 - -
Disposals and write-offs? - (3.4) (0.1) (3.5)
At 31 December 2023 20.7 13.6 21.4 55.7
Amortisation
At 1 January 2022 0.6 8.8 15.3 247
Charged in year 0.7 3.2 4.3 8.2
Disposals and write-offs? - (3.6) (1.9 (5.5)
At 31 December 2022 1.3 8.4 17.7 27.4
Charged in year 0.7 2.8 2.2 5.7
Disposals and write-offs?® (3.4) (0.1) (3.5)
At 31 December 2023 2.0 7.8 19.8 29.6
Net book value
At 31 December 2023 18.7 5.8 1.6 26.1
At 31 December 2022 2.5 5.7 3.8 12.0

1. Increase in development costs is largely due to the modernisation project.
2. Assets arising on Combination include broker relationships of £0.7m (2022: £2.0m), technology of nil (2022: £0.4m), brand names

of nil (2022: £0.3m) and £0.4m development costs relating to IRB costs.
3. During the year the Group derecognised fully amortised assets.

The Directors have considered the carrying value of intangible assets and determined that there are no
indications of impairment at the year end.
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Computer
Development software and

costs licences Total
Company £m £m £m
Cost
At 1 January 2022 1.4 14.2 15.6
Additions 0.1 1.3 1.4
Disposals and write-offs’ - (3.3) (3.3)
At 31 December 2022 1.5 12.2 13.7
Additions 19.0 0.7 19.7
Transfer during the year (2.2) 2.2 -
Disposals and write-offs' - (3.1) (3.1)
At 31 December 2023 18.3 12.0 30.3
Amortisation
At 1 January 2022 - 7.9 7.9
Charged in year - 26 2.6
Disposals and write-offs’ - (3.3) (3.3)
At 31 December 2022 - 7.2 7.2
Charged in year - 24 24
Disposals and write-offs' - (3.1) (3.1)
At 31 December 2023 - 6.5 6.5
Net book value
At 31 December 2023 18.3 5.5 23.8
At 31 December 2022 1.5 5.0 6.5

1.

During the year the Company derecognised fully amortised assets.
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27. Investments in subsidiaries, intercompany loans and transactions with related parties

The Group

The balance between the Group and its ultimate parent at the reporting date is summarised in the table below:

Intercompany Intercompany loans

loans receivable receivable

2023 2022

Group £m £m
At 1 January 0.8 0.6
Additions 5.4 2.1
Repayments (1.7) (1.9)
At 31 December 4.5 0.8

The transactions with OSBG during the year include additions in relation to costs on shares repurchased of
£2.4m, issuance cost of £1.6m and £1.3m on senior notes and subordinated liabilities respectively funded by
the Company. Repayments comprise £1.7m of cash received on behalf of OSBG from issuing shares under
SAYE (2022: additions comprised £2.1m additions in relation to costs on shares repurchased funded by the
Company. Repayments of £1.9m comprise £1.6m of cash received on behalf of OSBG from issuing shares

under SAYE and £0.3m of tax losses surrendered to the Company).

The Company

The balances between the Company, its parent and its subsidiaries at the reporting date are summarised in

the table below:

Investment Intercompany Intercompany

in loans loans

subsidiaries receivable payable

Company £m £m £m
At 1 January 2022 708.9 2,387.5 (33.2)
Additions 3.2 177.3 (2.7)
Repayments - (33.1) 26
Impairment (1.3) - -
At 31 December 2022 710.8 2,531.7 (33.3)
Additions - 441.3 (0.1)
Repayments - (16.1) 8.7
At 31 December 2023 710.8 2,956.9 (24.7)

The Group and the Company assesses intercompany loans receivable for impairment. The Company
recognised no impairment in investment in subsidiaries during the year (2022: £1.3m impairment). In 2022,
the investment in Prestige Finance Limited (PFL) has been impaired down to PFL’s share capital value
following the cessation of trade in PFL. The investment in Interbay Group Holdings Limited (IGHL) impaired

down to the net asset value as IGHL is being considered for dissolution.

Investments in subsidiaries are financial assets and intercompany loans are financial assets and liabilities,

all carried at amortised cost.
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27. Investments in subsidiaries, intercompany loans and transactions with related parties (continued)
A list of the Company’s direct subsidiaries for 2023 is shown below:

At 31 December 2023

Direct investments Activity Registered office Ownership

Charter Court Financial Services  Holding company Charter Court 100%

Group PIc!

Easioption Limited Holding company Reliance House 100%

Guernsey Home Loans Limited Mortgage provider Reliance House 100%

Guernsey Home Loans Limited Mortgage provider Guernsey 100%

(Guernsey)

Heritable Development Finance Mortgage originator and Reliance House 100%

Limited servicer

Jersey Home Loans Limited Mortgage provider Reliance House 100%

Jersey Home Loans Limited Mortgage provider Jersey 100%

(Jersey)

OSB India Private Limited Back office processing India 100%

Prestige Finance Limited Mortgage originator and Reliance House 100%
servicer

Reliance Property Loans Limited  Mortgage provider Reliance House 100%

Rochester Mortgages Limited Mortgage provider Reliance House 100%

WSE Bourton Road Limited Land lease investment OSB House 100%

1. Charter Court Financial Services Group Plc name changed post year end to CCFSG Holdings Limited.
The Company holds ordinary shares in all its direct subsidiaries.

OSB India Private Limited is owned 70.28% by the Company, 29.72% by Easioption Limited and 0.001% by
Reliance Property Loans Limited.
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27. Investments in subsidiaries, intercompany loans and transactions with related parties

(continued)

A list of the Company’s indirect subsidiaries for 2023 is shown below:

At 31 December 2023
Indirect investments

Activity

Registered office

Ownership

5D Finance Limited
Broadlands Finance Limited

Canterbury Finance No.2 plc
Canterbury Finance No.3 plc
Canterbury Finance No.4 plc
Canterbury Finance No.5 plc
Charter Court Financial Services
Limited

Charter Mortgages Limited

CMF 2020-1 plc

CMF 2023-1 plc

Exact Mortgage Experts Limited
Inter Bay Financial | Limited
InterBay Asset Finance Limited

Interbay Funding, Ltd
Interbay ML, Ltd

Mortgage servicer
Mortgage administration
services

Special purpose vehicle
Special purpose vehicle
Special purpose vehicle
Special purpose vehicle
Mortgage lending and
deposit taking

Mortgage administration
and analytical services
Special purpose vehicle
Special purpose vehicle
Group service company
Holding company

Asset finance and
mortgage provider
Mortgage servicer
Mortgage provider

Reliance House
Charter Court

Churchill Place
Churchill Place
Churchill Place
Churchill Place
Charter Court

Charter Court

Churchill Place
Churchill Place
Charter Court

Reliance House
Reliance House

Reliance House
Reliance House

100%
100%

All investments in subsidiaries are of ordinary shares.

Special purpose vehicles which the Group controls are treated as subsidiaries for accounting purposes.

All of the entities listed above have been consolidated into the Group’s consolidated financial statements.

All of the above investments are reviewed annually for impairment. Based on assessment of the future cash
flows of each entity no impairment has been recognised.
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27. Investments in subsidiaries, intercompany loans and transactions with related parties

(continued)

A list of the Company’s direct subsidiaries for 2022 is shown below:

At 31 December 2022

Direct investments Activity Registered Office Ownership

Charter Court Financial Services  Holding company Charter Court 100%

Group Plc

Easioption Limited Holding company Reliance House 100%

Guernsey Home Loans Limited Mortgage provider Reliance House 100%

Guernsey Home Loans Limited Mortgage provider Guernsey 100%

(Guernsey)

Heritable Development Finance Mortgage originator and Reliance House 100%

Limited servicer

Interbay Group Holdings Limited  Holding company Reliance House 100%

Jersey Home Loans Limited Mortgage provider Reliance House 100%

Jersey Home Loans Limited Mortgage provider Jersey 100%

(Jersey)

OSB India Private Limited Back office processing India 100%

Prestige Finance Limited Mortgage originator and Reliance House 100%
servicer

Reliance Property Loans Limited  Mortgage provider Reliance House 100%

Rochester Mortgages Limited Mortgage provider Reliance House 100%

WSE Bourton Road Limited Land lease investment OSB House 100%
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27. Investments in subsidiaries, intercompany loans and transactions with related parties (continued)

A list of the Company’s indirect subsidiaries for 2022 is shown below:

At 31 December 2022
Indirect investments

Activity

Registered office

Ownership

5D Finance Limited
Broadlands Finance Limited

Canterbury Finance No.2 plc
Canterbury Finance No.3 plc
Canterbury Finance No.4 plc
Canterbury Finance No.5 plc
Charter Court Financial Services
Limited

Charter Mortgages Limited

CMF 2020-1 plc

Exact Mortgage Experts Limited
Inter Bay Financial | Limited
Inter Bay Financial Il Limited
InterBay Asset Finance Limited

Interbay Funding, Ltd
Interbay Holdings Ltd
Interbay ML, Ltd

Mortgage servicer
Mortgage administration
services

Special purpose vehicle
Special purpose vehicle
Special purpose vehicle
Special purpose vehicle
Mortgage lending and
deposit taking

Mortgage administration
and analytical services
Special purpose vehicle
Group service company
Holding company
Holding company

Asset finance and
mortgage provider
Mortgage servicer
Holding company
Mortgage provider

Reliance House
Charter Court

Churchill Place
Churchill Place
Churchill Place
Churchill Place
Charter Court

Charter Court

Churchill Place
Charter Court

Reliance House
Reliance House
Reliance House

Reliance House
Reliance House
Reliance House

100%
100%

100%

100%

100%
100%
100%
100%

100%
100%
100%

The following are the registered offices of the subsidiaries:

Charter Court — 2 Charter Court, Broadlands, Wolverhampton, WV10 6TD

Churchill Place — 5 Churchill Place, 10t Floor, London, E14 5HU

Guernsey — 15t Floor, Tudor House, Le Bordage, St Peter Port, Guernsey, GY1 1DB
Great St. Helen's, London — 35 Great St. Helen'’s, London, EC3A 6AP

India — Salarpuria Magnificia No. 78, 9 & 10t floor, Old Madras Road, Bangalore, India, 560016.
Jersey — 26 New Street, St Helier, Jersey, JE2 3RA
OSB House — Quayside, Chatham Maritime, Chatham, England, ME4 4QZ
Reliance House — Reliance House, Sun Pier, Chatham, Kent, ME4 4ET
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27. Investments in subsidiaries, intercompany loans and transactions with related parties
(continued)

During the year the Group issued £250.0m of subordinated liabilities and £300m of senior notes to OSBG.
Included within this was £150m of subordinated liabilities and £220m of senior notes issued by the Company
to OSBG. For further details see note 36 for senior notes and 37 for subordinated liabilities.

The transactions between the Company, its parent and its subsidiaries are disclosed below:

2023 2022
Charged Charged
by/(to) the by/(to) the
Company Balance due Company  Balance due
during the to/(by) the during the to/(by) the
year Company year Company
£m £m £m £m
Parent Company
OSB GROUP PLC - 4.4 - 0.8
Direct investments
Easioption Limited - 0.5 - 0.5
Guernsey Home Loans Limited 0.3 6.1 0.1 6.8
Guernsey Home Loans Limited (Guernsey) 0.5 11.4 0.2 12.3
Heritable Development Finance Limited (2.0) (0.7) (1.9 (1.2)
Jersey Home Loans Limited - 0.9 - 1.0
Jersey Home Loans Limited (Jersey) 3.0 63.4 1.3 69.4
OSB India Private Limited (17.9) 11.5 (13.3) 9.1
Prestige Finance Limited - 0.2 - (0.2)
Reliance Property Loans Limited 0.1 21 - 24
Interbay Group Holdings Limited - - - (0.9)
WSE Bourton Road Limited - 0.8 - -
Indirect investments
Charter Court Financial Services Limited 50.9 25.1 19.4 (0.7)
Exact Mortgage Experts Limited (0.3) 3.0 (0.4) 2.5
Charter Mortgages Limited - (0.3) - (0.4)
Broadlands Finance Limited - (0.2) - (0.1)
5D Finance Limited 1.6 33.2 0.6 394
Inter Bay Financial | Limited 0.8 18.1 0.3 20.0
Inter Bay Financial Il Limited - - - (5.6)
InterBay Asset Finance Limited 9.5 223.0 2.8 169.6
Interbay Funding, Ltd (1.0) (23.5) (0.4) (24.2)
Interbay ML, Ltd 117.3 2,553.2 36.1 2,197.9
162.8 2,932.2 44.8 2,498.4
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28. Amounts owed to credit institutions

Group Group = Company Company

2023 2022 2023 2022

£m £m £m £m

BoE TFSME 3,352.0 4,232.0 1,957.0 2,395.0
BoE ILTR 10.1 300.9 5.0 -
Commercial repo 0.1 10.2 - 0.1
Loans from credit institutions - 0.1 - -
3,362.2 4,543.2 1,962.0 2,395.1

Cash collateral and margin received 212.8 549.7 56.3 173.4
3,575.0 5,092.9 2,018.3 2,568.5

29. Amounts owed to retail depositors

The table below shows the Group’s retail depositors by operating segment, where the OSB segment also

represents the Company’s retail depositors:

2023 2022
OoSB CCFS Total OSB CCFS Total
£m £m £m £m £m £m
Fixed rate deposits 8,846.6 7,493.9 16,340.5 8,085.9 5,899.6 13,985.5
Variable rate deposits 3,399.9 2,386.2 5,786.1 3,046.3 2,724.0 5,770.3
12,246.5 9,880.1 22,126.6 11,132.2 8,623.6 19,755.8
30. Amounts owed to other customers
Group Group = Company Company
2023 2022 2023 2022
£m £m £m £m
Fixed rate deposits 58.8 100.9 0.5 0.5
Variable rate deposits 4.5 12.2 - -
63.3 113.1 0.5 0.5
31. Debt securities in issue
Group Group
2023 2022
£m £m
Asset-backed loan notes at amortised cost 818.5 265.9
Amount due for settlement within 12 months 109.5 -
Amount due for settlement after 12 months 709.0 265.9
818.5 265.9
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31. Debt securities in issue (continued)

The asset-backed loan notes are secured on fixed and variable rate mortgages and are redeemable in part
from time to time, but such redemptions are mainly from the net principal received from borrowers in respect
of underlying mortgage assets. The maturity date of the funds matches the contractual maturity date of the
underlying mortgage assets. The Group expects that a large proportion of the underlying mortgage assets,
and therefore these notes, will be repaid within five years.

Where the Group own the call rights for a transaction, they may repurchase the asset-backed loan notes on
any interest payment date on or after the call dates, or on any interest payment date when the current balance
of the mortgages outstanding is less than or equal to 10% of the principal amount outstanding on the loan
notes on the date they were issued.

Interest is payable at fixed margins above SONIA.

As at 31 December 2023, notes were issued through the following funding vehicles:

Group Group
2023 2022
£m £m
Canterbury Finance No.3 plc - 21.0
Canterbury Finance No.4 plc 167.5 103.1
CMF 2020-1 plc 109.5 141.8
CMF 2023-1 plc 2913 -
Keys Warehouse No.1 Limited 250.2 -
818.5 265.9

32. Lease liabilities
Group Group = Company Company
2023 2022 2023 2022
£m £m £m £m
At 1 January 9.9 10.7 3.6 3.9
New leases 3.3 0.9 0.5 04
Lease repayments (2.2) (1.9) (0.8) (0.8)
Interest accruals 0.2 0.2 0.1 0.1
At 31 December 11.2 9.9 3.4 3.6

During the year, the Group incurred expenses of £0.1m (2022: £0.3m) in relation to short-term leases.
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33. Other liabilities

Group Group = Company Company
2023 2022 2023 2022
£m £m £m £m

Falling due within one year:
Accruals 26.5 28.0 16.5 18.6
Deferred income 0.4 0.6 0.4 0.6
Other creditors 12.7 10.1 8.9 4.7
39.6 38.7 25.8 23.9

34. Provisions and contingent liabilities

The Financial Services Compensation Scheme (FSCS) provides protection of deposits for the customers of
authorised financial services firms, should a firm collapse. FSCS protects retail deposits of up to £85k for
single account holders and £170k for joint holders. As OSB and CCFS both hold banking licences, the full

FSCS protection is available to customers of each Bank.

The compensation paid out to consumers is initially funded through loans from the BoE and HM Treasury. In
order to repay the loans and cover its costs, the FSCS charges levies on firms regulated by the PRA and the
Financial Conduct Authority (FCA). The Group is among those firms and pays the FSCS a levy based on its

share of total UK deposits.

The Group released its £1.5m provision for conduct related exposures in 2022 following completion of an

internal review.

An analysis of the Group’s and Company’s FSCS and other provisions is presented below:

2023 2022

ECL on ECL on

Other undrawn Other  undrawn

regulatory loan regulatory loan
FSCS provisions facilities Total FSCS provisions faciliies Total
Group £m £m £m £m £m £m £m £m
At 1 January - - 04 0.4 0.1 1.5 0.4 2.0
Charge/(credit) - - 0.4 0.4 (0.1) (1.5) - (1.6)
At 31 December - - 0.8 0.8 - - 0.4 0.4
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34. Provisions and contingent liabilities (continued)

2023 2022

ECL on ECL on

Other undrawn Other  undrawn

regulatory loan regulatory loan
FSCS provisions facilities Total FSCS provisions facilities Total
Company £m £m £m £m £m £m £m £m
At 1 January - - 0.1 0.1 0.1 1.4 0.4 1.9
Charge/(credit) - - 0.3 0.3 (0.1) (1.4) (0.3) (1.8)
At 31 December - - 0.4 0.4 - - 0.1 0.1

In January 2020, the Group was contacted by the FCA in connection with a multi-firm thematic review into
forbearance measures adopted by lenders in respect of a portion of the mortgage market. The Group has
responded to information requests from the FCA. In addition, the Group has reviewed and is enhancing its
collections processes and how mortgage customers in arrears are managed and undertaking a retrospective
review of the Group’s application of forbearance measures and associated outcomes for certain cohorts of
customers. It is not possible to reliably predict or estimate the outcome of the retrospective review and
therefore its financial effect, if any, on the Group.

35. Deferred taxation liability

The deferred tax liability recognised on the Combination relates to the timing differences of the recognition of
assets and liabilities at fair value, where the fair values will unwind in future periods in line with the underlying
asset or liability. The deferred tax liability has been measured using the relevant rates for the expected
periods of utilisation.

CCFS

Combination

Group £m
At 1 January 2022 39.8
Profit or loss credit! (17.5)
At 31 December 2022 22.3
Profit or loss credit (14.3)
Transfer to Deferred tax asset? (1.7)
At 31 December 2023 6.3

1. In 2022, the profit or loss credit includes £4.7m impact of the corporation tax rate changes.
2. £1.7m relating to other deferred tax assets, and previously shown within the Deferred tax liability has been transferred to the
Deferred tax asset (see Note 24).

As at 31 December 2023 deferred tax liabilities of £3.8m (2022: £5.6m) are expected to be due within 12
months and £2.5m (2022: £16.7m) due after 12 months.
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36. Senior notes

During the current financial year, the Group and the Company issued senior notes amounting to £300m under
the planned MREL qualifying debt issuance. The Group’s and Company’s outstanding senior notes are

summarised below:

Group Group Company Company
2023 2022 2023 2022
£m £m £m £m
Fixed rate:
Senior notes 2028 (9.5%) 309.0 - 226.6 -

The senior notes are structured with identical terms to the OSB GROUP PLC (OSBG) external senior notes

issuance and are as follows:

¢ Interest: Interest on the senior notes is fixed at an initial rate until the reset date (7 September 2027). If
the senior notes are not redeemed prior to the reset date, the interest rate will be reset and fixed based

on a benchmark gilt rate plus a spread of 4.985%.

¢ Redemption: The Issuer may redeem the senior notes in whole (but not in part) in its sole discretion on
7 September 2027. Optional redemption may also take place for certain regulatory or tax reasons. Any

optional redemption requires the prior consent of the PRA.

¢ Ranking: The senior notes constitute direct, unsubordinated and unsecured obligations of the Group and
rank at least pari passu, without any preference, among themselves as senior notes. The notes rank
behind the claims of depositors, but in priority to holders of Tier 1 and Tier 2 capital as well as equity

holders of Group.

The table below shows a reconciliation of the Group’s and the Company’s senior notes during the year.

Group Group Company Company

2023 2022 2023 2022

£m £m £m £m

At 1 January - - - -
Addition 300.0 - 220.0 -
Movement in accrued interest 9.0 - 6.6 -
At 31 December 309.0 - 226.6 -
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37. Subordinated liabilities

The Group’s and Company’s outstanding subordinated liabilities are summarised below:

Group Group Company Company

2023 2022 2023 2022
£m £m £m £m

Fixed rate:
Subordinated liabilities 2033 (9.993%) 260.6 - 156.4 -

All subordinated liabilities are denominated in pounds sterling and are unlisted.

The subordinated debt liabilities are structured with identical principal terms to the OSBG external Tier 2 debt
issuance and are as follows:

¢ Interest: Interest on the notes is fixed at an initial rate until the reset date (27 July 2028). If the notes are
not redeemed prior to the reset date, the interest rate will be reset and fixed based on a benchmark gilt
rate plus a spread of 6.296%.

o Redemption: The Issuer may redeem the Tier 2 notes in whole (but not in part) in its sole discretion on
any day from (and including) 27 April 2028 to (and including) 27 July 2028 (the reset date) as specified
in the terms of the agreement. Optional redemption may also take place for certain regulatory or tax
reasons. Any optional redemption requires the prior consent of the PRA.

e Ranking: The notes constitute direct, unsecured and subordinated obligations of the Group and rank at
least pari passu, without any preference, among themselves as Tier 2 capital. The notes rank behind the
claims of depositors and other unsecured and unsubordinated creditors, but rank in priority to holders of
Tier 1 capital and of equity of the Group.

The table below shows a reconciliation of the Group’s and Company’s subordinated liabilities during the year:

Group Group Company Company

2023 2022 2023 2022

£m £m £m £m

At 1 January - 10.3 - 10.3
Addition 250.0 - 150.0 -
Movement in accrued interest 10.6 - 6.4 -
Repayment of debt - (10.3) - (10.3)
At 31 December 260.6 - 156.4 -

In 2022 the fixed rate subordinated liabilities were fully repaid at a premium of £0.7m, which was recognised
in interest payable and similar charges.

The LIBOR linked subordinated liabilities were redeemed in September 2022.
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38. Perpetual Subordinated Bonds

Group Group

and and

Company Company

2023 2022

£m £m

Sterling PSBs (4.6007%) 15.2 15.2

The bonds are listed on the London Stock Exchange.

The 4.6007% bonds were issued with no discretion over the payment of interest and may not be settled in
the Group’s own equity. They are therefore classified as financial liabilities. The coupon rate is 4.6007% until
the next reset date on 27 August 2024.

39. Reconciliation of cash flows from financing activities

The tables below show a reconciliation of the Group’s and Company’s liabilities classified as financing
activities within the Statement of Cash Flows:

Amounts
owed to Debt Senior
credit securities notes
institutions in issue (see Subordinated PSBs
(see note (see note note liabilities (see
28) 31) 36) (see note 37) note 38) Total
Group £m £m £m £m £m £m
At 1 January 2022 4,204.2 460.3 - 10.3 152  4,690.0
Cash movements:
Principal drawdowns 429.5 - - - - 429.5
Principal repayments (120.5) (193.6) - (10.1) - (324.2)
Interest paid (34.8) (8.5) - (1.3) (0.7) (45.3)
Non-cash movements: -
Interest charged 64.8 7.7 - 1.1 0.7 74.3
At 31 December 2022 4,543.2 265.9 - - 152 4,824.3
Cash movements:
Principal drawdowns 189.9 591.6 300.0 250.0 - 1,331.5
Principal repayments (1,390.2) (40.1) - - - (1,430.3)
Interest paid (178.0) (20.4) - (6.3) (0.7) (205.4)
Non-cash movements:
Interest charged 197.3 21.5 9.0 16.9 0.7 245.4
At 31 December 2023 3,362.2 818.5 309.0 260.6 15.2  4,765.5
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39. Reconciliation of cash flows from financing activities (continued)

Amounts
owed to Senior
credit Deemed notes
institutions Loans (see Subordinated PSBs
(see note (see note note liabilities (see
28) 17) 36) (see note 37) note 38) Total
Company £m £m £m £m £m £m
At 1 January 2022 2,378.6 142.8 - 10.3 152 2,546.9
Cash movements:
Principal drawdowns 120.0 - - - - 120.0
Principal repayments (120.0) (174.0) - (10.1) - (304.1)
Interest paid (19.4) (4.1) - (1.3) (0.7) (25.5)
Non-cash movements: -
Interest charged 35.9 4.1 - 1.1 0.7 41.8
At 31 December 2022 2,395.1 (31.2) - - 152 2,379.1
Cash movements:
Principal drawdowns 152.2 56.5 220.0 150.0 - 578.7
Principal repayments (597.2) - - - - (597.2)
Interest paid (98.5) (4.8) - (3.7) (0.7) (107.7)
Non-cash movements:
Interest charged 110.4 4.8 6.6 10.1 0.7 132.6
At 31 December 2023 1,962.0 25.3 226.6 156.4 15.2 2,385.5
40. Share capital
Number of
shares
authorised Nominal
and fully value Premium
Ordinary shares of £0.01 each paid £m £m
At 31 December 2022 and 2023 447,304,198 4.5 -

The holders of ordinary shares are entitled to receive dividends as declared from time to time, and are entitled
to one vote per share at meetings of the Company. All ordinary shares rank equally with regard to the
Company’s residual assets.

All ordinary shares issued in the current and prior year were fully paid.
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41. Other equity instruments

The Group’s other equity instruments are as follows:

Group Group Company Company

2023 2022 2023 2022

Additional Tier 1 securities £m £m £m £m
6% Perpetual subordinated contingent

convertible securities 150.0 150.0 90.0 90.0

AT1 Securities

On 5 October 2021, OSBG issued in total £150.0m of new AT1 securities, £90.0m issued by the Company
and £60.0m issued by Charter Court Financial Services Limited. AT1 securities comprise £150.0m of Fixed
Rate Resetting Perpetual Subordinated Contingent Convertible Securities that qualify as AT1 capital under
CRD IV. The securities will be subject to full conversion into ordinary shares of OSBG in the event that the
Group’s Common Equity Tier 1 (CET1) capital ratio falls below 7%.The securities will pay interest at a rate of
6% per annum until the first reset date of 7 April 2027, with the reset interest rate equal to 539.3 basis points
over the 5-year Gilt Rate (benchmark gilt) for such a period. Interest is paid semi-annually in April and
October.

OSBG may, at any time, cancel any interest payment at its full discretion and must cancel interest payments
in certain circumstances specified in the terms and conditions of the securities. The securities are perpetual
with no fixed redemption date. OSBG may, in its discretion and subject to satisfying certain conditions,
redeem all (but not some) of the AT1 securities at the principal amount outstanding plus any accrued but
unpaid interest from the first reset date and on any interest payment date thereafter. AT1 securities which
were previously presented within ‘other reserves’ have been re-presented as ‘other equity instruments.

42. Other reserves

The Group’s and Company’s other reserves are as follows:

Group Group Company Company
2023 2022 2023 2022
£m £m £m £m

Distributable:
Share-based payment 14.2 13.3 12.2 10.9
FVOCI 0.2 0.3 0.1 0.2
Foreign exchange (2.1) (1.3) - -
12.3 12.3 12.3 11.1

FVOCI reserve
The FVOCI reserve represents the cumulative net change in the fair value of investment securities measured
at FVOCI.

Foreign exchange reserve

The foreign exchange reserve relates to the revaluation of the Group’s Indian subsidiary, OSB India Private
Limited.
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43. Financial commitments and guarantees

a) The Group had £0.1m of contracted capital expenditure commitments not provided for as at 31
December 2023 (2022: nil).

b) The Group’s minimum lease commitments under leases for low-value assets and short-term leases of
12 months or less are summarised in the table below:

Group Group = Company Company
2023 2022 2023 2022
£m £m £m £m

Land and buildings: due within:
One year 0.2 0.3 0.1 0.1
Two to five years 0.2 0.3 - -
0.4 0.6 0.1 0.1

c) Undrawn loan facilities:

Group Group = Company Company
2023 2022 2023 2022
£m £m £m £m
OSB mortgages 580.2 741.6 504.3 559.1
CCFS mortgages 391.8 455.1 - -
Asset finance 274 15.5 - -
999.4 1,212.2 504.3 559.1

Undrawn loan facilities are approved loan applications which have not yet been exercised. They are payable
on demand and are usually drawn down or expire within three months.

d) The Group did not have any issued financial guarantees as at 31 December 2023 (2022: nil).
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44. Risk management
Overview

Financial instruments form the vast majority of the Group's and Company's assets and liabilities. The Group
manages risk on a consolidated basis and risk disclosures that follow are provided on this basis.

Types of financial instruments

Financial instruments are a broad definition which includes financial assets, financial liabilities and equity
instruments. The main financial assets of the Group are loans to customers and liquid assets, which in turn
consist of cash in the BoE call accounts, call accounts with other credit institutions, RMBS and UK sovereign
debt. These are funded by a combination of financial liabilities and equity instruments. Financial liability
funding comes predominantly from retail deposits and drawdowns under the BoE TFSME and ILTR,
supported by debt securities, subordinated debts, wholesale and other funding. Equity instruments include
own shares and AT1 securities meeting the equity classification criteria. The Group’s main activity is
mortgage lending; it raises funds or invests in particular types of financial assets to meet customer demand
and manage the risks arising from its operations. The Group does not trade in financial instruments for
speculative purposes.

The Group uses derivative instruments to manage its financial risks. Derivatives are used by the Group solely
to reduce (hedge) the risk of loss arising from changes in market rates. The Group only uses interest rate
swaps. Derivatives are not used for speculative purposes.

Types of derivatives and uses

The derivative instruments used by the Group in managing its risk exposures are interest rate swaps. Interest
rate swaps convert fixed interest rates to floating or vice versa. As with other derivatives, the underlying
product is not sold and payments are based on notional principal amounts.

Unhedged fixed rate liabilities create the risk of paying above-the-market rate if interest rates subsequently
decrease. Unhedged fixed rate mortgages and liquid assets bear the opposite risk of income below-the-
market rate when rates go up. While fixed rate assets and liabilities naturally hedge each other to a certain
extent, this hedge is usually never perfect because of maturity mismatches and principal amounts.

The Group uses swaps to convert its instruments, such as mortgages, deposits and liquid assets, from fixed
or base rate-linked rates to reference linked variable rates. This ensures a guaranteed margin between the
interest income and interest expense, regardless of changes in the market rates.

Types of risk
The principal financial risks to which the Group is exposed are credit, liquidity and market risks, the latter
comprising interest and exchange rate risk. In addition to financial risks, the Group is exposed to various

other risks, most notably operational, conduct and compliance/regulatory, which are covered in the Risk
review on pages 29 to 58.
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44. Risk management (continued)

Credit risk

Credit risk is the risk that losses may arise as a result of the Group’s borrowers or market counterparties
failing to meet their obligations to repay.

The Group has adopted the Standardised Approach for assessment of credit risk regulatory capital
requirements. This approach considers risk weightings as defined under Basel Il and Basel Ill principles.

The classes of financial instruments to which the Group is most exposed are loans and advances to
customers, loans and advances to credit institutions, cash in the BoE call account, call and current accounts
with other credit institutions and investment securities. The maximum credit risk exposure equals the total
carrying amount of the above categories plus off-balance sheet undrawn committed mortgage facilities.

The change, during the period and cumulatively, in the fair value of investments in debt securities and loans
and advances to customers at FVOCI and FVTPL that is attributable to changes in credit risk is not material.

Credit risk — loans and advances to customers

Credit risk associated with mortgage lending is largely driven by the housing market and level of
unemployment. A recession and/or high interest rates could cause pressure within the market, resulting in
rising levels of arrears and repossessions.

All loan applications are assessed with reference to the Group's Lending Policy. Changes to the policy are
approved by the Group Risk Committee, with mandates set for the approval of loan applications.

The Group Credit Committee and ALCO regularly monitor lending activity, taking appropriate actions to
reprice products and adjust lending criteria in order to control risk and manage exposure. Where necessary
and appropriate, changes to the Lending Policy are recommended to the Group Risk Committee.

The following tables show the Group’s and Company’s maximum exposure to credit risk and the impact of
collateral held as security, capped at the gross exposure amount, by impairment stage. Capped collateral
excludes the impact of forced sale discounts and costs to sell. The collateral value is determined by indexing
against House Price Index data.

2023
0SB CCFS Total

Gross Capped Gross Capped Gross Capped
carrying collateral carrying collateral carrying collateral

amount held amount held amount held
Group £m £m £m £m £m £m
Stage 1 11,263.0 11,228.7 9,313.8 9,313.8 20,576.8 20,542.5
Stage 2 2,718.6 2,717.0 1,819.3 1,818.6 4,537.9 4,535.6
Stage 3 494.3 488.8 217.2 217.2 711.5 706.0
Stage 3 (POCI) 33.4 33.0 37.5 37.4 70.9 70.4

14,509.3 14,467.5 11,387.8 11,387.0  25,897.1  25,854.5
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44. Risk management (continued)

2022

OSB CCFS Total
Gross Capped Gross Capped Gross Capped
carrying  collateral carrying  collateral carrying  collateral
amount held amount held amount held
Group £m £m £m £m £m £m
Stage 1 10,346.8  10,320.4 8,375.5 8,374.4 18,7223 18,694.8
Stage 2 2,509.7 2,508.5 1,907 .4 1,907.1 4,417 1 4,415.6
Stage 3 349.7 319.2 156.0 156.0 505.7 475.2
Stage 3 (POCI) 38.5 37.5 44.5 44.4 83.0 81.9
13,244.7 13,1856 10,4834 10,481.9  23,728.1 23,667.5

The Group’s main form of collateral held is property, based in the UK and the Channel Islands.

The Group uses indexed loan to value (LTV) ratios to assess the quality of the uncapped collateral held.
Property values are updated to reflect changes in the HPI. A breakdown of loans and advances to customers

by indexed LTV is as follows:

2023 2022
OSB CCFS Total OsSB CCFS Total

Group £m £m £m % £m £m £m %
Band

0% - 50% 2,454.7 11055 3,560.2 14 2,768.8 9147 3,683.5 16
50% - 60% 2,275.8 1,4545 3,730.3 14 2,770.7 1,361.1 4131.8 17
60% - 70% 44144 32440 7,6584 30 46475 3,561.7 8,209.2 35
70% - 80% 3,822.1 5,0009 8,823.0 34 2,150.7 4,277.3 6,428.0 26
80% - 90% 1,045.7 573.2 1,618.9 6 548.3 365.5 913.8 4
90% - 100% 222.0 8.8 230.8 1 181.3 2.5 183.8 1
>100% 274.6 0.9 275.5 1 177.4 0.6 178.0 1
Total loans before

provisions 14,509.3 11,387.8 25,8971 100 13,2447 104834 23,728.1 100
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The table below shows the LTV banding for the OSB segments’ two major lending streams:

2023 2022
BTL/SME Residential Total BTL/SME Residential Total
OSB £m £m £m % £m £m £m %
Band
0% - 50% 1,078.1 1,376.6  2,454.7 17 1,301.4 1,467.4  2,768.8 21
50% - 60% 2,027.5 248.3 2,275.8 16 2,497.2 2735 2,770.7 21
60% - 70% 4,181.4 233.0 4,4144 30 4,386.0 261.5 4,647.5 36
70% - 80% 3,616.9 205.2 3,8221 26 1,977 .1 173.6  2,150.7 16
80% - 90% 826.3 219.4 1,045.7 7 418.1 130.2 548.3 4
90% - 100% 174.8 47.2 222.0 2 167.3 14.0 181.3 1
>100% 270.1 4.5 274.6 2 172.9 4.5 177.4 1
Total loans
before
provisions 12,175.1 2,334.2 14,509.3 100 10,920.0 2,324.7 13,2447 100
The tables below show the LTV analysis of the OSB BTL/SME sub-segment:
2023
Buy-to- Residential Funding

Let Commercial development lines Total
0SB £m £m £m £m £m
Band
0% - 50% 968.1 93.4 8.2 84 1,078.1
50% - 60% 1,857.3 106.6 61.1 25 2,027.5
60% - 70% 3,800.3 169.7 210.5 09 4,814
70% - 80% 3,271.4 323.6 - 219 3,616.9
80% - 90% 596.0 230.3 - - 826.3
90% - 100% 68.7 106.1 - - 174.8
>100% 202.7 66.0 1.0 0.4 270.1
Total loans before provisions 10,764.5 1,095.7 280.8 341 121751
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2022
Buy-to- Residential Funding
Let Commercial development lines Total
0SB £fm £m £fm £fm £m
Band
0% - 50% 1,137.6 114.7 16.1 33.0 1,301.4
50% - 60% 2,324 .1 112.8 57.2 3.1 2,497.2
60% - 70% 41114 164.4 110.2 - 4,386.0
70% - 80% 1,741.5 235.6 - - 11,9771
80% - 90% 232.8 151.6 - 33.7 418.1
90% - 100% 771 63.8 - 26.4 167.3
>100% 130.5 38.4 1.0 3.0 172.9
Total loans before provisions 9,755.0 881.3 184.5 99.2 10,920.0
The tables below show the LTV analysis of the OSB Residential sub-segment:
2023 2022
First Second First Second
charge charge Total charge charge Total
0SB £m £m £m £m £m £m
Band
0% - 50% 1,292.6 84.0 1,376.6 1,357.6 109.8 1,467 .4
50% - 60% 219.9 28.4 248.3 238.1 35.4 273.5
60% - 70% 218.3 14.7 233.0 242.9 18.6 261.5
70% - 80% 199.5 5.7 205.2 168.3 53 173.6
80% - 90% 218.1 1.3 219.4 128.8 14 130.2
90% - 100% 46.8 0.4 47.2 134 0.6 14.0
>100% 3.9 0.6 4.5 3.8 0.7 4.5
Total loans before
provisions 2,199.1 135.1 2,334.2 2,152.9 171.8 2,324.7
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The table below shows the LTV analysis of the four CCFS sub-segment:

2023
Second
Buy-to- charge
Let Residential Bridging lending Total

CCFS £m £m £m £m £m %
Band

0% - 50% 360.3 573.9 138.1 33.2 1,105.5 10
50% - 60% 838.1 527.7 66.8 219 1,454.5 13
60% - 70% 2,365.6 782.7 79.9 15.8 3,244.0 28
70% - 80% 4,098.0 849.2 43.4 10.3 5,000.9 44
80% - 90% 271.7 296.0 2.3 3.2 573.2 5
90% - 100% 3.5 3.3 2.0 - 8.8 -
>100% - 0.3 0.6 - 0.9 -
Total loans before provisions 7,937.2 3,033.1 333.1 844 11,387.8 100

2022
Second
Buy-to- charge
Let Residential Bridging lending Total

CCFS £m £m £m £m £m %
Band

0% - 50% 308.6 498.3 62.9 44.9 914.7 9
50% - 60% 799.5 501.8 29.9 299 1,361.1 13
60% - 70% 2,587.6 924.2 25.6 24.3  3,561.7 34
70% - 80% 3,613.8 622.9 26.9 13.7 42773 41
80% - 90% 2151 146.8 24 1.2 365.5 3
90% - 100% 0.2 0.8 1.5 - 25 -
>100% - 0.1 0.5 - 0.6 -
Total loans before provisions 7,524.8 2,694.9 149.7 114.0 10,4834 100
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The table below shows the LTV banding for the Company’s segments’ two major lending streams:

2023 2022

BTL/SME Residential Total BTL/SME Residential Total
Company £m £m £m % £m £m £m %
Band
0% - 50% 771.2 1,321.5 2,092.7 18 919.9 1,3984 23183 22
50% - 60% 1,630.0 2419 18719 16 1,978.5 267.2 22457 21
60% - 70% 3,484.8 230.0 3,714.8 33 3,695.1 259.7 39548 37
70% - 80% 2,842.1 202.5 3,0446 26 1,485.8 172.3  1,658.1 16
80% - 90% 469.6 215.6 685.2 6 224.9 130.2 355.1 3
90% - 100% 345 46.2 80.7 1 47.4 13.8 61.2 1
>100% 20.3 1.8 221 - 19.3 1.0 20.3 -
Total loans
before
provisions 9,252.5 2,259.5 11,512.0 100 8,370.9 22426 10,613.5 100

The tables below show the LTV analysis of the Company’s BTL/SME sub-segment:

2023
Buy-to- Residential Funding

Let Commercial development lines Total
Company £m £m £m £m £m
Band
0% - 50% 747.2 7.4 8.2 8.4 771.2
50% - 60% 1,565.2 1.2 61.1 25 1,630.0
60% - 70% 3,275.6 0.5 207.8 0.9 3,484.8
70% - 80% 2,820.2 - - 219 2,8421
80% - 90% 469.6 - - - 469.6
90% - 100% 34.5 - - - 34.5
>100% 15.4 3.5 1.0 0.4 20.3
Total loans before provisions 8,927.7 12.6 278.1 341 9,252.5
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2022
Buy-to- Residential Funding
Let Commercial development lines Total
Company £m £m £m £m £m
Band
0% - 50% 861.9 8.9 16.1 33.0 919.9
50% - 60% 1,916.8 1.4 57.2 3.1 1,978.5
60% - 70% 3,585.4 - 109.7 - 3,695.1
70% - 80% 1,485.8 - - - 1,48538
80% - 90% 191.2 - - 33.7 224.9
90% - 100% 21.0 - - 26.4 47.4
>100% 11.8 3.5 1.0 3.0 19.3
Total loans before provisions 8,073.9 13.8 184.0 99.2 8,370.9
The tables below show the LTV analysis of the Company’s Residential sub-segment:
2023 2022
First Second First Second
charge charge Total charge charge Total
Company £m £m £m £m £m £m
Band
0% - 50% 1,237.5 84.0 1,321.5 1,288.6 109.8 1,398.4
50% - 60% 213.5 28.4 241.9 231.8 35.4 267.2
60% - 70% 215.3 14.7 230.0 241.1 18.6 259.7
70% - 80% 196.8 5.7 202.5 167.0 5.3 172.3
80% - 90% 214.3 1.3 215.6 128.8 1.4 130.2
90% - 100% 45.8 0.4 46.2 13.2 0.6 13.8
>100% 1.2 0.6 1.8 0.3 0.7 1.0
Total loans before
provisions 2,124.4 135.1 2,259.5 2,070.8 171.8 2,242.6
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Forbearance measures undertaken

The Group has a range of options available where borrowers experience financial difficulties that impact their
ability to service their financial commitments under the loan agreement. These options are explained in the

Risk review on pages 29 to 58.

A summary of the forbearance measures undertaken during the year is shown below. The balances disclosed
reflect the year-end balance of the accounts where a forbearance measure was undertaken during the year.

Number At 31 Number At 31
of December of December
Group accounts 2023 accounts 2022
Forbearance type 2023 £m 2022 £m
Interest-only switch 384 62.9 70 12.2
Interest rate reduction 290 36.5 91 7.5
Term extension 164 15.6 53 29
Payment deferral 459 89.9 194 34.0
Voluntary-assisted sale - - 5 1.2
Payment concession (reduced monthly
payments) 112 229 55 12.0
Capitalisation of interest 17 24 27 9.0
Full or partial debt forgiveness 126 4.5 359 9.6
Total 1,552 234.7 854 88.4
Loan type
First charge owner-occupier 880 116.5 217 27.8
Second charge owner-occupier 252 6.9 460 8.9
Buy-to-Let 279 79.2 107 37.1
Commercial 141 321 70 14.6
Total 1,552 234.7 854 88.4
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Number At 31 Number At 31
of December of December
Company accounts 2023 accounts 2022
Forbearance type 2023 £m 2022 £m
Interest-only switch 103 17.5 43 4.8
Interest rate reduction 177 19.2 83 6.5
Term extension 3 0.2 2 -
Payment deferral 186 40.6 92 15.5
Voluntary-assisted sale - - 5 1.3
Payment concession (reduced monthly
payments) 44 7.5 24 59
Capitalisation 14 0.7 26 1.3
Full or partial debt forgiveness 122 4.0 351 8.6
Total 649 89.7 626 43.9
Loan type
First charge owner-occupier 292 38.9 110 13.5
Second charge owner-occupier 230 5.6 452 8.5
Buy-to-Let 127 45.2 64 21.9
Total 649 89.7 626 43.9
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Geographical analysis by region

An analysis of loans, excluding asset finance leases, by region is provided below:

Group Group
2023 2022
0SB CCFS Total OSB CCFS Total

Region £m £m £fm % £m £m fm %
East Anglia 480.1 1,236.2 1,716.3 7 4535 1,136.4 1,589.9 7
East Midlands 723.4 774.7 1,498.1 6 609.9 691.6 1,301.5 6
Greater London 6,185.6 3,416.4 9,602.0 37 5559.3 3,293.0 8,852.3 38
Guernsey 18.2 - 18.2 - 21.5 - 21.5 -
Jersey 67.8 - 67.8 - 75.6 - 75.6 -
North East 195.7 299.6 495.3 2 169.8 274.5 444.3 2
North West 983.4 1,031.0 2,014.4 8 906.6 921.8 1,828.4 7
Northern Ireland 9.4 - 9.4 - 10.0 - 10.0 -
Scotland 61.1 298.1 359.2 1 36.9 261.3 298.2 1
South East 2,907.8 1,834.0 47418 18 28028 1,681.5 4,484.3 19
South West 959.4 751.2 1,710.6 7 893.7 659.6 1,5653.3 7
Wales 327.4 315.0 642.4 3 297.5 284.7 582.2 2
West Midlands 992.6 851.0 1,843.6 7 908.9 761.3 1,670.2 7
Yorks and

Humberside 374.7 580.6 955.3 4 335.5 517.7 853.2 4
Total loans before

provisions 14,286.6 11,387.8 25,6744 100 13,0815 10,483.4 23,564.9 100

174



OneSavings Bank plc

Notes to the Financial Statements (continued)

For the Year Ended 31 December 2023

44. Risk management (continued)

Company Company
2023 2022
Region £m % £m %
East Anglia 398.9 3 375.6 4
East Midlands 596.9 5 501.4 5
Greater London 4,949.6 44 4,491.2 42
North East 165.1 1 137.0 1
North West 768.3 7 702.4 7
Northern Ireland 9.3 - 10.0 -
Scotland 52.4 - 31.8 -
South East 2,400.4 21 2,353.2 22
South West 798.1 7 740.2 7
Wales 265.7 2 237.9 2
West Midlands 803.0 7 760.4 7
Yorks and Humberside 304.3 3 272.4 3
Total loans before provisions 11,512.0 100 10,613.5 100

Approach to measurement of credit quality

The Group categorises the credit quality of loans and advances to customers into internal risk grades based
on the 12 month PD calculated at the reporting date. The PDs include a combination of internal behavioural
and credit bureau characteristics and are aligned with Capital models to generate the risk grades which are

then further grouped into the following credit quality segments:

o  Excellent quality — where there is a very high likelihood the asset will be recovered in full with a negligible

or very low risk of default.

e  Good quality — where there is a high likelihood the asset will be recovered in full with a low risk of default.
e  Satisfactory quality — where the assets demonstrate a moderate default risk.
e Lower quality — where the assets require closer monitoring and the risk of default is of greater concern.

The following tables disclose the credit risk quality ratings of loans and advances to customers by IFRS 9
stage. The assessment of whether credit risk has increased significantly since initial recognition is performed
for each reporting period for the life of the loan. Loans and advances to customers initially booked on very
low PDs and graded as excellent quality loans can experience a SICR and therefore be moved to Stage 2.
Such loans may still be graded as excellent quality, if they meet the overall criteria.
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Stage 3 PD lower PD upper
Stage 1 Stage 2 Stage 3 (POCI) Total range range
Group 2023 £m £m £m £m £m % %
0SB
Excellent 4,609.0 2571 - - 4,866.1 - 0.3
Good 6,062.0 1,397.6 - - 7,459.6 0.3 2.0
Satisfactory 543.1 505.9 - - 1,049.0 2.0 7.4
Lower 48.9 558.0 - - 606.9 7.4 100.0
Impaired - - 494.3 - 494.3 100.0 100.0
POCI - - - 33.4 334 100.0 100.0
CCFSs
Excellent 6,204.6 633.1 - - 6,837.7 - 0.3
Good 2,934.3 653.7 - - 3,588.0 0.3 2.0
Satisfactory 168.2 213.5 - - 381.7 2.0 7.4
Lower 6.7 319.0 - - 325.7 7.4 100.0
Impaired - - 217.2 - 217.2 100.0 100.0
POCI - - - 37.5 37.5 100.0 100.0
20,576.8 4,537.9 711.5 70.9 25,897.1
Stage 3 PD lower PD upper
Stage 1 Stage 2 Stage 3 (POCI) Total range range
Group 2022 £m £m £fm £m £m % %
0SB
Excellent 4,136.6 470.6 - - 4,607.2 - 0.3
Good 5,848.5 1,248.4 - - 7,096.9 0.3 2.0
Satisfactory 331.8 374.2 - - 706.0 2.0 7.4
Lower 29.9 416.5 - - 446.4 7.4 100.0
Impaired - - 349.7 - 349.7 100.0 100.0
POCI - - - 38.5 38.5 100.0 100.0
CCFS
Excellent 5,800.2 910.1 - - 6,710.3 - 0.3
Good 2,394.2 668.2 - - 3,062.4 0.3 2.0
Satisfactory 151.4 143.9 - - 295.3 2.0 74
Lower 29.7 185.2 - - 214.9 7.4 100.0
Impaired - - 156.0 - 156.0 100.0 100.0
POCI - - - 44.5 44.5 100.0 100.0
18,722.3 4,417 1 505.7 83.0 23,728.1
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Stage 3 PD lower PD upper
Stage 1 Stage 2 Stage 3 (POCI) Total range range
Company
2023 £m £m £m £m £m % %
Excellent 4,364.0 2571 - - 4,621.1 - 0.3
Good 3,787.1 1,332.0 - - 5,119.1 0.3 2.0
Satisfactory 335.3 425.1 - - 760.4 2.0 7.4
Lower 47.3 505.1 - - 552.4 7.4 100.0
Impaired - - 429.3 - 429.3 100.0 100.0
POCI - - - 29.7 29.7 100.0 100.0
8,533.7 2,519.3 429.3 29.7 11,512.0
Company
2022
Excellent 3,936.9 470.6 - - 4,407.5 - 0.3
Good 3,686.0 1,146.2 - - 4,832.2 0.3 2.0
Satisfactory 2871 342.8 - - 629.9 2.0 7.4
Lower 29.0 393.5 - - 422.5 7.4 100.0
Impaired - - 286.9 - 286.9 100.0 100.0
POCI - - - 34.5 34.5 100.0 100.0
7,939.0 2,353.1 286.9 345 10,613.5

The tables below show the Group’s other financial assets and derivatives by credit risk rating grade. The
credit grade is based on the external credit rating of the counterparty; AAA to AA- are rated Excellent; A+ to
A- are rated Good; and BBB+ to BBB- are rated Satisfactory.

Excellent Good Satisfactory Total

Group 2023 £m £m £m £m

Investment securities 621.7 - - 621.7

Loans and advances to credit institutions 2,446.7 357.7 9.2 2,813.6

Derivative assets 239.7 290.9 - 530.6
3,308.1 648.6 9.2 3,965.9

Excellent Good Satisfactory Total

Group 2022 £m £m £m £m
Investment securities 412.9 - - 412.9
Loans and advances to credit institutions 2,923.2 435.4 71 3,365.7
Derivative assets 400.1 488.0 - 888.1
3,736.2 923.4 7.1 4,666.7
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Excellent Good Satisfactory Total

Company 2023 £m £m £m £m
Investment securities 396.2 - - 396.2
Loans and advances to credit institutions 925.3 77.4 - 1,002.7
Derivative assets 77.0 103.8 - 180.8
1,398.5 181.2 - 1,579.7

Excellent Good Satisfactory Total

Company 2022 £m £fm £m £m
Investment securities 211.4 - - 211.4
Loans and advances to credit institutions 1,409.6 96.5 - 1,506.1
Derivative assets 114.9 119.1 - 234.0
1,735.9 215.6 - 1,951.5

Credit risk — loans and advances to credit institutions and investment securities

The Group holds treasury instruments in order to meet liquidity requirements and for general business
purposes. The credit risk arising from these investments is closely monitored and managed by the Group’s
Treasury function. In managing these assets, Group Treasury operates within guidelines laid down in the
Group Market and Liquidity Risk Policy approved by ALCO and performance is monitored and reported to
ALCO monthly, including through the use of an internally developed rating model based on counterparty
credit default swap spreads.

The Group has limited exposure to emerging markets (Indian operations) and non-investment grade debt.
ALCO is responsible for approving treasury counterparties.

During the year, the average balance of cash in hand, loans and advances to credit institutions and
investment securities on a monthly basis was £3,848.3m (2022: £3,496.9m).

The tables below show the industry sector of the Group’s loans and advances to credit institutions and
investment securities:

Group Group Company Company
2023 2022 2023 2022

£m % £m % £m % £m %
BoE' 2,325.9 68 2,869.3 76 861.3 62 1,366.0 80
Other banks 487.7 14 496.4 13 141.4 10 140.1 8
Central
government 296.0 9 149.8 4 296.0 21 149.8 8
Securitisation 325.7 9 263.1 7 100.2 7 61.6 4
Total 3,435.3 100 3,778.6 100 1,398.9 100 1,717.5 100

1. Balances with the BoE include £69.6m (2022: £62.8m) of Group and £41.4m (2022: £37.8m) of the Company held in the cash ratio
deposit.
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The tables below show the geographical exposure of the Group’s loans and advances to credit institutions
and investment securities:

Group Group Company Company
2023 2022 2023 2022
£m % £m % £fm % fm %
United Kingdom 3,418.0 99 3,765.7 100 1,398.9 100 1,717.5 100
India 17.3 1 12.9 - - - - -
Total 3,435.3 100 3,778.6 100 1,398.9 100 1,717.5 100

The Group monitors exposure concentrations against a variety of criteria, including asset class, sector and
geography. To avoid refinancing risks associated with any one counterparty, sector or geographical region,
the Board has set appropriate limits.

For further information on Credit risk please refer to pages 38 to 39.

Liquidity risk
Liquidity risk is the risk of having insufficient liquid assets to fulfil obligations as they become due or the cost
of raising liquid funds becoming too expensive.

The Group's approach to managing liquidity risk is to maintain sufficient liquid resources to cover cash flow
imbalances and fluctuations in funding in order to retain full public confidence in the solvency of the Group
and to enable the Group to meet its financial obligations as they fall due. This is achieved through maintaining
a prudent level of liquid assets and control of the growth of the business. The Group has established call
accounts with the BoE and has access to its contingent liquidity facilities.

The Board has delegated the responsibility for liquidity management to the Chief Executive Officer, assisted
by ALCO, with day-to-day management delegated to Treasury as detailed in the Group Market and Liquidity
Risk Policy. The Board is responsible for setting risk appetite limits over the level and maturity profile of
funding and for monitoring the composition of the Group financial position.

The Group also monitors a range of triggers, defined in the recovery plan, which are designed to capture
liquidity stresses in advance in order to allow sufficient time for management action to take effect. These are
monitored daily by the Risk team, with breaches immediately reported to the Group Chief Risk Officer, Chief
Executive Officer, Chief Financial Officer and the Group Treasurer.
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The tables below show the maturity profile for the Group's financial assets and liabilities based on contractual

maturities at the reporting date:

Less More

Carrying On than 3 3-12 1-5 than 5
Group amount demand months months years years
2023 £m £m £m £m £m £m
Financial liability by type
Amounts owed to retail
depositors 22,126.6 4,220.7 6,119.6 9,110.9 2,675.4 -
Amounts owed to credit
institutions 3,575.0 - 106.4 10.0 3,458.6 -
Amounts owed to other
customers 63.3 - 451 18.2 - -
Derivative liabilities 199.9 - 6.0 18.9 164.9 10.1
Debt securities in issue 818.5 - - - 818.5 -
Lease liabilities 11.2 - 0.4 1.7 7.9 1.2
Senior notes 309.0 - 9.0 - 300.0 -
Subordinated liabilities 260.6 - 10.7 - 249.9 -
PSBs 15.2 - - 15.2 - -
Total liabilities 27,379.3 4,220.7 6,297.2 9,174.9 7,675.2 11.3
Financial asset by type
Cash in hand 0.4 0.4 - - - -
Loans and advances to
credit institutions 2,813.6 2,623.7 19.7 - 128.8 41.4
Investment securities 621.7 - 101.2 301.7 218.8 -
Loans and advances to
customers 25,765.0 - 249.6 469.1 1,383.1 23,663.2
Derivative assets 530.6 - 6.6 79.4 444.6 -
Total assets 29,731.3 2,624.1 3771 850.2 2,175.3 23,704.6
Cumulative liquidity gap (1,596.6) (7,516.7) (15,841.4) (21,341.3) 2,352.0
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More

Carrying On Less than 3-12 1-5 than 5
Group amount demand 3 months months years years
2022 £m £m £m £m £m £m
Financial liability by type
Amounts owed to retail
depositors 19,755.8 6,770.7 2,632.4 7,807.7 2,545.0 -
Amounts owed to credit
institutions 5,092.9 - 1914 310.3 4,218.9 372.3
Amounts owed to other
customers 113.1 - 29.7 76.5 6.9 -
Derivative liabilities 106.6 - 7.5 46.3 43.8 9.0
Debt securities in issue 265.9 - 0.3 - 265.6 -
Lease liabilities 9.9 - - - 0.9 9.0
Subordinated liabilities - - - - - -
PSBs 15.2 - - - 15.2 -
Total liabilities 25,359.4 6,770.7 2,861.3 8,240.8 7,096.3 390.3
Financial asset by type
Cash in hand 04 04 - - - -
Loans and advances to
credit institutions 3,365.7 3,104.0 714 - - 190.3
Investment securities 412.9 0.5 144.8 221 2455 -
Loans and advances to
customers 23,612.7 2.3 223.8 421.8 1,341.6 21,623.2
Derivative assets 888.1 - 2.7 55.5 828.2 1.7
Total assets 28,279.8 3,107.2 442.7 499.4 24153 21.815.2
Cumulative liquidity gap (3,663.5) (6,082.1) (13,823.5) (18,504.5) 2,920.4
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Less More

Carrying On than 3 3-12 1-5 than 5
Company amount demand months months years years
2023 £m £m £m £m £m £m
Financial liability by type
Amounts owed to retail
depositors 12,246.5 3,116.0 4,087.9 3,946.1 1,096.5 -
Amounts owed to credit
institutions 2,018.3 - 85.2 5.0 1,928.1 -
Amounts owed to other
customers 0.5 - 0.5 - - -
Derivative liabilities 123.8 - 5.0 14.4 94.3 10.1
Lease liabilities 3.4 - 0.1 0.4 29 -
Senior notes 226.6 - 6.6 - 220.0 -
Subordinated liabilities 156.4 - 6.4 - 150.0 -
PSBs 15.2 - - 15.2 - -
Total liabilities 14,790.7 3,116.0 4,191.7 3,981.1 3,491.8 10.1
Financial asset by type
Cash in hand 0.4 0.4 - - - -
Loans and advances to
credit institutions 1,002.7 958.8 2.5 - - 1.4
Investment securities 396.2 - 100.1 196.6 99.5 -
Loans and advances to
customers 11,432.2 - 112.0 135.6 410.2 10,774.4
Derivative assets 180.8 - 4.2 41.5 135.1 -
Total assets 13,012.3 959.2 218.8 373.7 644.8 10,815.8
Cumulative liquidity gap (2,156.8) (6,129.7) (9,737.1) (12,584.1) (1,778.4)
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More

Carrying On Lessthan 3-12 1-5 than 5
Company amount demand 3 months months years years
2022 £m £m £m £m £m £m
Financial liability by type
Amounts owed to retail
depositors 11,132.2 5,319.1 955.8 3,695.8 1,161.5 -
Amounts owed to credit
institutions 2,568.5 - 173.4 0.3 2,394.8 -
Amounts owed to other
customers 0.5 - 0.5 - - -
Derivative liabilities 63.8 - 4.1 24.0 29.8 5.9
Lease liabilities 3.6 - 0.2 0.5 2.8 0.1
Subordinated liabilities - - - - - -
PSBs 15.2 - - - 15.2
Total liabilities 13,783.8 5,319.1 1,134.0 3,720.6 3,604.1 6.0
Financial asset by type
Cash in hand 04 0.4 - - - -
Loans and advances to
credit institutions 1,506.1 1,468.3 - - - 37.8
Investment securities 211.4 0.5 139.9 9.9 61.1 -
Loans and advances to
customers 10,531.9 - 98.0 99.9 362.7 9,971.3
Derivative assets 234.0 - 0.8 22.5 210.2 0.5
Total assets 12,483.8 1,469.2 238.7 132.3 634.0 10,009.6
Cumulative liquidity gap (3,849.9) (4,745.2) (8,333.5) (11,303.6) (1,300.0)
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Liquidity risk — undiscounted contractual cash flows

The following tables provide an analysis of the Group's gross contractual undiscounted cash flows, derived
using interest rates and contractual maturities at the reporting date and excluding impacts of early payments

or non-payments:

Gross More

Carrying inflow/ Upto3 3-12 1-5 than 5
Group amount outflow months months years years
2023 £m £m £m £m £m £m
Financial liability by type
Amounts owed to retail
depositors 22,126.6 22,453.2 10,3854 9,313.9 2,753.9 -
Amounts owed to credit
institutions 3,575.0 3,888.6 106.4 122.1 3,660.1 -
Amounts owed to other
customers 63.3 63.3 451 18.2 - -
Derivative liabilities 199.9 195.7 2.3 4.7 186.1 2.6
Debt securities in issue 818.5 1,048.4 151.5 103.4 793.5 -
Lease liabilities 11.2 12.6 0.4 1.7 8.3 2.2
Senior notes 309.0 4141 14.3 14.3 385.5 -
Subordinated liabilities 260.6 368.7 12.5 12.5 343.7 -
PSBs 15.2 15.6 0.3 15.3 -
Total liabilities 27,379.3 28,460.2 10,718.2 9,606.1 8,131.1 4.8
Off-balance sheet loan
commitments 999.4 999.4 999.4 - - -
Financial asset by type
Cash in hand 0.4 0.4 0.4 - - -
Loans and advances to credit
institutions 2,813.6 2,813.6 2,643.4 - 128.8 41.4
Investment securities 621.7 678.9 106.4 320.0 252.5 -
Loans and advances to
customers 25,765.0 66,593.7 561.8 1,931.8 9,532.1 54,568.0
Derivative assets 530.6 540.7 99.1 247.5 193.6 0.5
Total assets 29,731.3 70,627.3 3,411.1 2,499.3 10,107.0 54,609.9
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Gross More

Carrying inflow/ Upto3 3-12 1-5 than 5
Group amount outflow months months years years
2022 £m £m £m £m £m £m
Financial liability by type
Amounts owed to retail
depositors 19,755.8  20,083.0 9,566.2 7,911.0 2,605.8 -
Amounts owed to credit
institutions 5,092.9 5,459.8 2271 4109 4,4495 372.3
Amounts owed to other
customers 113.1 113.1 29.7 76.5 6.9 -
Derivative liabilities 106.6 103.9 16.2 39.1 46.7 1.9
Debt securities in issue 265.9 277.3 344 64.5 178.4 -
Lease liabilities 9.9 114 0.5 1.5 8.8 0.6
Subordinated liabilities - - - - - -
PSBs 15.2 16.1 0.3 0.3 15.5 -
Total liabilities 25,3594 26,064.6 9,874.4  8,503.8 7,311.6 374.8
Off-balance sheet loan
commitments 1,212.2 1,212.2 1,212.2 - - -
Financial asset by type
Cash in hand 0.4 0.4 04 - - -
Loans and advances to credit
institutions 3,365.7 3,365.7 3,175.4 - - 190.3
Investment securities 412.9 444.3 148.2 30.2 265.9 -
Loans and advances to
customers 23,612.7 57,940.1 430.7 1,657.2 8,028.9 47,823.3
Derivative assets 888.1 820.5 76.9 259.4 484.6 (0.4)
Total assets 28,279.8 62,571.0 3,831.6 1,946.8 8,779.4 48,013.2
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Gross More

Carrying infow/ Upto3 3-12 1-5 than 5
Company amount outflow months months years years
2023 £m £m £m £m £m £m
Financial liability by type
Amounts owed to retail
depositors 12,246.5 12,317.9 7,222.5 3,988.9 1,106.5 -
Amounts owed to credit
institutions 2,018.3 2,201.1 85.2 81.1 2,034.8 -
Amounts owed to other
customers 0.5 0.5 0.5 - - -
Derivative liabilities 123.8 133.0 5.1 4.3 121.0 2.6
Lease liabilities 34 3.2 0.2 0.5 2.2 0.3
Senior notes 226.6 303.7 10.5 10.5 282.7
Subordinated liabilities 156.4 221.2 7.5 7.5 206.2 -
PSBs 15.2 15.6 0.3 15.3 - -
Total liabilities 14,790.7 15,196.2 7,331.8 4,108.1 3,753.4 2.9
Off-balance sheet loan
commitments 504.3 504.3 504.3 - - -
Financial asset by type
Cash in hand 0.4 0.4 0.4 - - -
Loans and advances to credit
institutions 1,002.7 1,002.6 961.2 - - 41.4
Investment securities 396.2 421.6 101.9 204.4 115.3 -
Loans and advances to
customers 11,432.2 33,403.7 199.3 882.1 4,516.0 27,806.3
Derivative assets 180.8 191.0 25.2 87.6 78.2 -
Total assets 13,012.3 35,019.3 1,288.0 1,174.1 4,709.5 27,847.7
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Gross More

Carrying inflow/ Upto3 3-12 1-5 than 5
Company amount outflow months months years years
2022 £m £m £m £m £m £m
Financial liability by type
Amounts owed to retail
depositors 11,132.2 11,326.5 6,431.9 3,712.8 1,181.8 -
Amounts owed to credit
institutions 2,568.5 2,751.0 190.4 50.9 2,509.7 -
Amounts owed to other
customers 0.5 0.5 0.5 - - -
Derivative liabilities 63.8 67.3 3.9 30.5 31.0 1.9
Lease liabilities 3.6 3.9 0.2 0.6 3.0 0.1
Subordinated liabilities - - - - - -
PSBs 15.2 16.1 0.3 0.3 15.5 -
Total liabilities 13,783.8 14,165.3 6,627.2 3,795.1 3,741.0 2.0
Off-balance sheet loan
commitments 559.1 559.1 559.1 - - -
Financial asset by type
Cash in hand 0.4 0.4 04 - - -
Loans and advances to credit
institutions 1,506.1 1,506.1 1,468.3 - - 37.8
Investment securities 211.4 211.7 140.7 10.0 61.0 -
Loans and advances to
customers 10,531.9  26,949.1 158.8 764.1 3,4574 22,568.8
Derivative assets 234.0 252.7 4.4 72.9 175.8 (0.4)
Total assets 12,483.8  28,920.0 1,772.6 847.0 3,694.2 22606.2

The actual repayment profile of retail deposits may differ from the analysis above due to the option of early

withdrawal with a penalty.

Cash flows on PSBs are disclosed up to the next interest rate reset date.

The actual repayment profile of loans and advances to customers may differ from the analysis above since
many mortgage loans are repaid prior to the contractual end date.
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Liquidity risk — asset encumbrance

Asset encumbrance levels are monitored by ALCO. The following tables provide an analysis of the Group’s
encumbered and unencumbered assets:

Group
2023
Encumbered Unencumbered
Pledged Available
as as
collateral Other’ collateral Other Total
£m £m £m £m £m
Cash in hand - - 0.4 - 0.4
Loans and advances to credit
institutions 198.6 101.4 2,256.3 257.3 2,813.6
Investment securities 271 - 594.6 - 621.7
Loans and advances to customers? 6,934.1 - 17,808.8 1,022.1 25,765.0
Derivative assets - - - 530.6 530.6
Non-financial assets - - - (137.1) (137.1)
7,159.8 101.4 20,660.1 1,672.9 29,594.2
Group
2022
Encumbered Unencumbered
Available
Pledged as as
collateral Other? collateral Other Total
£m £m £m £m £m
Cash in hand - - 0.4 - 0.4
Loans and advances to credit
institutions 237.4 174.6 2,806.5 147.2 3,365.7
Investment securities 46.4 - 366.5 - 412.9
Loans and advances to customers? 6,705.1 - 16,424.5 483.1 23,612.7
Derivative assets - - - 888.1 888.1
Non-financial assets - - - (712.3) (712.3)
6,988.9 174.6 19,597.9 806.1 27,567.5

1. Represents assets that are not pledged but that the Group believes it is restricted from using to secure funding for legal or other

reasons.

Unencumbered loans and advances to customers classified as other are restricted for use as collateral as they are; registered
outside of UK (Jersey and Guernsey), not secured by immovable property or are non-performing.
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Company
2023
Encumbered Unencumbered
Pledged Available
as as
collateral Other’ collateral Other Total
£m £m £m £m £m
Cash in hand - - 0.4 - 04
Loans and advances to credit
institutions 108.8 43.8 819.9 30.2 1,002.7
Investment securities 271 - 369.1 - 396.2
Loans and advances to customers? 4,263.5 - 6,757.7 411.0 11,432.2
Derivative assets - - - 180.8 180.8
Non-financial assets - - - 3,725.7 3,725.7
4,399.4 43.8 7,947 1 4,347.7 16,738.0
Company
2022
Encumbered Unencumbered
Available
Pledged as as
collateral Other? collateral Other Total
£fm £m £m £m £m
Cash in hand - - 04 - 04
Loans and advances to credit
institutions 109.6 37.8 1,328.2 30.5 1,506.1
Investment securities 34.8 - 176.6 - 211.4
Loans and advances to customers? 3,419.8 - 6,989.2 122.9 10,531.9
Derivative assets - - - 234.0 234.0
Non-financial assets - - - 3,120.1 3,120.1
3,564.2 37.8 8,494 4 3,507.5 15,603.9

1. Represents assets that are not pledged but that the Company believes it is restricted from using to secure funding for legal or other
reasons.

2. Unencumbered loans and advances to customers classified as other are restricted for use as collateral as they are; not secured by
immovable property or are non-performing.

189



OneSavings Bank plc

Notes to the Financial Statements (continued)
For the Year Ended 31 December 2023

44. Risk management (continued)
Liquidity risk — liquidity reserves

The tables below analyse the Group’s liquidity reserves, where carrying value is considered to be equal to
fair value:

Group Group Company Company

2023 2022 2023 2022
£m £m £m £m
Unencumbered balances with central banks 2,256.3 2,806.5 819.9 1,328.2

Unencumbered cash and balances with other
banks 257.3 147.2 30.2 30.5
Other cash and cash equivalents 0.4 0.4 0.4 0.4
Unencumbered investment securities 594.6 366.5 369.1 176.6
3,108.6 3,320.6 1,219.6 1,535.7

Market risk

Market risk is the risk of an adverse change in the Group’s income or the Group’s net worth arising from
movement in interest rates, exchange rates or other market prices. Market risk exists, to some extent, in all
the Group’s businesses. The Group recognises that the effective management of market risk is essential to
the maintenance of stable earnings and preservation of shareholder value.

Interest rate risk

The primary market risk faced by the Group is interest rate risk. Interest rate risk is 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. The Group does not run a trading book or take
speculative interest rate positions and therefore all interest rate risk resides in the banking book (interest rate
risk in the banking book (IRRBB)). IRRBB is most prevalent in mortgage lending and in fixed rate retail
deposits. Exposure is mitigated on a continuous basis through the use of natural offsets between mortgages
and savings with a similar tenure, interest rate derivatives and reserve allocations.

Currently interest rate risk is managed separately for OSB and CCFS due to the use of different treasury
management and asset and liability management (ALM) systems. However, the methodology applied to the
setting of risk appetites was aligned across the Group in 2020. Both Banks apply an economic value at risk
approach as well as an earnings at risk approach for interest rate risk and basis risk. The interest rate
sensitivity is impacted by behavioural assumptions used by the Group; the most significant of which are
prepayments and pipeline take up. Expected prepayments are monitored and modelled on a regular basis
based upon historical analysis. The reserve allocation strategy is approved by ALCO and set to reflect the
current balance sheet and future plans. The earnings at risk excludes the EIR accounting impact of lower
base rates in reversion that is shown as a separate sensitivity in note 2: Judgements in applying accounting
policies and critical accounting estimates.
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Economic value at risk is measured using the impact of six different internally derived interest rate scenarios.
The internal scenarios are defined by ALCO and are based on three ‘shapes’ of curve movement (shift, twist
and flex). Historical data is used to calibrate the severity of the scenarios to the Group’s risk appetite. The
Board has set limits on interest rate risk exposure of 2.25% and 1% of CET1 for OSB and CCFS, respectively.
The table below shows the maximum decreases to net interest income under these scenarios after taking

into account the derivatives:

2023 2022

Group £m £m
OSB 2.3 13.5
CCFS 1.8 1.9
4.1 15.4

Exposure for earnings at risk as at 31 December 2023 is measured by the impact of a +/-100bps parallel shift
in interest rates on the expected profitability of the Group in the next 12 months. The risk appetite limit is 4%
of full year net interest income. The table below shows the maximum decreases after taking into account the

derivatives:
2023 2022
Group £m £m
OSB 6.5 7.5
CCFS 9.2 8.8
15.7 16.3

Exposure for earnings at risk measured by the impact of a +/-100bps parallel shift in interest rates on the
expected profitability of the Group in the next 3 years. The risk appetite limit is 4% of full year net interest

income.
2023 2022
£m £m
OSB 24.6 26.2
CCFS 25.6 24 1
50.2 50.3

The Group is also exposed to basis risk. Basis risk is 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 rates (e.g. bank base rate or SONIA) or administered (e.g. the Group’s SVR, other discretionary
variable rates, or that received on call accounts with other banks).
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The Group measures basis risk using the impact of four scenarios on net interest income over a one-year
period including movements such as diverging base, overnight and term SONIA rates. Historical data is used
to calibrate the severity of the scenarios to the Group’s risk appetite. The Board has set a limit on basis risk
exposure of 2.5% of full year net interest income. The table below shows the maximum decreases to net
interest income at 31 December 2023 and 2022:

2023 2022

Group £m £m
0SB 7.7 5.8
CCFS 4.8 4.5
12.5 10.3

Foreign exchange rate risk

The Group has limited exposure to foreign exchange risk in respect of its Indian operations. A 5% increase
in exchange rates would result in a £0.9m (2022: £0.7m) effect in profit or loss and £0.6m (2022: £0.5m) in
equity.

Structured entities

The structured entities consolidated within the Group at 31 December 2023 were Canterbury Finance No.2
plc, Canterbury Finance No.3 plc, Canterbury Finance No.4 plc, Canterbury Finance No.5 plc, CMF 2020-1
plc, CMF 2023-1 plc and Keys Warehouse No.1 Limited. These entities hold legal title to a pool of mortgages
which are used as a security for issued debt. The transfer of mortgages fails derecognition criteria because
the Group retained the subordinated notes and residual certificates issued and as such did not transfer
substantially the risks and rewards of ownership of the securitised mortgages. Therefore, the Group is
exposed to credit, interest rate and other risks on the securitised mortgages.

Cash flows generated from the structured entities are ring-fenced and are used to pay interest and principal
of the issued debt securities in a waterfall order according to the seniority of the bonds. The structured entities
are self-funded and the Group is not contractually or constructively obliged to provide further liquidity or
financial support.

The structured entities consolidated within the Group at 31 December 2022 were Canterbury Finance No.2

plc, Canterbury Finance No.3 plc, Canterbury Finance No.4 plc, Canterbury Finance No. 5 plc and CMF
2020-1 plc.
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Unconsolidated structured entities

Structured entities, which were sponsored by the Group include Precise Mortgage Funding 2017-1B plc,
Charter Mortgage Funding 2017-1 plc, Precise Mortgage Funding 2018-1B plc, Charter Mortgage Funding
2018-1 plc, Precise Mortgage Funding 2019-1B plc, Canterbury Finance No.1 plc and Precise Mortgage
Funding 2020-1B plc.

These structured entities are not consolidated by the Group, as the Group does not control the entities and
is not exposed to the risks and rewards of ownership from the securitised mortgages. The Group has no
contractual arrangements with the unconsolidated structured entities other than the investments disclosed in
note 15 and servicing the structured entities’ mortgage portfolios.

The Group has not provided any support to the unconsolidated structured entities listed and has no obligation
or intention to do so.

During 2023 the Group received £5.3m interest income (2022: £2.6m) and £2.6m servicing income (2022:
£4.3m) from unconsolidated structured entities.
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i. Financial assets and financial liabilities

The following table sets out the classification of financial instruments in the Statement of Financial Position:

2023
Total
Designated Mandatorily Amortised carrying
FVTPL FVTPL FVOCI cost amount
Group Note £m £m £m £m £m
Assets
Cash in hand - - - 0.4 0.4
Loans and advances to
credit institutions 14 10.7 - - 2,802.9 2,813.6
Investment securities 15 0.3 - 296.0 3254 621.7
Loans and advances to
customers 16 13.7 - - 25,751.3 25,765.0
Derivative assets 21 - 530.6 - - 530.6
Other assets' 23 - - - 11.9 11.9
24.7 530.6 296.0 28,891.9 29,743.2
Liabilities
Amounts owed to retail
depositors 29 - - - 22,126.6 22,126.6
Amounts owed to credit
institutions 28 - - - 3,575.0 3,575.0
Amounts owed to other
customers 30 - - - 63.3 63.3
Debt securities in issue 31 - - - 818.5 818.5
Derivative liabilities 21 - 199.9 - - 199.9
Other liabilities? 33 - - - 39.2 39.2
Senior notes 36 - - - 309.0 309.0
Subordinated liabilities 37 - - - 260.6 260.6
PSBs 38 - - - 15.2 15.2
- 199.9 - 27,207.4 27,407.3

1. Balance excludes prepayments.
2. Balance excludes deferred income.
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2022
Total
Designated Mandatorily Amortised  carrying
FVTPL FVTPL FVOCI cost amount
Group Note £m £m £m £m £m
Assets
Cash in hand - - - 04 04
Loans and advances to credit
institutions 14 - - - 3,365.7 3,365.7
Investment securities 15 0.5 - 149.8 262.6 412.9
Loans and advances to
customers 16 14.6 - - 23,598.1 23,6127
Derivative assets 21 - 888.1 - - 888.1
Other assets' 23 - - - 1.8 1.8
15.1 888.1 149.8 27,2286 28,281.6
Liabilities
Amounts owed to retail
depositors 29 - - - 19,755.8 19,755.8
Amounts owed to credit
institutions 28 - - - 5,092.9 5,092.9
Amounts owed to other
customers 30 - - - 113.1 113.1
Debt securities in issue 31 - - - 265.9 265.9
Derivative liabilities 21 - 106.6 - - 106.6
Other liabilities? 33 - - - 38.1 38.1
Subordinated liabilities 37 - - - - -
PSBs 38 - - - 15.2 15.2
- 106.6 - 252810 25,387.6

1. Balance excludes prepayments.

2. Balance excludes deferred income.
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2023
Total
Designated Mandatorily Amortised carrying
FVTPL FVTPL FVOCI cost amount
Company Note £m £m £m £m £m
Assets
Cash in hand - - - 0.4 0.4
Loans and advances to
credit institutions 14 - - - 1,002.7 1,002.7
Investment securities 15 0.3 - 296.0 99.9 396.2
Loans and advances to
customers 16 - - - 11,432.2 11,432.2
Derivative assets 21 - 180.8 - - 180.8
Other assets’ 23 - - - 6.4 6.4
0.3 180.8 296.0 12,541.6 13,018.7
Liabilities
Amounts owed to retail
depositors 29 - - - 12,246.5 12,246.5
Amounts owed to credit
institutions 28 - - - 2,018.3 2,018.3
Amounts owed to other
customers 30 - - - 0.5 0.5
Derivative liabilities 21 - 123.8 - - 123.8
Other liabilities? 33 - - - 25.4 25.4
Senior notes 36 - - - 226.6 226.6
Subordinated liabilities 37 - - - 156.4 156.4
PSBs 38 - - - 15.2 15.2
- 123.8 - 14,688.9 14,812.7

1. Balance excludes prepayments.
2. Balance excludes deferred income.
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2022
Total
Designated Mandatorily Amortised  carrying
FVTPL FVTPL FVOCI cost amount
Company Note £m £m £m £m £m
Assets
Cash in hand - - - 04 0.4
Loans and advances to credit
institutions 14 - - - 1,506.1 1,506.1
Investment securities 15 0.5 - 149.8 61.1 211.4
Loans and advances to
customers 16 - - - 10,531.9 10,531.9
Derivative assets 21 - 234.0 - - 234.0
Other assets’ 23 - - 2.0 2.0
0.5 234.0 149.8 12,1015 124858
Liabilities
Amounts owed to retail
depositors 29 - - - 11,132.2 11,132.2
Amounts owed to credit
institutions 28 - - - 2,568.5 2,568.5
Amounts owed to other
customers 30 - - - 0.5 0.5
Derivative liabilities 21 - 63.8 - - 63.8
Other liabilities? 33 - - - 23.3 23.3
Subordinated liabilities 37 - - - - -
PSBs 38 - - - 15.2 15.2
- 63.8 - 13,739.7 13,803.5

1. Balance excludes prepayments.

2. Balance excludes deferred income.

The Group has no non-derivative financial assets or financial liabilities classified as held for trading.
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ii. Fairvalues

The following tables summarise the carrying value and estimated fair value of financial instruments not
measured at fair value in the Statement of Financial Position:

2023 2022
Carrying Estimated Carrying Estimated
value fair value value fair value
Group £m £m £m £m
Assets
Cash in hand 0.4 0.4 0.4 0.4
Loans and advances to credit institutions 2,802.9 2,802.9 3,365.7 3,365.7
Investment securities 325.4 325.2 262.6 260.5
Loans and advances to customers 25,751.3 24,836.6 23,598.1 22,746.0
Other assets' 11.9 11.9 1.8 1.8
28,891.9 27,977.0 27,228.6 26,374.4
Liabilities
Amounts owed to retail depositors 22,126.6 22,125.4 19,755.8 19,693.0
Amounts owed to credit institutions 3,575.0 3,575.0 5,092.9 5,092.9
Amounts owed to other customers 63.3 63.3 113.1 113.1
Debt securities in issue 818.5 818.5 265.9 265.9
Other liabilities? 39.2 39.2 38.1 38.1
Senior notes 309.0 309.1 - -
Subordinated liabilities 260.6 246.0 - -
PSBs 15.2 14.4 15.2 14.0
27,207.4 27,190.9 25,281.0 25,217.0

1. Balance excludes prepayments.
2. Balance excludes deferred income.
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2023 2022
Carrying Estimated Carrying Estimated
value fair value value fair value
Company £m £m £m £m
Assets
Cash in hand 04 04 0.4 0.4
Loans and advances to credit institutions 1,002.7 1,002.7 1,506.1 1,506.1
Investment securities 99.9 100.4 61.1 60.9
Loans and advances to customers 11,432.2 11,106.8 10,531.9 10,1704
Other assets' 6.4 6.4 2.0 2.0
12,541.6 12,216.7 12,101.5 11,739.8
Liabilities
Amounts owed to retail depositors 12,246.5 12,251.3 11,132.2 11,095.3
Amounts owed to credit institutions 2,018.3 2,018.3 2,568.5 2,568.5
Amounts owed to other customers 0.5 0.5 0.5 0.5
Other liabilities? 254 254 23.3 23.3
Senior notes 226.6 226.7 - -
Subordinated liabilities 156.4 147.6 - -
PSBs 15.2 14.4 15.2 14.0

14,688.9 14,684.2 13,739.7 13,701.6

1. Balance excludes prepayments.
2. Balance excludes deferred income.

The fair values in these tables are estimated using the valuation techniques below. The estimated fair value
is stated as at 31 December and may be significantly different from the amounts which will actually be paid
on the maturity or settlement dates of each financial instrument.

Cash in hand
This represents physical cash across the Group’s branch network where fair value is considered to be equal
to carrying value.

Loans and advances to credit institutions

This mainly represents the Group’s working capital current accounts and call accounts with central
governments and other banks with an original maturity of less than three months. Fair value is not considered
to be materially different to carrying value.

Investment securities

Investment securities’ fair values are provided by a third party and are based on the market values of similar
financial instruments. The fair value of investment securities held at FVTPL is measured using a discounted
cash flow model.

Loans and advances to customers

This mainly represents secured mortgage lending to customers. The fair value of fixed rate mortgages has
been estimated by discounting future cash flows at current market rates of interest. Future cash flows include
the impact of ECL. The interest rate on variable rate mortgages is considered to be equal to current market
product rates and as such fair value is estimated to be equal to carrying value.
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Other assets
Other assets disclosed in the table above exclude prepayments and the fair value is considered to be equal
to carrying value.

Amounts owed to retail depositors

The fair value of fixed rate retail deposits has been estimated by discounting future cash flows at current
market rates of interest. Retail deposits at variable rates and deposits payable on demand are considered to
be at current market rates and as such fair value is estimated to be equal to carrying value.

Amounts owed to credit institutions
This mainly represents amounts drawn down under the BoE TFSME, ILTR and commercial repos. Fair value
is considered to be equal to carrying value.

Amounts owed to other customers

This represents saving products to corporations and local authorities. The fair value of fixed rate deposits is
estimated by discounting future cash flows at current market rates of interest. Deposits at variable rates are
considered to be at current market rates and the fair value is estimated to be equal to carrying value.

Debt securities in issue
While the Group's debt securities in issue are listed, the quoted prices for an individual note may not be
indicative of the fair value of the issue as a whole, due to the specialised nature of the market in such
instruments and the limited number of investors participating in it. Fair value is not considered to be materially
different to carrying value.

Other liabilities
Other liabilities disclosed in the table above exclude deferred income and the fair value is considered to be
equal to carrying value.

Senior notes, Subordinated liabilities and PSBs

The senior notes, subordinated liabilities and PSBs are listed on the London Stock Exchange with fair value
being the quoted market price at the reporting date.
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iii. Fair value classification
The Group classifies fair value measurements using a fair value hierarchy that reflects the significance of the

inputs used in making the measurements. The following tables provide an analysis of financial assets and
financial liabilities measured at fair value in the Statement of Financial Position grouped into Levels 1 to 3

based on the degree to which the fair value is observable:

Carrying Principal
Group amount amount Level1 Level2 Level3 Total
2023 £m £m £m £m £m £m
Financial assets
Loans and advances to credit
institutions 10.7 10.1 - 10.7 - 10.7
Investment securities 296.3 300.3 296.0 - 0.3 296.3
Loans and advances to customers 13.7 16.3 - - 13.7 13.7
Derivative assets 530.6 17,568.6 - 530.6 - 530.6
851.3 17,895.3 296.0 541.3 14.0 851.3
Financial liabilities
Derivative liabilities 199.9 8,913.6 - 199.9 - 199.9
Carrying  Principal
Group amount  amount Level1 Level2 Level3 Total
2022 £m £m £m £m £m £m
Financial assets
Investment securities 150.3 150.5 149.8 - 0.5 150.3
Loans and advances to customers 14.6 17.7 - - 14.6 14.6
Derivative assets 888.1 15,662.6 - 888.1 - 888.1
1,053.0 15,830.8 149.8 888.1 15.1  1,053.0
Financial liabilities
Derivative liabilities 106.6 9,518.0 - 106.6 - 106.6
Carrying Principal
Company amount amount Level1 Level2 Level3 Total
2023 £m £m £m £m £m £m
Financial assets
Investment securities 296.3 300.3 296.0 - 0.3 296.3
Derivative assets 180.8 6,591.0 - 180.8 - 180.8
4771 6,891.3 296.0 180.8 0.3 4771
Derivative liabilities 123.8 4,821.0 - 123.8 - 123.8
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Carrying  Principal

Company amount  amount Level1 Level2 Level3 Total

2022 £m £m £m £m £m £m

Financial assets

Investment securities 150.3 150.5 149.8 - 0.5 150.3

Derivative assets 234.0 4,628.0 - 234.0 - 234.0
384.3 4,778.5 149.8 234.0 0.5 384.3

Financial liabilities
Derivative liabilities 63.8 5,158.0 - 63.8 - 63.8

Level 1: Fair values that are based entirely on quoted market prices (unadjusted) in an actively traded market
for identical assets and liabilities that the Group has the ability to access. Valuation adjustments and block
discounts are not applied to Level 1 instruments. Since valuations are based on readily available observable
market prices, this makes them most reliable, reduces the need for management judgement and estimation
and also reduces the uncertainty associated with determining fair values.

Level 2: Fair values that are based on one or more quoted prices in markets that are not active or for which
all significant inputs are taken from directly or indirectly observable market data. These include valuation
models used to calculate the present value of expected future cash flows and may be employed either when
no active market exists or when there are no quoted prices available for similar instruments in active markets.

Level 3: Fair values for which any one or more significant input is not based on observable market data and
the unobservable inputs have a significant effect on the instrument’s fair value. Valuation models that employ
significant unobservable inputs require a higher degree of management judgement and estimation in
determining the fair value. Management judgement and estimation are usually required for the selection of
the appropriate valuation model to be used, determination of expected future cash flows on the financial
instruments being valued, determination of the probability of counterparty default and prepayments,
determination of expected volatilities and correlations and the selection of appropriate discount rates.
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The following tables provide an analysis of financial assets and financial liabilities not measured at fair value

in the Statement of Financial Position grouped into Levels 1 to 3 based on the degree to which the fair value
is observable:

Estimated fair value

Carrying Principal Level
Group amount amount 1 Level2 Level3 Total
2023 £m £m £m £m £m £m
Financial assets
Cash in hand 0.4 0.4 - 0.4 - 0.4
Loans and advances to credit
institutions 2,802.9 2,785.8 - 2,802.9 - 2,802.9
Investment securities 325.4 323.7 - 325.2 - 325.2
Loans and advances to
customers 25,751.3 25,928.2 - 21129 22,723.7 24,836.6
Other assets' 11.9 11.9 - 11.9 - 11.9
28,891.9 29,050.0 - 52533 22,723.7 27,977.0
Financial liabilities
Amounts owed to retail
depositors 22,126.6 21,766.3 - 5,786.2 16,339.2 22,1254
Amounts owed to credit
institutions 3,575.0 3,524.8 - 3,575.0 - 3,5675.0
Amounts owed to other
customers 63.3 61.6 - - 63.3 63.3
Debt securities in issue 818.5 818.2 - 818.5 - 818.5
Other liabilities? 39.2 39.2 - 39.2 - 39.2
Senior notes 309.0 300.0 - 309.1 - 309.1
Subordinated liabilities 260.6 250.0 - 246.0 - 246.0
PSBs3 15.2 15.0 - 14.4 - 14.4
27,207.4 26,7751 - 10,7884 16,402.5 27,190.9
1. Balance excludes prepayments.
2. Balance excludes deferred income.
3. The Group has reviewed the trading frequency of the PSBs and determined there is insufficient frequency and volume to provide

pricing information on an ongoing basis in the market and have therefore categorised as level 2 fair value (2022: level 1).
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Estimated fair value

Carrying  Principal
Group amount amount Level 1 Level2  Level 3 Total
2022 £m £m £m £m £m £m
Financial assets
Cash in hand 0.4 0.4 - 0.4 - 0.4
Loans and advances to credit
institutions 3,365.7 3,360.9 - 3,365.7 - 3,365.7
Investment securities 262.6 262.1 - 260.5 - 260.5
Loans and advances to customers 23,598.1 23,646.2 - 2515.0 20,231.0 22,746.0
Other assets’ 1.8 1.8 - 1.8 - 1.8
27,2286 27,2714 -  6,1434 20,231.0 26,374.4
Financial liabilities
Amounts owed to retail depositors  19,755.8 19,620.8 - 57703 13,922.7 19,693.0
Amounts owed to credit
institutions 5,092.9 5,057.8 - 5,092.9 - 5,092.9
Amounts owed to other customers 113.1 112.1 - - 113.1 113.1
Debt securities in issue 265.9 265.4 - 265.9 - 265.9
Other liabilities? 38.1 38.1 - 38.1 - 38.1
Subordinated liabilities - - - - - -
PSBs 15.2 15.0 14.0 - - 14.0
25,281.0 25,109.2 14.0 11,167.2 14,035.8 25,217.0

1. Balance excludes prepayments.
2. Balance excludes deferred income.

204



OneSavings Bank plc

Notes to the Financial Statements (continued)
For the Year Ended 31 December 2023

45. Financial instruments and fair values (continued)

Estimated fair value

Carrying Principal

Company amount amount Level1 Level2 Level3 Total
2023 £m £m £m £m £m £m
Financial assets
Cash in hand 0.4 0.4 - 0.4 - 0.4
Loans and advances to credit
institutions 1,002.7 1,000.1 - 1,002.7 - 1,002.7
Investment securities 99.9 99.3 - 100.4 - 100.4
Loans and advances to customers  11,432.2 11,544.3 - 1,507.2 9,599.6 11,106.8
Other assets’ 6.4 6.4 - 6.4 - 6.4
12,541.6 12,650.5 - 26171 9,599.6 12,216.7
Financial liabilities
Amounts owed to retail depositors 12,246.5 12,037.6 - 3,400.0 8,851.3 12,251.3
Amounts owed to credit
institutions 2,018.3 1,989.3 - 2,018.3 - 2,018.3
Amounts owed to other customers 0.5 0.5 - - 0.5 0.5
Other liabilities? 254 25.4 - 254 - 254
Senior notes 226.6 220.0 - 226.7 - 226.7
Subordinated liabilities 156.4 150.0 - 147.6 - 147.6
PSBs? 15.2 15.0 - 14.4 - 14.4
14,688.9 14,437.8 - 5,8324 8,851.8 14,684.2

1. Balance excludes prepayments.

2. Balance excludes deferred income.

3. The Company has reviewed the trading frequency of the PSBs and determined there is insufficient frequency and volume to provide

pricing information on an ongoing basis in the market and have therefore categorised as level 2 fair value (2022: level 1).
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Estimated fair value

Carrying Principal

Company amount amount Level1 Level2 Level3 Total
2022 £m £m £m £m £m £m
Financial assets
Cash in hand 04 0.4 - 0.4 - 04
Loans and advances to credit
institutions 1,506.1 1,504.0 - 1,506.1 - 1,506.1
Investment securities 61.1 61.0 - 60.9 - 60.9
Loans and advances to customers  10,531.9 10,668.1 - 1,7409 8,4295 10,1704
Other assets’ 2.0 2.0 - 2.0 - 2.0
12,101.5 12,235.5 - 3,310.3 8,429.5 11,739.8
Financial liabilities
Amounts owed to retail depositors  11,132.2 11,052.0 - 3,046.3 8,049.0 11,095.3
Amounts owed to credit institutions 25685 25514 - 25685 - 25685
Amounts owed to other customers 0.5 0.5 - - 0.5 0.5
Other liabilities?2 23.3 23.3 - 23.3 - 23.3
Subordinated liabilities - - - - - -
PSBs 15.2 15.0 14.0 - - 14.0

13,739.7 13,6422 14.0 5,638.1 8,049.5 13,701.6

1. Balance excludes prepayments.
2. Balance excludes deferred income.

46. Pension scheme
Defined contribution scheme
The amount charged to profit or loss in respect of contributions to the Group's defined contribution and

stakeholder pension arrangements is the contribution payable in the period. The total pension cost in the year
amounted to £4.9m (2022: £4.4m).
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The Group segments its lending business and operates under two segments in line with internal reporting to
the Board:

e OSB
CCFS

The Group separately discloses the impact of Combination accounting but does not consider this a business
segment.

The financial position and results of operations of the above segments are summarised below:

0SB CCFS Combination Total
2023 £m £m £m £m
Balances at the reporting date
Gross loans and advances to customers 14,509.3 11,377.2 24.3 25,910.8
Expected credit losses (111.1) (35.8) 1.1 (145.8)
Loans and advances to customers 14,398.2 11,341.4 254  25,765.0
Capital expenditure 25.6 0.2 - 25.8
Depreciation and amortisation 6.9 3.3 1.7 11.9
Profit or loss for the year
Net interest income/(expense) 4741 240.9 (56.1) 658.9
Other (expense)/income (3.1) (3.8) 6.4 (0.5)
Total income/(expense) 471.0 2371 (49.7) 658.4
Impairment of financial assets (41.6) (6.9) (0.3) (48.8)
Contribution to profit 429.4 230.2 (50.0) 609.6
Administrative expenses (131.7) (100.4) (1.7) (233.8)
Provisions (0.3) (0.1) - (0.4)
Profit/(loss) before taxation 297.4 129.7 (51.7) 375.4
Taxation’ (75.7) (30.7) 14.6 (91.8)
Profit/(loss) for the year 221.7 99.0 (37.1) 283.6

1. The taxation on Combination credit includes release of deferred taxation on CCFS Combination relating to the unwind of the deferred
tax liabilities recognised on the fair value adjustments of the CCFS assets and liabilities at the acquisition date of £14.3m and the
release of other deferred tax assets on Combination adjustments of £0.3m.
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OSB CCFS Combination Total
2022 £m £m £m £m
Balances at the reporting date
Gross loans and advances to customers 13,2447 10,416.3 81.7  23,742.7
Expected credit losses (103.2) (28.0) 1.2 (130.0)
Loans and advances to customers 13,1415 10,388.3 829 23,612.7
Capital expenditure 7.6 0.7 - 8.3
Depreciation and amortisation 6.2 3.4 3.8 13.4
Profit or loss for the year
Net interest income/(expense) 460.7 308.4 (59.2) 709.9
Other income 8.9 46.2 104 65.5
Total incomel/(expense) 469.6 354.6 (48.8) 775.4
Impairment of financial assets (22.3) (8.4) 0.9 (29.8)
Contribution to profit 447.3 346.2 (47.9) 745.6
Administrative expenses (129.6) (73.1) (3.8) (206.5)
Provisions 1.6 - - 1.6
Integration costs (6.8) (1.1) - (7.9)
Profit/(loss) before taxation 312.5 272.0 (51.7) 532.8
Taxation’ (70.1) (70.2) 18.8 (121.5)
Profit/(loss) for the year 242 .4 201.8 (32.9) 411.3

1. The taxation on Combination credit includes release of deferred taxation on CCFS Combination relating to the unwind of the

deferred tax liabilities recognised on the fair value adjustments of the CCFS assets and liabilities at the acquisition date of £17.5m
and the release of other deferred tax assets on Combination adjustments of £1.3m.
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48. Adjustments for non-cash items and changes in operating assets and liabilities

Group Group Company Company
2023 2022 2023 2022
£m £m £m £m
Adjustments for non-cash and other items:
Depreciation and amortisation 11.9 134 5.9 5.2
Interest on investment securities (23.6) (6.8) (16.8) (2.5)
Interest on subordinated liabilities 16.9 1.1 10.1 1.1
Interest on PSBs 0.7 0.7 0.7 0.7
Interest on securitised debt 21.5 7.7 4.8 4.1
Interest on senior notes 9.0 - 6.6 -
Interest on financing debt 197.3 68.7 110.4 38.4
Impairment charge on loans 48.8 29.8 26.1 19.1
Impairment on investment in subsidiaries - - - 1.3
Provisions 0.4 (1.6) 0.3 (1.8)
Interest on lease liabilities - 0.2 - 0.1
Fair value losses/(gains) on financial instruments 4.4 (58.9) - (4.4)
Share-based payments 5.6 8.1 5.0 7.3
Total adjustments for non-cash and other
items 292.9 62.4 153.1 68.6
Changes in operating assets and liabilities:
Decrease/(increase) in loans and advances to
credit institutions 112.5 (204.6) (5.2) (74.2)
Increase in loans and advances to customers (2,200.5) (2,563.1) (926.4) (1,074.6)
Increase in intercompany balances (4.0) (0.2) (433.2) (146.0)
Increase in amounts owed to retail depositors 2,370.8 2,2294 1,114.3 1,392.8
(Decrease)/increase in cash collateral and
margin received (336.9) 434.3 (117.1) 131.3
Net increase in other assets (12.5) (4.7) (6.2) (4.8)
Net (decrease)/increase in derivatives and
hedged items (23.2) 59.1 (30.5) 53.2
Net (decrease)/increase in amounts owed to
other customers (49.8) 16.6 - (7.7)
Net increase in other liabilities 0.9 9.0 1.9 6.6
Exchange differences on working capital (0.7) (0.3) -
Total changes in operating assets and
liabilities (143.4) (24.5) (402.4) 276.6
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49. Controlling party

OSB GROUP PLC is the ultimate parent and controlling party preparing consolidated financial statements as
the largest group of which the Company is a member. Copies of OSBG’s financial statements may be
obtained from the Company Secretary at the registered office: OSB House, Quayside, Chatham Maritime,
Chatham, Kent, ME4 4QZ.

50. Transactions with key management personnel

All related party transactions were made on terms equivalent to those that prevail in arm’s length transactions.
During the year, there were no related party transactions between the key management personnel and the
Company other than as described below.

The Directors and Group Executive team are considered to be key management personnel.

Directors’ remuneration is disclosed in note 8 and in the Directors’ Remuneration Report on page 147 of the

OSB Group’s Annual Report. The Group Executive team are all employees of OSB, the table below shows
their aggregate remuneration:

Group Group

2023 2022

£'000 £'000

Short-term employee benefits 4,451 4,000
Post-employment benefits 62 62
Share-based payments 1,291 2,667
5,804 6,729

Key management personnel and connected persons held deposits with the Group of £2.3m (2022: £2.1m).
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51. Capital management

The Company's capital management approach is to provide a sufficient capital base to cover business risks
and support future business development. The Company remained, throughout the year, compliant with its
capital requirements as set out by the PRA, the Group's primary prudential supervisor.

The Company manages and reports its capital on an individual consolidation basis (OSB solo) which includes
the Company and subsidiaries except for the offshore servicing entity OSBI, SPVs relating to securitisations
and the CCFS entities acquired in October 2019.

The Company’s capital management is based on the three ‘pillars’ of Basel lIl.

Under Pillar 1, the Company calculates its minimum capital requirements based on 8% of risk-weighted
assets.

Under Pillar 2, the Company, and its regulated entities complete an annual self-assessment of risks known
as the ICAAP. The PRA applies additional requirements to this assessment amount to cover risks under Pillar
2 to generate a Total Capital Requirement and also sets capital buffers for the Company.

Pillar 3 requires firms to publish a set of disclosures which allow market participants to assess information on
the Company’s capital, risk exposures and risk assessment process. The Company’s Pillar 3 disclosures can
be found on the Company’s website.

On 30 November 2022, the PRA issued a consultation paper on the implementing Basel 3.1 in the UK. The
Company has taken account of this in planning for future capital requirements.

The ultimate responsibility for capital adequacy rests with the Board of Directors. ALCO is responsible for the
management of the capital process within the risk appetite defined by the Board, including approving policy,
overseeing internal controls and setting internal limits over capital ratios.

The regulated entities actively manage their capital position and reports this on a regular basis to the Board

and senior management via the ALCO and other governance committees. Capital requirements are included
within budgets, forecasts and strategic plans with initiatives being executed against this plan.
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The OSB solo Pillar 1 capital information is presented below:

(Unaudited) (Unaudited)

2023 2022
£m £m

CET1 capital
Called up share capital 4.5 4.5
Share premium, capital contribution and share-based payment
reserve 13.1 12.2
Retained earnings 1,836.7 1,826.0
Other reserves (1.9) (1.1)
Total equity attributable to ordinary shareholders 1,852.4 1,841.6
Foreseeable dividends' (46.8) (79.1)
IFRS 9 transitional adjustment? - 0.7
COVID-19 ECL transitional adjustment® 17.5 18.9
Solo consolidation adjustments (12.2) (13.6)
Deductions from CET1 capital -
Investment in subsidiary (528.9) (533.0)
Prudent valuation adjustment* (0.3) (0.3)
Intangible assets (23.9) (6.6)
Deferred tax asset (0.3) (0.6)
CET1 capital 1,257.5 1,228.0
AT1 capital
AT1 securities 90.0 90.0
Total Tier 1 capital 1,347.5 1,318.0
Tier 2 capital
Subordinated debt and PSBs 165.0 15.0
Total Tier 2 capital 165.0 15.0
Total regulatory capital 1,512.5 1,333.0
Risk-weighted assets (unaudited) 7,452.8 6,660.5

1. 2022 includes a special dividend of £30.3m (in support of the £50.0m announced by the OSBG Board rounded up on a pence per
share basis to £50.3m). .

2. The IFRS 9 transitional arrangements expired 31 December 2022.

3. The COVID-19 ECL transitional adjustment relates to 50% of OSB solo’s increase in stage 1 and stage 2 ECL following the impacts
of COVID-19 and for which transitional rules are being adopted for regulatory capital purposes.

4. OSB solo has adopted the simplified approach under the Prudent Valuation rules, recognising a deduction equal to sum of absolute
value to 0.1% of fair value assets and liabilities excluding fair-valued assets and liabilities.
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The movement in CET1 during the year was as follows:

(Unaudited) (Unaudited)

2023 2022

£m £m

At 1 January 1,228.0 1,140.4

Movement in retained earnings 10.7 86.5

Movement in other reserves 0.1 14

Movement in investment in subsidiary 4.1 5.5

Movement in foreseeable dividends 323 (6.0)

Movement in solo consolidation adjustment 1.4 (6.8)

IFRS 9 transitional adjustment (0.7) (0.7)

COVID-19 ECL transitional adjustment (1.4) 6.8

Movement in prudent valuation adjustment - (0.3)

Net (increase)/decrease in intangible assets (17.3) 1.3

Movement in deferred tax asset for carried forward losses 0.3 (0.1)

At 31 December 1,257.5 1,228.0
The OSB solo minimum requirements for own funds and eligible liabilities (MREL) information is presented

below:

(Unaudited) (Unaudited)

2023 2022

£m £m

Total regulatory capital 1,512.5 1,333.0

Eligible liabilities 200.0 -

Total own funds and eligible liabilities 1,712.5 1,333.0

On 7 September 2023, the Group issued £300.0 million of senior unsecured callable notes through OSB

Group PLC which, while not included in total regulatory capital, is eligible to meet MREL.

The Group has been granted a preferred resolution strategy of a single point of entry bail-in at the holding
company level by the PRA and was initially given an interim MREL requirement of 18% of RWAs plus

regulatory buffers, and an end-state MREL of the higher of:

(i) two times the sum of Pillar 1 and Pillar 2A plus regulatory buffers; or

(i)  if subject to a leverage ratio, two times the applicable requirement plus regulatory buffers.

The interim and end-state deadlines for the requirements are July 2024 and July 2026 respectively.
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52. Events after the reporting date

On 16 January 2024 OSBG issued senior notes amounting to £400m under the £3bn EMTN programme of
OSBG. The EMTN programme is used as part of the Group’s capital management and funding activities.

The OSBG Board has authorised a share repurchase of up to £50.0m of shares in the market from 15 March
2024 supported by the Group. Any purchases made under this programme will be announced to the market
each day in line with regulatory requirements.

The Directors of OneSavings Bank plc have proposed an interim dividend of £85.7m in relation to profits for
the year ended 31 December 2023 as its contribution to the proposed OSBG dividends. There is no final
dividend proposed.

Victoria Hyde is appointed to the board of OSB as Chief Financial Officer (CFO) and Executive Director,

subject to regulatory approval, with effect from 10 May 2024. Victoria will succeed April Talintyre. April will
step down from the board at the OSBG Group’s Annual General Meeting on 9 May 2024.
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OneSavings Bank plc
Appendices

Glossary

AGM
ALCO
BoE
CCFS
CEO
CET1
CFO
CRD IV
CRO
DSBP
EAD
ECL
EIR
EPS
EU
FCA
FRC
FSCS
FSD
FTSE
HMRC
HPI
IAS
IBOR
ICAAP
ICR
IFRS
ILAAP
ILTR
IPO

Annual General Meeting

Group Assets and Liabilities Committee

Bank of England

Charter Court Financial Services

Chief Executive Officer

Common Equity Tier 1

Chief Financial Officer

Capital Requirements Directive and Regulation
Chief Risk Officer

Deferred Share Bonus Plan

Exposure at Default

Expected Credit Loss

Effective Interest Rate

Earnings Per Share

European Union

Financial Conduct Authority

Financial Reporting Council

Financial Services Compensation Scheme
Forced Sale Discount

Financial Times Stock Exchange

Her Majesty’s Revenue and Customs

House Price Index

International Accounting Standards

Interbank Offered Rate

Internal Capital Adequacy Assessment Process
Interest Coverage Ratio

International Financial Reporting Standards
Internal Liquidity Adequacy Assessment Process
Index Long-Term Repo

Initial Public Offering

IRB
ISA
KRFI
KRPS
LCR
LGD
LIBOR
LTIP
LTV
NIM
NPS
0SB
OSBG
PD
PPD
PRA
PSBs
PSP
RMBS
RoE
RWA
SAYE
SDLT
SICR
SID
SME
SONIA
SRMF
TFS

Internal Ratings-Based approach to credit risk
Individual Savings Account

Kent Reliance for Intermediaries

Kent Reliance Provident Society Limited
Liquidity Coverage Ratio

Loss Given Default

London Interbank Offered Rate
Long-Term Incentive Plan

Loan to value

Net Interest Margin

Net Promoter Score

OneSavings Bank plc

OSB GROUP PLC

Probability of Default

Propensity to go to Possession Given Default
Prudential Regulation Authority
Perpetual Subordinated Bonds
Performance Share Plan

Residential Mortgage-Backed Securities
Return on equity

Risk weighted assets

Save As You Earn or Sharesave

Stamp Duty Land Tax

Significant Increase in Credit Risk
Senior Independent Director

Small and Medium Enterprises

Sterling Overnight Index Average
Strategic Risk Management Framework
Term Funding Scheme

TFSME Term Funding Scheme with additional incentives

for SMEs
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