NatWest

National Westminster Bank Plc
Annual Report and Accounts 2020

natwest.com



Strategic report

Page

Strategic report
Presentation of information 2
Description of business 2
Principal activities and operating segments 2
Performance overview 2
Stakeholder engagement and s.172(1) statement 3
Board of directors and secretary 6
Top and emerging risks 7
Financial review 8
Risk and capital management 11
Report of the directors 74
Statement of directors’ responsibilities 79
Financial statements 80
Risk factors 160
Forward-looking statements 176

Presentation of information

National Westminster Bank Plc (‘NWB PIc’) is a wholly-owned
subsidiary of NatWest Holdings Limited (‘NWH Ltd’ or ‘the intermediate
holding company’). The term ‘NWB Group’ refers to NWB Plc and its
subsidiary and associated undertakings. The term ‘NWH Group’ refers
to NWH Ltd and its subsidiary and associated undertakings. NatWest
Group plc (renamed from The Royal Bank of Scotland Group plc on 22
July 2020) is ‘the ultimate holding company’. The term ‘NatWest
Group’ refers to NatWest Group plc and its subsidiary and associated
undertakings.

NWB Plc publishes its financial statements in pounds sterling (‘£ or
‘sterling’). The abbreviations ‘£m’ and ‘£bn’ represent millions and
thousands of millions of pounds sterling, respectively, and references
to ‘pence’ represent pence in the United Kingdom (‘UK’). Reference to
‘dollars’ or ‘$’ are to United States of America (‘US’) dollars. The
abbreviations ‘$m’ and ‘$bn’ represent millions and thousands of
millions of dollars, respectively, and references to ‘cents’ represent
cents in the US. The abbreviation ‘€’ represents the ‘euro’, and the
abbreviations ‘€m’ and ‘€bn’ represent millions and thousands of
millions of euros, respectively, and references to ‘cents’ represent
cents in the European Union (‘EU’).

To aid readability, this document retains references to EU legislative
and regulatory provisions in effect in the UK before 1 January 2021
that have now been implemented in UK domestic law. These
references should be read and construed as including references to
the applicable UK implementation measures with effect from 1 January
2021.

Description of business

The principal entities under NWH Ltd are National Westminster Bank
Plc (which wholly owns Coutts and Company and Ulster Bank
Limited), The Royal Bank of Scotland plc and Ulster Bank Ireland
DAC.

Principal activities and operating segments

NWB Group serves customers across the UK and Ireland with a range
of retail and commercial banking products and services. A wide range
of personal products are offered including current accounts, credit
cards, personal loans, mortgages and wealth management services.
NWB Plc is the main provider of shared services for NatWest Group.
This includes the provision of treasury services on behalf of the ring-
fenced bank and NatWest Group.

The reportable operating segments are as follows:

Retail Banking serves individuals and mass affluent customers in the
UK and includes Ulster Bank customers in Northern Ireland.

Commercial Banking serves start-up, SME, commercial and corporate
customers in the UK.
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Private Banking serves UK-connected, high net worth, individuals and
their business interests.

Central items & other includes corporate functions, such as treasury,
finance, risk management, compliance, legal, communications and
human resources. NWB Plc is the main provider of shared services
and treasury activities for NatWest Group. The services are mainly
provided to NWH Group, however, in certain instances, where
permitted, services are also provided to the wider NatWest Group
including the non ring-fenced business.

Business Developments

In December 2020, we acquired a £3.0 billion portfolio of prime UK
mortgages from Metro Bank plc. Growing our mortgage book is an
important strategic priority, as we build a bank that delivers sustainable
returns for shareholders. The addition of this loan book will supplement
the strong organic growth that we continue to achieve.

Performance overview

The business performance of NWB Group in the year has been
significantly impacted by the challenges and uncertainty the economy
continues to face as a result of COVID-19. However, NWB Group has
a robust capital position, underpinned by a resilient, capital generative
and well diversified business. A strong balance sheet and prudent
approach to risk means NWB Group is well placed not only to
withstand COVID-19 related impacts but to provide the right support to
customers in the tough times to come.

Financial performance in a challenging environment

NWB Group attributable profit for the year was £536 million compared
with £884 million in 2019, reflecting lower income and significantly
higher impairment charges primarily due to the current COVID-19
crisis and resulting uncertain economic conditions, partly offset by a
reduction in costs.

Total income decreased by £208 million compared with 2019 as the
lower yield curve, mortgage margin dilution, subdued business activity
and lower consumer spending due to government measures in
response to COVID-19 were partially offset by strong balance growth.

Operating expenses decreased by £1,081 million compared with 2019
principally due to lower litigation and conduct costs, reducing the
cost:income ratio from 79.3% to 69.1%.

Impairment losses increased by £1,597 million compared with 2019,
primarily reflecting the deterioration of the economic outlook as a result
of the COVID-19 pandemic driving Stage 2 charges.

Robust balance sheet with strong capital levels

Total assets increased by £71.0 billion to £389.5 billion compared with
£318.5 billion at 31 December 2019. This included net increases in
loans to customers - amortised cost of £39.3 billion primarily driven by
growth in retail mortgages and an increase in corporate lending due to
drawdowns against UK Government lending initiatives in response to
COVID-19 uncertainty.

Customer deposits increased by £51.5 billion as customers sought to
retain liquidity in response to the uncertain economic environment
together with increases of £35.5 billion in cash and balances at central
banks and £12.5 billion in reverse repos as a result.

Common Equity Tier 1 (CET1) ratio increased to 17.8% from 15.9%
due to a £2.6 billion increase in CET1 capital primarily driven by a
reduction in the regulatory capital deductions for significant
investments in other financial institutions of £0.4 billion, software
development costs of £0.5 billion due to the implementation of CRR2
amended Atrticle 36 and a £1.0 billion increase for IFRS 9 transitional
arrangements on expected credit losses, which offsets the impact of
the increased impairment losses charged to the attributable profit of
£0.6 billion. RWAs increased by £5.8 billion to £86.9 billion primarily
due to an increase in credit risk RWAs of £5.7 billion during 2020.
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Stakeholder engagement and s.172(1) statement

In February 2020 the Board approved its annual objectives and
confirmed the Board’s key stakeholder groups, as set out in this
statement.

During 2020 the Board undertook a variety of activities to engage with
stakeholders and bring their voice into the boardroom. Details are set
out below, together with additional information on related engagement
activities undertaken within NatWest Group which impacted NWB Plc.

This section of the Strategic Report describes how the directors have
had regard to the matters set out in section 172(1) (a) to (f), and forms
the directors’ statement required under section 414CZA, of the
Companies Act 2006.

NatWest Group’s purpose is established by the NatWest Group plc
Board, promoted across NatWest Group and cascaded to subsidiaries
including NWB Plc. In February 2020, and following an extensive
period of stakeholder engagement, the NatWest Group plc Board
approved a new purpose — “We champion potential, helping people,
families and businesses to thrive.”

Various steps were taken during the year to embed NatWest Group’s
purpose in Board discussions and decision-making, helping the Board
to ensure different stakeholder needs were considered. The roles and
responsibilities of the Board and its Committees were enhanced to
ensure a strong focus on purpose was built into their respective Terms
of Reference. Board and Board Committee papers now include a
dedicated section which explains how the proposal or update aligns to
NatWest Group’s purpose, which is complemented by a section
detailing stakeholder impacts. These features, embedded within the
NatWest Group Board paper format, help to ensure that purpose and
stakeholders remain firmly at the centre of Board discussions. During
the 2020 Board evaluation, directors commented positively on how
NatWest Group’s purpose guided Board discussions and decision-
making during the pandemic.

The majority of the Board’s planned direct engagement activity with
stakeholders was unfortunately cancelled in 2020, due to COVID-19
restrictions. Virtual alternatives were arranged where feasible, and
directors were kept informed about stakeholder engagement activity
which was taking place at an operational level via regular and focused
management reporting. Details are set out below.

Customers

During the year, the Board received regular updates on customer
issues through reports from the Chief Executive Officer (CEO) and
business CEOs. Customer lifecycles were a key area of focus during
Board and Executive Committee (ExCo) strategy discussions.
Directors also received targeted management information on progress
against customer service metrics including customer advocacy
measures and complaints data. A dedicated Board session on
customer experience helped to enhance directors’ customer insights
further. This session covered NatWest Group’s Net Promoter and
CMA (Competition and Markets Authority) scores and directors
provided input and feedback on management’s plans to enhance
customer experience outcomes. The Board were also regularly
updated on the nature and extent of COVID-19 support provided to
customers.

The CEO and CFO met with customers throughout the year to
enhance relationships and understand their views.

Colleagues
References to “colleagues” in this Report mean all members of the
workforce (for example, contractors, agency workers).

Colleague voice
The Board promotes colleague voice in the boardroom through a
variety of channels.

The Colleague Advisory Panel (CAP) provided an important two-way
communication channel between the Board and colleagues during the
pandemic.
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The CAP was set up in 2018 to help promote colleague voices in the
boardroom.

Its membership includes representatives from a range of NatWest
Group’s Employee Led Networks, unions, management teams and
regional locations, as well as volunteer members unconnected with
existing groups. It continues to provide a valuable mechanism for
colleagues to gain a greater understanding of the Board’s role and
provide feedback to directors. Two-way communication is crucial for
both colleagues and directors and embodies NatWest Group’s open
and inclusive culture.

The CAP met four times in 2020 and all meetings were virtual. In
addition to two scheduled sessions, there were two ad hoc sessions
which supported additional listening and discussion with directors in
light of the challenges related to COVID-19.

Topics discussed in 2020 in addition to COVID-19 colleague and
customer support included embedding purpose, diversity and
inclusion, innovation, executive pay and sustainable banking.

At Board meetings the CAP Chair provided an update on issues
discussed at the CAP and raised specific questions for Board
feedback. Afterwards, the CAP Chair shared the Board’s views and
feedback with CAP members. Further information on the CAP can be
found in the NatWest Group plc 2020 Annual Report and Accounts.

Engaging colleagues

Every year colleagues are asked to share their thoughts on what it's
like to work for NatWest Group via a colleague opinion survey. The
results from the 2020 survey, which were considered by the Board in
October 2020, showed a further improvement in colleague sentiment
and NatWest Group is now on or above the global financial services
and global high performing norms across all comparable survey
categories.

NatWest Group has continued to listen to colleagues throughout
recent times, running COVID-19 pulse surveys and increasing
dialogue with colleagues on equality and inclusion through a
‘Supporting Black, Asian and Minority Ethnic’ colleague survey.
NatWest Group has also continued to take part in the Banking
Standards Board’s (BSB) annual assessment of culture in UK banking.
In the 2020 BSB survey NatWest Group results overall have improved
slightly.

Employee consultation

Having ongoing discussion and engagement with a number of
employee representatives such as trade unions and work councils is
vital and NatWest Group regularly discusses developments and
updates on the progress of strategic plans with these groups.

Speak Up

One of the ways colleagues can report concerns relating to wrong
doing or misconduct is via Speak Up, NatWest Group’s whistleblowing
service. When colleagues were asked if they feel safe to speak up
88% responded favourably, reflecting continued improvement in
results for this question. In 2020, 441 cases were raised compared to
458 in 2019.

Developing colleagues

Becoming a learning organisation is a strategic priority for NatWest
Group, which is committed to preparing colleagues for the future by
supporting them develop their knowledge, skills and behaviours in
critical capability areas. In 2020 the NatWest Group Academy was
launched, providing colleagues with access to a wide range of learning
content to support them develop for their jobs today, and careers
tomorrow. More information can be found in the NatWest Group plc
2020 Annual Report and Accounts and on natwestgroup.com
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Investing in colleagues

At the start of 2020, NatWest Group launched its People Pledge — a
set of commitments made in response to what colleagues said meant
most to them; helping colleagues develop skills, supporting their
wellbeing and creating an inclusive workplace, helping customers
thrive, investing in teams and helping colleagues make a difference.

Wellbeing

As a strong component of making NatWest Group a purpose-led
organisation, an established wellbeing strategy is key. NatWest
Group’s Wellbeing strategy is delivered against four pillars; Physical,
Mental, Social and Financial. Further details can be found in the
NatWest Group plc 2020 Annual Report and Accounts and on
natwestgroup.com

Inclusion

NatWest Group is proud to be building an inclusive bank which is a
great place for all colleagues to work. NatWest Group’s inclusion
guidelines apply to all colleagues globally and focus on five key
priorities — LGBT Innovative, Gender Balanced, Disability Smart,
Ethnically Diverse, all leading to Inclusive Culture. Detailed information
can be found in the NatWest Group plc 2020 Annual Report and
Accounts and on natwestgroup.com.

NatWest Group has been recognised for work on Equality, Diversity
and Inclusion in 2020 by retaining position in the Times Top 50
Employers for Women; being Exemplary Level in the Scottish Carer
Positive Campaign; being a Top Global Stonewall employer; being a
Top Ten Employer in the Investing in Ethnicity Maturity Matrix; and
rated as Gold in the Business Disability Forum benchmark.

Employment of people with disabilities

NatWest Group policy is that people with disabilities are given full and
fair consideration for employment and subsequent training, career
development and promotion based on merit. If colleagues become
disabled, it is the policy of NatWest Group, wherever possible, to retain
them in their existing jobs or re-deploy them in suitable alternative
duties.

Regulators

The Board recognises the importance of open and continuous
dialogue with regulators. In 2020, the focus of regulatory engagement
was inevitably on NatWest Group’s COVID-19 response, and in
particular the support being offered to customers, with other topics
discussed by directors with regulators including strategy, operational
resilience, board effectiveness and financial crime.

Representatives from the Prudential Regulation Authority (PRA)
attended the July 2020 Board meeting to present and discuss the
findings arising from its Periodic Summary Meeting for NatWest
Group. In September 2020, representatives from the Financial
Conduct Authority (FCA) joined the Board meeting to present and
discuss its annual Firm Evaluation letter.

The Chairman and executive directors have regular meetings with the
PRA and FCA. In addition, individual non-executive directors engage
regularly with regulators through Continuous Assessment and
Proactive Engagement meetings. The Board also receives regular
reports on regulatory matters from the Chief Legal Officer and General
Counsel.

Suppliers

The Board is mindful of the role suppliers play in ensuring a reliable
service is delivered to customers, and of the importance of
relationships with key suppliers, particularly in the current environment.

Although directors were unable to meet with supplier representatives
in person, as they have done previously, they were kept informed on
progress against relevant key performance indicators, including
payment practices, through management reporting.

In particular, the Board noted the actions taken to support suppliers’
cashflow during 2020 (which consisted of moving all UK and Republic
of Ireland supplier payments to immediate release).
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The Group Chief Administrative Officer provided regular updates to the
Board, including on key external partnerships and supply chain
resilience.

The Board noted NatWest Group’s 2019 Modern Slavery Act
Statement, which sets out the steps that NatWest Group is taking to
tackle modern slavery and human trafficking within its business, supply
chain and sphere of influence.

More information on NatWest Group’s Modern Slavery Act Statement
and Human Rights statement can be found in the NatWest Group plc
2020 Annual Report and Accounts.

Community and environment

Directors enhanced their knowledge and understanding of climate
issues through a dedicated training session led by management which
included a presentation by Lord Stern (NatWest Group’s independent
climate change adviser) on external developments as well as updates
on climate change risks and opportunities. In addition, the Board
received a foundational online learning module on the impact of
climate change on financial services and directors have been offered
further optional training from the Cambridge Institute for Sustainability
Leadership.

Management reporting on climate, strategy, ambition and risk
management activities features on both Board and Board Committee
agendas to support targeted monitoring and oversight. Further details
on NatWest Group’s response to climate change can be found within
the NatWest Group plc 2020 Annual Report and Accounts.

The Board were regularly updated on NatWest Group’s wider
community engagement activities throughout the year, with particular
emphasis on the COVID-19 support provided to local communities.

How stakeholder interests have influenced decision-making
NWB Plc recognises the importance of engaging with stakeholders
and understanding their views, to help inform its strategy and Board
discussions and decision-making.

Relevant stakeholder interests, including those of colleagues,
customers, suppliers and others are considered by the Board during its
discussions and when it takes decisions. NWB Plc defines principal
decisions as those that are material, or of strategic importance to NWB
Plc, and also those that are significant to any of its key stakeholder
groups.

In making its decisions, the Board considers the outcomes of relevant
stakeholder engagement, as well as the need to maintain a reputation
for high standards of business conduct, the need to act fairly between
the members of the company and the long-term consequences of its
decisions.

The following case study provides an example of stakeholder interests
and the factors set out in section 172 of the Companies Act 2006 have
been considered in Board discussions during 2020.

Case study — Supporting our Black, Asian and Minority Ethnic
Commitments

In June 2020, in response to the Black Lives Matter movement, the
CEO asked the global co-chairs of NatWest Group’s Multicultural
Network to set up a taskforce to listen, analyse and deliver a set of
commitments to address the key barriers facing Black, Asian and
Minority Ethnic colleagues, customers and communities (the
‘Taskforce’).
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The launch of the Taskforce was reported to the Board, which was
keen to be kept informed of the Taskforce’s progress. The Board
received regular updates from the CEO covering various aspects of
the Taskforce’s work including the all-colleague listening survey,
colleague communications and executive management’s engagement
with the Taskforce as it worked to finalise its recommendations. The
CEO also facilitated a discussion at the June 2020 meeting of the CAP
on NatWest Group’s response to Black Lives Matter and the work of
the Taskforce, the outputs of which were reported back to the Board in
July 2020.

The Taskforce co-leads were invited to attend a Board meeting in
September 2020 to present directly to the Board on the work of the
Taskforce. They explained to the Board how the 10 Commitments for
engaging with Black, Asian and Minority Ethnic colleagues, customers
and communities had been developed; how the outputs of the work
would be communicated; and the learnings from the work, and that
there was clear alignment between the work of the Taskforce and
NatWest Group’s purpose in terms of championing potential. Following
engagement by the Taskforce with the CEO and Executive Committee,
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a new target of 3% of Black colleagues in senior UK roles by 2025 had
been agreed in response to there being a higher under-representation
of Black colleagues in senior UK roles. This new target would be in
addition to our existing target to have at least 14% Black, Asian and
Minority Ethnic leaders in senior UK roles by 2025. The Taskforce co-
leads also responded to questions from the Board on topics such as
colleague experiences and support from non- Black, Asian and
Minority Ethnic colleagues.

The Board wholeheartedly endorsed the work of the Taskforce and
confirmed its support for the 10 Commitments including the
introduction of a new target to have 3% of Black colleagues in senior
UK roles by 2025. A subsequent update to the Board was provided on
the publication of the Taskforce’s report ‘Banking on Racial Equality; A
Roadmap for Positive Change’ including the key insights from the
report.

Further details on how NatWest Group engages with its stakeholders
can be found in the NatWest Group plc 2020 Annual Report and
Accounts and on natwestgroup.com.



Board of directors and secretary

Approval of Strategic report

The Strategic report for the year ended 31 December 2020 set out
on pages 2 to 73 was approved by the Board of directors on 18
February 2021.

By order of the Board
Jan Cargill

Company Secretary
18 February 2021

Chairman
Howard Davies

Executive directors
Alison Rose (CEO)
Katie Murray (CFO)

Non-executive directors
Francesca Barnes
Graham Beale

Robert Gillespie
Yasmin Jetha

lan Cormack Mike Rogers
Patrick Flynn Mark Seligman
Morten Friis Lena Wilson

Mike Rogers
Remuneration

Mark Seligman
Audit, Nominations, Remuneration

Lena Wilson
Remuneration, Risk

Chief Governance Officer and Company Secretary
Jan Cargill

Other Board changes in 2020

Alison Davis (non-executive director) resigned on 31 March 2020
Baroness Noakes (non-executive director) resigned on 31 July
2020

Board and committees

Chairman
Howard Davies
Nominations (Chair)

Executive directors
Alison Rose
Katie Murray

Independent non-executive directors
Francesca Barnes

Graham Beale
Senior Independent Director
Audit, Nominations, Risk

lan Cormack
Audit, Remuneration, Risk (Deputy Chair)

Patrick Flynn
Audit (Chair), Nominations, Risk

Morten Friis
Risk (Chair), Audit, Nominations

Robert Gillespie
Remuneration (Chair), Audit, Nominations, Risk

Yasmin Jetha
Remuneration
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Auditor

Ernst & Young LLP

Chartered Accountants and Statutory Auditor
25 Churchill Place

London E14 5EY

Registered office and Head office
250 Bishopsgate

London, EC2M 4AA

Telephone: +44 (0)20 7085 5000

Other principal offices

Ulster Bank Limited

11-16 Donegall Square East
Belfast BT1 5UB Northern Ireland

Coutts & Company
440 Strand
London WC2R 0QS

Lombard North Central PLC
250 Bishopsgate
London EC2M 4AA

National Westminster Bank Plc
Registered in England No. 929027

Key:

Audit member of the Audit Committee

Nominations member of the Nominations Committee

Remuneration member of the Performance and Remuneration Committee
Risk member of the Board Risk Committee

For additional detail on the activities of the Committees above,
refer to the Report of the directors



Top and emerging risks

A continuous process is used to identify and manage NWB Group’s top and emerging risks. These are risks that could have a significant
negative impact on the ability to operate or meet strategic objectives.

External
The COVID-19 pandemic has had a material adverse impact on NWB Group and its customers. NWB Group
responded quickly to the elevated credit risks through active portfolio management including adjustment of risk
appetite, proactive customer contact strategies and scenario analysis. NWB Group has participated in
COVID-19 government initiatives to support customers during the crisis including the Bounce-Back Loan Scheme which

could increase conduct, reputational and fraud risks. High uncertainty remains on the future evolution of the virus
and the ultimate impact of the pandemic. While the strategy is being adapted in response, the COVID-19 crisis
could impede NWB Group’s ability to meet its targets and deliver its purpose-led strategy.

Economic and Political
Risks

NWB Group is exposed to the economic and political risks facing the UK including a weaker than expected
economic recovery from Covid-19, the prospect of negative interest rate policy and the UK’s exit from the EU. A
range of complementary approaches is used to mitigate these risks including scenario planning and stress
testing. In 2020, NWB Group implemented plans to prepare for the UK’s withdrawal from the European Union and
continues to monitor geopolitical risks alongside domestic political risk including developments in relation to a
Scottish independence referendum. In the longer term, demographic change, high levels of debt and inequality
could all have financial impacts. As a result, these risks are closely monitored with strategic plans adapted as
appropriate.

Climate Related Risks

NWB Group expects to face significant risks in connection with climate change and the transition to a low carbon
economy. These risks are subject to rapidly increasing prudential and regulatory, political and societal focus, both
in the UK and internationally. Embedding climate risk into NWB Group’s risk framework and adapting NWB
Group’s operations and business strategy to address the risks is in line with the purpose-led strategy.

NWB Group experiences a constant threat from cyber-attacks both directly and to its supply chain, underlining
the importance of due diligence with the third parties on which NWB Group relies. NWB Group operates a multi-

Cyber Threats layered approach to its defences and continues to invest significant resources in the development of cyber
security controls and capability designed to minimise the potential effect of cyber-attacks.
NWB Group operates in markets that are highly competitive raising the threat of a loss of market share and
reduced revenue and profitability. The risks mainly relate to changes in regulation, developments in financial
Competitive technology (including digital currency), new entrants to the market and shifts in customer behaviour. NWB Group

Environment

closely monitors the competitive environment and adapts strategy as appropriate to deliver innovative and
compelling propositions for customers.

Regulatory, Legal &
Conduct Risks

NWB Group operates in a highly regulated market. Regulations are constantly evolving and could adversely
impact the Group including capital, liquidity and funding requirements, enhanced data privacy requirements and
the management of financial crime. This includes the possibility of dividend suspensions or restrictions. NWB
Group implements new regulatory requirements, where applicable, and incorporates the implications of related
changes in its strategic and financial plans. This includes the transition from the use of interbank offer rates
(IBORs), including LIBOR, to alternative risk-free rates. While a programme to manage the transition is underway,
uncertainties around the transition represent a number of risks including elevated legal and conduct risks.

Internal

Change Risk

NWB Group continues to manage and implement change in line with its strategic plans while assessing
implementation risks and taking appropriate mitigating action. In addition, NWB Group continues to monitor and
strengthen its control environment through robust governance and controls frameworks.

Third Party Suppliers

Operational risks arise from NWB Group’s reliance on third party suppliers to provide a range of services
including IT. NWB Group is diligent in its screening of suppliers to mitigate these risks with strict contractual
obligations governing supplier relationships and activity.

IT System Resilience

NWB Group continues to invest in IT infrastructure to prevent customer service disruption, which could result in
reputational and regulatory damage. To mitigate these risks, a major investment programme has significantly
improved the resilience of the systems and further progress is expected.

Data Management

NWB Group relies on the effective use of accurate data to support operations and deliver its strategy. Failure to
produce high-quality data and/or the ineffective use of such data could result in a failure to deliver NWB Group’s
strategy, including reducing costs and meeting customer expectations. NWB Group is focused on implementing a
long-term data strategy alongside control and policy framework enhancements governing data usage.
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Financial review

Summary consolidated income statement for the year ended 31 December 2020

Year ended
Retail Commercial Private  Central items 31 December 31 December
Banking Banking Banking & other 2020 2019 Variance
£m £m £m £m £m £m £m %
Net interest income 3,114 2,302 466 (72) 5,810 5,836 (26) nm
Non-interest income 272 934 251 1,688 3,145 3,327 (182) (5)
Total income 3,386 3,236 77 1,616 8,955 9,163 (208) (2)
Operating expenses (2,064) (2,011) (452) (1,657) (6,184) (7,265) 1,081 (15)
Profit/(loss) before impairment losses 1,322 1,225 265 (41) 2,771 1,898 873 46
Impairment losses (669) (1,378) (106) (16) (2,169) (572) (1,597) 279
Operating profit/(loss) 653 (153) 159 (57) 602 1,326 (724) (55)
Tax charge (66) (442) 376 (85)
Profit for the year 536 884 (348) (39)
Notable items within operating expenses
Strategic costs 728 907
PPI (release)/costs (175) 603
Key metrics and ratios 2020 2019
Cost:income ratio (%) 69.1% 79.3%
Loan impairment expected credit loss rate (bps) 78 24
CET1 ratio (%) 17.8 15.9
Leverage ratio (%) 4.7 5.0
Risk weighted assets (RWAs) (£bn) 86.9 81.1

NWB Group reported a profit of £5636 million compared with £884
million in 2019, driven mainly by an increase in impairment losses of
£1,597 million reflecting the deterioration of the economic outlook as a
result of the COVID-19 pandemic, together with a decrease in total
income of £208 million, partially offset by a reduction in operating
expenses of £1,081 million.

Total income decreased by £208 million, or 2%, to £8,955 million
compared with £9,163 million in 2019.

Net interest income decreased by £26 million to £5,810 million
compared with £5,836 million in 2019, reflecting the lower yield curve
and mortgage margin dilution, partially offset by a substantial increase
in asset volumes as a result of mortgage lending growth and
drawdowns against UK Government lending schemes.

Non-interest income decreased by £182 million to £3,145 million
compared with £3,327 million in 2019. Net fees and commissions
decreased by £339 million to £1,384 million due to regulatory changes,
subdued business activity and lower customer spending resulting from
government measures in response to COVID-19 in 2020. Other non-
interest income increased by £157 million to £1,761 million compared
with £1,604 million in 2019, as a result of a £208 million increase in
recharges to other NatWest Group entities.
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Other key drivers include:
e anincrease in hedging-related income of £75 million;
. increased income from asset sales of £25 million;
e adecrease of £108 million in income related to the disposal
of subsidiaries, branches and property; and
e a£25 million increase in fair value losses.

Operating expenses decreased by £1,081 million, or 15%, to £6,184
million, compared with £7,265 million in 2019, primarily due to PPI
provision releases of £175 million in 2020, compared with a charge of
£603 million in 2019, partly offset by other conduct provision charges
in 2020. Other reductions reflect our continued transition from physical
to digital, the optimisation of our property footprint and lower
investment spend.

Strategic costs of £728 million include charges related to reductions in
the property portfolio and restructuring costs incurred to achieve
operating and cost efficiencies.

Impairment losses increased by £1,597 million, or 279%, to £2,169
million compared with £572 million in 2019, primarily reflecting the
deterioration of the economic outlook as a result of the COVID-19
pandemic driving Stage 2 charges. The level of Stage 3 defaults
remains low.



Financial review
Segmental performance

Retail Banking
Operating profit was £653 million, compared with £801 million in 2019.

Net interest income decreased by £229 million to £3,114 million
compared with £3,343 million in 2019, reflecting the low interest rate
environment, contraction of the yield curve and mortgage margin
pressure, partially offset by £17.9 billion balance growth in mortgages.

Non-interest income decreased by £484 million to £272 million,
compared with £756 million in 2019, primarily driven by a reduction of
£251 million in net fees and commissions arising from FX transactions,
facility arrangement fees, current accounts and card services due to
regulatory changes, lower customer spending and transaction levels
following the government measures taken in response to COVID-19.
Other non-interest income decreased by £233 million reflecting a
reduction of £140 million in income from services recharged and a £58
million loss on the acquisition of a mortgage portfolio from Metro Bank
plc in 2020, compared with £36 million of disposal gains in 2019.

Operating expenses decreased by £905 million to £2,064 million
compared with £2,969 million in 2019, primarily due to PPI provision
releases of £175 million in 2020, compared with a charge of £603
million in 2019, partly offset by other conduct provision charges in
2020. The remaining decrease reflects reductions in headcount
enabled by digital transformation benefits and increased digital
adoption, lower fraud costs and COVID-19 slowing down investment
spend.

Impairment losses increased by £340 million to £669 million,
compared with £329 million in 2019 reflecting significant Stage 2 uplifts
taken in the first half of 2020 due to the impact of the COVID-19
pandemic on the economic outlook.

Loans to customers - amortised cost increased by £16.2 billion to
£152.4 billion, driven by gross new mortgage lending growth and the
purchase of a £3.0 billion mortgage portfolio from Metro Bank plc,
partially offset by redemptions.

Customer deposits increased by £17.7 billion to £138.7 billion primarily
due to a higher volume of demand interest bearing deposits and
savings deposits as customers sought to retain liquidity and reduce
spending as a result of government measures in response to COVID-
19.

Commercial Banking
Operating loss was £153 million, compared with a profit of £784 million
in 2019.

Net interest income decreased by £136 million to £2,302 million,
compared with £2,166 million in 2019, reflecting the lower yield curve
impacting deposit returns and increased liquidity portfolio costs from
higher deposits volumes, partially offset by higher lending volumes
from drawdowns against government lending schemes.

Non-interest income decreased by £240 million to £934 million,
reflecting a £122 million decrease in net fees and commissions, due to
subdued transactional business activity following the government
measures taken in response to COVID-19. Other non-interest income
decreased by £118 million reflecting a reduction of £98 million in
income from services recharged, higher fair value and disposal losses.

Operating expenses decreased by £298 million to £2,011 million,
compared with £2,309 million reflecting a reduction of £54 million in
litigation and conduct costs, £50 million lower staff costs due to
headcount reduction and other staff cost reductions, combined with
decreased back office and allocated shared services costs. This was
partly offset by £18 million lower VAT recoveries.
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Impairment losses increased by £1,131 million to £1,378 million,
compared with £247 million in 2019, primarily reflecting the
deterioration of the economic outlook as a result of the COVID-19
driving significant Stage 2 charges, with total Stage 3 charges of £189
million, including a small number of single name charges.

Loans to customers - amortised cost increased by £9.1 billion,
reflecting £9.6 billion higher lending volumes from drawdowns against
government scheme lending, partially offset by higher loan provisions.

Customer deposits increased by £26.8 billion as customers built and
retained liquidity in light of economic uncertainty combined with the
impact of government and central bank actions in response to COVID-
19.

Private Banking
Operating profit was £159 million compared with £286 million in 2019.

Net interest income decreased by £45 million to £466 million,
compared with £511 million in 2019, impacted by decreased rates and
lower funding income, partially offset by increased lending volumes.

Non-interest income increased by £12 million to £251 million in 2020,
driven by an increase in net fees and commissions due to the Private
Client Advice business which transferred from Retail Banking in 2020
and higher assets under management.

Operating expenses decreased by £19 million to £452 million in 2020,
driven by lower back office operations costs and litigation and conduct
provision releases. This was partly offset by an increase in costs
related to the Private Client Advice business transferred from Retail
Banking in 2020 and higher spend on transformation projects.

Impairment losses increased by £113 million to £106 million,
compared with £7 million release in 2019, mainly due to Stage 1 and 2
charges reflecting the deterioration in the economic outlook, with total
Stage 3 charges of £15 million in 2020.

Loans to customers - amortised cost increased by £1.5 billion to £16.3
billion, driven by £0.9 billion growth in mortgage lending and £0.7
billion increase in corporate lending.

Customer deposits increased by £3.9 billion to £30.3 billion, mainly
due to growth in demand interest-bearing and non-interest bearing
account balances.

Central items & other
Operating loss was £57 million in 2020 compared with £545 million in
2019.

Total income increased by £642 million to £1,616 million in 2020,
compared with £974 million in 2019, reflecting a £446 million increase
in income from the recharging of shared services and £316 million
increase in bond disposal gains and other treasury income, partially
offset by non-repeat of property related income and FX recycling gains
in 2019.

Operating expenses increased by £141 million to £1,657 million,
compared with £1,516 million in 2019. In 2020, £1,396 million of the
total expenses were recovered through service charges which are
presented within non-interest income.

Impairment losses increased by £13 million to £16 million, compared
with £3 million in 2019, mainly due to increased expected credit loss
on finance lease receivables.



Financial review

Summary consolidated balance sheet as at 31 December 2020

2020 2019 Variance

£m £m £m %
Assets
Cash and balances at central banks 62,983 27,457 35,526 129
Derivatives 3,288 3,302 (14) nm
Loans to banks - amortised cost 3,344 3,325 19 1
Loans to customers - amortised cost 271,581 232,313 39,268 17
Amounts due from holding companies and fellow subsidiaries 3,305 3,828 (523) (14)
Other financial assets 37,995 40,948 (2,953) (7)
Other assets 7,043 7,320 (277) (4)
Total assets 389,539 318,493 71,046 22
Liabilities
Bank deposits 14,871 15,505 (634) (4)
Customer deposits 293,605 242,117 51,488 21
Amounts due to holding companies and fellow subsidiaries 37,559 21,447 16,112 75
Derivatives 6,552 4,898 1,654 34
Other financial liabilities 10,383 8,307 2,076 25
Subordinated liabilities 1,230 1,242 (12) (1)
Notes in circulation 1,012 842 170 20
Other liabilities 4,435 4,463 (28) (1)
Total liabilities 369,647 298,821 70,826 24
Total equity 19,892 19,672 220 1
Total liabilities and equity 389,539 318,493 71,046 22

Total assets increased by £71.0 billion to £389.5 billion at 31
December 2020, compared with £318.5 billion at 31 December 2019.

Cash and balances at central banks increased by £35.5 billion to £63.0
billion, compared with £27.5 billion at 31 December 2019, driven by
increased deposits and a £14.0 billion liquidity switch from The Royal
Bank of Scotland plc (RBS plc) to NWB Plc to maintain the operational
buffer in the Bank of England account. The increases were partially
offset by a net £5.0 billion reduction related to Term Funding Scheme
(TFS) repayments and a Term Funding Scheme with additional
incentives for SMEs (TFSME) drawdown in the year, and £2.0 billion
decrease due to liquidity portfolio optimisation activity. The net impact
of issuance activity was neutral, as £6.8 billion of new issuances was
offset by £6.6 billion of covered bond maturities and debt redemptions.

Loans to customers — amortised cost increased by £39.3 billion to
£271.6 billion, compared with £232.3 billion at 31 December 2019,
reflecting £18.8 billion of strong gross new mortgage lending growth,
partially offset by redemptions, and the purchase of a £3.0 billion
mortgage portfolio from Metro Bank plc, £9.8 billion growth in
corporate lending due to drawdowns against UK Government lending
schemes in response to COVID-19 and £12.5 billion higher volume of
reverse repos.

Amounts due from holding companies and fellow subsidiaries
decreased by £0.5 billion to £3.3 billion, compared with £3.8 billion at
31 December 2019, reflecting a decrease of inter company balances
with entities outside the ring-fenced bank.

Other financial assets decreased by £3.0 billion to £38.0 billion,
primarily reflecting the net impact of sales, maturities and purchases of
bonds which form part of the treasury liquidity portfolio.

Other assets decreased by £0.3 billion to £7.0 billion, reflecting

decreased tangible assets due to the ongoing optimisation of the
property portfolio.
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Bank deposits decreased by £0.6 billion to £14.9 billion, driven by a
net £5.0 billion repayment of the TFS / TFSME facilities, partially offset
by an increase in repos of £4.1 billion and additional third party
deposits of £0.3 billion.

Customer deposits increased by £51.5 billion to £293.6 billion, as
customers sought to retain liquidity and reduced spending in response
to COVID-19.

Amounts due to holding companies and fellow subsidiaries increased
by £16.1 billion to £37.6 billion, compared with £21.4 billion at 31
December 2019, primarily due to a £14.0 billion cash transfer from
RBS plc.

Derivative liabilities increased by £1.7 billion to £6.6 billion, compared
with £4.9 billion at 31 December 2019, due to the valuation of
derivative products used to hedge the liquidity portfolio, driven by
floating rate decreases.

Other financial liabilities increased by £2.1 billion to £10.4 billion,
compared with £8.3 billion at 31 December 2019, driven by £3.1 billion
payable to Metro Bank plc for the acquisition of its mortgage book in
December 2020 and £1.7 billion of commercial paper issuances, offset
by a £2.9 billion decrease due to maturity of covered bonds.

Total equity increased by £0.2 billion to £19.9 billion, compared with
£19.7 billion at 31 December 2019. The increase reflects attributable
profit for 2020, partially offset by lower cash flow hedge reserves of
£0.2 billion and lower merger reserves of £0.2 billion.
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Presentation of information

Where indicated by a bracket in the margins, certain information in the
Risk and capital management section (pages 11 to 73) is within the
scope of the Independent auditor’s report. Risk and capital
management is generally conducted on an overall basis within
NatWest Group such that common policies, procedures, frameworks
and models apply across NatWest Group. Therefore, for the most part,
discussion on these qualitative aspects reflects those in NatWest
Group as relevant for the businesses and operations in NWB Group.

Update on COVID-19

The unprecedented challenge posed by the global pandemic — for
families, businesses and governments around the world — also led to a
number of significant risk management challenges. NWB Group
remained committed to supporting its customers while operating safely
and soundly in line with its strategic objectives. Most notably, the credit
risk profile was heightened due to deteriorating economic conditions.
NWB Group provided a significant level of payment holidays during the
crisis, and facilitated a high volume of loans through the UK
government CBILS, CLBILS and BBLS initiatives. This is detailed in
the Credit risk section.

In addition, NWB Group’s operational risk profile became heightened
due to the need to adapt working methods and practices to large-scale
working from home and the requirement to respond to the crisis — and
provide customer support — at pace.

As a result of its strong balance sheet and prudent approach to risk
management, NWB Group remains well placed to withstand the
impacts of the pandemic as well as providing support to customers
when they need it most.
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Risk management framework

Introduction

NWB Group operates under NatWest Group’s enterprise wide risk
management framework, which is centred around the embedding of a
strong risk culture. The framework ensures the governance,
capabilities and methods are in place to facilitate risk management
and decision-making across the organisation.

The framework ensures that NWB Group’s principal risks — which are
detailed in this section — are appropriately controlled and managed. In
addition, there is a process to identify and manage top risks, which are
those which could have a significant negative impact on NWB Group’s
ability to meet its strategic objectives. A complementary process
operates to identify emerging risks. Both top and emerging risks are
reported to the Board on a regular basis alongside reporting on the
principal risks.

Risk appetite, supported by a robust set of principles, policies and
practices, defines the levels of tolerance for a variety of risks and
provides a structured approach to risk-taking within agreed
boundaries.

All NWB Group colleagues share ownership of the way risk is
managed, working together to make sure business activities and
policies are consistent with risk appetite.

The methodology for setting, governing and embedding risk appetite is
being further enhanced with the aim of revising current risk appetite
processes and increasing alignment with strategic planning and
external threat assessments.

Culture

Culture is at the centre of both the risk management framework and
risk management practice. NatWest Group’s risk culture target is to
make risk part of the way employees work and think.

A focus on leaders as role models, and action to build clarity, develop
capability and motivate employees to reach the required standards of
behaviour are key to achieving the risk culture target. Colleagues are
expected to:

® Take personal responsibility for understanding and proactively
managing the risks associated with individual roles.

Respect risk management and the part it plays in daily work.
Understand the risks associated with individual roles.

Align decision-making to NatWest Group’s risk appetite.
Consider risk in all actions and decisions.

Escalate risks and issues early; taking action to mitigate risks and
learning from mistakes and near-misses.

® Challenge others’ attitudes, ideas and actions.
® Report and communicate risks transparently.

The target risk culture behaviours are embedded in Our Standards and
are clearly aligned to the core values of “serving customers”, “working
together”, “doing the right thing” and “thinking long term”. These act as
an effective basis for a strong risk culture because Our Standards are

used for performance management, recruitment and development.

Training

A wide range of learning, both technical and behavioural, is offered
across the risk disciplines. This training can be mandatory, role-
specific or for personal development and enables colleagues to
develop the capabilities and confidence to manage risk effectively.

Our Code

NatWest Group’s conduct guidance, Our Code, provides direction on
expected behaviour and sets out the standards of conduct that support
the values. The code explains the effect of decisions that are taken
and describes the principles that must be followed.

These principles cover conduct-related issues as well as wider
business activities. They focus on desired outcomes, with practical
guidelines to align the values with commercial strategy and actions.
The embedding of these principles facilitates sound decision-making
and a clear focus on good customer outcomes.

If conduct falls short of NatWest Group’s required standards, the
accountability review process is used to assess how this should be
reflected in pay outcomes for those individuals concerned. The
NatWest Group-wide remuneration policy ensures that the
remuneration arrangements for all employees reflect the principles and
standards prescribed by the PRA rulebook and the FCA handbook.
Any employee falling short of the expected standards would also be
subject to internal disciplinary policies and procedures. If appropriate,
the relevant authority would be notified.
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Risk management framework continued

Governance

Committee structure
The diagram shows NWB Group’s risk committee structure in 2020 and the main purposes of each committee.

NWB Plc Board
Considers material risks and approves, as appropriate, actions recommended by the Board Risk Committee. Monitors

performance against risk appetite. Reviews and approves risk appetite measures for capital adequacy, liquidity & funding,

earnings volatility, cyber security and strategic and operational resilience.

Board Risk
Committee
Provides oversight and advice
to the Board on current and
future risk exposures, future
risk profile and risk appetite.
Oversees the effectiveness of
the risk management
framework within NWB Plc and
(with the Audit Committee) the
system of internal controls
required to manage risk.

Executive Risk
Committee®
Supports the CEO in

Audit Committee

Assists the Board in carrying
out its accounting, internal
control and financial reporting
responsibilities. Reviews the
effectiveness of the system of
internal controls relating to
financial management and
compliance with financial
reporting, asset safeguarding
and accounting laws.

reviewing and challenging all
material risk and control
matters. Approves the risk
management framework and
oversees its implementation.
Reviews and recommends
the cascade of
material risk appetite to

Executive Committee®

Supports the CEO in discharging
her individual accountabilities,
reflecting the authority delegated
to her by the NWB PIc Board.
Reviews, challenges and
debates all aspects of NWB Plc,
including strategic, financial,
capital, risk and operational
issues. Supports the CEO in
forming recommendations to the

Asset & Liability
Management Committee®

Supports the CFO in overseeing
the effective management of
NWB PIc’s current and future
balance sheets, ensuring they
operate within risk appetite,

policies and chosen
business strategy as well as
comply with regulatory and

subsidiary businesses. legal requirements.

Board and committees.

Business and function risk committees

Risk committees review and monitor all risks, providing guidance,
recommendations and decisions on risks affecting the businesses and functions.

Notes:

(1)
2
@)
(4)
®)

(6)

The NatWest Group Chief Executive Officer also performs the role of NWB Plc Chief Executive Officer.

The NatWest Group Chief Risk Officer also performs the role of NWB Plc Chief Risk Officer.

The NatWest Group Chief Financial Officer also performs the role of NWB Plc Chief Financial Officer.

The Executive Risk Committee is chaired by the NWB Plc Chief Executive Officer and supports her in discharging risk management accountabilities.

The Executive Committee is chaired by the NWB Plc Chief Executive Officer and supports her in discharging her individual accountabilities in accordance
with the authority delegated to her by the NWB Plc Board.

The Asset & Liability Management Committee is chaired by the NWB Plc Chief Financial Officer and supports her in discharging her individual accountabilities
relating to treasury and balance sheet management.
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Risk management framework continued
Risk management structure

The diagram shows NWB Group’s risk management structure in 2020 and key risk management responsibilities.

Director of Risk, Retail Banking
Design and delivery of Retail Banking risk strategy and service proposition. Oversight of
— risk management across Retail Banking. Supports the Ringfenced DINEDs(" through the
identification, documentation, resolution and escalation of any potential ring-fencing conflicts
of interest relating to decisions made by the Ringfenced and Group Chief Risk Officer.

Director of Risk, Commercial Banking
Design and delivery of Commercial Banking risk strategy and service proposition.
Oversight of risk management across Commercial Banking.
NatWest Group Design and delivery of Restructuring strategy and service proposition.

Chief Executive Officer

Chief Risk Officer, Coutts & Company
— Design and delivery of the Coutts & Company risk strategy and service proposition.
Oversight of risk management (including Compliance) across Coutts & Company.

Chief Executive Officer

Chief Operating Officer
Centralised support for the risk management function and model risk oversight.

Director of Financial & Strategic Risk
— Centralised oversight of financial and strategic risks across NWB, specialist advice
on top and emerging risks and responsibility for model development.

NatWest Group _ _ —
Chief Risk Officer Director of Non-Financial Risk

Centralised oversight of non-financial risk across NWB, including framework design
I and development. Provides specialist advice on risk culture and risk appetite
matters to the Directors of Risk responsible for business oversight.

NWB
Chief Risk Officer

Director of Compliance & Conduct
Design and delivery of compliance & conduct strategy and service
proposition. Provides specialist technical advice to the Directors of Risk
responsible for business oversight.

Director, Financial Crime Risk NatWest Holdings
Design and delivery of financial crime strategy and service proposition, oversight of
financial crime risk management. Provides specialist technical advice to the
Directors of Risk responsible for business oversight.

Notes:

(1) Double Independent Non-Executive Directors.

(2) The NatWest Group Chief Executive Officer also performs the role of NWB Chief Executive Officer.

(3) The NatWest Group Chief Risk Officer also performs the role of NWB Chief Risk Officer.

(4) The NWB Chief Risk Officer reports directly to the NWB Chief Executive Officer. There is a further secondary reporting line to the chair of the Board Risk
Committee and a right of access to the Committee, including the deputy chair.

(5) The Risk function is independent of the customer-facing franchises and support functions. Its structure is divided into three parts (Directors of Risk, Specialist
Risk Directors and Chief Operating Officer) to facilitate effective management of the risks facing NWB. Risk committees in the customer businesses and key
functional risk committees oversee risk exposures arising from management and business activities and focus on ensuring that these are adequately monitored
and controlled. The directors of Risk (Retail Banking; Commercial Banking; Financial & Strategic Risk; Non-Financial Risk and Compliance & Conduct) as well
as the Director, Financial Crime Risk NatWest Holdings; the Chief Risk Officer, Coutts & Company and the Chief Operating Officer report to the NWB Chief Risk
Officer.
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Risk management framework continued

Three lines of defence

NatWest Group uses the industry-standard three lines of defence
model to articulate accountabilities and responsibilities for managing
risk. It supports the embedding of effective risk management
throughout the organisation. All roles below the CEO sit within one of
these three lines. The CEO ensures the efficient use of resources and
the effective management of risks as stipulated in the risk
management framework and is therefore considered to be outside the
three lines of defence principles.

First line of defence

The first line of defence incorporates most roles in NatWest Group,
including those in the customer-facing franchises, Technology and
Services as well as support functions such as Human Resources,
Legal and Finance.

e The first line of defence is empowered to take risks within the
constraints of the risk management framework and policies as well
as the risk appetite statements and measures set by the Board.

The first line of defence is responsible for managing its direct risks.
With the support of specialist functions such as Legal, HR and
Technology, it is also responsible for managing its consequential
risks by identifying, assessing, mitigating, monitoring and reporting
risks.

Second line of defence
The second line of defence comprises the Risk function and is
independent of the first line.

e The second line of defence is empowered to design and maintain
the risk management framework and its components. It undertakes
proactive risk oversight and continuous monitoring activities to
confirm that NatWest Group engages in permissible and
sustainable risk-taking activities.

The second line of defence advises on, monitors, challenges,
approves, escalates and reports on the risk-taking activities of the
first line, ensuring that these are within the constraints of the risk
management framework and policies as well as the risk appetite
statements and measures set by the Board.

Third line of defence
The third line of defence is the Internal Audit function and is
independent of the first and second lines.

e The third line of defence is responsible for providing independent
and objective assurance to the Board, its subsidiary legal entity
boards and executive management on the adequacy and
effectiveness of key internal controls, governance and the risk
management in place to monitor, manage and mitigate the key
risks to NatWest Group and its subsidiary companies achieving
their objectives.

The third line of defence executes its duties freely and objectively
in accordance with the Institute of Internal Auditors’ Code of Ethics
& Standards.

Risk appetite

Risk appetite defines the level and types of risk NWB Group is willing
to accept, within risk capacity, in order to achieve strategic objectives
and business plans. It links the goals and priorities to risk management
in a way that guides and empowers staff to serve customers well and
achieve financial targets.

Strategic risks are those that threaten the safety and soundness of
NWB Group or its ability to achieve strategic objectives. For certain
strategic risks, risk capacity defines the maximum level of risk NWB
Group can assume before breaching constraints determined by
regulatory capital and liquidity requirements, the operational
environment, and from a conduct perspective. Establishing risk
capacity helps determine where risk appetite should be set, ensuring
there is a buffer between internal risk appetite and NWB Group’s
ultimate capacity to absorb losses.
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Risk appetite framework

The risk appetite framework bolsters effective risk management by
promoting sound risk-taking through a structured approach, within
agreed boundaries. It also ensures emerging risks and risk-taking
activities that might be out of appetite are identified, assessed,
escalated and addressed in a timely manner.

To facilitate this, a detailed annual review of the framework is carried
out. The review includes:

® Assessing the adequacy of the framework when compared to
internal and external expectations.

Ensuring the framework remains effective and acts as a strong
control environment for risk appetite.

Assessing the level of embedding of risk appetite across the
organisation.

The NatWest Group Board approves the risk appetite framework
annually.

Establishing risk appetite

In line with NatWest Group’s risk appetite framework, risk appetite is
maintained across NWB Group through risk appetite statements. The
risk appetite statements provide clarity on the scale and type of
activities that can be undertaken in a manner that is easily conveyed to
staff.

Risk appetite statements consist of qualitative statements of appetite
supported by risk limits and triggers that operate as a defence against
excessive risk-taking. They are established at NatWest Group-wide
level for all strategic risks and material risks, and at legal entity,
business, and function level for all other risks.

The annual process of establishing risk appetite statements is
completed alongside the business and financial planning process. This
ensures plans and risk appetite are appropriately aligned. The Board
sets risk appetite for the most material risks to help ensure NWB
Group is well placed to meet its priorities and long-term targets even in
challenging economic environments. It is the basis on which NWB
Group remains safe and sound while implementing its strategic
business objectives.

NWB Group'’s risk profile is frequently reviewed and monitored and
management focus is concentrated on all strategic risks, material risks
and emerging risk issues. Risk profile relative to risk appetite is
reported regularly to the Board and senior management.

Risk controls and their associated limits are an integral part of the risk
appetite approach and a key part of embedding risk appetite in day-to-
day risk management decisions. A clear tolerance for material risk
types is set in alignment with business activities.

NatWest Group policies directly support the qualitative aspects of risk
appetite. They ensure that appropriate controls are set and monitored.

Identification and measurement
Identification and measurement within the risk management process
comprise:

Regular assessment of the overall risk profile, incorporating market
developments and trends, as well as external and internal factors.

Monitoring of the risks associated with lending and credit
exposures.

Assessment of trading and non-trading portfolios.
Review of potential risks in new business activities and processes.

Analysis of potential risks in any complex and unusual business
transactions.

The financial and non-financial risks that NWB Group faces are
detailed in the Risk Directory. This provides a common risk language
to ensure consistent terminology is used across NWB Group. The Risk
Directory is subject to annual review. This ensures that it continues to
provide a comprehensive and meaningful list of the inherent risks
within NWB Group.
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Risk management framework continued

Mitigation

Mitigation is an important aspect of ensuring that risk profile remains
within risk appetite. Risk mitigation strategies are discussed and
agreed within NWB Group.

When evaluating possible strategies, costs and benefits, residual risks
(risks that are retained) and secondary risks (those that are due to risk
mitigation actions) are considered. Monitoring and review processes
are in place to evaluate results. Early identification, and effective
management, of changes in legislation and regulation are critical to the
successful mitigation of compliance and conduct risk. The effects of all
changes are managed to ensure the timely achievement of
compliance. Those changes assessed as having a high or medium-
high impact are managed more closely. Significant and emerging risks
that could affect future results and performance are reviewed and
monitored. Action is taken to mitigate potential risks as and when
required. Further in-depth analysis, including the stress testing of
exposures relative to the risk, is also carried out.

Testing and monitoring

Targeted credit risk, compliance & conduct risk and financial crime risk
activities are subject to testing and monitoring to confirm to both
internal and external stakeholders — including the Board, senior
management, the customer-facing businesses, Internal Audit and
NWB Group’s regulators — that policies and procedures are being
correctly implemented and operating adequately and effectively.
Selected key controls are also reviewed. Thematic reviews and deep
dives are also carried out where appropriate.

The adequacy and effectiveness of selected key controls owned and
operated by the second line of defence are also tested (with a
particular focus on credit risk controls). Selected controls within the
scope of Section 404 of the US Sarbanes-Oxley Act 2002, as well as
selected controls supporting risk data aggregation and reporting, are
also reviewed.

Anti-money laundering, sanctions, anti-bribery and corruption and tax
evasion processes and controls are also tested and monitored. This
helps provide an independent understanding of the financial crime
control environment, whether or not controls are adequate and
effective and whether financial crime risk is appropriately identified,
managed and mitigated.

The NatWest Group Risk Testing & Monitoring Forum and
methodology ensures a consistent approach to all aspects of the
second-line review activities. The forum also monitors and validates
the annual plan and ongoing programme of reviews.

Stress testing

Stress testing — capital management

Stress testing is a key risk management tool and a fundamental
component of NatWest Group’s approach to capital management. It is
used to quantify and evaluate the potential impact of specified
changes to risk factors on the financial strength of NatWest Group,
including its capital position.

Stress testing includes:

e Scenario testing, which examines the impact of a hypothetical
future state to define changes in risk factors.

e Sensitivity testing, which examines the impact of an incremental
change to one or more risk factors.
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The process for stress testing consists of four broad stages:

e |dentify NatWest Group-specific
vulnerabilities and risks.

Define e Define and calibrate scenarios to examine
scenarios risks and vulnerabilities.
e Formal governance process to agree
scenarios.
® Translate scenarios into risk drivers.
Assess ® Assess impact to current and projected P&L
impact and balance sheet.
® |mpact assessment captures input across
NatWest Group.
® Aggregate impacts into overall results.
Calculate .
e Results form part of the risk management
results and
process.
assess

Scenario results are used to inform NatWest
Group’s business and capital plans.

implications | ®

® Scenario results are analysed by subject
matter experts. Appropriate management

Develop and .
agrge actions are then developed.

management | ® Scenario results and management actions
actions are reviewed and agreed by senior

committees, including the Executive Risk
Committee, the Board Risk Committee and
the Board.

Stress testing is used widely across NatWest Group. The diagram
below summarises key areas of focus.

Assess
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performance

Contingency

planning &

management
actions

(4)
Risk
mitigation

Capital
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' Stress testing Stralegic
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planning

monitoring

Eamings
volatility

Tail risk

@)
assessment

Risk
appetite

Sector review
& credit limit
setting

Business
vulnerabilities
analysis

Specific areas that involve capital management include:

e Strategic financial and capital planning — by assessing the impact
of sensitivities and scenarios on the capital plan and capital ratios.

® Risk appetite — by gaining a better understanding of the drivers of,
and the underlying risks associated with, risk appetite.

® Risk monitoring — by monitoring the risks and horizon scanning
events that could potentially affect NatWest Group’s financial
strength and capital position.

e Risk mitigation — by identifying actions to mitigate risks, or those
that could be taken, in the event of adverse changes to the
business or economic environment. Key risk mitigating actions are
documented in NatWest Group’s recovery plan.

15



Risk and capital management

Risk management framework continued

Capital sufficiency — going concern forward-looking view

Going concern capital requirements are examined on a forward-
looking basis — including as part of the annual budgeting process — by
assessing the resilience of capital adequacy and leverage ratios under
hypothetical future states. These assessments include assumptions
about regulatory and accounting factors (such as IFRS 9). They are
linked to economic variables and impairments and seek to
demonstrate that NatWest Group and its operating subsidiaries
maintain sufficient capital. A range of future states are tested. In
particular, capital requirements are assessed:

e Based on a forecast of future business performance, given
expectations of economic and market conditions over the forecast
period.

e Based on a forecast of future business performance under adverse
economic and market conditions over the forecast period.
Scenarios of different severity may be examined.

The examination of capital requirements under normal economic and
adverse market conditions enables NatWest Group to determine
whether its projected business performance meets internal and
regulatory capital requirements.

The examination of capital requirements under adverse economic and
market conditions is assessed through stress testing. The results of
stress tests are not only used widely across NatWest Group but also
by the regulators to set specific capital buffers. NatWest Group takes
part in stress tests run by regulatory authorities to test industry-wide
vulnerabilities under crystallising global and domestic systemic risks.

Stress and peak-to-trough movements are used to help assess the
amount of capital NatWest Group needs to hold in stress conditions in
accordance with the capital risk appetite framework.

Internal assessment of capital adequacy

An internal assessment of material risks is carried out annually to
enable an evaluation of the amount, type and distribution of capital
required to cover these risks. This is referred to as the Internal Capital
Adequacy Assessment Process (ICAAP). The ICAAP consists of a
point-in-time assessment of exposures and risks at the end of the
financial year together with a forward-looking stress capital
assessment. The ICAAP is approved by the Board and submitted to
the PRA.

The ICAAP is used to form a view of capital adequacy separately to
the minimum regulatory requirements. The ICAAP is used by the PRA
to assess NatWest Group’s specific capital requirements through the
Pillar 2 framework.

Capital allocation

NatWest Group has mechanisms to allocate capital across its legal
entities and businesses. These aim to optimise the use of capital
resources taking into account applicable regulatory requirements,
strategic and business objectives and risk appetite. The framework for
allocating capital is approved by the Asset & Liability Management
Committee.

Governance

Capital management is subject to substantial review and governance.
The Board approves the capital plans, including those for key legal
entities and businesses as well as the results of the stress tests
relating to those capital plans.
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Stress testing — liquidity

Liquidity risk monitoring and contingency planning

A suite of tools is used to monitor, limit and stress test the risks on the
balance sheet. Limit frameworks are in place to control the level of
liquidity risk, asset and liability mismatches and funding
concentrations. Liquidity risks are reviewed at significant legal entity
and business levels daily, with performance reported to the Asset &
Liability Management Committee on a regular basis. Liquidity
Condition Indicators are monitored daily. This ensures any build-up of
stress is detected early and the response escalated appropriately
through recovery planning.

Internal assessment of liquidity

Under the liquidity risk management framework, NatWest Group
maintains the Individual Liquidity Adequacy Assessment Process. This
includes assessment of net stressed liquidity outflows under a range of
severe but plausible stress scenarios. Each scenario evaluates either
an idiosyncratic, market-wide or combined stress event as described in
the table below.

Type Description

The market perceives NatWest Group to be suffering

Idiosyncratic ~ from a severe stress event, which results in an

scenario immediate assumption of increased credit risk or
concerns over solvency.
A market stress event affecting all participants in a
) market through contagion, potential counterparty
Market—wlde failure and other market risks. NatWest Group is
scenario . .
affected under this scenario but no more severely
than any other participants with equivalent exposure.
This scenario models the combined impact of an
Combined idiosyncratic and market stress occurring at once,
scenario severely affecting funding markets and the liquidity of

some assets.

NatWest Group uses the most severe outcome to set the internal
stress testing scenario which underpins its internal liquidity risk
appetite. This complements the regulatory liquidity coverage ratio
requirement.

Stress testing — recovery and resolution planning

The NatWest Group recovery plan explains how NatWest Group and
its subsidiaries — as a consolidated group — would identify and respond
to a financial stress event and restore its financial position so that it
remains viable on an ongoing basis.

The recovery plan ensures risks that could delay the implementation of
a recovery strategy are highlighted and preparations are made to
minimise the impact of these risks. Preparations include:

e Developing a series of recovery indicators to provide early warning
of potential stress events.

e Clarifying roles, responsibilities and escalation routes to minimise
uncertainty or delay.

e Developing a recovery playbook to provide a concise description of
the actions required during recovery.

e Detailing a range of options to address different stress conditions.

® Appointing dedicated option owners to reduce the risk of delay and
capacity concerns.

The plan is intended to enable NatWest Group to maintain critical
services and products it provides to its customers, maintain its core
business lines and operate within risk appetite while restoring NatWest
Group’s financial condition. It is assessed for appropriateness on an
ongoing basis and is updated annually. The plan is reviewed and
approved by the Board prior to submission to the PRA each year.
Individual recovery plans are also prepared for NatWest Holdings
Limited, NatWest Markets Plc, RBS International (Holdings) Limited,
Ulster Bank Ireland DAC and NatWest Markets N.V.. These plans
detail the recovery options, recovery indicators and escalation routes
for each entity.
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Risk management framework continued

Fire drill simulations of possible recovery events are used to test the
effectiveness of NatWest Group and individual legal entity recovery
plans. The fire drills are designed to replicate possible financial stress
conditions and allow senior management to rehearse the responses
and decisions that may be required in an actual stress. The results and
lessons learnt from the fire drills are used to enhance NatWest
Group’s approach to recovery planning.

Under the resolution assessment part of the PRA rulebook, NatWest
Group is required to carry out an assessment of its preparations for
resolution, submit a report of the assessment to the PRA and publish a
summary of this report.

Resolution would be implemented if NatWest Group was assessed by
the UK authorities to have failed and the appropriate regulator put it
into resolution. The process of resolution is owned and implemented
by the Bank of England (as the UK resolution authority). A multi-year
programme is in place to further develop resolution capability in line
with regulatory requirements.

Stress testing — climate

NatWest Group will be carrying out climate scenario and stress-testing
analysis as part of the Bank of England’s 2021 biennial exploratory
scenario. The exercise will explore three distinct climate scenarios
over a 30 year horizon to test the financial system’s resilience to
climate-related risks.

NatWest Group is also participating in the United Nations Environment
Programme Finance Initiative focusing on analysis of how physical and
transition risks could affect the agriculture and real estate sectors.

Stress testing — market risk

Non-traded market risk

Non-traded exposures are reported to the PRA on a quarterly basis as
part of the Stress Testing Data Framework. This provides the regulator
with an overview of NatWest Group’s banking book interest rate
exposure. The report includes detailed product information analysed
by interest rate driver and other characteristics, including accounting
classification, currency and counterparty type.

Scenario analysis based on hypothetical adverse scenarios is
performed on non-traded exposures as part of the Bank of England
and European Banking Authority stress exercises. NatWest Group
also produces an internal scenario analysis as part of its financial
planning cycles.

Non-traded exposures are capitalised through the ICAAP. This covers
gap risk, basis risk, credit spread risk, pipeline risk, structural foreign
exchange risk, prepayment risk, equity risk and accounting volatility
risk. The ICAAP is completed with a combination of value and
earnings measures. The total non-traded market risk capital
requirement is determined by adding the different charges for each
sub risk type. The ICAAP methodology captures at least ten years of
historical volatility, produced with a 99% confidence level.
Methodologies are reviewed by NatWest Group Model Risk and the
results are approved by the NatWest Group Technical Asset & Liability
Management Committee.

Non-traded market risk stress results are combined with those for
other risks into the capital plan presented to the Board. The cross-risk
capital planning process is conducted once a year, with a planning
horizon of five years. The scenario narratives cover both regulatory
scenarios and macroeconomic scenarios identified by NatWest Group.

Vulnerability-based stress testing begins with the analysis of a portfolio
and expresses its key vulnerabilities in terms of plausible, vulnerability
scenarios under which the portfolio would suffer material losses.
These scenarios can be historical, macroeconomic or forward-
looking/hypothetical. Vulnerability-based stress testing is used for
internal management information and is not subject to limits. The
results for relevant scenarios are reported to senior management.
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Internal scenarios

During 2020, NatWest Group continuously refined and reviewed a

series of internal scenarios — benchmarked against the Bank of

England’s illustrative scenario — as the impact of COVID-19 evolved,

including actual and potential effects on economic fundamentals.

These scenarios included:

® The impact of travel restrictions, social distancing policies, self-
isolation and sickness on GDP, employment and consumer
spending.

® The impacts on business investment in critical sectors.

e The effect on house prices, commercial real estate values and
major project finance.

e The effect of government interventions such as the Job Retention
Scheme and the Coronavirus Business Interruption Loan Scheme.

Applying the macro-scenarios to NatWest Group’s earnings, capital,
liquidity and funding positions did not result in a breach of any
regulatory thresholds.

Regulatory stress testing

NatWest Group has participated in the regulatory stress tests
conducted annually by the Bank of England and biennially by the
European Banking Authority (EBA). The results of these regulatory
stress tests are carefully assessed and form part of the wider risk
management of NatWest Group. However, in 2020 due to the impacts
of COVID-19, the Bank of England and the EBA suspended their
stress tests. Following the UK’s exit from the European Union on 31
December 2020, only relevant European subsidiaries of NatWest
Group will take part in the EBA tests going forward. NatWest Group
itself will not participate.
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_Credit risk

Definition

Credit risk is the risk that customers and counterparties fail to meet
L_their contractual obligation to settle outstanding amounts.

["Sources of risk

The principal sources of credit risk for NWB Group are lending and
related undrawn commitments. Derivatives and securities financing
and debt securities are also a source of credit risk, primarily related to
Treasury activities for NWB Group. NWB Group is also exposed to
settlement risk through foreign exchange and payments activities.

Governance
The Credit Risk function provides oversight of frontline credit risk
management activities. Governance activities include:

e Defining credit risk appetite for the management of concentration
risk and credit policy to establish the key causes of risk in the
process of providing credit and the controls that must be in place to
mitigate them.

® Approving and monitoring credit limits.

e Oversight of the first line of defence to ensure that credit risk
remains within the appetite set by the Board and that controls are
being operated adequately and effectively.

e Assessing the adequacy of expected credit loss (ECL) provisions
including approving any necessary in-model and post model
adjustments through the Provisions Committee.

Risk appetite

Credit risk appetite aligns to the strategic risk appetite set by the Board
and is set and monitored through risk appetite frameworks tailored to
the Group’s Personal and Wholesale segments.

Personal

The Personal credit risk appetite framework sets limits that measure
and control the quality and concentration of both existing and new
business for each relevant business segment. The actual performance
of each portfolio is tracked relative to these limits and management
action is taken where necessary. The limits apply to a range of credit
risk-related measures including expected loss at both portfolio and
product level, projected credit default rates across products and the
loan-to-value (LTV) ratio of the mortgage portfolios.

Wholesale

For Wholesale credit, the framework has been designed to reflect
factors that influence the ability to operate within risk appetite. Tools
such as stress testing and economic capital are used to measure
credit risk volatility and develop links between the framework and risk
appetite limits.

Four formal frameworks are used, classifying, measuring and
monitoring credit risk exposure across single name, sector and country
concentrations and product and asset classes with heightened risk
characteristics.

The framework is supported by a suite of transactional acceptance
standards that set out the risk parameters within which businesses
should operate.

Credit policy standards are in place for both the Wholesale and
Personal portfolios. They are expressed as a set of mandatory
_controls.

Identification and measurement

Credit stewardship

Risks are identified through relationship management and credit
stewardship of customers and portfolios. Credit risk stewardship takes
place throughout the customer relationship, beginning with the initial
approval. It includes the application of credit assessment standards,
credit risk mitigation and collateral, ensuring that credit documentation
is complete and appropriate, carrying out regular portfolio or customer
reviews and problem debt identification and management. Additional
stewardship measures were put in place in response to COVID-19.
Refer to the Impact of COVID-19 section for further details.
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Asset quality

All credit grades map to an asset quality (AQ) scale, used for financial
reporting. Performing loans are defined as AQ1-AQ9 (where the
probability of default (PD) is less than 100%) and defaulted non-
performing loans as AQ10 or Stage 3 under IFRS 9 (where the PD is
100%). Loans are defined as defaulted when the payment status
becomes 90 days past due, or earlier if there is clear evidence that the
borrower is unlikely to repay, for example bankruptcy or insolvency.

Counterparty credit risk
Counterparty credit risk arises from the obligations of customers under
derivative and securities financing transactions.

NWB Group mitigates counterparty credit risk through collateralisation
and netting agreements, which allow amounts owed by NWB Group to
a counterparty to be netted against amounts the counterparty owes
NWB Group.

Mitigation

Mitigation techniques, as set out in the appropriate credit policies and
transactional acceptance standards, are used in the management of
credit portfolios across NWB Group. These techniques mitigate credit
concentrations in relation to an individual customer, a borrower group
or a collection of related borrowers. Where possible, customer credit
balances are netted against obligations. Mitigation tools can include
structuring a security interest in a physical or financial asset, the use of
credit derivatives including credit default swaps, credit-linked debt
instruments and securitisation structures, and the use of guarantees
and similar instruments (for example, credit insurance) from related
and third parties. Property is used to mitigate credit risk across a
number of portfolios, in particular residential mortgage lending and
commercial real estate (CRE).

The valuation methodologies for collateral in the form of residential
mortgage property and CRE are detailed below.

Residential mortgages — NWB Group takes collateral in the form of
residential property to mitigate the credit risk arising from mortgages.
NWB Group values residential property during the loan underwriting
process by either appraising properties individually or valuing them
collectively using statistically valid models. NWB Group updates
residential property values quarterly using the Office for National
Statistics House Price Index.

The current indexed value of the property is a component of the ECL
provisioning calculation.

Commercial real estate valuations — NWB Group has a panel of
chartered surveying firms that cover the spectrum of geography and
property sectors in which NWB Group takes collateral. Suitable valuers
for particular assets are contracted through a single service agreement
to ensure consistency of quality and advice. Valuations are generally
commissioned when an asset is taken as security; a material increase
in a facility is requested; or a default event is anticipated or has
occurred. In the UK, an independent third-party market indexation is
applied to update external valuations once they are more than a year
old and every three years a formal independent valuation is
commissioned.

Assessment and monitoring

Practices for credit stewardship — including credit assessment,
approval and monitoring as well as the identification and management
of problem debts — differ between the Personal and Wholesale
portfolios.

Personal

Personal customers are served through a lending approach that
entails offering a large number of small-value loans. To ensure that
these lending decisions are made consistently, NWB Group analyses
internal credit information as well as external data supplied by credit
reference agencies (including historical debt servicing behaviour of
customers with respect to both NWB Group and other lenders). NWB
Group then sets its lending rules accordingly, developing different
rules for different products.
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Credit risk continued

The process is then largely automated, with each customer receiving
an individual credit score that reflects both internal and external
behaviours and this score is compared with the lending rules set. For
relatively high-value, complex personal loans, including some
residential mortgage lending, specialist credit managers make the final
lending decisions. These decisions are made within specified
delegated authority limits that are issued dependent on the experience
of the individual.

Underwriting standards and portfolio performance are monitored on an
ongoing basis to ensure they remain adequate in the current market
environment and are not weakened materially to sustain growth.

Wholesale

Wholesale customers — including corporates, banks and other financial
institutions — are grouped by industry sectors and geography as well
as by product/asset class and are managed on an individual basis.
Customers are aggregated as a single risk when sufficiently
interconnected.

A credit assessment is carried out before credit facilities are made
available to customers. The assessment process is dependent on the
complexity of the transaction. Credit approvals are subject to
environmental, social and governance risk policies which restrict
exposure to certain highly carbon intensive industries as well as those
with potentially heightened reputational impacts.

For lower risk transactions below specific thresholds, credit decisions
can be approved through self-sanctioning within the business. This
process is facilitated through an auto-decision making system, which
utilises scorecards, strategies and policy rules. Such credit decisions
must be within the approval authority of the relevant business
sanctioner.

For all other transactions credit is only granted to customers following
joint approval by an approver from the business and the credit risk
function or by two credit officers. The joint business and credit
approvers act within a delegated approval authority under the
Wholesale Credit Authorities Framework Policy. The level of delegated
authority held by approvers is dependent on their experience and
expertise with only a small number of senior executives holding the
highest approval authority. Both business and credit approvers are
accountable for the quality of each decision taken, although the credit
risk approver holds ultimate sanctioning authority.

Transactional acceptance standards provide detailed transactional
lending and risk acceptance metrics and structuring guidance. As
such, these standards provide a mechanism to manage risk appetite at
the customer/transaction level and are supplementary to the
established credit risk appetite.

Credit grades (PD) and loss given default (LGD) are reviewed and, if
appropriate, re-approved annually. The review process assesses
borrower performance, including reconfirmation or adjustment of risk
parameter estimates; the adequacy of security; compliance with terms
and conditions; and refinancing risk.

Problem debt management

Personal

Early problem identification

Pre-emptive triggers are in place to help identify customers that may
be at risk of being in financial difficulty. These triggers are both
internal, using NWB Group’s data, and external using information from
credit reference agencies. Proactive contact is then made with the
customer to establish if they require help with managing their finances.
By adopting this approach, the aim is to prevent a customer’s financial
position deteriorating which may then require intervention from the
Collections and Recoveries teams.
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Personal customers experiencing financial difficulty are managed by
the Collections team. If the Collections team is unable to provide
appropriate support after discussing suitable options with the
customer, management of that customer moves to the Recoveries
team. If at any point in the collections and recoveries process, the
customer is identified as being potentially vulnerable, the customer will
be separated from the regular process and supported by a specialist
team to ensure the customer receives appropriate support for their
circumstances.

Collections

When a customer exceeds an agreed limit or misses a regular monthly
payment the customer is contacted by NWB Group and requested to
remedy the position. If the situation is not regularised then, where
appropriate, the Collections team will become more fully involved and
the customer will be supported by skilled debt management staff who
endeavour to provide customers with bespoke solutions. Solutions
include short-term account restructuring, refinance loans and
forbearance which can include interest suspension and ‘breathing
space’. In the event that an affordable/sustainable agreement with a
customer cannot be reached, the debt will transition to the Recoveries
team. For provisioning purposes, under IFRS 9, exposure to
customers managed by the Collections team is categorised as Stage 2
and subject to a lifetime loss assessment, unless it is 90 days past due
or has an interest non-accrual status, in which case it is categorised as
Stage 3.

Recoveries

The Recoveries team will issue a notice of intention to default to the
customer and, if appropriate, a formal demand, while also registering
the account with credit reference agencies where appropriate.
Following this, the customer’s debt may then be placed with a third-
party debt collection agency, or alternatively a solicitor, in order to
agree an affordable repayment plan with the customer. An option that
may also be considered, is the sale of unsecured debt. Exposures
subject to formal debt recovery are defaulted and categorised as
Stage 3 impaired.

Wholesale

Early problem identification

Each segment and sector have defined early warning indicators to
identify customers experiencing financial difficulty, and to increase
monitoring if needed. Early warning indicators may be internal, such as
a customer’s bank account activity, or external, such as a publicly-
listed customer’s share price. If early warning indicators show a
customer is experiencing potential or actual difficulty, or if relationship
managers or credit officers identify other signs of financial difficulty,
they may decide to classify the customer within the Risk of Credit Loss
framework.

Risk of Credit Loss framework

The framework focuses on Wholesale customers whose credit profiles
have deteriorated materially since origination. Expert judgement is
applied by experienced credit risk officers to classify cases into
categories that reflect progressively deteriorating credit risk to NWB
Group. There are two classifications which apply to non-defaulted
customers within the framework — Heightened Monitoring and Risk of
Credit Loss. For the purposes of provisioning, all exposures subject to
the framework are categorised as Stage 2 and subject to a lifetime
loss assessment. The framework also applies to those customers that
have met NWB Group’s default criteria (AQ10 exposures). Defaulted
exposures are categorised as Stage 3 impaired for provisioning
purposes.

Heightened Monitoring customers are performing customers that have
met certain characteristics, which have led to significant credit
deterioration. Collectively, characteristics reflect circumstances that
may affect the customer’s ability to meet repayment obligations.
Characteristics include trading issues, covenant breaches, material PD
downgrades and past due facilities. Heightened Monitoring customers
require pre-emptive actions (outside the customer’s normal trading
patterns) to return or maintain their facilities within NWB Group’s
current risk appetite prior to maturity.
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Credit risk continued

Risk of Credit Loss customers are performing customers that have met
the criteria for Heightened Monitoring and also pose a risk of credit
loss to NWB Group in the next 12 months should mitigating action not
be taken or not be successful.

Once classified as either Heightened Monitoring or Risk of Credit
Loss, a number of mandatory actions are taken in accordance with
policies. Actions include a review of the customer’s credit grade,
facility and security documentation and the valuation of security.
Depending on the severity of the financial difficulty and the size of the
exposure, the customer relationship strategy is reassessed by credit
officers, by specialist credit risk or relationship management units in
the relevant business or by Restructuring.

Agreed customer management strategies are regularly monitored by
both the business and credit teams. The largest Risk of Credit Loss
exposures are regularly reviewed by a Risk of Credit Loss Committee.
The committee members are experienced credit, business and
restructuring specialists. The purpose of the committee is to review
and challenge the strategies undertaken for customers that pose the
largest risk of credit loss to NWB Group.

Appropriate corrective action is taken when circumstances emerge
that may affect the customer’s ability to service its debt (refer to
Heightened Monitoring characteristics). Corrective actions may include
granting a customer various types of concessions. Any decision to
approve a concession will be a function of specific appetite, the credit
quality of the customer, the market environment and the loan structure
and security. All customers granted forbearance are classified
Heightened Monitoring as a minimum.

Other potential outcomes of the relationship review are to: remove the
customer from the Risk of Credit Loss framework, offer additional
lending and continue monitoring, transfer the relationship to
Restructuring if appropriate, or exit the relationship.

The Risk of Credit Loss framework does not apply to problem debt
management for business banking customers. These customers are,
where necessary, managed by specialist problem debt management
teams, depending on the size of exposure or by the business banking
recoveries team where a loan has been impaired.

Restructuring

Where customers are categorised as Risk of Credit Loss, relationships
are mainly managed by the Restructuring team. The purpose of
Restructuring is to protect the NWB Group’s capital. Restructuring
does this by working with corporate and commercial customers in
financial difficulty on their restructuring and repayment strategies.
Restructuring will always aim to recover capital fairly and efficiently.

Specialists in Restructuring work with customers experiencing financial
difficulties and showing signs of financial stress. Throughout
Restructuring’s involvement, the mainstream relationship manager will
remain an integral part of the customer relationship, unless a
repayment strategy is deemed appropriate. The objective is to find a
mutually acceptable solution, including restructuring of existing
facilities, repayment or refinancing.

Where a solvent outcome is not possible, insolvency may be
considered as a last resort. However, helping the customer return to
financial health and restoring a normal banking relationship is always
the preferred outcome.

Forbearance

Forbearance takes place when a concession is made on the
contractual terms of a loan/debt in response to a customer’s financial
difficulties.

The aim of forbearance is to support and restore the customer to
financial health while minimising risk. To ensure that forbearance is
appropriate for the needs of the customer, minimum standards are
applied when assessing, recording, monitoring and reporting
forbearance.

A credit exposure may be forborne more than once, generally where a
temporary concession has been granted and circumstances warrant
another temporary or permanent revision of the loan’s terms.
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In the Personal portfolio, loans are reported as forborne until they meet
the exit criteria set out by the European Banking Authority. These
include being classified as performing for two years since the last
forbearance event, making regular repayments and the loan/debt
being less than 30 days past due. Exit criteria are not currently applied
for Wholesale portfolios.

Types of forbearance

Personal

In the Personal portfolio, forbearance may involve payment
concessions and loan rescheduling (including extensions in
contractual maturity) and capitalisation of arrears. Forbearance
support is provided for both mortgages and unsecured lending.

Wholesale

In the Wholesale portfolio, forbearance may involve covenant waivers,
amendments to margins, payment concessions and loan rescheduling
(including extensions in contractual maturity), capitalisation of arrears,
and debt forgiveness or debt-for-equity swaps.

Monitoring of forbearance

Personal

For Personal portfolios, forborne loans are separated and regularly
monitored and reported while the forbearance strategy is implemented,
until they exit forbearance.

Wholesale

In the Wholesale portfolio, customer PDs and facility LGDs are
reassessed prior to finalising any forbearance arrangement. The
ultimate outcome of a forbearance strategy is highly dependent on the
co-operation of the borrower and a viable business or repayment
outcome. Where forbearance is no longer appropriate, NWB Group will
consider other options such as the enforcement of security, insolvency
proceedings or both, although these are options of last resort.

Provisioning requirements on forbearance are detailed in the
Provisioning for forbearance section.

Impact of COVID-19

COVID-19 has necessitated various changes to the “business as
usual” credit risk management approaches set out above. Specific
adjustments made to credit risk management as a result of COVID-19
are set out below.

Risk appetite

Personal

The onset of COVID-19 resulted in a significant deterioration in the
economic outlook and consequently the credit environment. In
response, credit risk appetite was tightened including changes to credit
score acceptance thresholds and certain credit policy criteria, for
example, maximum loan-to-values on new mortgage business. The
criteria were reviewed and adapted on an ongoing basis throughout
the year.

Wholesale

At the outset of COVID-19, Wholesale Credit Risk undertook a
vulnerability assessment of sectors and conducted more frequent
monitoring of these portfolios, including sub-sector and single name
analysis. Additional oversight forums for both new and existing
customer requests linked to sector, customer viability and transaction
value were also introduced. Monitoring of government support scheme
lending, including tracking customer lending journeys to prioritise
resources, ensured customers could be supported in a timely manner.
Risk appetite limits were reduced to reflect current risks and remain
under constant review.
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Credit risk continued

Identification and measurement

Credit stewardship

Wholesale

NWB Group’s credit stewardship included carrying out regular portfolio
or customer reviews and problem debt identification and management.

In line with existing credit policy parameters, relationship managers
were able to defer annual reviews for a maximum of three months.
These deferrals were used during 2020 to provide capacity to focus on
supporting government lending scheme requests. Customer review
meetings took place virtually unless a specific customer request was
made, prior approval obtained and a risk assessment carried out.

Mitigation

Personal

During the COVID-19 lockdown from April to June in the UK, valuers
were prohibited from conducting physical property inspections. As a
result, mortgage application processing was suspended where a
physical valuation was required. Applications eligible for remote
valuations (known as desktops) and automated valuations (AVM) were
able to continue and NWB Group increased its valuation capacity to
provide an additional quality assurance benchmark for ongoing
assessment of desktop and AVM standards. Following the April to
June lockdown, the application backlog was cleared once valuers were
able to safely return to physical property inspections.

Commercial real estate valuations

Commercial property valuations were not conducted during the initial
national lockdown due to travel restrictions, during which time physical
valuations were postponed. Following this period, government
guidance across the UK nations in respect of local and national
lockdowns, confirmed that full internal property inspections could
continue subject to adopting COVID-19 secure protocols. However,
this required the full co-operation of occupiers and in addition, some
commercial premises remained closed. Due to the limitations of some
property valuations, The Royal Institute for Chartered Surveyors
introduced a Material Valuation Uncertainty Clause (MVUC) for use at
the time. There was a general lifting of the MVUC for all UK real estate
valuations in September. However, where there is still considerable
uncertainty for a location or particular sub-sector (for example, assets
valued with reference to their trading potential such as hotels), the
MVUC may still apply. This position has not changed with second
wave local or subsequent national lockdowns.

Assessment and monitoring

Personal

Reflecting the deteriorated economic outlook, underwriting standards
were tightened including additional information requirements from self-
employed applicants.

Customers requesting a COVID-19 related payment holiday were not
subject to a credit assessment for those requests.

Portfolio performance monitoring was expanded to include insight on
customers accessing payment holiday support and their performance
at the end of the payment holiday period.

Wholesale

NWB Group established guidance on credit grading in response to

COVID-19 to ensure consistent and fair outcomes for customers,

whilst appropriately reflecting the economic outlook.

e Within the Wholesale portfolio, customer credit grades were
reassessed when a request for financing was made, a scheduled
customer credit review undertaken or a material event specific to
that customer occurred.

® A request for support using one of the government-backed
COVID-19 support schemes was not, in itself, a reason for a
customer’s credit grade to be amended.

® | arge or complex customers were graded using financial
forecasts, incorporating both the effect of COVID-19 and the
estimated length of time to return to within credit appetite metrics.

e All other customers who were not subject to any wider significant
increase in credit risk (SICR) triggers and who were assessed as
having the ability in the medium-term post-COVID-19 to be viable
and meet credit appetite metrics were graded using audited
accounts.
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o NWB Group identified those customers for whom additional
borrowing would require remedial action to return to within risk
appetite over the medium term, and customers who were
exhibiting signs of financial stress before COVID-19. These
customers were graded with reference to the impact COVID-19
had on their business.

e Tailored guidance applies to financial institutions and, where
appropriate, specialist credit grading models such as CRE.

® For certain types of COVID-19 related lending under government
support schemes, notably BBLs, in line with the requirements of
those schemes, a credit assessment was not undertaken.

Within the Wholesale portfolio, additional monitoring was implemented
to identify and monitor specific sectors which had been particularly
adversely affected by COVID-19 and the use of government support
schemes.

Problem debt management

Personal

In accordance with regulatory guidance, Personal customers were
able to obtain a payment holiday of up to three months, twice, if
requested. Such payment holidays would not necessarily have been
considered forbearance (refer to Forbearance below).

In addition, NWB Group suspended new formal repossession recovery
action for Personal customers.

Wholesale

In response to COVID-19, a new framework was introduced to
categorise clients in a consistent manner across the Wholesale
portfolio, based on the impact of COVID-19 on their financial position
and outlook in relation to the sector risk appetite. This framework was
extended to all Wholesale customers and supplemented the Risk of
Credit Loss framework in assessing whether customers exhibited a
SICR, and if support was considered to be granting forbearance.
Tailored approaches were also introduced for business banking,
commercial real estate and financial institutions customers.

Forbearance

Personal

In the absence of any other forbearance or SICR triggers, customers
granted COVID-19 related payment holidays were not considered
forborne and were not subject to Collections team engagement.
However, a subset of customers who had accessed payment holiday
support, and where their risk profile was identified as relatively high
risk, were collectively migrated to Stage 2. Any support provided
beyond the completion of a second payment holiday is considered
forbearance, provided the customer’s circumstances met the
definitions for forbearance as described above.

Wholesale

Customers seeking COVID-19 related support, including payment
holidays, who were not subject to any wider SICR triggers and who
were assessed as having the ability in the medium term post-COVID-
19 to be viable and meet credit appetite metrics, were not considered
to have been granted forbearance.

ECL modelling

The unprecedented nature of COVID-19 required various interventions
in ECL modelling to ensure reasonable and supportable ECL
estimates. These are detailed in the Model monitoring and
enhancement section.

Credit grading models

Credit grading models is the collective term used to describe all
models, frameworks and methodologies used to calculate PD,
exposure at default (EAD), LGD, maturity and the production of credit
grades.

Credit grading models are designed to provide:
® An assessment of customer and transaction characteristics.
e A meaningful differentiation of credit risk.

e Accurate internal default, loss and EAD estimates that are used in
the capital calculation or wider risk management purposes.



Risk and capital management

Credit risk continued

Impairment, provisioning and write-offs

In the overall assessment of credit risk, impairment provisioning and
write-offs are used as key indicators of credit quality.

NWB Group’s IFRS 9 provisioning models, which used existing Basel
models as a starting point, incorporate term structures and forward-
looking information. Regulatory conservatism within the Basel models
has been removed as appropriate to comply with the IFRS 9
requirement for unbiased ECL estimates.

Five key areas may materially influence the measurement of credit
impairment under IFRS 9 — two of these relate to model build and
three relate to model application:

o Model build:

0 The determination of economic indicators that have most
influence on credit loss for each portfolio and the severity of
impact (this leverages existing stress testing models which are
reviewed annually).

The build of term structures to extend the determination of the
risk of loss beyond 12 months that will influence the impact of
lifetime loss for assets in Stage 2.

® Model application:

0 The assessment of the SICR and the formation of a framework
capable of consistent application.
The determination of asset lifetimes that reflect behavioural
characteristics while also representing management actions and
processes (using historical data and experience).
The choice of forward-looking economic scenarios and their
respective probability weights.

(o]

(o]

(o]

| Refer to Accounting policy 14 for further details.

IFRS 9 ECL model design principles

Modelling of ECL for IFRS 9 follows the conventional approach to
divide the problem of estimating credit losses for a given account into
its component parts of PD, LGD and EAD.

To meet IFRS 9 requirements, the PD, LGD and EAD parameters
differ from their Pillar 1 internal ratings based counterparts in the
following aspects:

Unbiased — material regulatory conservatism has been removed
from IFRS 9 parameters to produce unbiased estimates.
Point-in-time — IFRS 9 parameters reflect actual economic
conditions at the reporting date instead of long-run average or
downturn conditions.

Forward-looking — IFRS 9 PD estimates and, where appropriate,
EAD and LGD estimates reflect forward-looking economic
conditions.

Tenor — IFRS 9 PD, LGD and EAD are provided as multi-period
term structures up to exposure lifetimes instead of a fixed one-year
horizon.

IFRS 9 requires that at each reporting date, an entity shall assess
whether the credit risk on an account has increased significantly since
initial recognition. Part of this assessment requires a comparison to be
made between the current lifetime PD (i.e. the PD over the remaining
lifetime at the reporting date) with the equivalent lifetime PD as
determined at the date of initial recognition.

For assets originated before IFRS 9 was introduced, comparable

lifetime origination PDs did not exist. These have been retrospectively
created using the relevant model inputs applicable at initial recognition.
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PD estimates

Personal models

Personal PD models use the Exogenous, Maturity and Vintage (EMV)
approach to model default rates. The EMV approach separates
portfolio default risk trends into three components: vintage effects
(quality of new business over time), maturity effects (changes in risk
relating to time on book) and exogenous effects (changes in risk
relating to changes in macro-economic conditions). The EMV
methodology has been widely adopted across the industry because it
enables forward-looking economic information to be systematically
incorporated into PD estimates. However, the unprecedented nature of
COVID-19 required certain modelling interventions that are detailed in
the UK economic uncertainty section.

Wholesale models

Wholesale PD models use a point-in-time/through-the-cycle framework
to convert one-year regulatory PDs into point-in-time estimates that
accurately reflect economic conditions observed at the reporting date.
The framework utilises credit cycle indices (CCls) across a
comprehensive set of region/industry segments. Further detail on CCls
is provided in the Economic loss drivers section.

One year point-in-time PDs are subsequently extended to forward-
looking lifetime PDs using a conditional transition matrix approach and
a set of econometric models.

LGD estimates

The general approach for the IFRS 9 LGD models is to leverage
corresponding Basel LGD models with bespoke adjustments to ensure
estimates are unbiased and where relevant, forward-looking.

Personal

Forward-looking information has only been incorporated for the
secured portfolios, where changes in property prices can be readily
accommodated. Analysis has shown minimal impact of economic
conditions on LGDs for the other Personal portfolios.

Wholesale

Forward-looking economic information is incorporated into LGD
estimates using the existing CCl framework. For low default portfolios,
including sovereigns and banks, loss data is too scarce to substantiate
estimates that vary with economic conditions. Consequently, for these
portfolios, LGD estimates are assumed to be constant throughout the
projection horizon.

EAD estimates

Personal

The IFRS 9 Personal modelling approach for EAD is dependent on
product type.

® Revolving products use the existin