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Key Highlights

Continuing to build our franchises despite lower market activity levels

¢ Net lending assets grew 13% to £1,328m (2019: £1, 180m)

¢ New lending volume down 16% year on year (£591m) impacted mainly by lower market activity levels
and also tightened underwriting, but quarterly run-rate volumes back above pre-Covid levels in Q4

e Strong momentum in depth and breadth of Deposits & Savings franchise supported deposit growth
of 24% to £1,126m (2019: £904m)

e Award-winning Savings Franchise'

Delivering strong margins through disciplined pricing and cost effective funding

¢ Strong Gross Income Margin of 5.8% (2019: 6.2%).
¢ Average deposit book cost of funds 1.55% (2019: 1.80%) with new deposit cost in 2020 of 1.37% (2019: 1.82%)
¢ Strong Net Revenue Margin 4.0% (2019: 4.4%) reflecting pricing discipline and changes in lending asset mix.

Investing in our operating platform to both support customers through uncertain times and future growth

¢ Growth in HTB Team, up 10% to 242 (2019: 221), to provide additional support to existing customers facing
uncertain times and deliver growth

e Continued investment in technology to support remote working by staff and ongoing enhancement
to our delivery of customer service

¢ Cost to Asset Ratio 2.6% (2019: 2.8%), improving underlying efficiency albeit impacted by operational
responses to Covid-19, including rapid deployment of remote working by staff and additional staffing
to support customers

Impairment charges reflect the forward-looking recognition of potential credit losses under IFRS

¢ Significant increase in IFRS 9 provisions to £15.4m (2019: £4.5m) resulting in a coverage ratio of 1.2% (2019:
0.3%)

¢ Underlying credit performance remaining relatively benign with total book arrears of 29bps (2019: 38bps)
and credit loss write-offs remaining at low levels £3.8m (2019:£0.8m)

Strong capital and liquidity position providing resilience and support for future growth

¢ Strong capital position maintained with CET1 Ratio of 19% (2019: 17%) and Total Capital Ratio
of 22% (2019: 21%)

¢ Ongoing changes in portfolio mix to less capital intensive assets with RWA Density 55% (2019: 64%).
Conservative liquidity levels maintained with Liquidity Coverage Ratio of 393% (2019: 219%)

1. Feefo independently collects reviews from customers. According to Feefo, the Platinum Trusted Award is its most prestigious accolade and is awarded for maintaining
an average score of over 4.5 for three consecutive years, while collecting at least 50 reviews. HTB Savings also achieved the award for best Business Fixed Account
Provider, and HTB’s Specialist Mortgage business achieved the award for best service from a Buy to let Lender - Business Moneyfacts Awards 2020.

Definitions of key ratios are found in the glossary.
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Chairman’s Overview

Robert Sharpe

Chairman

2020 has proved to be a uniquely challenging year. It started well, as we
benefited from the strong momentum we had built up in 2019. By the end of
March, however, it became apparent that our plan for the year was no longer
valid and that we were confronting a new and terrible threat to public health
and economic growth.

Such was the speed with which the Covid-19 crisis developed, that a rapid and decisive operational response
was clearly required. HTB’s modern and flexible operating platform proved equal to the challenge. With no
significant adverse impact on operational stability, we migrated our entire workforce and all the associated
processes into a new working from home (WFH) model over the course of two weeks. At the same time, our
customer facing colleagues dealt with a large influx of enquiries from worried customers who could already see
the damage which the pandemic could and, in some cases, would do to their businesses. | am very proud of the
calm, competent and effective way in which the Bank’s management and employees set about engaging with
and supporting our customers. The care and concern which we showed to our customers during this troubled
time will be reflected, | am certain, in even higher levels of advocacy and loyalty during 2021 and beyond.

The Bank demonstrated high standards of operational resilience during 2020 but we were also pleased by the
way our loan portfolios stood up to the economic shock caused by the contraction of both commercial and
consumer activity from April onwards. Whilst the IFRS9 accounting standard required us to make significant
provisions against our loan books which encumbered much of our 2020 profits, our loan write offs remained
relatively low. We enter 2021 with a very substantial buffer of provisions against possible future credit losses.

Since 2008, our regulator, the Prudential Regulation Authority, has progressively raised standards in UK bank
solvency, liquidity and operational resilience. It is already apparent that 2020 was the year in which the value
of this huge structural recalibration and reinforcement was demonstrated. The UK banking system has,

as a result, been able to continue to provide funding and liquidity to businesses and consumers, is one

of the success stories of the Covid pandemic. HTB has played its full part.

In particular, we enjoyed strong new business growth during the second half of 2020 which has meant that,
despite the economic pressures, we grew our balance sheet again, albeit at a slower rate than the preceding
year and we enter 2021 with a very strong pipeline of new business. Whilst our underwriting is, appropriately,
more cautious at present we have capitalised on the many opportunities we have found to lend to good
customers who, like us, have proved the strength and resilience of both their strategy and business model
during 2020.
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Whilst we remain confident of a bright future for HTB, we are not complacent about the heightened
macro-economic risks which we will face during 2021 and beyond. We expect to see the range of Covid
support schemes launched by HM Government gradually withdrawn or tapered down during the coming
months. Only then, will we properly understand how much long term damage the UK economy has sustained.
At the same we will be learning to live with our new and more arms-length relationship with Europe which will
inevitably create additional headwinds for some British businesses.

Our capacity to compete successfully and to grow share in our chosen markets has never been greater. We
could not have reached this point of advantage without the wise and skilful guidance of my Board colleagues
and the unwavering commitment of our investors. | thank them all, once again, for their indispensable
contribution to the Bank’s present and future success.

In particular, | want to salute Jamie Drummond-Smith who left the Board in early 2021. Jamie became a Non-
Executive Director in 2014 and has ably chaired our Audit Committee ever since. His integrity, intelligence and
perceptive analysis have proved invaluable and we can’t thank him enough for his contribution. | am delighted
to welcome Martyn Scrivens who succeeds Jamie as our new Chair of Audit. Martyn has had a long and
distinguished career in banking, most recently with Lloyds Banking Group and Credit Suisse. My colleagues
and | are very much looking forward to working with him.

To conclude, HTB enters 2021 with its business model demonstrably valid, its capital base undamaged and its
reputation enhanced. Despite the obstacles which may lie ahead, we are well positioned to build on our success
and we will maintain our sharp focus on delivering the best possible outcomes for our customers, our
communities, our employees and our shareholders.

Robert Sharpe

Chairman
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Chief Executive’s Report

Matthew Wyles

Chief Executive

Hampshire Trust Bank Plc (HTB) faced exceptionally challenging trading
conditions during most of 2020 which will be long remembered as the
year of the pandemic. Despite the massive shock to the UK economy,
HTB demonstrated conclusively the strength and resilience of its
business model and its strategy.

As the Chairman has already highlighted in his statement, in the course of a couple of weeks during March,

we were obliged to shift all our people from their office base to working from home. This migration was
accomplished seamlessly and without any kind of disruption to customer service. As we executed this
challenging manoeuvre, our customer facing colleagues concentrated on looking after our customers,

many of whom contacted us for help and advice as they contemplated the serious threat which the pandemic
posed to their businesses and their livelihoods. At every level of seniority, HTB people demonstrated great
professionalism and a genuine commitment to the welfare of our customers whilst, in tandem, they dealt with
their own domestic Covid issues. | would like to place on record my gratitude and my appreciation of everything
that my colleagues did for the Bank and its customers during this very difficult year.

The significant investment which we had made in developing and upgrading our operating platform during
2019 was entirely vindicated and our systems proved more than equal to the logistical challenges of managing
a bank in lockdown. The marked increase in customer activity to which | have referred, led us to increase our
headcount by about 10% as we deployed more skilled people into the customer facing front line. Despite this,
our cost to asset ratio fell from 2.8% to 2.6%. We expect to be able to gradually reduce our Covid-related
operational costs during 2021.

Whilst we prudently tightened our underwriting criteria at the end of Q1, we continued to lend throughout 2020.
This activity stepped up sharply during the last four months of the year and lending assets rose 12% to £1.33bn.
Despite the headwinds, our new business volumes were only down 16% on 2019 and our new business run rate

in the last quarter of 2020 was well ahead of the corresponding period in 2019. We have adopted a cautious
approach to the Government backed loan schemes and, although we joined the Coronavirus Business
Interruption Loan Scheme (CBILS) during the year, we did not start to deploy it until early 2021.

I will again reiterate our absolute commitment to pricing discipline and our unswerving determination not

to commit capital to assets which fail to clear our minimum risk adjusted return hurdles. Whilst the Bank’s Net
Interest Margin (NIM) reduced to 4.3% (2019: 4.4%), this was exclusively attributable to a change in business mix
as our Specialist Mortgage division continued to grow strongly.
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This ongoing shift towards lower risk weighted assets (RWA) resulted in a significant reduction in the Bank’s RWA
density with the positive implications this has for the Bank’s underlying return on capital employed.

Since 2018, we have steadily grown our very successful specialist mortgage business and this comparatively low
risk lending class now comprises circa 65% (2019: 54%) of our lending assets. We have proved the important role
that HTB can play in this market and we will continue to build on our strong position whilst sticking to our
winning formula of a rigorous, analytical credit culture combined with a responsive, can-do approach to our
customers and intermediary partners. We were delighted to win the 2020 award from Business Moneyfacts for
the Best Service from a Buy to Let Lender.

Our Specialist Mortgages division experienced high demand for payment holidays following the FCA’s
announcement on the subject in March 2020. Over the course of the year we granted some degree of
forbearance to 202 accounts but, at 31 December 2020, only 15 remained in forbearance. We expect most
of these remaining cases to return to performing status during early 2021.

Clearly 2020 was a difficult year for commercial real estate (CRE), particularly retail. Having withdrawn from
CRE financing in 2018, we had an exposure of just £30m (2019: £31m) to this sector with only 1.5% of this book
(2019:1.6%) in arrears at year end.

Our well established and highly regarded residential Development Finance business concentrated on credit
stewardship during the first half of 2021. We were surprised by the strength of the housing market in the second
half of the year which was driven by the temporary reduction in Stamp Duty and the division saw a spike in
repayments as the proceeds of unit sales poured in. The result was that our portfolio was materially de-risked
by the end of 2020 but total loan balances contracted by circa £95m. The division returned decisively to new
lending from August onwards and built a very strong pipeline of deals which will draw during 2021 and 2022.

We do, however, recognise that there are risks to the downside for the housing market in 2021 and we will
continue to focus on those specific segments of the residential new build market which our credit analysis
demonstrates have strong defensive characteristics. In order to drive further risk diversification we also intend
to widen our geographical coverage by recruiting more relationship managers across England and Wales.

Turning to the asset finance market, the SME sector was severely impacted by the pandemic although the
distress was sharply skewed towards specific industry groups such as hospitality where HTB had limited
exposure. Nevertheless, circa 40% of our asset finance loan portfolio was granted some degree of forbearance
during the first half of the year although, of these cases, 96% by number had returned to performing status by
the year end. The division’s arrears position at the end of 2020 is lower than at the end of 2019. Our new lending
during 2020 was highly selective and favoured businesses which were demonstrably Covid resilient. The division’s
continued focus on specidalist lines of business paid dividends and its total book yield widened yet again to 7.23%
(2019: 6.54%)

The trading environment for UK SMEs remains extremely uncertain and we will continue to lend cautiously in the
asset finance market. Demand is muted, unsurprisingly, and the Government’s CBIL Scheme is soaking up much
of the new business which comes to market.

HTB’s deposit taking business (which remains our principal funding source) performed strongly during 2020.

Our excellent reputation in the SME market was reconfirmed when we were named the Business Moneyfacts
Best Fixed Deposit Account Provider for the fourth year running and the Moneynet Best Overall Business Savings
Provider for the third year running.
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We continued to diversify the range of customer groups whom we serve, to include medium sized corporates
and a small group of aggregator platforms. The total number of active depositors rose by 28.4% and, having
piloted ISAs in 2019, we grew the ISA portfolio by 951 % during 2020. We were delighted to win the Feefo Platinum
Trusted Service award for the second year running.

The savings market softened markedly during the year and the deposit book’s average cost reduced to 1.36%
from 1.80%. As is appropriate in troubled times, we maintained a conservative approach to liquidity with a
Liquidity Coverage Ratio of 393% (2019: 219%).

Despite the distractions caused by the Covid crisis, we sustained our multi-year change agenda and continued
to invest in the technology which has served us so well. During 2020 our investment priorities included enhanced
customer experience, lower operational risk and improved operational leverage. We launched an important
new cloud based platform for our asset finance division and we built a new broker portal for our specialist
mortgage business. We also made excellent progress in the development of our new data warehouse which

will help to underpin our data driven rationale to underwriting and risk management.

Turning to credit performance, we were generally pleased with the way our loan books stood up to the
economic shock of successive lockdowns. The forward looking nature of the IFRS9 accounting standard,
combined with increased economic uncertainty resulted in the increase of total provisions in the balance sheet
to £15.4m (2019: £4.5m) which reduced the 2020 PBT to £2.9m (2019: £13.6m) after charges of £14.7m (2019:
£3.4m) in losses and provisions. Of this, only £3.8m (2019: £1.9m) related to write-offs. As a consequence we enter
2021 with a very substantial defensive buffer equivalent to 1.2% (2019: 0.4%) of lending assets. Our total book
arrears stand at 0.29% (2019: 0.38%).

The Bank’s balance sheet remains strongly capitalised with a CET1 ratio of 19% (2019: 17%) and a Total Capital
Ratio of 22% (2019: 21%)

Turning to the future, we recognise the uncertainties around the economic climate prevailing during 2021. Based
on our current momentum and the trading conditions we are experiencing, we remain cautiously optimistic. Our
strategy, which we summarise as Excellence through Specialism, has proved to be effective and durable. We
focus with intense clarity on those clearly defined segments of our target markets where we can add value and
where we can leverage our experience, expertise, research and analysis to secure and sustain superior risk
adjusted returns. HTB’s high performance culture is underpinned by our clear, consistent strategy and a small,
high calibre workforce of specialists supported by modern, resilient and scalable technology.

Conclusion

2020 was a very tough year for all UK banks but HTB proved equal to the challenge. We were able to care for
all our existing customers by maintaining consistently high standards of service whilst continuing to grow our
business and expand our market franchise. The quality, skill and commitment of our people shone through
and our modern, flexible operating platform proved to be reliable and effective.

The pandemic and its associated consequences are by no means over, but HTB enters 2021 strongly capitalised
and well positioned. Our strong new business performance during Q4 2020 will underpin our growth during the
first half of the coming year. We have all components in place to deliver another strong performance in 2021.

b

Matthew Wyles

Chief Executive

10
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Financial and Business Review

2020 2019
£m £m
Loans and Advances to Banks 156.7 84.6
Investment Securities 201 -
Loans at fair value through profit or loss —Development Finance 504 126.5
Loans and advances to customers: 1,2771 1,053.4
Specialist Mortgages 904.8 6324
Development Finance 134 130.0
Asset Finance 174.4 200.3
Wholesale Finance 84.5 907
Other Assets 181 19.4
Total Assets 1,522.4 1,283.9
Customer deposits 1125.6 904.2
Central Bank Facilities 180.0 173.0
Tier 2 Capital 30.0 30.0
Other Liabilities 327 252
Total Liabilities 1,368.3 11324
Equity 15441 151.5
Ratios/KPIs
Risk weighted assets (“RWA”) (Em) 7251 757.4
RWA Density (RWA as % of Loans) 55% 64%
Common Equity Tier 1 capital (Em) 144.0 137.5
Tier 2 Capital (Em) 30.0 30.0
Common Equity Tier 1 Ratio 19% 17%
Total Capital Ratio 22% 21%
Leverage Ratio 10% 1%
LCR 393% 242%
Loan to deposits Ratio 118% 131%
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Liquidity

The Bank had £156. 7m (2019: £84.6m) in loans and advances to banks as at 31 December 2020. This represented
over 13% of total deposits held (2019: 9%), including high quality liquid assets of £134.8m at 31 December 2020
(2019: £77.5m), all in the form of deposits held in the Bank of England Reserve Account. For the first time the Bank
also invested in covered bonds with balances of £20.1 m as at 31 December 2020 (2019: nil). The liquidity
coverage ratio (‘LCR") was 393% (2019: 242%), substantially in excess of the minimum set by the PRA of 100%.

Loans to customers

Despite the challenges imposed by the COVID 19 pandemic net loans and advances to customers continued
to grow reaching £1,327m as at 31 December 2020 from £1, 180m as at 31 December 2019. The Bank’s principal
lending activities are as follows:

Specialist Mortgages provides various forms of mortgage loans to professional property developers and
landlords via a panel of specialist brokers. Lending comprises buy to let mortgage loans secured on residential
properties, bridging finance for property investors in the residential market, semi-commercial loans (where
the property is mainly residential housing) and commercial investment mortgages on commercial premises.
The business grew 43% from £632.5m in 2019 to £904.8m in 2020, with £310.2m of originations.

Development Finance provides finance mainly for development to well established UK SME house builders and
property developers. The business lends throughout England and Wales and is mostly sourced direct from the
market. There was a decrease in the loan book of 36% during the year from £256.5m in 2019 to £163.8m when
including loans held at fair value through profit and loss of £50.4m.

The loan book continued to experience a steady flow of maturing loans as developments are successfully
completed and marketed for sale. Repayments amounted to £259.4m in 2020 (2019: £185.7m) and new business
amounted to £171.8m (2019: £222.1m). A key focus of this business is to undertake repeat business which
comprised around 49% of business written.

Asset Finance provides small to middle ticket leasing and hire purchase secured on vehicles and business assets
for SMEs. Finance is sourced via a network of specialist finance brokers who are serviced by a regionally based
team of broker managers. Originations in the year decreased from £95.6m in 2019 to £70.1 m in 2020 due to the
challenges to SMEs posed by the COVID 19 pandemic and therefore selective lending to COVID resilient
businesses. As a result of the decrease in originations, the asset finance book has decreased by 12.9% from
£200.3m in 2019 to £174.4m in 2020.

Wholesale Finance, provides wholesale finance to non-bank small finance houses secured on the receivables
in their own loan books. The Bank employs an experienced team to undertake this specialised activity which

is direct to the customer. Loan books are routinely reviewed by an in-house team and the loan agreements
allow for defaulting underlying customer loans to be replaced with new security paper. The loan book remained
relatively stable given the economic environment, decreasing by 6.8% from £90.7m in 2019 to £84.5m in 2020
with £38.5m of new business in the year.
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Funding

The main funding for the loan books is sourced from deposits and the Bank’s loan to deposit ratio at

31 December 2020 was 118% (2019: 131 %). The Bank is predominantly funded by deposits which are serviced
by our in-house team through an online portal alongside traditional post and telephone methods.

2020 2019
£000 £000
Notice deposits 233,558 311,926
Term deposits 892,002 592,245
Total Customer Deposits 1,125,560 904,171

Deposits are sourced direct from the public and SMEs using a combination of on-line marketing and
appearance in product best buy tables.

2020 2019

£000 £000

Retail deposits 813,817 623,472
SME deposits 311,743 280,699
Total Customer Deposits 1,125,560 904,171

29

Deposits 2019

Deposits 2020
£904.2m £1,125.6m

Deposit balances increased from £904.2m in 2019 to £1, 125.6m in 2020. Customer numbers have risen from
around 17,000 at the start of the year to around 22,000 at the year end. Qualifying deposits with the Bank are
protected under the terms of the Financial Services Compensation Scheme. At 31 December 2020, 86% of
deposits with a value of £974m were protected under the Scheme.

In addition to Customer Deposits, the Bank continued to use the Bank of England’s four year TFS (Term Funding
Scheme) with drawn balances of £135m at 31 December 2020 (2019: £135m). Furthermore, drawings under the
Bank of England’s Indexed Long-Term Repo scheme (“ILTR”) as at 31 December 2020 were £45m (2019: £38m).

Capital

The Bank’s Common Equity Tier 1 (CET1) Capital comprises ordinary share capital plus share premium, fair value
through other comprehensive income reserve and retained earnings, less intangible assets. Regulatory
adjustments to CET 1 consist of Prudential Valuation Adjustments and Securitisation positions.

CET1 on a statutory basis as at 31 December 2020 was £144.0m (2019: £137.5m). The statutory CET1 ratio as at 31
December 2020 was 19% (2019: 17%). The CET1 ratio remains above our target minimum and our risk-weighted
asset (RWA) density (RWA divided by customer loans) for the Bank at 31 December 2020 was 55% (2019: 64%).
This resulted in a leverage ratio of 10% (2019: 11 %).
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Financial Review

2020 2019
£000 £000
Interest income calculated using the effective interest method 68,926 54,388
Other Interest Income 7,466 10,545
Interest Expense and similar charges (22,020) (18,694)
Net interest income 54,372 46,239
Fees and commissions income 1,548 1,500
Fees and commissions payable (784) (295)
Otherincome 3 6
Net loss on loans at fair value through profit or loss (5,369) (1,943)
Operating Income 49,770 45,507
Impairment losses (14,671) (3,375)
Administrative expenses (32,236) (28,587)
Profit before Tax 2,863 13,545
Tax (309) (2,746)
Profit for the period 2,554 10,799
Ratios
Gross Income Margin 5.8% 6.2%
Blended cost of funds (after hedging) 1.6% 1.8%
Net Interest Margin 4.3% 4.4%
Net Revenue Margin 4.0% 4.4%
Cost to Asset Ratio 2.6% 2.8%
Cost Income Ratio 60% 61%
Cost of Risk 1.60% 0.51%
Return on Required Equity (post tax) 2.8% 1.4%
Return on Equity (post tax) 17% 7.8%

1

Definitions of key ratios are found in the glossary. To provide a clear comparison between 2019 and 2020 metrics, Net Revenue Margin has been defined to exclude Fair

Value losses on Loans and Advances to customers. Cost of Risk is defined to include the Fair Value losses on Loans and Advances to customers as this best represents

the underlying asset quality.
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Operating income

Operating income, excluding the net loss on loans at fair value, increased by £7.6m to £55.1 m (2019: £47.5m).
This principally reflects the growth in average lending assets and the effect of the change in lending mix on the
Net Revenue Margin generated from those assets.

The Net Revenue Margin was 4.0% in 2020 down from 4.4% in 2019 principally driven by the change in lending
asset mix, with stronger growth in Specialist Mortgages (43% of overall loan growth) relative to Asset Finance
and Wholesale Finance (11 % decline) and Development Finance (12.8% decline).

Operating Operating
Income 2019 Income 2020

£47.5m £55.1m

Administrative expenses
In 2020, the Bank delivered strong operating jaws with an increase in operating income, excluding net loss
on loans held at fair value, of 16% compared to an increase in administrative expenses of 13%.

The main expense drivers during the year were:

e People — continued recruitment of skilled resource has been undertaken to strengthen our capabilities,
delivery and support future growth.

e Risk and compliance — during the year the Bank continued to strengthen and deepen its risk management
capabilities.

e Systems - the impact of the Bank’s continuing investment in infrastructure to drive enhanced customer
propositions, efficiency and risk management.

Impairments

The cost of risk was 1.60% (2019: 0.51%). Economic uncertainty during COVID 19 resulted in a significant increase
in credit impairment charges of 332%, £14. 7m in 2020 compared to £3.4m in 2019. Of this £10.9m (2019: £2.6m)
relates to a net increase in IFRS9 provisions with the remaining £3.8m (2019 £0.8m) relating to realised losses.

The total cost of risk of £20.1 m (2019: £5.3m) includes an additional decrease in fair value of loans held at fair
value through profit and loss of £4.4m (2019: £1.5m), and losses on hedging activity of £1.0m. Fair value of loans

is calculated using a discounted cash flow methodology and is sensitive to changes in discount rates and timing
of cash flows (refer to note 25). Adverse movements in these estimates can cause losses in the fair value, as seen
in 2020 and 2019.

The Bank’s credit appetite remains conservative, with care and diligence continuing to be exercised in loan
origination and underwriting.
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Impact of IFRS 9

The application of IFRS 9 (from 2018), introduced some changes to the measurement and classification in
respect of a portion of property development loans within our Development Finance business line. Under IAS 39,
these loans were measured at amortised cost. However, with the implementation of IFRS 9, classification was
based on both the Bank’s business model to hold financial assets in order to collect contractual cash flows and
the contractual cash flow characteristics of those financial assets.

Certain property development loans, originated prior to November 2018, have contractual features which
introduce exposure to risks or volatility. Thus, they do not give rise on specified dates, to cash flows that are
solely payments of principal and interest (“SPPI”) on the principal amount outstanding. As a result, these loans
can no longer be measured at amortised cost, instead they are measured at fair value through profit and loss
(“FVTPL). This means they are measured at fair value with no loan impairment measurement in the Statement
of Comprehensive Income.

Amortised Cost basis

For internal governance and business management purposes, the Board and Executives continue to measure
and monitor the financial performance of all lending business lines on a consistent classification and
measurement basis, this is on an ‘Amortised Cost’ basis.

For information purposes, the following tables set out the statutory financial statements’ presentation of the
numbers for 2020 and 2019 and the amortised cost presentation with the adjustments between the two bases.
Further, a table is presented on page 117 and 118 that sets out 2020 alongside 2019 on a statutory and amortised
cost bases.

This table below shows a summarised income statement and balance sheet setting out the key adjustments
to the statutory basis financial statements contained in pages 51 to 53 and the amortised cost.

2020 (£'000) 2019 (£'000)
. Amortised . Amortised

1 1
Statutory Adjustment Cost View Statutory Adjustment Cost View
Net interest income 54,372 1,625 55,997 46,239 2,846 49,085
Other Net Revenue (4,602) 3,771 (831) (732) 1,253 521
Total Revenue 49,770 5,396 55,166 45,507 4,099 49,606
Administrative expenses (32,236) - (32,236) (28,587) - (28,587)
Impairment (14,671) (5,823) (20,494) (3,375) (2,829) (6,204)
Profit Before Taxation 2,863 “427) 2,436 13,545 1,270 14,815

1. Adjustments in the table relate solely to the fair value of the Development Finance book and the associated imputed tax implications.

« Netinterest income decreases by £1,625k (2019: £2,846k) due to the treatment of fees on FVTPL loans under IFRS 9, of which £2,691 k (2019: £2,835k)
is recognised as fees and commission income under the statutory basis and the remaining balance reversed.

« Other Net Revenue decreases by £3,771 k (2019: £1,253k) under the statutory basis due to the £2,691 k of fees and commission income mentioned above,
offset by a £6,462k (2019: £4,088k) fair value loss on loans and advances held at FVTPL.

« Impairment falls by £5,823k (2019: £2,829k) from the amortised cost view due to the release of provisions on loans held at fair value.

16
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2020 (£'000) 2019 (£°000)
. Amortised . Amortised

2 2
Statutory Adjustment Cost View Statutory Adjustment Cost View
Loans and advances to customers 1,327,526 (46) 1,327,480 1,179,896 381 1,180,277
Other assets 194,836 - 194,836 104,008 - 104,008
Total Assets 1,522,362 (46) 1,522,316 1,283,904 381 1,284,285
Customer deposits 1,125,560 - 1,125,560 904,171 - 904,171
Other liabilities 242,744 - 242,744 228,258 - 228,258
Total Liabilities 1,368,304 - 1,368,304 1,132,429 - 1,132,429
Shareholders’ Equity 154,058 (46) 154,012 151,475 381 151,856

2. Statutory loans and advances are held at £46k higher (2019: £381k lower) than the amortised cost view due to a £381k cumulative difference brought forward
from 2019 less the £427k profit before tax adjustment explained above.
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Risk Management

The Bank’s approach to risk

Effective risk management plays a key role in the successful execution of the Bank’s business strategy as
encapsulated within our overarching Risk Appetite Statement - “To run a sustainable, safe and sound business
that conducts its activities in a prudent and reputable manner taking into account the interests of our
customers and key stakeholders”.

Risk Culture

Embedding the right risk culture is fundamental to good risk management. The Board is instrumental in driving
good risk management and is visible and actively involved in setting risk appetite. The Board and senior
management drive values and behaviours where the customer is at the heart of decision making, and business
leaders are held accountable for risk management. The importance of risk management and the need to
adhere to risk appetite is built into job descriptions, the setting of objectives and staff performance reviews.

Risk Strategy

The development and implementation of the Bank’s Risk Strategy is the responsibility of the Risk and
Compliance team led by the Chief Risk Officer, the Executive Management team and ultimately subject
to Board approval. Our risk management strategy:

¢ |dentifies the Principal and Emerging Risks the Bank faces and how they are managed

¢ Defines Risk Appetite

e Confirms that business plans are consistent with Risk Appetite

e Requires the Bank’s Risk Profile to be monitored and reported regularly

¢ Tests the Bank’s vulnerabilities to risks under a range of stressed adverse conditions

¢ Includes a strong control environment

e Allows for robust oversight and assurance

e Encourages strong risk culture and behaviours through its linkage with the remuneration framework
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Risk Management Framework

The Risk Management Framework (“RMF”) sets parameters within which all the Bank’s activities are executed.
This ensures we identify, manage, monitor and report the risks to which the Bank is exposed. The RMF is
supported by supplemental frameworks, policies, processes and procedures that, together, ensure that risks
are managed in a manner appropriate to the size of the Bank and the complexity of its operations.

The RMF addresses the legal and regulatory risks the Bank is exposed to, together with the Principal and
Emerging Risks. The design and effectiveness of the RMF is overseen and reviewed by the Board Risk Committee

on a regular basis and at least annually.

The structure of the RMF is set out in Figure 1 below.

First Line of Defence —_—

Second Line of Defence: 5
Oversight & Assurance

Risk culture, tone from
the top, skills and
resources, behaviours

. Risk appetite and

strategy, Risk appetite
statements, Risk
appetite framework,
Business strategy

. Risk measurement

Third Line of Defence:

Assurance

4. Stress testing and

planning, Scenario
analysis, Contingency
planning

Risk governance
and controls,

Risk governance,
Risk resourcing,
Risk frameworks,
Risk methodology

and monitoring, Risk
data and models, * Emerging Risks, Economic and
Risk reporting, Metrics Political Environment, Regulatory
and KRIs, ICAAP / Change or Intervention, Competitive

ILAAP / RRP Landscape, Technology

Figure 1 — Risk Management Framework

Risk Appetite Framework

The Risk Appetite Framework (“RAF”) is the framework by which we clearly articulate, in a structured
and systematic manner, the level and types of risk that we are willing to accept in meeting our business
objectives. The RAF:

¢ |dentifies, in both qualitative and quantitative terms, the type and level of risk that the Bank
is willing to accept
¢ Describes the risks that the Bank is willing to take (and those that it will not) in pursuit
of its corporate objectives
e Establishes a framework for decision making based on risk appetite statements and metrics
¢ Enables a view of risks across the whole business
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The RAF is structured around the Principal Risks agreed by the Board from time to time with each Principal Risk
being supplemented by a suite of more granular Supporting Risks. For each Supporting Risk, the Bank articulates
a Risk Appetite Statement with limits that are monitored via the use of specific Risk Appetite Metrics and

Key Risk Indicators (“KRIs”). The Risk Appetite metrics are clearly measurable against the Corporate Plan,

are actionable and have an assigned limit to monitor performance against the Risk Appetite. The KRIs are
outcome driven with negative trends reported monthly to the relevant risk committees.

The structure of the RAF is set out in Figure 2 below.

N Overarching Risk
Appetite Statement

¢ Credit Risk

e Capital and Liquidity Risk
e Market Risk

e Operational Risk

¢ Conduct, Compliance and

Financial Crime Risk
N\ J

— Principal Risks

Emerging Risks

Underlying granular risks that support

( )
—> Supporting Risks - e .

each Principal Risk
_ J

Bank Level and Business Line Level to
——> | measure whether the Bank is within or
outside of Appetite

Risk Metrics
— and KRls

Figure 2 - Structure of the Risk Appetite Framework
Performance against Risk Metrics is regularly reported to the Board and Board Risk Committee via appropriate
sub committees.

Risk Governance and Oversight

Risk Governance describes the design of the allocation and delegation of primary accountability, authority and
responsibility for risk management across the Bank by the Board. The Board reviews and approves the business
strategy, ensuring it is consistent with risk appetite, and that the RMF is appropriate with sufficient governance,
often through appropriate sub committees, to ensure risk appetite is being adhered to.

The governance framework is underpinned by a “three lines of defence” model. This ensures a clear delineation
of responsibilities between the front line business units’ day to day activities (1 st line of defence), risk oversight
(2nd line of defence) and independent assurance (3rd line of defence).
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Front Line Business Units (1Ist line of defence)

The business lines and central functions have primary responsibility for the day to day management of Principal
Risks, and the implementation of approved policies, frameworks, processes and procedures. They use the Bank’s
Risk & Control Self Assessment (“RCSA”) process to identify and measure risks and ensure that these are managed
within agreed Risk Appetite. They will also test key controls, providing regular reporting of testing output.

Risk and Compliance Function (2nd line of defence)

The Risk and Compliance function is independent of the business units and other central functions, and
maintains the RMF, supplemental frameworks and Risk Policies. It is deliberately not customer facing.

The second line provides independent challenge, oversight and ongoing assurance of the adequacy

and effectiveness of risk management within the business units including oversight of the RCSA process.
The Risk and Compliance function monitors performance in relation to risk appetite; working with Finance
and Treasury on the production of the Internal Capital Adequacy Assessment Process (“ICAAP”), Internall
Liquidity Adequacy Assessment Process (“ILAAP”), and the Recovery Plan and Resolution Pack (“RRP”).

Internal Audit (3rd line of defence)

Internal Audit operates under the direction of the Board Audit Committee and provides independent assurance
to the Board that the first and second lines of defence are discharging their responsibilities effectively. The Bank
currently outsources this function to Deloitte, an independent professional services firm.

Stress Testing

Stress testing is an important risk management tool for the Bank and is used to inform the setting of Risk
Appetite limits. Stress testing is also used to inform the Bank’s key annual assessments and determination of
required buffers, the strategy for capital and liquidity management, and certain documents including the
ICAAP, ILAAP, Recovery Plan and Resolution Pack.

The Bank undertakes stress testing to assist the Board in understanding its key risks, and the scenarios and
sensitivities that may adversely impact on its financial and/or operational performance. Stress testing supports
the setting of Risk Appetite and the Bank’s business and capital plans. It does this by:

¢ Testing the adequacy of the Bank’s capital, funding and liquidity to withstand the emergence of risks under
both normal and stressed conditions

¢ Supporting the adequacy of the potential management actions available to mitigate the effect of adverse events

e Supporting the identification of any potential gaps in the Risk Management Framework, not readily
apparent from the management of day to day risks

The Board is responsible for reviewing and approving the scenarios that are used for each type of stress testing
on at least an annual basis. The scenarios and the results of each stress test are reviewed by an appropriate
committee (e.g. ALCO, Credit Committee) before being agreed by ExCo. They will then be reported to Board
Risk Committee which will provide further challenge and independent review prior to recommending to the
Board for approval.

Stress testing is an ongoing requirement but may be updated, for example, by changes to the Bank’s business
model, changes in risk appetite, changes in economic conditions or assumptions and changes in regulatory
requirements. With the onset of the Covid-19 pandemic the Bank undertook specific stress testing to inform its
approach to dealing with the situation both from a capital and liquidity perspective.

The stress scenarios developed as part of the ICAAP are used to size a stress loss buffer which ensures that the
Bank can withstand a range of adverse economic scenarios over the term of its planning horizon. The ICAAP
incorporates all principal risks that will impact on capital. The CFO and CRO are accountable for the ICAAP.
Similar stress scenarios are developed to support the ILAAP. These scenarios are used to size a liquidity buffer
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such that the Bank can withstand a range of stressed liquidity scenarios in the short to medium term. The ILAAP
incorporates all principal risks that will impact on Liquidity. The CFO is accountable for the ILAAP.

The Bank also performs Reverse Stress Testing (“RST”) to help it identify events that could cause its business to
become unviable. The starting point for RST is assumed to be the point at which failure would occur and a
logical approach is then taken to work back to identify the potential sequence of events that could occur to
lead to that failure. If the tests reveal a risk of failure that is unacceptably high compared to risk appetite, the
Board will take action to mitigate that risk.

Key Risks

Principal Risks and Risk Mitigation

The Principal Risks the Bank faces, and how we mitigate the risks, are described below. These should not be
regarded as a comprehensive list of all the risk and uncertainties faced by the Bank but rather a summary
of the primary risks which have the potential to significantly impact the achievement of strategic objectives.

Principal Risk Definition How we mitigate the risk

e We evidence affordability (ability to repay from cash flow)

¢ We take security and where appropriate, guarantees, to support our
lending

¢ We maintain a diversified portfolio of loans by limiting concentrations
by size, asset class, collateral types, geography and sector

¢ We focus on sectors where we have specific expertise

¢ We determine credit decisions using a combination of Due Diligence,
reviewing Credit Agency reports, reviewing financial information, credit
scores and using the expert opinion of our underwriters

¢ We have a Credit Risk Management Framework that includes detailed
lending policies, underwriting manuals and a defined problem debt
management process

¢ We undertake regular reviews of our loan portfolios and ongoing
assurance testing of our processes

¢ We operate a Treasury policy that only allows for surplus liquidity and
swaps to be placed with large banks or invested in High Quality Liquid
Assets in line with PRA guidance on Credit Ratings

¢ Lending performance against Risk Appetite is monitored regularly

The risk that a borrower or
counterparty fails to pay the
interest or repay the principal
on aloan on time.

Credit Risk In relation to the Bank’s
Treasury activities there is a
risk that acquired securities or
cash placed on deposit with
other financial institutions is
not repaid in full orin part.

Covid-19

The economic outlook has continued to be
volatile introducing uncertainty as to the likely
credit impacts and timings of those impacts.

¢ We have stress tested our lending books, and substantially increased our
capability and capacity to address a higher level of stress within our

IFRS9 credit models have increased HTB’s customer base
provisions appropriately, although thishasnot | ¢«  We have been flexible and nimble in supporting our customers during
yet fully fed through into arrears and the crisis and will continue to be so

uitimately write-offs. ¢ We have reviewed our capital and liquidity plans to ensure we are

Other counterparty exposures remain in HQLA prepared for an elongated period of disruption to the economy

eligible assets.
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Principal Risk

Capital and
Liquidity Risk

Covid-19

Definition

Capital - The risk that the
Bank will have insufficient
capital to cover unexpected
losses, meet regulatory
requirements or support
growth plans

Liquidity - The risk that the
Bank is unable to meet its
financial obligations as they
fall due; smooth out the
effect of maturity
mismatches; or maintain
public confidence

Covid-19 has affected capital generation due
to lower than expected profits although slower
asset growth than planned, and therefore
lower capital requirements, has mitigated

the impact.

In response to Covid-19, the Treasury and
Deposits teams successfully moved to a
remote working model.

Market Risk

Covid-19

The risk that changes in
market prices will affect the
Bank’s income or the value of
its holdings of financial
instruments

The macroeconomic environment has raised
the likelihood of negative interest rates

How we mitigate the risk

We operate a Capital Planning Framework which requires us to
maintain appropriate levels of capital in a range of stressed scenarios
We set a prudent Risk Appetite which is approved by the Board and
reviewed at least annually

We monitor current and forecast levels of capital and liquidity against
our Risk Appetite and report to Asset and Liability Committee (“ALCO”)
and the Board regularly

We forecast and monitor capital which forms an integral part of the
budgeting process

We maintain liquidity buffers based on various stressed liquidity scenarios
We monitor our liquidity position on a daily basis

We