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Conclusions relating o going concern

The directors have voluntarily compliad with the UK Corperate Governance Code (the “Code™) and Listing Rule .8.6(R}(3)(a) of the Financial Conduct Authority (FCA) and provided a viability and
going concern statement, required fcr companies with a premium listing on the London Stock Exchange.

In auditing the financial statements, we have concluded that the directors’ use of the going concern basis of accounting in the preparation of the financial statements is appropriate. Qur evaluation of
the directors’ assessment of the Grow p and Society’s ability to continue to adopt the going concern basis of accounting included the following:

»  We obtained management's gcing concern assessment for the Group, including forecasts for the going concern peried covering 12 months from the date of approval of the financial statements
by the Board, and compared historical budgeted financial information with actual results to form a view of the reliability of the forecasting process.

s We understood and evaluated the reasonableness of these farecasts, which included using EY financial modelling specialists to help assess the assumptions used to develop forecasted results
using relevant peer and sector comparatives, to challenge the reasonableness of the Bank rate assumptions and resultant impact on net interesi margin, operating costs, customer deposit
growth and to assess the refinacing risk of wholesale funding maturing in the 12 months from the date of approval of the financial statements by the Board.

e We used economic specialists in assessing the macroeconomic assumptions in the forecast through benchmarking to institutionai and HM Treasury consensus forecasts and Bank of England
fan charts.

o We reviewed the results of adve-se scenarios modelled by management to incorporate unexpected changes te forecasted liquidity and capital positions of the Group, as well as its reverse stress
testing exercise, to identify whe-her they indicated significant issues that might impact the Group'’s or Society's ability to continue as a going concemn,

e Wealso understood the directors’ considerations of the current uncertain geopolitical and econemic outlook and climate change, including both financial risks and impacts on operational
amw_.,mjnm. _

»  We read and evaluated the adecuacy of the disclosures included in the Annual Report in relation to going concern and considered whether there werte other events subseguent to the balance
sheet date which could have a bearing on the going concern conclusion.

Based on the work we have performed, we have not identified any material uncertainties relating to events or cenditions that, individually or collectively, may cast significant doubt on the Group and
Society’s ability to continue as a going concern over the twelve months from the date the financial statements are approved for issue.

In relation to the Group and Society’s reporting on how they have applied the UK Corporate Governance Code, we have nothing material to add or draw attention to in relation to the directors’
statement in the financial statements about whether the directors cansidered it appropriate to adopt the going concern basis of accounting.

Our responsibilities and the responsib lities of the directors with respect to going concern are described in the reievant sections of this report. However, because not all future events or conditions
can be predicted, this statement is not a guarantee as to the Greup’s or Society's ability te continue as a going concern,
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Overview of our audit approach
Audit scope o We performed an audit of the complete financial information of two entities within the Nationwide Group and audit procedures on specific balances for a

further six entities.

¢ The entities where we performed audit procedures over complete financial information or over specific balances accounted for 100% of the Group's profit
before tax measure used to calcuiate materiality, 100% of revenue, and 98% of total assets.

Key audit matters » Measurement of IFRS 9 expected credit losses

» Recoverability of capitalised software costs

Risk of fraud in revenue reccgnition relating to effective interest rate (*EIR™) accounting
Measurement of the net defined benefit pension asset

e [T general controls

Materiality e Overall Group and Seciety materiality was set at £50 million, which represents 2.2% and 2.0% of profit before tax

An overview of the scope of our audit
Tailoring the scope

Our assessment of zudit risk, our evaluation of materiality and our allocation of performance materiality determine our audit scope for each entity within the Group. Taken together, this enables us to
form an opinion on the consolidated fir ancial statements. We take into account size and risk profile when assessing the level of work to be performed for each entity.

In assessing the risk of material misstazement to the Group financial statements, and to ensure we had adequate quantitative coverage of significant accounts in the financial statements, we sefected
eight entities, which represent the principal entities within the Group. Of the eight entities selected, we performed an audit of the complete financial infermation of two entities (“full scope entities™)
which were selected based on their siz2 or risk characteristics. For the remaining six entities (“specific scope entities”), we performed audit procedures on specific accounts within each entity that
we considered had “he potential for the greatest impact on the significant accounts in the financial statements either because of the size of these accounts or their risk profile. All audit work
performed was undz=rtaken by the Grow p audit team. :

Our risk assessment gave consideration to relevant external and internal factors, including geopolitical and economic risks, climate change, regulatory developments, and the strategy of the Society.

Clirnate change

There has been incraasing interest frort stakeholders as to how climate change will impact the Group and Society. Management of the Group and Society has determined that the most significant
future impacts from climate change or their sperations will be from physical a1d transition risks. These are explained on pages 53 to 64 in the Climate related Financial Disclosures section in the
Strategic Repert, which form part of th2 “Other information,” rather than the audited financial statements. Our procedures en these disclosures therefore consisted solely of considering whethe- they
are materially inconsistent with the financial statements or our knowledge obtained in the course of the audit or ctherwise appear to be materially misstated.

Note 2 ‘Judgements in applying accouriting policies and critical accounting estimates’ on page 253 discloses how climate risks have been considered in the preparation of the financial statements.
For the year ended 4 April 2023, manzgement has considered the impact of climate-related risks on its financiat position and performance. While the effects of climate change represent a sourze of
uncertainty, management does not cor sider there to be a material impact on its judgements and estimates from physical and transition risks of climate change in the short to medium term.

Our audit effort in cansidering the impact of climate change on the financial statements was focused on evaluating management’s assessment of the impact of climate risk (physical and transition),
their climate comm tments, the effects of material climate risks disclosed on pages 53 to 64, and the significant judgements and estimates disclosed in note 2 and whether these have been
appropriately reflected in the financial statements, following the requirements of UK adopted International Accounting Standards. As part of this evaluation, we performed our own risk assessment,
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supparted by our EY climate change spec alists, to determine the risks of material misstaternent in the financial statements from climate change which needed to be considered in our audit and
assess whether the effects of potential climate risks have been appropriately reflected by management in reaching their judgements in relation to the measurement of financial assets and liabi

es.

We specifically considered management's assessment of the impact on expected credit losses (ECL), which gives consideration to the climate stress testing performed in 2022. We have described
detaiis of our proceduras and findings relgted te ECL in the key audit matter below. We also challenged the directors’ considerations of climate change in their going concern assessment and
associated disclosure.

Key audit matters

Key audit matters are those matters that, in our professional judgement, were of most significance in our audit of the financial statements of the current peried and include the mest significant
assessed risks of material misstatement {whether or not due to fraud) that we identified. These matters included those which had the gr=atest effect on: the overall audit strateqy, the allocation of
resources in the audit, and directing the efforts of the engagement team. These matters were addressed in the context of our audit of the financial statements as a whole, and in our opinion thereon,

and we do not provide a separate opinior on these matters.

Measurement of IFRS 9 expected credit losses

Group and Society: Refer to the Audit Committee report (page 100) Accounting policies (page 240); and note 10 of the consolidated financial statements (page 263)

Key audit matter

Our response to the key audit matter

IFRS 9 expected credit losses: £765 millior
(2022: £746 million)

The degree of subjectivity in the assumpticns
and estimates used by management to measure
IFRS 9 ECL is high and remains elevated as a
result of significant urcertainty in the
macroeconomic enviranment.

The uncertainty in the macro-economic
environment resulting from the increased cost of
living, geopolitical ter sicns and climate cr ange
increase the subjectivity of the estimate.

The risk of material misstatement within
measurement and timing of IFRS 9 ECL
manifests itself across the following five a-eas:

Staging:

The gualitative and cuantitative criteria applied
by management mav not completefy and
accurately identify a significant increase n credit
risk or credit impairment on a timely basis.

Modelling:

Models that calculat2 the ECLs, including
probabitity of default (“PD™), loss given cefault
("LGD"Y and exposu-e at default (*EAD"} modeis,
may not appropriately apply accounting
interpretations, modelling assumptions, or data;
or may not be appropriately implemented.

Control testing:

We m<m_cmﬁmam:m design and operating effectiveness of controls across the processes relevant to ECL, inciuding the controls around approval of
key judgements and development of the estimate. Thase controls included:

¢ Review of staging effectiveness,

e Model governance controls, including monitoring and model validation,

»  Controls over the completeness and accuracy of data feeding into ECL provisions,

e Governance of statistical models used to develop the MES and their associated probability weights, and

e The governance and review of MES, post-model adjustments, and individual provisions.

In evaluating the controls, we obtained evidence of the governance process that is followed to review, challenge and approve all key assumptions
underpinning the IFRS 8 ECL provisions, and we involved EY risk modelling specialists where needed to assess the effective operation of
management’s controls.

Overall stand-back assessment:

We performed a stand-back assessment of the ECL provisions and coverage at an overall leval and by stage to determine if changes were reasonable
and internally consistent by considering the overall credit guality of the Society’s portfalios, their risk profile, and the impacts of the cost of living
pressures, geopolitical tensions and climate change. We performed peer benchmarking where available to assess overall staging and provision
coverage levels. We also assessed the adequacy of the disclosures made in the financial statements in comparison to peers, inclugding the
appropriateness of the assumptions and sensitivities disclosed.

Staging:
We reviewed the Group’s accounting policies and tesied how they were applied in allocating a financial asset to stage 1, 2 or 3, to ensure they
remained compliant with the reguirements of IFRS 9. This included peer benchmarking to assess staging triggers and staging levels.

We assessed the appropriateness of the staging criteria and their logica! application threugh the modelled environment, and then independently
recalculated staging results for the entire retail portfolio by recreating the staging model code and recreating the results in our cwn environment,
We alsc performed sensitivity analysis to cons'der the significance of potential impacts on staging (i) as a result of cohorts of borrowers coming to
the end of their fixed term contracis, thereby moving to higher interest rates; and (ii) as a result of collectively downgrading exposures to industries
and geographic regions at greater risk of climate change impacts. We also tested the staging of the commercial portfolio on a sample basis to
ensure the completeness and accuracy of loans classified in respective stages.
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Measurement of IFRS 9 expected crecit losses

Groiip and Society: Refer to the Audit Committee report (page 100); Accounting policies (page 240); and note 10 of the consolidated financial statements (page 263)

Muitiple Economic Scenarios (“MES™):

ECLs rmay be inaccurate because the range of
scenarios conside-ed and the probabil ty
weightings applied to them are not sutficient or
appropriate to capture all relevant factors
required, inciuding the expected impacts of the
rising cost of living, geopolitical tensiors and
climate change; or because the MES may not be
incorporated into the estimation of PD, LGD, and
EAD appropriately.

in-Modef and Post Modet Adjustments (*PMAs”):
in-model and post-model adjustments could be
inappropriate, incompiete, or in the cas2 of in-
mode! adjustments, incarrectly incorporated
into the PO, LGD, and EAD models. This risk is
elevated with the incorporation of new
significant PMAs to reflect macro-economic
uncertainties,

Individually impaired assets:

Individual impairment may not be identi-ied on 2
timely basis, or the provisions recognisec may
be incorrectly measured considering the mpact
of geopolitical tensions on exit strategies,
collateral valuation and time to collect.

Modelling:

We involved EY model risk specialists to lead the qualitative and quantitative risk assessment of the models, and ta petform a combination of modsi
methodology reviews, model implementation testing, model reperformance testing, model assumptions testing and modet sensitivity analyses,
based on the risk designated to each model.

We tested the completeness and accuracy of data fields that drive ECL provisions through a combination of controls and substantive testing. Key
controls we tested included reconciliation and validation of data quality scorecards (“DQS"). We substantively tested the accuracy of data
underpinning the ECL provisions by testing lineage from the ECt. models back to source systems for each critical data item, and a sample of non-
eritical data itemns, and testing the completeness and accuracy of loan data lineage from source systems into the ECL models.

MES:
With support of our EY economic specialists, we considered both the appropriateness of the scenario weightings and the underlying
macroeconemic variables, with specific focus on the impacts of the cost of living pressures, geopolitical tensions and climate change. in addition,

we evalialed management’s approach in using statistical models to inform their judgement in determining the scenarics and their probability
welghtings.

We carried out comparison to consensus farecasts and other independently derived assumptions. We also engaged our Economists and Modelling
tearns 1o assess the reasonableness of the non-linearity in the scenarios and perform sensitivities on the weights and matroeconomic variables to
ensure they were reasonable. We also independently tested the appropriate application of the MES data within the models.

fn-Model and PMAs:

We involved modelling specialists to assess whether the inventory of adjustments was complete considering the evolution of external factors, and
whether each adjustment included was appropriate. In performing the maodel methodology reviews for a sample of models, we considered whether
there were shortcomings that could require further adjustment. We reviewed risk registers, governance meeting materials and perforroed
independent cohort analysis to ensure the completeness of management adjustments. Additionally we have performed a benchmarking exercise by
comparing the suite of model adiustments recognised by management to those seen in the industry and concluded that they were complete.

We also evaluated the application of each adjusitment and independently recalculated aff material PMAs, the outputs of which we reconciled to the
reported balances.

Individually impaired asseis:

We assessed the completeness and reasonableness of impairment recorded fer individually assessed loans by selecting a sample to recalculate the

expected credit loss. As part of this recalculation, we independently estimated the impact an ECLs of applying multiple scenarios that impact
collateral values estimated by management.

Key observations communicated to the Audit Committee
Based on the work we performed, we were satisfied that IFRS 9 expected credit losses were reasonably stated.

« Qur stand-back assessment of the overal provision balance, in light of the current economic environment, through peer benchmarking and analysis of key indicaters, such as coverage ratios, did
not indicate the provision recorded as at year end was unreasonable

« Independent model *esting showed that .FRS 9 ECL models performed as expected with some immaterial differences and were aligned to the requirements of the standard, and that the external
data, internal data ano assumption data feeding into the IFRS 9 ECL models are complete and accurate,

« Economic assurmptions and probability waightings assigned to the muitiple economic scenaries used within the models were concluded to be reascnable.

o Staging criteria were appropriate and the results of staging reperformance indicated their application was compilete and accurate.

« Independent replicat’'on of PMA calculaticns confirmed they had been accurately recorded, and we were satisfied that they were compiete and appropriate.

« Individual provistons recorded for the stage 3 commercial portfolic were in line with the industry-specific risks highlighted by our EY Real Estate specialists.
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Recoverability of capitalised software costs
Group and Society: Refer to the Audit Comrittee report (page 100); Accounting policies (page 240); and note 25 of the consolidated financial statements (page 298)
Key audit matter Our response to the key audit matter

Intangible assets: £862 million (2022: £913 million) We tested ihe design and operating effectiveness of key controls over the Group’s asset capitalisation,
impairment, and amortisation processes.

The Group capitalises significant software and IT costs which are subsequently amortised
over their useful economic lives. Management undertakes bi-annual impairment assessments | We assessed the appropriateness of capitalised costs for a sample of asset additions during the year,
to determine whether the capitalised costs should be written down tc lower recoverable including both externally and internally generated costs, and assets in use as weli as work in progress.
amounts. We identified the following risks associated with capitalised software costs: We did this by obtaining evidence to challenge whether the assat will lead to future economic benefit,
This included assessment of cloud computing arrangements and software as a service to verify
¢ Project costs capitalised for newly created software could be inappropriate if economic appropriate capitalisation and accounting treztment.

benefits to the Graup have not been established and therefore do not meet the

capitalisation cr.teria, or the amoun: capitalised is incorrect. We assessed the reasonableness of the amort'sation charge by testing and validating the underlying
s Amounts recorced for amortisation rely on judgernents made in determining useful calculations and performing substantive analytical review.

economic lives of capitalised softwa-e and pericdic impairment assessments o o .

undertaken by management. There is therefore a risk that management override of We S<_m<<ma.3m:mmm3m3.m mmmmmmam:ﬂ.oﬁ _aum_ama.m at both the individual project level and the

contrels could resutt in a material misstatement to arortisation. cash generating unit (CGU) level. For project asset impairments, we understood the rationale for

impairment, recalculated impairment charges independently, and challenged the completeness of
impairments recorded.

We corroborated the reasonableness of useful economic lives by performing a stand back analysis to
the Group's broader IT strategy, understarding pipeline projects and whether current assets would be
replaced and/or become obsolete in the future.

We involved EY business vatuation modelling specialists to assess the assumptions used by the Society
in the prospective financial information and forecasts used for their CGU impairment assessment. We
considered whether the impacts of future plans were sufficiently reflected in the forecast used,
including changes to the technalogy strategy, likely future use of assets, impact of commitments
including climate-related commitments made by the Seciety, and assessment of the impact of
geopolitical tensicns and cost of living press.res.

Key observations communicated to the Audit Committee
We are satisfied that the Society’s acconting policies and their application for capitalisation of new software assets and determinaticn of related impairments are in compliance with the accounting
standards, J1AS 38 and IAS 36, and we concluded that newly capitalised assets, impairments and amortisation in the current period are materially appropriate.
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Risk of fraud in revenue recognition relz:ing to effective interest rate ("EIR™) accounting]
Group and Society: Refer to the Audit Committee report (page 100); Accounting poiicies (page 240); and note 3 of the consolidated financial statements (page 254)
Key audit matter Our response to the key audit matter

EIR adjustment to loans and advances: £58 million (2022: £85 million) We understcod and tested the design and effectiveness of the Group's controls over automated
revenue recognition, including key reconciliations and processes to ensure complete and accurate
Management judgement is required in iritially recognising financial instruments under the | capture of fees, interest charges, customer peyments and balances, but followed a substantive

EIR method, and assumptions made by mianagement will also impact subsequent approach to testing the EIR models and related balances.
amonrtisation of E'R adjustments. This leads to a heightened risk that management override
of controls could result in a material misstatement of the financial statements. We tested the data extracted from systems to be used in the EIR models, including historical data used

to analyse customer behaviours.
We assessed two elements of the EIR calculation as most critical and requiring increased : ,

audit focus: We reviewed the appropriateress of the accounting policy and the types of fees and expenses being
e The period over which to defer upfrcnt fees and costs, which is determined by reference | deferred and amortised. For those fees and expenses that were deferred, we assessed the
to analysis of historical customer behaviours; and reasonahleness of the period over which they were being amortised by assessing the behavioural joan
e The extent to which early redemption charges (“ERCs”) and variable interest expected lives with reference to historical cm,:m,..moE and challenging the basis on which assumptions have been
to be collected in the future should ke recognised as revenue/assets now. made as to future customer behaviours, including additional considerations related to the current, and

forward-looking, economic environment, in particular the outlook for future interest rates,

We involved EY specialists in reviewing the functionality of the model, ensuring the consistency of the
calculations with the accounting policy. We also invelvad EY specialists in reviewing the code used to
extract historical data from the mortgage systems, to verify that the data used in the EIR models is
complete and accurate.

We benchmarked key assumptions used within the EIR calculation to equivalent assumptions made by
peers and performed sensitivity analyses over key assumptions and judgements. We extended our
analysis to reflect increased uncertainty and potential irregularities in purchase and switching activity
attributable to changes in Bank rate and the inflationary environment,

We also reviewed the accuracy of the amortisation model, tested its inputs, and recalculated a sample
of the amortisation profiles used to amortise th= fees and expenses,

Key ohservations communicated to the dudit Committee

We concluded that the fees and costs being deferred are reasonable and complete; the average lives used in the EIR model are reasonabile; the extent of ERC fees recognised upfront is reasonable;
and the data populating the EiR model is complete and accurate. We concluded that the resulting EIR adjustments made to revenue fall within our independent range of cutcomes, and were
materially in compliance with the requirenents of IFRS 9.
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Measurement of the net defined benefit pension asset
Group and Society: Refer to the Audit Committee report {page 100); Accounting policies (page 240); and note 30 of the consolidated financial statements (page 304)
Key audit matter Our response to the key audit matter

Retirement benefit assat: £946 million (2022: £1,008 million) We involved EY actuarial specizlists to evaluate the actuarial assumptions used to calculate the defined
henefit pension obiigation by comparing the assumptions to ranges we independently developed

The Society has a net cefined benefit pension asset which represents the fair value of pension | based on market observable indices and the knowledge of our actuarial specialists.

plan assets less the present value of defined benefit obligations after applying the asset

ceiling test as requirec by [FRIC 14 We assessed the impact on the defined benefit pension obligation of changes in financial,
demographic and longevity assumptions over tne year and the continued effects of geopolitical
The net defined benefit pension asset is sesitive to changes in key judgements and tensicns and economic outlook, including market volatility. We then assessed whether these

estimates. Manageme1t uses specialists to inform some of the key judgements and estimates | assumptions were supported by ohjective external evidence and rationales.
that we consider to be of higher risk and which form part of this key audit matter, including:
o Assumptiors - Actuarial assumptions and inputs, including discount rate, inflation, We tested the reasonableness of the fair valuaticn of plan assets by independently repricing 100% of

and longevity, which are used tc determine the valuation of the defined benefit the guoted bonds and equities, a sample of the derivative financial instruments and a sample of the

pension obligation: and properties held by the pension fund. For complex and illiquid investmenits held, for example, unquoted
e Valuations - Pricing inputs and calibrations for illiquid or complex valuations of infrastructure, private equity, and private debt instruments, we involved our valuation specialists to
certain investments held by the pension scheme. assess the appropriateness of management's valuation methedology. In performing this work, our

specialists considered whether there was a material impact on the valuation of illiquid investments
which do not have readily determinable market value.

We performed sectora: and geographical analysis to assess the potential impact of climate change risk
and geopolitical tensions on the illiquid assets to inform our sampling of the assets during the testing
of the valuation of the illiquid assets,

We assessed whether the pension scheme has adequate funding and liguidity to cover the mark to
market volatility leading to collateral calls fror the Liability Driven Investment held by the pension
scheme.

We corsidered the appropriateness of the Society's recognition of a pension asset in accordance with
[FRIC 74. Specifically, we assessed whether the Society was entitled to an unconditional right of refund.
We assassed this by reference to the terms of the pension agreement and confirmed that the Society
did have such a right,

We assessed the adequacy of the disclosures made in the financial statements, including the
appropriateness of the assumptions and sensitivities disclosed.

Key observations communicated to the Audit Committee

Based on the preceJures performed and the evidence obtained, we found the key actuarial assumptions used in the valuation of the defined benefit pensicn obligation to be within a reasonable
range and no material differences were identified during our independent valuation of the pension assets. We were alsc satisfied that the net defined benefit pension asset was recognisable in
accordance with the terms of IFRIC 14 after applying the asset ceiling test.
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IT general controls

Group and Society: Refer to the Aud't Committee report {page 100)

Key audit matter HoE response to the key audit matter

The Society is highly dependent on t=chnology due to the significant number of transactions | We eva'uated the design and operating effectiveness of IT general controls aver the applications, Ilﬁ

that are processed daily. Given the levels of automation in place our audit focused on operating systems and databases that are refevant to financial reporting. This includes testing change

ensuring that the Society has approgriate levels of IT general controls. managament, segregation of duties and data transfer controls.

T general controls are required to ensure that data transfers be-ween applications operate | We tested user access by assessing the centrols in place for in-scope applications, in particular testing

as expected; and that changes are authorised and tested. Access management controis the user access pravisioning, de-provisioning, privileged access and periodic recertification of users’

reduce the risk of unauthorised access to applications and data. access.

The Society also has a dependency, in some areas of the audit, on third parties and related | Where control deficiencies were identified, we performed IT substantive procedures or alternative
business teams managing associated [T controls. audit procedures to mitigate any residual risk.

Some of the in-scope systems are outsourced to third party service providers. For these systems, we
tested iT general controls through either direct testing or evaluation of the relevant Service
Organisation Controls (“SOC”) reports (where availabie). This included assessing the timing of the
reporting, the controls tested by the service auditor and whether they address relevant IT risks. We
also tested required complementary user entity controls performed by management. Where a SOC
report was not available we performed substantive testing to address risks to financial reporting.

Key observations communicated to th: Audit Committee A .
We are satisfied that IT controls impacting financial reporting are designed and operating effectively.
Improvements were made around user entitlement review execution and change controls. The overall number of control deficiencies identified has reduced in these areas.

Where control exceptions were noted, we have either relied on mitigating controls or performed [T substantive procedures to ensure that the control exceptions identified did not impact our
approach to the firancial staterment audit.

In the prior year, our auditor's report included a key audit matter in relation to certain customer redress provisioning. We did not consider this ta be a key audit matter in the current year as the
materiality of the specific customer redress provision has decreased significantly. Further, in the current year we have included the new key audit matter in relation to IT general controls due to
increased proportion of audit effort recuired for testing T general controls as a proportion of total audit effort.
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Our application of maeriality

We apply the concept of materiality in planning and performing the audit, in evaluating the effect of identified misstatements an the audit and in ferming our audit opinion.
Materiality

The magnitude of an omission or misstaterment that, individualfy or in the aggregate, could reasonably be expected to influence the economic decisions of the users of the financial statements.
Materiaiity provides a basis for determinir g the nature and extent of cur audit procedures, ’

Having considered quantitative and qual tative factors and censultation with those charged with governance:
We determined materiality for the Group to be £50 million (2022: £50 million), which is 2.2% (2022: 5% of the Group’s profit before tax.
We determined materiality for the Society to be £50 million (2022: £50 million), which is 2.0% {2022: 5%, of the Society’s profit before tax.

We assessed profit befere tax to be an ap propriate basis for materiality given the users of the financial statements, including the Society's members and regulators, focus on pre-tax profit in
assessing the Society’s performance.

Performance materiality

The application of materiality at the indiv.dual account or balance level It is set at an amount io reduce to an appropriately low level the probability that the aggregate of uncorrected and undeltected
misstaternents exceeds materiality.

0n the basis of cur risk assessments, tocether with our assessment of the Group’s overall control environment, our judgement was that performance materiality was 75% (2022: 50%) for the Group
and for the Society of our planning mate-iality, namely £37.5 million (2022: £25 million). We have increased the percentage of perfermance materiality from the prior year based on our experience
of misstaternents and consistent effectivaness of the control environment.

Audit work for underlying entities for the purpose of obtaining audit coverage over significant finaricial statement accounts is undertaken based on a percentage of total performance materiality. The
performance materia ity set for each ent ty is based on the relative scale and risk of the entity to the Group as a whole and our assessment of the risk of misstatement at that entity. In the current
year, the performance materiality allocatad to entities was £37.5 million.

Reporting threshold

An amount below which identified misstatements are considered as being clearly trivial.

We agreed with the Audit Committee that we would report to them all uncorrected audit differences in excess of £2.5 miltion (2022: £2.5 million} for the Group and Society, which is set at 5% of
planning materiality, as well as differencas below that threshold that, in our view, warranted reporting on gualitative grounds.

We evaluate any uncorrected misstaternznts against both the quantitative measures of materiality discussed above and in light of other relevant qualitative considerations in forming our opinion.
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Other information

The other informatior comprises the infcrmation included in the Annual Report other than the financial statements as defined above and our auditor's report thereon. The directors are responsible
for the other infarmation contained with n the Annual Report, which includes reporting based on the Task Force on Climate-related Financial Disciosure (*TCFB™) recommendations. Qur opinion on
the financial statements does not cover te ather information and, except to the extent otherwise explicitly stated in this report, we do not express any form of assurance conclusion thereon.

Our responsibility is t2 read the other infarmation and, in doing so, consider whether the other information is materially inconsistent with the financial statements or our knowledge obtained in the
course of the audit or otherwise appears to be materially misstated. If we identify such material inconsistencies or apparent material misstatements, we are required to determine whether this cives

rise to @ material misstatement in the firancial statements themselves. If, based on the work we have performed, we conclude that there is a material misstatement of the other information, we are
required to report that fact.

We have nothing to raport in this regard.
Opinion on other matters prescribed by the Building Societies Act 1986
In our opinion:

e The Annual business statement and the Directors’ report have been prepared in accerdance with the requirements of the Building Societies Act 1986;

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

¢ The informaticn given in the Annuzl business statement (other than the information upon which we are not required to report) gives a true representation of the matters in respect of which it
s given,

Matters on which we are required to report by exception
We have nothing to report in respect o” the following matters where the Building Societies Act 1986 requires us to report to you if, in our opinien:
s Proper accounting recerds have rot been kept by the Society; or

* The Group's or Society’s financial statements are not in agreement with the accounting records; or
s \We have not received all the information and explanations and access to documents we require for our audit.
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Other voluntary reporting matters

Corporate governance statement

We have reviewed the directors’ statemant in relation to going concern, longer-term viability and that part of the Corporate Governance Statement relating to the Group and Society's voluntary
compliance with the provisions of the U< Corporate Governance Code specified for our review by tha Listing Rules.

Based cn the work undertaken as part cf our audit, we have concluded that each of the following elements of the Corporate Governanca Statement are materially consistent with the financial
statements or our knowledge obtained during the audit:

s Thedirectors’ statement with regards fo the appropriateness of adopting the going concern basis of accounting and any material uncertainties identified set cut on page 137;
The directors’ explanation as to its assessment of the Society's prospects, the period this assessment covers and why the period is appropriate set out on page 67,

e  Thedirectors statement on fair, balanced and understandable set out on page 137,

e The Board's confirmation that it has carried out a robust assessment of the emerging and principal risks set cut on page 65;

o The section of -he Annual Report that describes the review of effectiveness of risk management and internal control systems set out on page 99; and

e The section describing the work of the Audit Committee set out on page 102.

Report of the directors on remuneralion

The Society voluntar ly prepares a Repo 1 of the directors on remuneration in accordance with the provisions of the Companies Act 2006. The directors have requested that we audit the part of the
Repert of the directors on remuneratior specified by the Companies Act 2006 to be audited as if the Society were a quoted company.

in our opinion, the part of the Report of the directors on remuneration to be audited has been progerly prepared in accordance with the Companies Act 2006.

Responsibilities of directors

As explained mare fully in the directors’ responsibilities statement set out on page 136, the directors are responsibie for the preparaticn of the financial statements and for being satisfied that they
give a true and fair view, and for such internal control as the directors determine is necessary to enable the preparation of financial statements that are free from material misstatement, whether

due to fraud or error.

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

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from material misstatement, whether due to fraud or error, and to issue an auditor's
report that includes our opinion. Reasonable assurance is a high level of assurance, but is not 2 guarantee that an audit conducted in accordance with ISAs (UK) will always detect 2 material
misstatement when it exists. Misstatements can arise from fraud or error and are considered material if, individually cr in the aggregate, they could reasonably be expected to influence the ecenomic
decisions of users taken on the basis cf these financial statements,

Explanation as to what extent the audit was considered capable of detecting irregularities, including fraud

Irregularities, including fraud, are instances of non-compliance with laws and regulations. We design procedures in line with our responsi s, outlined below, to detect irregularities, including
fraud. The risk of not detecting a material misstaternent due to fraud is higher than the risk of not detecting one resulting from error, as fraud may invaolve deliberate concealment by, for example,
forgery or intentional misrapresentations, or through cotlusion. The extent to which our procedures are capable of detecting irregularities, including fraud, is detailed below.

However, the primary responsibility for the prevention and detection of fraud rests with both these charged with governance of the Society and management,

QOur approach was as follows:

—  We obtained an understanding of the legal and requlatory frameworks that are applicable to the Group and determined that the most sigrificant were the regulations, licence conditions and
supervisory requirements of the Prudential Regulation Authority ("PRA”) and the Financial Conduct Authority ("FCA”). We also considered those laws and regulations that have a direct impact on the
preparation of the financiat statements such as UK adopted International Accounting Standards and the Building Societies Act 1986,

—  We understood how the Group is complying with these legat and regulatory framewaorks by making enquiries of management, internal audit, and those responsible for legal and compliance matters.
We also reviewed correspondence between the Group and UK regulatory bodies; reviewed minutes of the Board and Board Risk Committee; and gained an understanding of the Group's approach to
governance, demonstrated by the Board's approval of the Group's governance framewerk and the Board's review of the Group's operational risk framework and internel control processes.

—  We assessed the susceptibility of tha Group's financial statements to material misstatement, including how fraud might oceur by considering the controls that the Group has established to address
risks identified by the entity, or that otherwise seek to prevent, deter or detect fraud. We made enquiries of management and internal audit and held a fraud-focused discussion with EY forensic
specialists and members of the Board to supplement our assessment of how fraud might accur. We also considered performance and incentive pian targets and their potential to influence
management to manage earnings or influence the perceptions of investors and stakeholders. Our procedures to address the risks identified alse included incorporation of unpredictability into the
nature, timing and/or extent of our testing, challenging assumpticns and judgements made by ;management in their significant accounting estimates, and testing year-end adjustments and other
targeted journal entries.

—  Based on this understanding we designed our audit procedures te identify non-compliance with such laws and regulations. Qur procedures involved inquiries of internal and external legal counse!,
executive management and internal audit, and reviewing the key policies, reports on the legal and regulatory frameworks and internal whistleblowing logs. With involvement of the relevant

sts, we also conducted a reviaw of correspondence with and notices from the regulators, including the Financial Conduct Authority (“FCA”), and gaining an understanding of any regufatory

investigations being undertaken. We also evaluated the appropriateness of the contingent liability disclosures made in note 29 to the financial statements.

—  The Group operates in the banking industry which is a highly regulated ervironment. As such the Senior Statutory Auditor considered the experience and expertise of the engagement team to ensure
that the team had the appropriate competence and capabilities, which included the use of specialists where appropriate.

A further description of our responsibilities for the audit of the financial statements is located on the Financial Reporting Council's website at https://www.frc.org.uk/auditorsresponsibilities. This
description forms part of our auditor’s report.
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QOther matters we are required to acdress

¢ We were appointed by the Scciety at the Annual General Meeting in July 2019 and engaged on 2 August 2019 to audit the financial staterments for the year ending 4 April 2020 and
subseguent financial periods.

e The non-audit services prohitited by the FRC's Ethical Standard were not provided to the Group or the Society and we remain independent of the Group and the Society in conducting the
audit.

¢ The audit opinion is consistert with the additional repert to the Audit Committee.
Use of our report
This repert is mace solely to the Scciety's members, as a body, ir accordance with Section 78 of the Building Societies Act 1986. Our audit work has been undertaken so that we might state to the

Society's members those matters we are required to state to them in an auditor’s report and for no other purpose. To the fullest extent permitted by law, we do not accept or assume responsibility
to anyone cther than the Society and the Society’s members as a body, for our audit work, for this report, or for the opinions we have formed.

“ask erS)w flr%

Javier Faiz (Senior statutory auditor)
for and on behalf of Ernst & Young LLP, Statutory Auditor
London, United Kingdom

18 May 2023
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Income statements
For the year ended 4 April 2023
Group Society
2023 2022 2023 2022
{note i)
Notes £m £m £fm £m
Interest receivable and similar income/(expense):
Celculated using the effective interest rate method 3 8,77¢ 4,501 8,180 4100
Other 3 49 i 49 10
Total interest receivable and simifar income 3 8,825 4512 8,229 4Mm
Interest expense and similar charges 4 (4,327) (950) {4,238) (1,086)
Net interest income 4,498 3,562 3,991 3,025
Fee and commission income 5 432 475 427 471
Fee and commission expense 5 (311) (218) (304) (218)
Income from investments 33 - - 652 2
Other operating income 6 54 48 133 104
Losses from derivatives and hedge account ng 7 (4) N (12) (6)
Total income 4,669 3.860 4,887 3378
Administrative expenses ) 8 (2,323) (2,234) (2,319) (2.231)
Impairment (charge)/release on loans and advances to customers 10 (126) 27 {44) (80
Provisions for liabilities and charges 27 9 (56) 9 (56)
Profit before tax 2,229 1,597 2,533 1,0M
Taxation n (565) (345) (496) (246)
Profit after tax 1,664 1,252 2,037 765
Note:

i. Society comparatives have been restated to conform to the current year presentation, to present cividends from subsidiaries separately within income from investments.

The notes on pages 240 to 317 form part of these financial statements.
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Statements of comprehensive income

For the year ended 4 April 2023

Profit after tax

Other comprehensive (expense)/income:
Items that will net be reclassified to the income statement
Retirement benefit obligations:

Remeasurement of net retirement benefit asset

Taxation

Revaluation reserve:
Revaluation of property
Taxation

Fair value through other comprehensive income reserve:
Revaluation (losses}/gains on equity instruments at fair value through
other comprehensive income
Taxaticn

Items that may subsequently be reclassified to the income statement
Cash flow hedge reserve:

Hedging net gains arising during the year

Amount transferred tc income statement

Taxation

Other hedging reserve:
Hedging net gains arising during the year
Amount transferred to income statemen:
Taxation

Fair value through other comprehensive inccme reserve:
Revaiuation (losses)/gains on debt instrurents at fair value through
other comprehensive income
Amount transferred to income statement
Taxation

Othert information u

Other comprehensive (expense)/income

Total m._.:e_.m__mﬂ._.m?m.._:.nmam

The notes on pages 240 to 317 form part of these financial statements.

Group Society
2023 2022 2023 2022
Notes fm fm £m fm
1,664 1252 2,037 765
30 (85) 836 (84) 835
1 29 293) 29 (292)
(56) 543 (55) 543
2 7 2 7
it M, 2 )] 2
1 5 1 5
R 3) o m (8)
n R @ .. 2
2 8 M (6)
(57 556 (55) 542
m 40 27 50 21
_ (50) (42) (39) 10|
i 2 4 (6) (8)]
8 (m 5 24
16 8 16 12
| (23) (4) (23} 3)
n o 3 ) 3 1,
4 3 4 8
W (66) 2 (66) 13
. 74 (48) 74 (48)
n . 39 8 39 8
(101 (28) (101) (27)
(170) 520 {155) 547
1,494 1772 1,882 1312

Statements of comprehensive income
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Balance sheets

At 4 April 2023 :

Group Society
2023 2022 2023

Notes £m fm fm
Assets
Cash 25,635 30,221 25,635
Loans and advances to banks and similar institutions 2,860 3,052 2,854
Investment securities 13 27,615 25,484 27,570
Derivative financial instruments 15 6,923 4723 7.554
Fair value adjustment for portfelio hedged risk (5,011) (2,443) (5,01)
Loans and advances to customers 14 210,782 208,066 166,696
tnvestments in Group undertakings 33 - - 41,056
Intangible assets 25 862 913 850
Property, plant and eq.Jipment 26 744 880 745
Accrued income and prepaid expenses 302 252 637
Deferred tax n 19 59 108
Current tax assets 15 33 13
Other assets 101 106 76
Retirement benefit asset 30 946 1,008 947
Total assets ) 21,893 272,354 269730 26
‘Liabilities T
Shares 187,143 177,867 187,143
Deposits fram banks and similar institutions 16 25,056 36,425 25,054
Other deposits 7 5191 5,208 5,617
Fair value adjustment for portfolio hedged -isk 2 n 2
Debt securities in issLe 18 27,626 25,829 25,993
Derivative financial instruments 15 1,524 1,428 1,718
Other liabilities 695 668 2,854
Provisions for liabilities and charges 27 82 153 82
Accruals and deferred income 334 299 328
Subordinated liabilitizs 19 6,755 8,250 6,755 8,250
Subscribed capital 20 173 187 m 187
Deferredtax. B n 406 430 333 354
Total fiabilities 254,987 256,655 256,052 256,989
Members’ interests and equity Approved by the Board of directors on 18 May 2023.
Cove capital deferred shares 3 1,233 1334 1,233 1334
Other equity instrurrents 32 1,336 1,336 1,336 1,336 K A H Parry Chairman
General reserve 14,184 12,753 11,051 9,246 D Croshie Chief Executive Officer
Revaluation reserve 38 46 38 46 C S Rhodes Chief Financial Officer
Cash flow hedge resarve 176 184 33 28
Other hedging reserve {47 43) 14 18
Fair value through cther comprehensive nceme reserve (14} 89 (27) 75
Total members’ interests and equity 16,906 15,699 13,678 12,083
Total members’ interests, equity and Labilities 27,893 272,354 269,730 269,072

The notes on pages 240 to 317 form part of these financial statements.
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Group statement of movements in members’ interests and equity

For the year ended 4 April 2023 -

Cash flow

Group statement of movements in members’

interests and equity

Core capital Other equity General Revaluation Other FvOC) Total
deferred  instruments reserve reserve hedge hedging reserve
shares reserve reserve

fm fm £fm fm fm £fm fm fm

At 5 April 2022 1334 1,336 12,753 46 184 (43) 89 15,699

Profit for the year - . 1,664 - . - - 1,664

Net remeasurements of retirement banefit obligations - - (56) - - - - (56)

Net revaiuation of property I - - - 1 - - - 1
Net movement ir. cash flow hedge reserve W - - - - (8) - - (&)
Net mevement in other hedging rese-ve ; - - - - - {4) - @)
Net movement in FVOC| reserve . ﬁ - - - - - - (103) A._owi

Totai comprehensive income i - - 1,608 1 (8) 4 (103) 1,494

Reserve transfer - - 9 9 - - - -

Repurchase of coe capital deferred snares {101) - - - - - - (101)

Distributian to the holders of core carital deferred shares - - (108) - - - - {108)

Distribution ta the holders of Additior al Tier 1 capital - - (78) - - - - {78)

At 4 April 2023 1,233 1,336 14,184 38 176 (41 (14) 16,906

For the year ended 4 April 2022
Core capital ~ Other equity General Revaluation Cash flow Other FvoCl Total
deferred  instruments reserve reserve nedge hedging reserve
shares reserve reserve

fm £m fm fm fm fm fm £m

At 5 April 2021 , 1,334 1336 1,140 44 195 {46) 10 14113
Profit for the year , - - 1,252 - - - - 1,252
Net remeasurements of retirement benefit obligations - - 543 - - - - 543 ,ﬁ
Net revaluation of property - - - 5 - - . 5
Net movement in cash flow hedge reserve - - - - (m . - (i
Net movement in other hedging resene ' - - - - - 3 - 3 _
Net movement in FVOC| reserve ) _ - - - - - - (20) (20) |

Total comprehensive income - - 1,795 5 (1) ] 3 (20) 1772

Reserve transfer - - 4 3 - - Q] -

Distribution to the holders of core capital deferred shares - - (108) - - - - (108}

Distribution te the holders of Additiona! Tier 1 capital - - (78 - - - - (78)

At 4 April 2022 1334 1336 12,753 46 184 (43) 89 15,699

The notes on pages 240 to 317 form part of these financial statements.
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Society statement of movement in members’ interests and equity

For the year ended 4 April 2023

General

nmms flow

Society statement of movements in members’

interests and equity

Core capital Other equity Revaluation Other FVOCI Total
deferred instruments reserve reserve hedge hedging reserve
shares reserve reserve

fm fm £m £m £m £m £m £m

At 5 April 2022 1,334 1,336 9,246 46 28 18 75 12,083
Profit for the year w - . 2,037 - - - - 2,037
Net remeasurements of retirement benefit obligations A, - - (55) - - - - {55) |
Net revaluation of property ﬁ - - - 1 - - - 1|
Net movement in cash flow hedge resarve 7 - - - - 5 - - 5 i
Net movement in other hedging reserve ,_ - - - - - (4 - 4
Net movement in FVOCI reserve M - - - - - - (102) (102)

Total comprehensive income - - 1,982 1 5 (4) (102) 1,882
Reserve transfer - - g )] - - - w
Repurchase of corz capital deferred stares 101) - - - - - - (101)

Distribution to the holders of core cap tal deferred shares - - (108) - - - - (108)

Distribution to the holders of Additional Tier 1 capital - . (78) - - - - (78)

At 4 April 2023 1,233 1,336 1,051 38 33 14 (27 13,678

For the year ended 4 April 2022
Core capital ~ Other equity General  Revaluation Cashk flow Other FYoCl Tetal
deferred  instruments reserve reserve hedge hedging reserve
shares reserve reserve

£m fm £m fm fm fm fm fm

At 5 April 2021 1334 1,336 8,122 44 4 10 107 10,957
Profit for the year m - - 765 . - - - 765 |

Net remeasurements of retirement benxfit obligations m - - 543 - - - . 543

Net revaluation of property : - - - 5 - - - 5

Net movermnent in cash flow hedge reserve _ - - - - 24 - - 24

Net movement in other hedging reserve - - - - - 8 - 8

Net movement in FYOC reserve - - - - - - (33) (33

Total comprehensiv2 income - - 1,308 5 24 8 (33 1312

Reserve transfer - - 2 (3) - - 1 -

Distribution to the helders of core capitzl deferred shares - - (108) - - - - (108)

Distribution to the hzlders of Additional Tier 1 capital - - {78) - - - - (78)

At 4 April 2022 1,334 1,336 9,246 46 28 18 75 12,083

The notes on pages 240 to 317 form part of these financial statements.
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Cash flow statements
For the year ended 4 April 2023
Group Society
2023 2022 2023 2022
Notes £m fm £m £m
Cash flows (used in)/generated from operating activities
Profit before tax 2,229 1,597 2,533 1,01
Adjustments for:
Non-cash items included in profit before tax 36 839 524 773 640
Changes in operating assets and liabilities 36 (2,965) 12,029 (3,272) 12,413
Taxation (558) (378} (485) 272
Net cash flows (used in)/generated from operating activities (455) 13,772 {451} 13,792
Cash flows used in investing activities
Purchase of investrnent securities (14,039) (8,677 {14,038) (8.668)
Investment in subs diary share capital - - M 2n
Sale and maturity cf investment securities 12,097 7,877 12,096 7.877
Purchase of prepery, plant and equipment (63) (68) (63) {68)
Sale of property, plant and equipment 21 20 21 20
Purchase of intangiale assets (283) (210} (283) (210)
Net cash flows used in investing activities (2,267} {(1.058) (2,268) (1.070)
Cash flows (used in)/generated from financing activities
Distributions paid tc the holders of core capital deferred shares (108) (108) (108) (108)
Repurchase of core capital deferred sha-es (107) - (101) -
Distributions paid to the holders of Additicnal Tier 1 capital {78) {78) {78) (78)
Issuance of subordirated liabilities 646 773 646 773
Redemption of subo-dinated liabilities (2,197} - (2,197) -
Interest paid on subordinated liabilities (260) (1309 (260) (130}
Redemption of subscribed capital - (38) - (38)
interest paid on subscribed capital (6} 3} (6} (3}
'Repayment of lease | abilities L (33} (27) (33) (27
Net cash flows (used in)/generated from financing activities (2,137) 389 (2130 389
Effect of exchange raze changes on cash znd cash equivalents (10) 16 - 16
Net (decrease)/increase in cash and cash equivalents (4,869) 13119 (4,856) 13727
Cash and cash equivalents at start of year 30,824 17,705 30,805 17,678
Cash and cash equivalents at end of year 36 25,955 30,824 25,949 30,805

The notes on pages 240 to 317 form part of these financial statements.
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Notes to the financial statements
1. Statement of accounting policies

Basis of preparation

The Group and Society financial statements are prepared in accordance with international
accounting standards in conformity with the requirements of the Building Societies Act 1986
and with those parts of the Building Societies (Accounts and Related Provisions) Regulations
1998 (as amended) that are applicab e. International accounting standards which have been
adopted for use within the UK have also been applied in these financial statements.

The Group financial statements are also prepared in accordance with International Financial
Reporting Standards (IFRS) adopted Ly the European Union.

The financial statements have been prepared under the historical cost convention as modified
by the revaluation of investment properties, branches and non-specialised buildings, financial
assets measured at fair value through other comprehensive income (FVOCI), and derivatives
and certain other financial assets and iabilities measured at fair value through profit and loss
(FVTPLY.

A summary of the Group’s accounting policies, which have been consistently applied, is set
out below. There have been no changes arising from adcpotion of new and revised IFRSs, as
explained below.

Further information about judgements in applying accounting policies and critical accounting
estimates is provided in note 2.

240

Other information u

Notes to the financial statements

Going concern

The Group’s business activities and financial position, the factors likely to affect its future
development and performance, its objectives and policies in managing the financial risks to
which it is exposed, and its capital, funding and liguidity positions are set out in the Financial
review and the Risk report.

The directors have assessed the Group’s ability to continue as a going concern, with reference
fo current and anticipated market conditions including the impact of climate-related matters,
The directors confirm they are satisfied that the Group has adequate resources to continue in
business for a period of not less than 12 months from the date of approval of these
consolidated financial staterrents and that it is therefore appropriate to adopt the going
concern basis.

Adoption of new and revised IFRSs

A number of amendments and improvements to accounting standards have been issued by
the International Accounting Standards Board (|ASB) with an effective date of 1 January 2022.
Those relevant to these financial statements include minor amendments to IFRS 9 'Financial
Instruments’ and the Conceptual Framewaork. The adoption of these amendments had no
significant impact on the Group.
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1. Statement of accounting policies (continued)

Future accounting developments

1IFRS 17 ‘Insurance Contracts’ establishes the principles for the recognition, measurement,
presentation and disclosure of insurance contracts within the scope of the standard. IFRS 17 is
effective for accounting pericds beginnig or or after 1January 2023. The new standard is
not expected to have a significant impact fer the Groun.

The IASB has also issued & number of m nor amendments to IFRSs that become effective
from 1January 2023 or subsequent years, some of which have not yet been endorsed for use
in the UK. These amendments are not expected to have a significant impact for the Group.

Basis of consolidation

The assets, liahilities and results of the Society and its undertakings, which include
subsidiaries and structured entities, are included in the financial statements on the basis of
accounts made up to the reporting date.

The Group consolidates an entity from th= date on which the Group: (i) has power over the
entity; {ii} is exposed to, or has rights to, variable returns from its involvement with the entity,
and (iii} has the ability to affect those ret. ms through the exercise of its power. The
assessment of control is based on all facts and circumstances. The Group reassesses whether
it controls an entity if facts and circumstances indicate that there are changes to one or more
of the three elements of control. The Growp ceases to consolidate subsidiaries from the date
that control ceases.

A structured entity is an entity in which vcting or similar rights are not the dominant factor in
deciding control. Structured entities are ¢ 3nsolidated when the substance of the relationship
indicates control. Tha Group considers factors such as the purpose and design of the entity,
the nature of its relationship with the enti-y, the size of its holding and its exposure to
variability of returns.

Upon consolidation, all intra-Group assets and liabilities, equity, income, expenses and cash
flows relating to transactions between me nbers of the Group are eliminated.

Investments in subsidiary undertakings are stated in the Society accounts at cost less
provisions for any impairment in value. The directors consider it appropriate for
administrative and commercial reasons that subsidiary undertakings have financial years
ending on 31 March. Adjustment is made for individually significant transactions arising
between 31 March and the Society’s year ed.

Cther information U
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Securitisation and covered bond transactions

The Group has securitised certain mortgage loans by the transfer of the loans to structured
entities controlled by the Group. The securitisation enables a subsequent issuance of debt,
either by the Society or the structured entities, to investors who gain the security of the

underlying assets as collateral. Those structured entities are fully conselidated into the Group
accounts.

The transfers of the mortgage ioans to the structured entities are not treated as sales by the
Society. The Society continues to recognise the mortgage loans on its own balance sheet after
the transfer because it retains their risks and rewards through the receipt of substantially all
of the profits or losses of the structured entities. In the accounts of the Society, the proceeds

received from the transfer are accounted for as a deemed loan repayable to the structured
entities.

For covered bonds, the Society itself and not the structured entity issues the covered bonds
and then lends the proceeds to the structured entity on back-to-back terms. The structured
entity then uses these praceeds as consideration for the loans transferred from the Society. In
‘he accounts of the Saciety, neither the loan to the structured entity nor the nosm_%aﬁ_os for
the transfer of mortgage ioans is recognised separately as an additional asset and liabi

The Greup has also entered into self-issuances of debt to be used as collateral for repurchase
(‘repa’) and similar transactions. Investments in self-issued debt and the related obligation,
together with the related income, expenditure and cash flows, are not recognised in the
Society’s or Group’s financial statements. This avoids the ‘grossing-up’ of the financial
statements that would otherwise arise,

To manage interest rate risk, the Society enters into derivative transactions with the
structured entities, receiving a rate of interest based on the securitised mortgages and paying
a rate inherent in the debt issuances. These internal derivatives are treated as part of the
deemed loan and not separately fair valued because the relevant mortgage loans are not
derecognised. All other derivatives relating to securitisations are treated as explained in the
derivatives and hedge accounting policy below.

Interest receivable and interest expense

For instruments measured at amortised cost the effective interest rate (EIR) method is used
to measure the carrying value of a financial asset or liability and to allocate associated interest
income or expense over the relevant period. The effective interest rate is the rate that exactly
discounts estimated future cash payments or receipts over the expected life of the financial

instrument or, when appropriate, a shorter period, to the net carrying amount of the financial
asset or financial liability.
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In calculating the effective interest rate, the Group estimates cash flows considering ail
contractua! terms of the financial instrument (for example, early redemption penalty charges)
and anticipated customer behaviour but does not consider future credit losses. The
calculation includes all fees received and paid and costs incurred that are an integral part of
the effective interest rate, transaction costs, and il other premiums or discounts above or
below market rates.

Interest income is calculated by applying the EIR to the gross carrying amount of non-credit
impaired financial assets, For credit impaired financial assets the interest income is
cakulated by applying the EIR to the amortised cost of the credit impaired financial assets
(i.e. net of the allowance for expected credit losses (ECLS)). Where loans are credit impaired
on origination, or when purchased frem third parties, the carrying amount at initial
recognition is niet of the lifetime ECL &t that date. For these assets the EIR reflects the ECLs in
determining the future cash flows expected to be received fram the financial asset.

Interest receivable and similar income/{expense) calculated using the effective interest rate
metnod also includes interest on financial assets classified as fair value through other
comprenensive income, and on derivatives in qualifying hedge refationships.

interest income not calculated using the effective interest rate method, including interest on
financial assets classified as fair value through profit or loss and derivatives not in qualifying
hedge relationships, is presented as othar interest receivable and simitar income/{expense).

Fees and commissions

Fee and commission income and expense comprises fees that are not an integrai part of the
EIR. Fees and commissions refating to current accounts, savings accounts, mertgages and
credit cards are either;

« transaction-based and therefore recegnised when the performance obligation related to
the transaction is fulfilled, or

« related to the provision of services over a period of time and therefore recognised on a
systematic basis over the life of the agreement as services are provided.

The transaction prices and provision of services are defined within the product terms and
conditions.
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Trail commission relating to investments under administration, general insurance and
protection products sold on behaif of third parties may include variable consideration. Where
this is the case the trail commission is recognised either on the accruals basis aver the period
to which the commission relates or, if the uncertainties are more significant, once the
uncertainties are resolved.

Fee and commission income s generally earned from short-term confracts with payment
terms that do nat include a significant financing component.

Segmental reparting

The Executive Committee (ExCo) is responsible for aliocating resources and assessing the
performance of the business and is therefore identified as the chief operating decision maker.

The Group has determined that it has one reportable segrment as the ExCo reviews
performance and makes decisions based on the Group as whole. No segmental analysis is
required on geographical lines as substantially all of the Group's activities are in the United
Kingdom. As a result, no segmental disclosure is provided,

Leases

At inception, the Group assesses whether a contract is, or contains, a fease. This assessmeant
involves exercising judgement as to whether the contract conveys the right to control the use
of an identified asset, and the right o obtain substantially ail of the economic benefits fram
this asset, for 2 period of time. The leases held by the Group as a lessea consist primarily of
property contracts for branches and office buildings.

The Group recognises a right-of-use (Rol) asset and a lease liability at the commencement of
the lease, except for short-term leases {defined as leases with a lease term of less than 12
rmonths) and leases of low value assets. Payments far short-term leases and leases of low
value assets are generally recognised in the income statement on a straight-line basis.
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The lease liability is initially measured at the present value of the payments over the lease
term, with the rate used to discount the payments reflecting the rate implicit in the lease or, if
this is not readily determinable, the Group's incremental borrowing rate. The lease term
includes the non-cancellable period of the lease, together with an assessment of any
extension or termination options which are reascnably certain to be exercised. After the
cemmencement date, the amount of l=ase liabifities is increased to reflect the accretion of
interest and reduced for the lease payments made. In addition, the carrying amount of lease
liabilities is remeasured {with a corresacnding adjustment to the RolU asset) when there is a
thange in future lease payments due to & medification of lease terms, changes to an index or
rate, or a reassessment of optiens.

The RoU asset is initially measured based on the value of the corresponding lease liability,
plus any initial direct costs and any lease payments made at or before the commencement,
less any incentives received. The Rol asset is subsequently measured at cost less
depreciaticn and any accumulated imaairment. Assets are depreciated over the shorter of the
lease term or the useful life of the und=rlying asset. The Group applies IAS 36 ‘Impairment of
Assets’ to determina whether a RoU asset is impaired, as described in the property, piant and
equipment accounting policy. RoU assets are included in the ‘Property, plant and equipment’
balance sheet line item and the lease liabilities are included in the ‘Other liabilities’ line item,

All leases of owned oroperties where tre Group is lesser are classified as operating leases, as
substantially all risks and rewards of ownership have been retained. When the Group is an
intermediate lessor, it accounts for the head lease and the sublease as two separate
contracts. The sublease is classified as a finance or operating lease by reference to the Rol
asset arising from the head lease.

Rental income from operating leases is recognised on a straight-line basis cver the term of
the iease. Amounts due from lessees urder finance leases are recognised as receivables at
the amount of the Group's net investment in the leases and finance lease income is allocated
to accounting periods to reflect a constant periodic rate of return.

Intangible assets

Intangible assets held by the Group consist primarily of externally acquired and internally
developed computer software which is held at cost less accumulated amortisation and
impairment. In accordance with I1AS 38 Intangible Assets’, software development costs are
capitalised if it is probable that the asset created wili generate future economic benefits and
those benefits can be controlled by the Group. Costs incurred to establish technological
feasibility or to maintain existing levels cf performance are recognised as an expense.

Other information u

Notes to the financial statements (continued)

Web development costs are capitalised where the expenditure is incurred on developing an
income generating website.

Where applicable, directly attributable borrowing costs incurred in the construction of
qualifying assets are capitalised.

Computer software intangible assets are amortised using the straight-line method over their
estimated useful lives which generally range between 3 and 10 years. Amortisation
commences when the assets are ready for their intended use. Estimated useful lives are

reviewed annuaily and adjusted, if appropriate, in the light of technological developments,
usage and other relevant factors.

Intangible assets, including computer software, are reviewed for indicators of impairment at
each reporting date and whenever events or changes in circumstances indicate that the
carrying amount may not be recoverable. Where the carrying amount is not recoverable the
asset is written down immediately to the estimated recoverable amount. The estimated
recoverable amount is based on value in use calculations where there is no basis for making a
reliable estimate of fair value less costs of disposal.

Praperty, plant and equipment
Freehold and long leasehold properties comprise mainly branches and office buildings.

Branches and non-specialised buildings are stated at revalued amounts, being the fair value,
determined by market-based evidence at the date of the valuation, less any subsequent
accumulated depreciation and subsequent impairment. Valuations are completed annually as
at 4 April, cr more frequently if required, by external, independent and qualified surveyors
who have recent experience in the location and type of properties. Valuations are performed
in accordance with the Royal Institution of Chartered Surveyors Appraisal and Valuation
Standards and are generally performed on a vacant possession basis, using a comparative
method of valuation with referance to sales prices and observable market rents for similar
properties in similar locations.

Increases in the valuations of branches and non-specialised buildings are credited to other
comprehensive income except where they reverse decreases for the same asset previously
recognised in the income statement, in which case the increase in the valuation is recognised
in the income statement. Decreases in valuations are recognised in the income statement
except where they reverse amcunts previously credited to other comprehensive income for

the same asset, in which case the decrease in valuation is recognised in cther comprehensive
income.
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The Group holds a srall number of investment properties comprising properties held for
rental. These properties may include bot1 owned properties and leased properties for which
the Rol asset is held for rental under an operating sublease. Investment properties are stated
at fair value, determined by market-based evidence at the date of the valuation. Valuations of
owned properties are completed annually as at 4 April, or more frequently if required, by
external, independent and gualified survayors. The fair value of an investment property which
is a RoU asset reflects the expected cash flows to be received under its sublease. Changes in
fair value are included in the income statement. Depreciation is not charged on investment
properties.

Other property, plant and equipment, including specialised administration buildings, are
included at historical cost less accumulzzed depreciation and impairment. Historical cost
includes expenditure that is directly attributable tc the acquisition of the items, major
afterations and refurbishments.

Where applicable, directly attributable barrowing costs incurred in the construction of
gualifying assets are capitalised.

Land is not depreciated. The depreciation of other assets commences when the assets are
ready for their intenced use and is calculated using the straight-line method to allocate their
cost or valuation ove- the following estimated useful lives:

Branches and nan-specialised buildings 60 years
Specialised administ-ation buildings up to 60 years
Plant and machinery 51015 years
Equipment, fixtures, fittings and vehicles 3 to 10 years

Estimated usefu! lives and residuzl values are reviewed annually and adjusted, if appropriate,
in light of technological developments, 11sage and other relevant factors.

Assets are reviewed for indicaters of impairment at each reporting date and whenever events
or changes in circumstances indicate that the carrying amount may not be recoverable.
Where the carrying amount is not recovarable the asset is written down immediately to the
estimated recoverable amount. The estimated recoverable amount is based on value in use
calculations where there is no basis for making a reliable estimate of fair value less costs of
disposai.

Gains and losses on disposals are included in other operating income in the inceme
statement.
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Taxation

Current tax payable on profits is recognised as an expense in the period in which profits arise.
Current tax assets and liabilities are measured at the amount expected to be recovered from,
or paid to, the taxation authorities. Accounting for taxation involves estimation and
judgement in relation to situations in which applicable tax regulations are subject to
interpretation. Management evaluates where uncertain taxation positions exist and
recognises provisions where appropriate to reflect the best estimate of the probable cutcome.

Deferred tax is provided in full on temporary differences arising between the tax bases of
assets and liabilities and their carrying amounts in the financial statements. Deferred tax is
determined using tax rates and laws that have been enacted or substantively enacted by the
balance sheet date and are expected to apply when the related deferred tax asset is realised,
or the deferred tax liability is settled.

Deferred tax assets are recognised where it is probable that future taxable profits will be
available against which the temporary differences can be utilised. The tax effects of tax losses
available for carry forward are recognised as a deferred tax asset when it is probable that
future taxable profits will be available against which these losses can be utilised.

Deferred tax assets and liabilities are offset where there is a legaily enforceable right 1o offset
current tax assets against current tax liabilities and where the deferred tax assets and
liabilities relate to income taxes levied by the same taxation authority on either the same
taxable entity or different taxable entities where there is an intention to settle on a net basis.

Current and deferred tax are charged or credited in the income staterment except to the
extent that the tax arises from a transaction or event which is recognised, in the same or a
different period, autside the income statement (for exampie, in other comprehensive income
or directly in equity). In this case, the tax appears in the same statement as the transaction
that gave rise to it. An excepticn to this principle refates to the tax consequences of the
Group's distributions on other equity instruments. Although such distributions are recognised
directly in equity, the tax consequences are credited to the income statement, where the
profit being distributed originally arose.
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Employee benefits
(a) Pensions

The Group operates a number of defined benefit and defined contribution pension
arrangements.

Defined benefit pension arrangements

A defined benefit plan is one that defines the benefit an employee will receive on retirement,
depending on such factors as age, lenglh of service and salary.

The net cefined benefit asset or liability represents the present value of defined benefit
obligations reduced by the fair value of lan assets, after applying the asset ceiling test, where
a ret defined benefit surplus is limited ta the present value of available refunds and
reductions in future contributions to the plan. Refunds of a surplus are not considered to be
available if the right to a surplus depencs on the occurrence or non-occurrence of one or
more uncertain future events not wholly within an entity's contrel. The rights of third parties,
such as trustees, are considered in asse3sing the extent to which a surplus can be recognised.

The defined benefit obligation is calcula-ed by independent actuaries using the projected unit
credit methed. The present value of the defined benefit obligation is determined by
discounting the estimated future cash flows derived from yields of high-quality carporate
bonds that have terms to maturity approximating to the terms of the related pension liability.

Actuarial remeasurements arise from experience adjustments (the effects of differences
between previous actuarial assumptions and what has actually occurred) and changes in
forward-looking actuarial assumptions. Actuarial remeasurements are recognised in full, in
the year they occur, in other compreher sive income.

Past service costs are recognised immediately in the income statement.
Defined contribution pension arrangeme-its
A defined contribution arrangement is cne into which the Group and the empleoyee pay fixed

contributions, withoLt any further obligztion to pay additional contributions. Payments to
defined contribution schemes are chargad to the income statement as they fall due.

Other information u
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{b) Other post-retirement obligations

The Group provides post-retirement heaithcare to a small number of former emplovees. The

Group recognises this cbligation and the actuarial remeasurement in a similar manner to the
defined benefit pension plans.

(c) Other long-term employee benefits

The cost of bonuses and other long-term employee benefits payable 12 months or more after
the end of the year in which thzy are earned is accrued over the period from the start of the
performance year until all relevant criteria have been met.

(d} Short-term employee benefits

The cost of short-term empioyee benefits, including wages and salaries, sociat security costs
and healthcare for current employees, is recognised in the year of service.

Provisions

A provision is recognised whers there is a present obligation as a result of a past event, it is
probable that the ohligation will be settled, and it can be reliably estimated. This includes
management’s best estimate of amounts payable for customer redress.

The Greup has an cbligation to contribute to the Financial Services Compensation Scheme
(FSCS) to enahle the FSCS to meet compensation claims from, in particular, retail depositors
of failed banks. A provision is recognised, to the extent that it can be reliably estimated, when
the levy is legally enforceable, in line with IFRIC 21 'L evies’. The amount provided is based on
information received from the FSCS and the Group's historic share of industry protected
deposits.

Financial assets

Financial assets comprise cash, loans and advances to banks and similar institutions,
investment securities, derivativa financial instruments and loans and advances to custemars,
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Recognition and derecognition

Al financial assets are recognised initially at fair value. Purchases and sales of financial assets
are accounted for at trade date. Financial assets acquired through a business combinaticn or
partfolio acquisition zre recognised at fair value at the acquisition date. Financial assets are
derecognised when the rights to receive cash flows have expired or where the assets have
been transferred and substantially all the risks and rewards of ownership have been
transferred.

The fair value of a financial instrument on initial recognition is normally the transaction price
(plus directly attributable transaction costs for financial assets which are not subseguently
measured at fair value through profit or loss). On initial recognition, it is presumed that the
transaction price is tre fair value unless there is ohservable information available in an active
market to the contrary. Any difference batween the fair value at initial recognition and the
transaction price is recognised immediately as a gain or joss in the income statement where
the fair value is basec on a quoted price n an active market or a valuation using only
observable market dzta. In alt other cases, any gain or loss is deferred and recognised over
the life of the transaczion, or until valuat an inputs become chservable.

Modification of contractual terms

An instrument that is renegotiated is derecognised if the existing agreement is cancelled and
a new agreement is made on substantially different terms (such as renegetiations of
commercial loans). Residential mortgages reaching the end of a fixed interest deal periad are
deemed repricing events, rather than a rmedification of contractual terms, as the change in
interest rate at the erd of the fixed rate period was envisaged in the criginal mortgage
contract.

Where an instrument is renegotiated and not derecognised, the change is considered a
modification of contractual terms. Wherz this arises, the gross carrying ameunt of the lean is
recalculated as the present value of the ranegotiated or modified contractual cash flows,
discounted at the loan’s criginal effective interest rate. Any gain or loss on recalculation is
recognised immediataly in the inceme statement.

Ciassification and measurement
The classification and subseguent measurement of financial assets is based on an assessment

of the Group’s business models for managing the assets and their contractual cash flow
characteristics. Financial assets are classified into the following three categories:
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(a) Amortised cost

Financial assets held to collect contractual cash flows and where contractual terms comprise
solely payments of principal and interest (SPPI) are classified as amortised cost. This category
of financial assets includes cash, loans and advances to banks and simitar institutions, the
majority of the Group’s residential and commercial mortgage !oans, all unsecured lending,
and certain investment securities within a ‘hold to collect” business model.

Financial assets within this category are recognised on either the receipt of cash or deposit of
funds into one of the Group’s bank accounts (for cash and loans and advances to banks and
similzr institutions), when the funds are advanced to borrowers (for residential, commerc al
and unsecured lending) or on the trade date for purchases of investment securities. After
initial recognition, the assets ar2 measured at amortised cost using the effective interast rate
method, less provisions for expected credit losses.

(b) Fair value through other comprehensive income

Debt instruments held in a business model whose objective is achieved by both collecting
contractual cash flows and selling financial assets, and where contractuat terms comprise
solely payments of principal and interest (SPPI}, are classified and measured at FVOCI. This
category of financial assets includes most of the Group's investment securities which are held
to manage liquidity requiremerts.

Financial assets within this category are recognised on trade date. The assets are measured
at fair value using, in the majority of cases, market prices or, where there is no active mar<et,
prices obtained from market participants. In seurcing valuations, the Group makes use of a
consensLs pricing service, in line with standard industry practice. In cases where market
prices or prices from market participants are not available, discounted cash flow models zre
used.

Interest on FVOCI debt instruments is recognised in interest receivable and similar income in
the income statement, using th= effective interest rate method. Unrealised gains and lossas
arising from changes in value ae recognised in other comprehensive income. Provisions “or
expected credit losses and foreign exchange gains or losses are recognised in the income
staternent. Cumulative gains or losses arising on sale of FVOCI debt instruments are
recognised in the income statement within other operating income/(expense), net of any
credit or foreign exchange gains or losses already recognised.
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Upon initial recognition, ihe Group may elect iq classify irrevocally some of its aquity
investrents a5 PO when ey meet the definition of equity under \AS 32 ‘Financta!
{nstruments: Emmm,\_g._oq ang are ot held for trading. Such classification 5 %53.38 on
an .5%;3»3‘3 .Sﬂaama pasis. Gains and l03%€s on these ity .Sﬂeamam are never

deermed 1© represent 3 reCOVErY of part of the cost of ihe ._3¢mm§m3. Fauily instrurnents at
pyoCiare not subject {0 an wéﬁw‘_ﬂama agsessment.

(cy Fair valtie through profit f Joss

Al other financial assets are measured At FVTPL. Financial assels within this category
9.,3%2 include dervative instruments and a small number of recidential and .833@3_&,
1pans and ivestment securilies with 83395, cash flow njmﬂmnﬂmw__mﬂ_nm which do net meet
the SPPL criteria. The Sz:mﬂcm__ terms fof these cash flows include contingent oF leverage
jeatures, 07 refurns pased on rguements (0 pnderiying collatera) values guich as house prices.

fair values 3T€ pased on observable rarket datd, yaluations obtained from third paries of
where these are not available, internal models. (Gains Of 1DSSES arising from changes i the fair
yalue of these .Bm.:cam%m angd on disposal are 88%58 in tre income cratement withift

Hedge accounting is not applied 1© assels classified 3% PPl nowever. nedging May he
applied far economic pUrpases: Gains or 1055e5 arising fro™ changes 0 the fair vatué of
derivatives mnozoi_nmf hedgit'g RYTEL financial assets are also incluged within other

_Eum.:.am:n of financial assels
Financial acsets within the ccope of IFes9 mx_umgma credit 1oss (ECL Egg.:.mamjﬁ comprise

all financial debt _sﬂesm:ﬁm measured at eithet maa&wma rost of FyOCL. These include
cash, loans and advances to banks ang similal institutions, and the majority of _5<mm.§m3

petween the cash flows that are duein accordance with the Szﬁmﬁc& yerrms o the
ipstrurnent and the cash flows hat the Group expects 1© receive.

otnet i
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forpation

The allowance far ECLS 1S pased on an mmmmmmam:ﬂ of the Qoam_o___._ﬁ_ of default EXpOsUTe at
default and 1055 given gefaull, discounted at the effective interest rate tp give 2 net present
value of cash flows, The actimation of ECLS 1S unbiased and Eogg._z weighted {aking into

For financial assels recognised i the balance gheet at arnortised cost, the ailawance for ECLS
ig offsel against the Gress carying yalue 50 that the armount Qmmm:ﬁmu in {he balance sheet s

where 1he related financial acset has not yet beed advanced the provision is cammama in
provisions for liabitities and charges D the balance sheel.

mosawa-hoow_.:m aconotmic inputs

E(Lsare calcutated by reference 0 information an past ovents, CUrTe nt conditions and

mﬁvau:mﬂm. and internaily @mgmaﬁa assumptions in all other cases. 10 capture 2ny fion-
lineal _‘m,,m.h.azmj.ﬁ petween econamit asgumptions and credit 105585, 8 iR of four

most tikely {uture econamic conditions. together with upside, downside and SEVEre downside
eenarios representing Fiternative ﬂ.mcm.._gm views of economic conditions, weighted hased on
Emjm@mama.m yiew of theif Eocmg,.,z.

Credit risk nmﬁm@oammmoa
For the purpose of calculating ECLs, assets are nmﬁm@ogmma into three 'tages a5 follows:

Stage 1 1o significart increase in cregit risk since initiat recognition

o initial recognition, and for financia! assels where there has not been a ﬂ%%ﬁmg increase
in ceedit risk gince the date of advante: provision 5 made for 108565 srom credit defauit events
mxnmnama 1o occul within the next 12 months. txpected credit 10s3e5 for these stag® 1 assels
cnntinue 1o he qmno@_g._mma on this pasis unless thereis @ m.__m:.n_nma increase In the credit risk

of the assel.
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Stage 2: significant increase in credit risk

Financial assets are categorised as being within stage 2 where an instrument has
experienced a significant increase in credit risk since initial recognition. For these assets,
provision is made for losses from credit default events expected to occur over the lifetime of
the instrument.

Whether a significant increase in credit risk has otcurred is ascertained by considering bath
quantitative and qualitative factors. Guantitative considerations take into account changes in
the residual lifetime probabiiity of default (PD) of the asset. As a backstop, all assets with an
arrears status of mare than 30 days rast due on contractual payments are considered to be in
stage 2.

Qualitative factors that may indicate a significant change in credit risk include concession
avents where full repayment af principal and interest is envisaged, on a discounted basis.

Further information about the identification of significant increases in credit risk is provided
in note 10.

Stage 3: credit impaired {or defaulted) soans

Financial assets are transferred into stage 3 when there is objective evidence that an
instrument is credit impaired. Provisions for stage 3 assets are made on the basis of credit
default events expezted to occur over tae lifetime of the instrument. Assets are considered
credit impaired when:

» Contractual payments of either principal or interest are past due by more than 90 days;

» There are other ingications that the borrower is unlikely to pay such as signs of financial
difficutty, probable bankruptcy, breaches of contract and concession events which have a
detrimental impact on the present value of future cash flows; or

+ The loan is otherwise considered to be in default.

Interest income on stage 3 credit impaired loans is recognised in the income statement on
the ioan balance net of the ECL provision. The gross balance sheet value of stage 3 loans
reflects the contractual terms of the assats and continues to increase over time with the
contractually accrued interest.

Purchased or originated credit impaired (POCH) loans

Where loans are credit impaired on origiaation, or when purchased from third partfes,
lifetime ECLs are Incorporated into the calculaticn of the effective interest rate on initial
recognition. Consequently, POC! assets ¢o not carry an impairment allewance on initial
recognition, and the amount recognised as a loss allowance subseguently is equal to the
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changes in lifetime ECLs since inftial recognition of the asset discounted at the credit
impaired EIR. POC! loans are separately disclosed as credit impaired loans and cannot be
transferred out of the POC! designation, even if there is a significant improvement in credit
quality.

Transfers between stages

Transers from stage 1{o 2 occur when there has been a significant increase in credit risk and
from stage 2 to 3 when creait impairment is indicated as descrived above.

Loans in stage 2 or 3 can transfer back to stage 1 or 2 ance the criteria for a significant
increase in credit risk or impairment are no longer met. For loans subject to concession
events deemed to be forbearance, accounts are transferred back to stage 3 or 2 anly af‘er
being up to date for a period of 12 manths.

Write-off

Loans remain on the balance sheet, net of associated provisions, untit they are deemed to
have no reasonable expectation of recovery. Loans are generally written off after realisation of
any praceeds from coliateral and upon conclusion of the collections process, including
consideration of whether an account has reached a point where continuing attempts to
recover are no longer likely 1o be successful. Where a loan is not recoverabie, it is written off
against the related provision for loan impairment once all the necessary procedures have
been completed and the amount of the loss has been determined. Subsequent recoveries of
amounts previously written off decrease the value of impairment charges recorded in the
income staternent.

Financiai liabilities

Borrowings, including shares, deposits, debt securities in issue, subordinated liabilities and
permanent interest-bearing shares (subscribed capital} are recognised initially at fair value,
being the issue proceeds net of premiums, discounts and transaction costs incurred.

All horrowings are subsequently measured at amortised cost using the effective interest rate
method. Amortised cost is adjusted for the amortisation of any premiums, discounts and
transaction costs. The amortisation is recognised in interest expense and similar charges
using the effective interest rate method.

Derivative financial liabilities are measured at FVTPL. Borrawings that are designated as
hedged items are subject to measurement under the hedge accounting requirements
described in the derivatives and hedge accounting policy below.
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1. Statement of accounting policies (continued)

Financial liabilities are deracognised when the obligation is discharged, cancelled or has
expired. The financial liabilities of dcrmant shares and deposit accounts are extinguished
when balances hzve been transferred to the Government-backed unclaimed asset scheme
under the terms of the Dormant Accounts and Building Society Accounts Act 2008 with no
impact on the income statement.

Fair value of assets and liabilities

IFRS 13 'Fair Value Measurement’ requires an entity to classify assets and liabilities heid at fair
value, and those not measured at fair value but for which the fair value is disclosed, according
to a hierarchy that reflects the significance of observable market inputs in calculating those
fair vaiues. The three levels of the fair value hierarchy are defined below:

Level T- Valuation using quoted market prices

Assets and liabilities are classified as _evel 1if their value is cbservable in an active market.
Such instruments are valued by reference to unadjusted quoted prices for identical assets or
liahilities in active markets where the quoted price is readily available, and the price reflects
actual and regularly occurring market transacticns on an arm’s length basis. An active market
is ane in which transactions occur with sufficient volume and frequency to provide pricing
information on an ongoing basis.

Levef 2 - Valuation rechnigue using observable inputs

Assets and liabilities classified as Level 2 have been valued using models whose inputs are
cbservable in an active market. Valuations based on observable inputs include derivative
financial instrumens such as swaps ard forward rate agreements which are valued using
market standard pr cing technigues, and options that are commonly traded in markets where
all the inputs to the market standard pricing models are observable. They also include
investment securities valued using consensus pricing or other observable market prices.

Level 3 - Valuation technique using significant unobservable inputs

Assets and liabilities are classified as Level 3 if their valuation incorporates significant inputs
that are not based on observable market data. A vatuation input is considered observable if it
can be directly observed from transactions in an active market, or if there is compelling
external evidence demenstrating an executable exit price. An input is deered significant if it
is shown to contribute more than 10% to the valuation of a financial instrument.

Other information )

Notes to the financial statements {continued)

Derivatives and hedge accounting

Derivatives are entered into to reduce exposures te fluctuations in interest rates, exchange
rates, market indices and credit risk, and are not used for speculative purposes.

(@) Derivative financial instruments

Derivatives are carried at fair value with movements in fair values recorded in the income
statement. Derivative financial instruments are principally valued by discounted cash flow
meodels using yield curves that are based on observable market data or on vatuations obtained
from third parties. Discounting uses the appropriate risk-free rate for the currency of the cash
flow; for example, GBP cash flows are discounted using a Sonia yield curve. GBP Libor is no
longer used for discounting foliowing its discontinuation in December 2021.

In the first instance fair valtes are calculated using mid prices. An adjustment is then made to
derivative assets and liabilities to value thermn on a bid and offer basis respectively. The hid-
offer adjustment is calculated on a portfolic basis and reflects the costs that would be
incurred if substantially all residual net portfolio market risks were closed out using available
hedging instruments or by disposing of or unwinding actual positions. The methodology for
determining the big-offer adjustments involves netting between iong and short positions and
the grouping of nsk by type, in accordance with the hedging strategy. Bid-offer spreads are
derived from market sources such as broker data and are reviewed periodically.

In measuring fair vaiue, separate credit valuation and debit valuation adjustments are made
for counterparty or own credit risk to the extent not already included in the valuation.
Funding valuation adjustments are also made to reflect an estimate of the adjustment a
market participant would make to incorporate funding casts and benefits that arise in relation
to derivative exposures.

All derivatives are classified as assets where their fair value is positive and liabilities where
their tair value is negative, Where there is the legal right and intention o settle net, then the
derivative is classified as a net asset or liability, as appropriate.
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1. Statement of accounting policies (continued)

Where cash colateral is received, 10 mitigate the risk inherent in amounts due to the Group. it Fair vaiue and cash fiow hedges may have residual nedae ineffectiveness. This is the (egree
s included 85 2 liability within deposits from Danks ang simiiar institutions. Sirrilarly, where 1o which the change 0 fir vatue of the hedging instrument does not offset the change in fair
cash collaterat is given, 1o mitigate the ¢isk inherent in amounts due grom the Groud. itis value of the hedged item. This ineffectiveness i recogrised in the income staternent and
included s an acset in foans and advancss to banks and simiiar institutions. Where securities typically arises from.
collateral 1 received the cecurities are not recogrised in ihe accounts as the Group does not
ohtain the risks and rowards of the securities. Where securities collateral is given, the . Differencesin the magnitude of timing of future expected cash flows in the hedged iiem
cecurities 4 not amﬂmnom;mmg a5 the Group retains ubstantially al} the risks and rewards of and hedging instrument;
SAnErShip. « Differences in the market curves used 10 yalye the hedged iem and hedging ingtrurmnent
. Unexpected adjustments to either the hedged item or hedging instrument, due 1o early
() £mbedded derivatives Svmﬁnmam or disposals; OF
, Theongoing amortisation of any existing palance sheet misrmatch petween the fair value
Some cormplex contracts may e hybrid in nature, in that @ derivative glement is inchuded of the hedged item and hedging instrument.
within a non-gerivative host contract, in which caseé ihe derivative is fermed an embedded
derivative. if the host ~oritract is an agsen within the scope of |FRS @ the gntire contract has is The Group discontinues hedge accounting wher.
accounting classification assessed under \FRG 6. I tne host contract 15 @ liability or an asset
which does not fall within the scope of IFRS 9, the ermbedded gerivative 1 mmnmaau and , tisevident from testing that a hedging instrument ceases to meet the nedge
treated a5 @ siandalone derivative instrunent if: effectiveness Sga.z,mgmam
. Thehedoing irstrument expires, o i5 sold, .@é.ﬁmﬁa or exercised; OF
« s economic njmﬁmnﬁmﬁﬂmﬂ_nm are not closely related 10 the host; . The hedged itermn matures, is sold or repaid OF, in the case ofa forecasted ifem. is no
. Aseparate inetrument with the same serms would meet the definition of @ derivative; and langer deemned to be nighly probable 1o OCLMY.

. The hybrid contract is not already belnd fair valued {hrough tne income sratement.
For macro hedges which continue to be accounted for under 145 39, the Group may also

{c) Hedge accounting decide o camnmﬂzmz cease hedae accounting even though he hedge relationship
continues t0 e hignly effective, Y ceasing 10 designate the financial instrument as 2 hedge.

The Group nas adopted the general hedqe accounting ag.c._.‘mam:_m of IFRS 9 but continues For hedges accounted for under IFRS 9, the Group is unable to voluntarily de-designate

to apply the scope exception which allows ongoing apolication of 1AS 39 for fair value hedge hedging relationships, unless there 1as been a chande 1o risk management chjectives.

accounting fora portfalio {macro) hedge of interest rate risk. When transactions meet the

criteria momn._mma inlFRG 9. the Group ca? apply twe types of hedge accou nting: efther hedges Fair vaite hedge accounting

of the changes in {air value of the financial asset or i ability {fair yalue hedae accourting) of

hedges of the ariability in cash flows of the financia) asset of fiability {cash flow hedge Fair value hedge accounting results in the carrying value of the hedged {tem heing adjusted

accounting)- The Group does not have nedges of net investments. to refiect chandés in fair vaiue attributable 10 the risk being hedged. This creates an offset to

the fair value movernents of the hedaing instrument. Changes in the £3ir vaiue of the hedged

Ay incephion sach hedge relationship is formally ggcama&, including @ descriplion of the jterns and hedging jnstruments are cecorded in the income statement, axcept for changes in

hedged item (@ financial asset or liability which is heing mno:oainm_~< hedaed) and the the fair value of hedgingd instruments accounted for under IFRS 8 which are attributable to

hedging instrument {2 derivative), a3 wel asihe methods wihich will be psed 1o assess the foreign currency basis gpreads. ‘wWhere foreian currency basis spreads are excluded from

affectiveness of the hedge. Hedges ACCOM nted for under JERS 9 are required 10 pe effective of redge designation. this element of fair valuation of the hedaing instrument i instead

a camnm&% pasis, in line with risk aw:mmmsma strategy. Macro hedges which continue to recognised directly within equity within the ‘other hedgind reserve’.

pe accounted for under 1AS 39 are requirzd o be highty gffective On hoth @ retrospective and
a uqomumﬂ.zm pasis.
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1. Statement of accounting policies (continued)

For larger and distinctively identifiakle assets and liabilities, such as investrment securities and
debt securities in issue, a single or s mall number of hedging instruments may be used. This is
referred to as a micro fair vaiue hedge. If the hedge is effective, the Group adjusis the carrying
value of that specific asset or liability te reflect changes in its fair value due to movements in
the designated benchmark rate, suc as Sonia. This creates an offset to the faii value
movement of the hedging instrumer ts.

For hedged items which are classifies as FVOC, such as investment securities, there is no
further need te agjust their carrying valie as they are already held at fair value. Instead,
hedge accounting results in an amot nt being removed from the FVOC! reserve and instead
reported in the inzome statement, tc create an offset to the change in fair value of the
hedging instrument.

For baiances within portfolios of hom ogeneous instruments, such as martgages, savings and
commercial loans. derivatives may be used to hedge risks on a portfolio basis. The Group
creates separate portfolio {macro) hedges for assets and liabilities. The Group determines the
hedged item by icentifying portfolios of similar assets or liabilities and scheduling the
expected future cash flows from thes items into repricing time buckets, based on expected
rather than actual repricing dates. A sortien of the total cash flow from each time bucket is
then included in the hedged item. Tha size of this particn is set so that it is expected to create
a highly effective fair value offset to the equivalent future cash flows from the hedging
instruments. If the hedge is highly effactive the Group records an adjustment in the fair value
adjustment for pofolio hedged risk category on the balance sheet, Macro hedges are
frequently rebalanced to include new business.

In fair value hedge accounting relationships, if the hedging instrument no longer meets the
criteria for hedge accounting, the cumulative fair value hedge adjustment is amortised over
the period to maturity of the previously designated hedge relationship. If the hedged item is
sold or repaid, the unamortised fair value adjustment is immediately recognised in the
income statement

Cash flow hedge accounting

In a cash flow hedge accounting relat.onship, the portion of the hedging instrument’s fair
value movement that is deemed to be an effective hedge is deferred tc the cash flow hedge
reserve, instead of being immediately recognised in the income statement. The ineffective
portion of the derivative fair value mosement is recognised immediately in the income
statement.

Other information v

Notes to the financial statements {continued)

Amounts deferred to the cash flow hedge reserve are subsequently recycled to the income
statement. This recycling occurs when the underlying asset or liability being hedged impacts
the income statement, for example when interest payments are recognised. In cash flow
hedge accounting relationships, if the derivative no longer meets the criteria for hedge
accounting, the cumulative gain or loss from the effective portion of the movement i the fair
value of the derivative remains in other comprehensive income until the cash flows from the
underlying hedged item are recognised in the income statement or are no longer expacted to
occur. If the hedged item is sold or repaid, the cumulative gain or loss in other
comprehensive income is immediately recognised in the income statement,

Offsetting financial instruments

Financial assets and liabilities are offset and the net amount reported on the balance sheet if,
and only if, there is a currently enforceable legal right to set off the recognised amounts and
there is an intention to settle on a net basis, of to realise an asset and settle the liability
simultaneously.

Sale and repurchase agreements (including securities borrowing and lending)

Investment and other securities may be lent or sold subject to a commitment to repurchase
them at a pre-determined price (a repo). Such securities are retained on the balance sheet
when substantialiy all the risks and rewards of ownership (typically, the interest rate risk and
credit risk on the asset} remain within the Group, and the counterparty liability is included
separately on the balance sheet within deposits from banks and similar institutions as
appropriate.

Similarly, where the Group borrows or purchases securities subject to a commitment ta resell
them {a reverse repo) but does not acquire the risks and rewards of ownership, the
transactions are treated as collateralised loans within loans and advances to banks anc
similar institutions, and the securities are not included on the balance sheet.

The difference between sale and repurchase price is accrued over the life of the agreements
using the effective interest rate method.
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1. Statement of accounting pclicies (continued)
Equity instruments

Issued financial instruments are classified as equity instruments where the contractual
arrangement with the holder does not result in the Group having a present obligation to
deliver cash, another ‘inancial asset or a variable number of equity instruments. Where the
Group does have a prasent obligation, the instrument is classified as a financial liability.

The proceeds of the issuance of equity instruments are included in equity. Costs incurred that
are incremental and directly attributable to the issuance are deducted from the proceeds {net
of applicable tax).

Distributions to helders of equity instruments are recognised when they become irrevocable
and are deducted from the general reserve.

Own equity instruments that are reacqu red, referred to as treasury shares, are recognised at
cost and deducted from equity. No gain or loss is recognised in profit or loss on the purchase,
sale, issue or cancellation of the Group’s own equity instruments. Any difference between the
carrying amount and the consideration, if reissued, is recognised in the share premium.

Inventories

Inventories relating “o property development activities are held at the lower of cost and net
realisable value and are included within other assets on the balance sheet. Cost comprises
direct materials and, where applicable, direct labour costs and trose overheads that have
been incurred in bringing the inventories to their present location and condition. Net
realisable value represents the estimated selling price less all est mated costs of completion
and costs to be incurred in marketing and seiling.

Foreign currency translation

The consolidated financial statements are presented in sterling, which is the functional
currency of the Soc ety, Items included in the financial statements of each of the Group's
entities are measured Lsing sterling which is also the functional currency of each entity.
Foreign currency transactions are trar.slated into sterling using -he exchange rates prevailing
at the dates of the fransactions.

Monetary items denominated in foreign currencies are retranslated at the rate prevailing at

the balance sheet date. Foreign exchange gains and losses resulting from the retranslation
and settlement of these items are reccgnised in the income statement as disclosed in note 7.
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Notes to the financial statements (continued)

Cash and cash equivalents

For the purposes of the cash flow statement, cash and cash equivalents comprise balances
with less than three months maturity from the date of acquisition, included within cash and
loans and advances to banks and similar institutions on the balance sheet.

Contingent liabilities

Contingent liabilities are possible obligations whose existence will be confirmed only by the
outcome of uncertain future events, and present obligations where the outflow of resources is
uncertain or cannot be measured reliably. Contingent liabilities are not recognised on the
balance sheet but are disclosed unless the likelihood of an outfiow of economic resources is
remote.

IFRS disclosures

The audited sections in the Ris< report and the Report of the directors on remuneration form
an integral part of these financial statements. These disclosures {where marked as ‘auditec’)
are covered by the Independent auditor's report for this Annual Report and Accounts.
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2. Judgements in applying accounting policies and critical accounting estimates

The preparation of the Group's financial statements in accordance with IFRS involves management making judgements and estimates when applying those accounting poficies that affect the
reported amounts of assets, liabilities, income and expense. Actual results may differ from those on which management’s estimates are based. Estimates and assumptions are continually evaluated
and are based on historical experience and other factors, including expectations of future events that are believed to be reasonable. For the year ended 4 April 2023, this evaluation has considered
the impact of climate-related risks on the Group's financial position and performance. While the effects of climate change represent a source of uncertainty, the Group does not consider there to be
a material impact cn its judgements and estimates from physical and transition risks of climate change in the short to medium term.

The key areas involving a higher degrez= of judgement or areas involving significant sources of estimation uncertainty made by management in applying the Group’s accounting policies are disclosed
in the following notes.

Estimates  Judgements
Impairment charge/release and provisians on loans and advances to customers Note 10 Note 10
Retirement benefit cbligations (pensions) Note 30
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3. Interest receivable and similar income

Group Society
2023 2022 2023 2022
£m fm £fm fm

On financial assets measured at amortised cost:

Residential mortgages 4,904 47278 3,550 3,080
Connected undertakings - - 768 805
Other loans 602 531 592 525
Other liguid assets (note i) 1,002 109 1,002 108
Investment secu ties 2 10 2 0
On investment secu-ities measured at FVOCI 310 134 310 134

Net income/(expense) cn financial instruments hedging assets in
a qualifying hedge accounting relationship

Total interest receivable and similar income calculated using
the effective interest rate methed

1,956 (561) 1,956 (561)

8,776 4,501 8,180 4,01

Interest on net defined benefit pension surplus {note 30} 26 4 26 4

Other interest and similar income (note ii) 23 7 23 6

Total 8,825 4,512 8,229 4,M
Notes:

i. Includes interest on amounts depaositec with the Bank of England {BokE).
ii. Incluges interest on financial instrumerts hedging assets that are not in a qualifying hedge accounting relationship.

4. Interest expense and similar charges

Group Society

2023 2022 2023 2022

fm fm £m £m

On shares held by individuals 1,915 456 1,915 456

0On subscribed capital 1 13 Ll 13
On deposits and other borrowings:

Subordinated liabilities 272 258 272 258

Connected undertakings - - 81 18

Other (note i) 1,070 99 1,069 99

On debt securities in issue 769 449 695 427

Net expense/(income) on financial instruments hedging liabilities 290  (325) 195 (185)

Total 4,327 950 4,238 1,086

Note:

i. Includes interest on ameunts drawn dow under the BoE's Term Funding Scheme with additional incentives for SMEs {TFSME), as well as interest on other deposits and short-term borrowing.
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5. Fees and commission ircome and expense

2023 2022

Income Expense Net  Income  Expense Net
Group £m £m £fm £m £m £m
Current account and savings 288 (251) 37 308 (17 137
General insurance 27 - 27 ) - 4
Protection and invastments 44 - 44 58 - 58
Mertgage 21 @n (6) 24 (10 4
Credit card 44 (25) 19 39 (31 8
Other fees and commissions 8 (8) - 5 (6) {n
Total 432 (311} 121 475 (218} 257

The Society's fee and commission income and expense is as shown above for the Group, except that it excludes £2 million of mortgage net expense (2022; £4 million net income).

6. Other operating income

Group Society
2023 2022 2023 2022
(note i}
£m fm Em fm
(Losses)/gains on financial assets meas.red at FVTPL (10) 9 (12} 8
Gains on disposal of FVOC! investment securities 74 a7 74 47
Recharges for services to connected undertakings - - 88 66
Other expense B (10) (8) o on
Total 54 48 133 104

Nete:

i. Society comparatives have been restated to conform to the current year presentation, to present dividends from subsidiaries separately as ‘Income from investments’ in the income statement. This resulted in the
reclassification of £2 million out of other operating income for the year ended 4 April 2022.

Other expense for the Seciety includes impairments of investments. Further details are included in note 33.

There were no gains or losses cn dispocal of financial assets measured at amortised cost in the yeur ended 4 April 2023 (2022: Enil).
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7. Losses from derivatives and hedge accounting

As a part of its risk mznagement strategy, the Group uses derivatives to economically hedge financial assets and liabilities. More information on how the Group manages market risk can be found in
the Risk report. Hedge accounting is employed by the Group to minimise the accounting volatility assaciated with the change in fair value of derivative financial instruments. This volatility does not
reflect the economic reality of the Group’s hedging strategy. The Group only uses derivatives for the hedging of risks; however, income statement volatility can still arise due to hedge accounting
ineffectiveness or because hedge accourting is either not applied or is not currently achievable. The overall impact of derivatives will remain volatile from period to period as new derivative
transactions replace those which mature to ensure that interest rate and other market risks are continually managed.

Note 1 describes how fair value and cash flow hedge accounting affect the financial statements and the main sources of the residual hedge ineffectiveness remaining in the income statement.
Further information on the current derivative portfolio and the allocation to hedge accounting types is included in note 15.

Group Society

2023 2022 2023 2022

£m fm £m fm

Losses from fair value hedge accounting (62) {2h (60) (9)
Gains from cash flow hedge accounting 1 2 - 1
Fair value gains from cther derivatives (nate i) 56 13 48 2
Foreign exchange retranslation (note ii) 1 M - -
Total (4 0] (12) (6)

Notes:

i, Gains or losses arise from derivatives used for economic hedging purposes but which are not currently in a hedge accounting relationship, valuation adjustments applied at & porifolio level which are not allocated to
individual hedge accounting relationshirs, and fair value gains or losses on derivatives economically hedging fixed rate mortgages not yet on the balance sheet,
ii. Gains or losses arise from the retranslation of foreign currency monetary items not subject to effective hedge accounting.
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Fair value hedge accounting

Financial statements

QOther information v

Notes to the financial statements (continued)

Interest rate and currency derivatives are used to economically hedge the fair value of fixed rate assets and liabilities. The market risk from fixed rate assets and liabilities may be netted down befere
deciding to use derivatives. The derivatives used are predominantly interest rate swaps, which convert fixed rate cash flows to a benchmark floating rate such as Sonia, and cross currency swaps

which convert foreign currency cash flows to GBP cash flows. In addition, bond farwards are used to reduce swap spread risk within the investment securities portfo

to economically hedge contractual inflation risk within investment securities. The tabie below provides further information on the Group’s fair value hedges:

Fair value hedge accounting

and inflation swaps are used

2023 Change in fair value used Hedge Carrying Of which:
for determining hedge  ineffectiveness amount  accumulated
ineffectiveness recognised in of the fair value
the income  hedged item adjustment
Group statement
Hedged item balance sheet Hedging instrument Risk category Hedged Instrument
classification item (note i)
£m £m £m fm £m
Assets:
Laans and advances to customers (note ii) Interest rate swaps Interest rate (2,687) 2,630 (57) 86,465 {4,581)
Investment securities ) Interest rate swaps, bond forwards ~ Interest rate (107) 107 - 2,936 (474)
Investment securities _MWMM MH Mﬁwww CT0s5 currency _mﬂwﬂmww_‘mmﬂm and foreign (336) 334 (2) 13,188 (1,017)
" Interest rate swaps, inflation swaps,  Interest rate, inflation and
Investment securities Cross currency _:mmﬂmmﬁ rate mém_um foreign exchange @21 22 1 2,935 (247)
Investment securities Inflation swaps Interest rate and inflation (154) 154 - 5,297 (85)
Total assets (3,505) 3,447 (58) 110,821 (6,398)
Liabilities:
Shares (note iii) Interest rate swaps Interest rate 9 - 9 2 2
Debt securities in issue Interest rate swaps Interest rate 56 (54) 2 1,927 2
Delt securities in issue interest rate s CICSS CUTTEnc _mﬂﬁmwwws and foreigr 1060 (1,069) © 18,528 (1,434)
Subordinated liabilities mierestrate M&Mm cross currency Mwmw@ws and foreign 200 (204) (4) 6,755 (281)
Subscribed capital Interest rate swaps Interest rate 14 (16) (2) 168 1
Total liabilities 1,339 (1,343) (4) 27,380 (1,710)
Total fair value hedges (2,166} 2,104 (62)

257



Annual Report & Accounts 2023

m Strategic report

Notes to the financial statements {continued)

Financial statements

Governance Risk report

Other information u

7. Losses from derivatives and hedge accounting (continued)

Fair value hedge accounting

2022 Change in fair value used Hedge Carrying Of which:
fer determining hedge ineffectiveness amount  accumulated
ineffectiveness recognised in of the fair value
theincome  hedged item adjustment
Group statement
Hedged item balance sheet Hedging instrument Risk category Hedged item  Instrument
classification (ncte i)
m f£m fm m fm
Assets:
Loans and advances to customers (note ii) Interest rate swaps Interest rate (3.493) 3474 (19) 96,439 (1,894)
Investment securities Interest rate swaps, bond ferwards  Interest rate (226) 232 6 3.924 (367)
Investment securities _”MMMM MW Mﬁwmw Cross cufrency HMLMMMWS and foreign (773) 768 (5 14,335 {(€87)
- Interest rate swaps, inflation swaps,  Interest rate, inflation and
Investment securities Cross currency Smm_‘mmﬁ rate mémum foreign exchange (10) 2 2 1189 {20)
_Inflation swaps Interest rate and inflation B (3) 3 3238 69
) - o (4.496) 4,483 _ I,QIV“ L:AVS] (2,833)
Shares (note iii) Interest rate swaps Interest rate 14 - 14 n 1
Debt securities in issue Interest rate swaps Interest rate 92 (90) 2 3,003 58
hassmesencosarme Meswentoen o qam @y v o
Subordinated lia terest are ap (e cueny Hnﬂmwwwg and foreign 386 (386) . 8,250 3
Subscribed capitsl ~Interest rate swaps Interest rate 18 (19) {1 182 15
Total liabilities 1510 (1,518) 8 28841 37)
Total fair value hedges {2,986) 2,965 2n

Notes:

i.  The Group does not include cross currency basis spreads within its hedge accounting relationships. The change in fair value is instead deferred to an ‘cther hedging reserve’ and so is not included in the change in

vaiue of the hecging instrument.

ii. Seme of the Group’s loans and advarces to customers have been included as hedged items in macro fair value hedges of interest rate risk. The accumulated fair value hedge adjustment includes £{5,011) mil on
(2022: £(2,443)million) which is recagnised in the separate balance sheet asset “fair value adjustment for pertfolio hedged risk.’ The remaining amount relates to the fair value adjustment to commercial loans in a

micro fair value hedge accounting re ationship and is included in the carrying value of these loans as shown in note 14.
Shares are no Icnger designated in fzir value hedge accounting relationships. As a result, the carrying amount of the hedged item presented ir the table above represents the value of the historic hedge adjustments

remaining from previous hedge relat onships, which are amortising over the life of the shares.
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Cash flow hedge accounting
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Notes to the financial statements (continued)

The Group's risk management approach may involve creating future cash flow cerfainty. The Group uses cross currency interest rate swaps to hedge non-sterling investment securities, debt
securities in issue and subordinated liabilities. A portion of the interest rate flows within these derivatives has been included as a hedging instrument in cash flow hedges. In addition, inflation swaps
are used to hedge RPI-linked debt securities in issue. The table below provides further information on the Group’s cash flow hedges:

Cash flow hedge accounting
2023

Group
Hedged item balance sheet
classification

Assets:
Investment securities

Total assets
Liabilities:
Debt securities in ‘ssue

Debt securities in .ssue

Subordinated labilitie

Total cash flow hedges

Hedging instrument

Cross currency interest rate
swaps

infation swaps

Crass currency interest rate
swaps

Crass currency interest rate
m<«mruxm

Risk category

Interest rate and foreign
exchange

Interest rate and inflation
Interest rate and foreign
exchange

Interest rate and foreign
exchange

Change in fair vaiue used

Changes in instrument fair value

Amounts accumulated

for determining hedge reported as in the cash flow hedge reserve
ineffectiveness Hedge Net amounts  (excluding deferred taxation}
ineffectiveness deferred to other
recognisedin  comprehensive
Hedged item Hedging the income income Continuing Discontinued
instrument statement (note i) hedges hedges
fm £m £m fm £m £m
1 2 M M - -
1 @ 0] 0] . -
5 (&3] - (5) 10 -
(15) 16 2 14 5 191
(15) 15 - 2 16
(5) 26 2 24 36 207
(24) 24 1 23 36 207
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7. Losses/gains from derivatives and hedge accounting (continued)

Cash flow hedge acccunting

2022 Change in fair value used for Changes in instrument fair value Amounts accumulated

determining hedge reported as in the cash flow hedge reserve
ineffectiveness Hedge Net amounts (excluding deferred taxation)
ineffectiveness  deferred to other

Group recognised in comprehensive

Hedged item balance sheet Hedcing instrument Risk category Hedged itern Hedging the income income Continuing Discontinued
classification instrument statement (note 7) hedges hedges

fm fm £m fm fm fm
Assets; L
Cross currency interest rate Interest rate and foreign

Investment secu swaps exchange - 9\\ 2 i o ..4 B 1 1 ]
Total assets Q] 2 1 1 1 N
Liabilities:

Debt securities in iscue Inflazion swaps Interest rate and inflation (14 14 - 14 15 ;

I Cress currency interest rate Interest rate and foreign i
Debt securities in issue WA s exchange 1 1 - (9 222
. N Cross currency interest rate Interest rate and foreign

Subordinated :mu_,__gmem swas . exchange ( (22) ng - - 22 6 18
Total liabilities L RN 1) S 37 . B S

Total cash fiow hedges (37) 39 2 37 13

Note:

i.  The net deferral to other comprehensive income of gains before tax of £23 million (2022: £37 million) is shown within the cash flow hedge reserve section of the statements of comprehensive income. The cast flow
hedge reserve also includes amounts previcusly deferred on instruments which have since been migrated to fair value hedges. Amortisation of these amounts of £33 million (2022; £52 million) is presented within
the fair value hecge accounting table within the change in fair value of the hedging instrument.
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Group Society
2023 2022 2023 2022
Notes £m fm £m fm
Employee costs:
Wages and salaries 597 542 597 542
Bonuses 78 64 78 64
Social security costs 90 7 50 7
Pension costs o o 30 135 153 145
o 918 822 918 822
QOther administrative expenses:
Other staff related costs 47 32 47 32
Property costs 97 85 97 85
Printing, postage and stationery 36 32 36 32
IT and communications 367 333 367 333
Marketing and advertising 46 50 46 50
Product operating costs 55 51 54 50
Legal, professional and consultancy 15 98 14 98
_ Otheroperatingcests(notedy 99 20 98 118
862 801 859 798
Bark levy 20 16 20 6
Depreciation, amortisation and impairmert 523 595 522 293
Total 2,323 2234 2,319 2,231
Note:

i. Other operating costs include fraud-related osses.
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8. Administrative expenses (zontinued)

Executive directors and certain senior executives are entitled to bonus payments under the Annuai Performance Pay (APP) plan. Under this scheme, awards are based on current year results but are
paid over a period of up to seven years, with part of the awards linked to the value of Nationwide’s core capital deferred shares (CCDS). The payment of deferred elements remains subject to further
discretion by the Remuneration Commitzee. These bonuses are recognised in the income statement over the period from the start of the performance year until all relevant criteria have been met.
The tabie below shows actual and expeczed charges to the income statement in respect of all APP bonuses for each relevant scherme year:

Income statement charge for long-term bonuses

Group and Society
Actual Actual Expected Expected
2021/22 2022/23 2023/24  2024/25and
(notes i (note i) beyond
and ii {note iii)
£fm fm fm fm

Annual Performance Pay:

2020/21 and previous years . 5.5 (0.3) 01 o1
2021/22 10.3 52 0.9 0.5
2022/23 o _ o - 1n.7 38 B 28
Income statement charge for leng-term benuses 15.8 16.6 48 34

Notes:

i.  Bonus charges for the year ended 4 April 2023 include £7 million {2022: £7 million) of long-tarm bonuses which will be paid more than one year from the balance sheet date.
In the year ended 4 April 2023, £6 million (2022: £7 million) was recognised in the income statement in relation to awards linked to share based payments, being amounts dependent on the performance of the
Group's CCDS. This payment is deferred and therefore included in accruals and deferred income on the balance sheet.

jil. The amounts expected are based on past Jerformance and are subject to change as a resuit of future leavers and CCDS performance.

From the year ending 4 April 2024, directors wili also be entitled to bonuses under the Long-Term Performance Pay (LTPP) plan. Directors’ emoluments, including details of the bonus schemes, are
shown in the Report of the directors on re nuneration in accordance with Schedute 104, paragraphs 1to 9 of the Building Societies Act 1986.

The remuneration of the external auditors Ernst & Young LLP {EY), is set out below:

External auditor’'s remuneration

Group Society
2022 2022
2023 {note 1) 2023 (note i)
fm £fm £m £fm
Audit fees for the Grour and Society statuto-y audit 5.1 47 5.1 47

Fees payable for other services:
Audit of Group subsidiaries 0.3 03 - -
Audit-related assurance services o 0.9 07 0.9 07
Total zudit and audit-retated assurance servces 6.3 5.7 6.0 54
_Other non-audit services S 0.8 05 0.8 05
Total 7.1 6.2 6.8 59
Note:

i. Comparatives have been restated to present fees relating to PRA private reporting of £0.2m within audit-related assurance services. Previously, these were presented within audit fees for the Group and Society
statutory audit.

262



Annual Report & Accounts 2023

Notes to the financial statements (continued)

Financial statements Other information U

m Strategic report Governance Risk report

9. Employees
Average number of persons employed during the year
Group Society
. 2023 2022 2023 2022
Fulltime 13,966 13,416 13,961 13,410
Part time ) ) 4,133 4,270 4133 47270
Total 18,099 17,686 18,094 17,680

10. Impairment charge/release and provisions on loans and advances to customers

The following tables se- aut the impairment charges and releases during the year and the closing provision balances which are deducted from the relevant asset values in the balance sheet:

Impairment charge/{release)

Group Society
2023 2022 2023 2022
fm fm fm £m
Prime residentiai mn (19 12 20}
Buy to let and legacy rasidential 83 (109) - N
Consumer banking ) A 93 &) 93
Commercial and other lending 1 8 1 8
Total ‘ ] 126 2N 44 80
Impairment provisions
Group Society
2023 2022 2023 2022
£m £m £m m
Prime residential 84 73 83 72
Buy to let and legacy residential 196 N4 3 3
Consumer banking 469 529 469 529
Commercial and other lending 16 30 16 30
Total 765 746 5N 634
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10. Impairment charge/release and provisions on loans and advances to customers (continued)

Critical accounting estimates and judgements

Impairment is measured as the impact cf credit risk an the present value of management’s estimate of future cash flows. In determining the required level of impairment provisions, outputs from
statistical models are used, and judgements incorporated to determine the probability of default (PD), the exposure at default (EAD), and the loss given default (LGD) for each loan. Provisions
represent a probability weighted average of these caicutations under multiple economic scenarios. Adjustments are made in modelling provisions, applying further judgements to reflect model
limitations, or to deal with instances where insufficient data exists to fully reflect credit risks in the models.

The most significant areas of judgement are:

» The approach to identifying significant increases in credit risk; and
« The approach to identifying credit impaired foans.

The most significant a-eas of estimation uncertainty are:

» The use of forward-looking ecenomic informaticn using multiple economic scenarios; and
o The additional judgements made in modelling expected credit losses (ECL) - these currently inciude PD uplifts relating to the current economic uncertainty and property valuation risk arising
from fire safety issues.

The Group has considered the potential impact of climate change on impairment provisions beyond their impact on economic assumptions and has concluded that an adjustment to modelied
provisions is hot currently appropriate. Tke expected physical risks are likely to be longer term in nature and, therefore, are likely to have a limited impact on the Group's existing lending due to the
impact of loan amortisation and redempt ons. Future transition policies and the Group's response ta these poiicies is still highly uncertain. Therefcre, the Group cannot yet reliably measure the
impacts on impairment provisions. The Group wili continue to monitor this risk.

Identifying significant increases in credit risk (stage 2)

Loans are allocated to stage 1 or stage 2 azcording to whether there has been a significant increase in credit risk. Judgement has been used to select both guantitative and qualitative criteria whicn
are used te determine whether a significant increase in credit risk has taken place. These criteria are detailed within the Credit risk section of the Risk report. The primary guantitative indicators are
the outputs of internal credit risk assessmznts. While different approaches are used within each portfolio, the intention is to combine current and historical data relating to the exposure with
forward-looking economic information to determine the probability of default (PD) at each reporting date. For residential mortgage and consumer banking lending, the main indicators of a
significant increase in credit risk are eithe: of the following:

» The residual lifetime PD exceeds a berchmark determined by reference to the maximum credit risk that weuld have been accepted at origination; or
« The residual lifetime PD is at least 75 kasis points more than, and at least double, the original lifetime PD.

These complementary criteria have been raviewed through detailed back-testing, using management performance indicaters and actual default experience, and found to be effective in capturing
events which would cor stitute a significant increase in credit risk.

Identifying credit impaired loans (stage 3)

The identification of credit impaired loans s an important judgement within the staging approach. A loan is credit impaired either if it has an arrears status of more than 90 days past due,
or is considered to be in default, or it is considered unlikely that the borrower will repay the outstanding balance in full, withaut recourse to actions such as realising security.
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10. impairment charge/release and provisions on loans and advances to customers (continued)

Critical accounting estimates anc judgements {continued)

Use of forward-looking economic information

Management exercises judgement i1 estimating future economic conditions which are incorporated into provisions through modelling of muftiple scenarios. The economic scenarios are reviewed
and updated on a quarterty basis. The provision recognised is the probability-weighted sum of the provisions calculated under a range of economic scenarios. The scenarios and associated
probability weights are derived using external data and statistical methodologies, together with managemen: judgement, The Group continues to model four econamic scenarios, which together
encompass an appropriate range of potential economic outcomes. The base case scenario is aligned to the Society’s financial planning process. The upside and downside scenarios are reasonably
likely favourabie and adverse alternztives to the base case, and the severe downside scenario is aligned with the Society’s internal stress testing. The impact of applying multiple economic scenarios
(MES}is to increase provisions at 4 April 2023 by £125 millian (2022: £98 miliion), compared with provisions based on the base case economic scenario.

Prabability weightings for each scenaric are reviewed quarterly and updated to reflect economic conditions as they evolve. The changes in scenario weightings during the peried primarily reflect a
deterioration in the economic outlock. The base case and downside scenario weightings increased (and upside scenario weighting decreased) to reflect increased risks associated with rising
inflation, increases in Bank rate and the ongoing ecenomic consequences of the conflict in Ukraine. The probability weightings applied to the scenarios are shown in the table below.

Scenario probability weighting (%)

Upside Base case Downside Severe

scenario scenario scenario downside

scenario
4 April 2023 10 45 30 15
4 April 2022 20 40 25 15
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10. Impairment charge/release and provisions on loans and advances to customers (continued)
Critical accounting estimates and judgenents (continued)

in the base case scenario at 4 April 2023, a modest recession is forecast, with a falt in GDP of 1.1% expected in 2023. This contraction in the economy is expected to result in an increase in the
forecast peak unemployment rate to 5.0% t2022: 4.2%) in this scenario. The peak unempleyment in the downside scenario of 7.0% is unchanged from 4 April 2022 and reflects a significant
economic downturn. The peak unemploymeant in the severe downside scenario of 10.0% is alse unchanged from 4 April 2022, reflecting a severe long-lasting impact on the UK economy.

House prices are expectad to fall in the shot term in the base case scenario. This is the result of ongoing affordability pressures due to increasing borrowing costs and inflation. The downside
scenario assumes more significant house price falls during both 2023 and 2024, driven by a deterioration in economic conditions includirg an increase in unemployment, whilst the severe
downside scenario includes a fall in house arices of 34% from December 2022 to the trough. As a result, the weighted average of all scenzrios represents a falf in house prices by 12% between
December 2022 and Dezember 2024.

The Bank rate is assumed to remain at 4.25% during 2023 in the base case scenario. Inflation in this scenario is expected to reduce during 2023 to 4%; however, the severe downside scenario

includes a sustainad hich level of inflation ~hroughout 2023. In the downside scenario the Bank rate is low fram 2024 onwards, reflecting the risk that there is a significant econemic downturn, with
a reduction in the Bank rate required ta stimulate economic demand.

The graphs below show the historical and “orecast GDP level, average house price and unemployment rate for the Group's current economic scenarios, as well as the previous base case economic
SCENario:

GDP Level (Indexed: Dec 2022 =100) Average house price {£k} Unemployment rate (%)
v -Upside -—Basecase -4 April 2022 Base case —Downside — Severe 350 ~~Upside —Basecase +4Aprl 2007 Base case —Downside —Severe 0 —-Upside ——Basecase - 4 April 2022 Base case  —Downside —Severe
10
300
31
2350
6
200
4
80 ;B0 2

Dec-2G  Dec2l  Dec2?  Dec23  Dec24  Tec25 Dec26  Decal Dec-20  Dec21  Dec22  Dec-23  Dec24  Dec2s Dec26  Dec2V Dec-20  Dec?l  Dec2?  Dec23  Dec-24  Dec25  Dec26  Dec27
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10. Impairment charge/release and provisions on loans and advances to customers {continued)

Critical accounting estimates and judgements (continued)

Notes to the financial statements {continued)

The tables below provide a summasy of the values of the key UK economic variables used within the econemic scenarios over the first five years of the scenario:

Economic variables

Rate/annual growth rate at December 2022-2027

Actual Forecast

2022 2023 2024 2025 2026 2027
4 April 2023 % Y % % % %
GDP growth
Upside scenario 0.4 13 2.0 1.8 1.6 1.6
Base case scenario 0.4 .1 12 1.8 29 2.0
Downside scenario ] 04 (2.9 0.8 24 2.3 20
| Severe downside scenario 04 (5.2) 22 3 21 17
| HPI growth
| Upside scenario 6.0 0.4 37 38 38 3.8
Base case scenaric 6.0 {4.5) 0.7 3.0 3.2 32
Downside scenaric 6.0 (8.6) (M4 2.0 6.8 4.3
Severe downside scenario 6.0 (21.0) (15.8) 2.2 77 5.1
Unemployment
 Upside scenario 37 3.9 4.0 4.0 4.0 4.0
Base case scenario 37 4.6 5.0 4.5 43 4.2
Downside scenatio 37 5.8 6.5 5.7 53 5.1
Severe downside scenerio 37 6.6 9.4 8.0 7.0 6.4
Bank rate
 Upside scenario 35 4.0 3.0 3.0 3.0 3.0
Base case scenario 3.5 4.3 3.8 2.8 23 2.0
Downside scenario 35 5.0 6.5 0.1 0.1 05
Severe downside scenario 35 7.0 3.0 25 25 25
Consumer price inflation )
| Upside scenario 10.5 1.2 1.8 20 2.0 2.0
Base case scenaric 10.5 4.0 20 2.0 2.0 20
Downside scenaric 10.5 5.0 1.5 0.5 15 1.9
Severe downside scena-io 10.5- 14.0 35 20 2.0 2.0

S-year Dec-22 to

average
{note i}

%

1.7
1.4
0.9
0.7

3.1

11
(1.7
(5.9

3.9
45
5.6
15

33
3.1
1.5
35

2.3
3.0
5.3

peak
(notes i
and iii)

%

8.6
7.0
4.7
3.7

16.2

5.6
(1.7)
(.7

4.0
5.0
7.0
10.0

43
4.3
5.0
7.0

8.5

9.0
13.
16.0

Dec-22 to

25
1.2

0.3
2.0
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10. Impairment charge/release and provisions on loans and advances to customers (continued)

Critical accounting estimates and judgements (continued)

Economic variables

Rate/annual growth rate at December 2021-2026

Actual Forecast
{note iv}
2021 2022 2023 2024 2025 2026

4 April 2022 % % % % % %
 GDP growth
 Upside scenario o 8.t 42 25 2.0 20 20
Base case scenario 8.c 23 17 1.5 1.4 14
Downstde scenario , 8.c 25 (3.9 17 22 22
Severe downside scenarioc ¢ 8.c {(4.5) 26 20 19 1.6
HPlgrowth
Upside scenario - 10” 6.1 37 40 38 38
Base case scenario 10” 35 2.4 28 32 32
Downside scenario 10 15 (10.6} (8.4) 56 5.0
Severe downside scenario 10.. (1.8) (23.6) (5.5) 37 77
Unemployment
 Upside scenario 4.0 3.5 3.6 39 3.9 39
Base case scenario 40 42 42 42 42 42
Downside scenarie 40 47 6.9 53 5.0 49
Severe downside sceniario 49 94 82 62 5.5 53
Bankrate
Upside scenario 03 23 25 25 25 25
Base case scenario 03 1.0 1.3 13 13 13
Downside scenario 03 4.0 0.1 0.1 0.8 1.0
Severe downside scenario 03 (0.1) (0.3) (0.3) 0.3 (0.3)

5.4 50 1.6 19 20 20

51 50 1.8 17 20 20
Downside scenario - 5.4 10.0 1.0 03 03 12
Severe downside scenario 5.4 30 {0.2) 0.0 0.0 0.1

Notes:
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S-year
average
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3.8
42
53
6.7

2.3
12
1.0
.0

29
29
31
1.2

Dec-21to
peak
Wotes ij

232

75
75
10.0
7.0

Dec-2110
treugh
(notes i
and

13
‘6
03

(0.4)

Notes to the financial statements (continued)

i. The average rate for GDP and HPI is basec on the cumulative annual growth rate over the forecast period. Average unemployment and CPl is calculated using a simple average using quarterly points.
ii. GDP growth and HPI are shown as the largest cumulative growth/fall from 31 December over the forecast period.
. The unempicyment rate and CPI is shown as the highest/icwest rate over the forecast period from 31 December,
. The 2021 actual data as presented in the Annual Report and Accounts 2022 has been updated to reflect the most recent published economic data.
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10. Impairment charge/release and provisions on loans and advances to customers (continued)

Critical accounting estimates and judgements {continued)

To give zn indication of the sensitivity of ZCLs to different economic scenarios, the table below shows the ECL if 100% weighting is applied to each scenaria;

Expected credit losses

under 100% weighted scenarios

Financial statements

Other inforrnation U

Proportion of balances in stage 2.
under 100% weighted scenarios

Upside Base case Downside Severe Reported Upside Base case
scerario scenario scenario downside provision scenaric  scenario
scenario
4 April 2023 fm fm fm £m £m % %
Residential mortgages 160 179 236 789 280 14.6 13.9
Consumer banking - credit cards 213 212 228 264 225 37.8 37.8
Consumer banking - persanal
loans and overdrafts 227 233 247 281 244 34.6 375
Commercial lending 16 16 16 17 16 33 33
Total 616 640 727 1,351 765
4 April 2022 fm m fm £m fm % %
Residential mortgages 134 137 184 465 187 89 8.0
Consumer banking - credit cards 237 240 260 376 263 40. 402
Consumer banking — parsonal
loans and overdrafts 239 247 265 364 266 317 34.4
Commercial lending 29 30 30 3 30 29 2.9
Total 339 648 739 1,236 746
Note:

I. The staging of stage = assets is not sensitiva to economic scenarios. The reported stage 3 proportion is the same as it would be in any of the 100% weighted scenarios.

The ECL in the severe downside scenario has increased over the year reflecting increased losses in the mortgage portfolios. This primarily reflects that the scenario now includes a high Bank rate
forecast, with a peak of 7% (2022: peak 0.75%).

The ECL for each scenario multiplied by the scenario probability will not reconcile to the reported provision. Whilst the stage allocation of loans varies in each individual scenario, each loan is
allocated to a single stege in the reported orovision calculation; this is based on a weighted average PD which takes into account the economic scenaries. A probability-weighted 12-month or

lifetime ECL {which takas into account the economic scenarios) is then calculated based or the stage allocation.

The table below shows the sensitivity at 4 Aprif 2023 to some of the key assumptions used within the ECL calculation:

Sensitivity to key forward-looking information assumptions

2023

Single-factor sensitivity to key economic variables
10% decrease In house prices (HPI) at 4 April 2023 and throughout the forecast pericd {note i}
Sensitivity to changes in scenario probat Hity weightings
10% increase in the probability of the downside scenario (reducing the upside by a corresponding 10%)

5% increase in the proka
Note:

i. As this is a single-factor sensitivity, it should not be extrapolated due to the likely non-linear effects. The provision impact 1s calculated using the base case scenario and only includes the impact of a 10% decrease of

house prices on LGD.

ty of the severe downside scenario (reducing the downside by a corresponding 5%)

Downside
scenario

%
13.5
39.0

414
33

%
8.8
414

42.9
29

Increase in provision

fm

29

Lt
31

Notes to the financial statements {continued)

Severe
downside
scenario
%

357
40.2

46.5
33

%
239
49.9

62.8
29

Reported
stage 2

%
17.6
38.8

40.0
33

%
8.3
403

356
29

Reported
stage 3
{(note i)

%
0.5
5.8

6.7
0.7

%
0.6
6.6

55
11
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10. Impairment charge/release and provisions on loans and advances to customers (continued)

Critical accounting estimates and judgements (continued)

The table below shows key adjustments made in modelling provisions in relatien to the significant areas of estimation uncertainty for the retail portfolios (residential mortgages and consumer
banking), with further details on each p-ovided below. There are no significant areas of estimation uncertainty for the commercial portfolio.

Significant adjustments made in modelling provisions

2023 2022

Residential Consumer Tota! Residentiai Consumer Total

mortgages banking mortgages hanking
£m Em £m fm fm £m
PD uplift for economic uncertainty ‘ 7 100 m 13 146 159
LGD uplift for property valuation risks 22 - 22 25 - 25
Total 99 100 199 38 146 184

Of which:

Stage 1 5 8 13 8 15 23
Stage 2 89 90 79 26 131 157
Stage 3 5 2 7 4 - 4

PD uplift for economic uncertainty

Househo!d dispesable income is forecast to decrease in each of the four economic scenarios, increasing the risk that borrowers will not be ahle to meet their contractual repayments. At 4 April 2022
the main driver of th s reduction was the impact of rising inflation, which particularly affected consumer banking pertfolios. Since 4 April 2022 there has also been a significant increase in interest
rates, which will aga n reduce household disposable income but with a greater impact on residential mortgage affordability. In addition, model inputs relating to borrower credit quality are still
benefitting from credit indicators whick are judged to be temporary, such as reduced levels of arrears.

This adjustment reflects the cumulative effect of increasing the probability of default to reflect management’s judgements for all of these risks. At 4 April 2023 this has increased provisions by

£177 million (2022; £159 million}. The adjustment also results in approximately £16.6 billion (2022: £4.6 billion) of residential mortgagas and £585 million (2022: £700 million) of cansumer banking
balances moving from stage 1to stage 2. The most significant judgement within this adjustment is the asstimed increase in both fixed and variable mortgage rates faced by borrowers over the next
two years. A 1% increase in assumed mortgage rates would increase residential mortgage provisions by £32 millien.

LGD uplift for property valuation risks
An adjustment is made to reflect the property valuation risk associated with fiats subject to fire safety issues such as unsuitable cladding. Due to limited data available to identify affected properties
individually, it is assL.med that a propor-ion of the flats securing loans in the residential mortgage portfolios is affected, in line with UK market exposure estimates. Assumptions relating to property

values have been applied based upon thz height of the affected buildings. The pravision adjustment is £22 million (2022: £25 million). Although initiatives to support remediation of affected
properties have mad> progress over the past year, we continue o hold an adjustment to provisions whilst there is insufficient evidence of a recovery in the value of affected properties.
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11. Taxation
Tax charge in the income statement ‘
Group Society
2023 2022 2023 2022
£m fm £m fm
Current tax:
UK corporation tax 565 368 495 250
Adjustments in respect of prior years 7 (19) 18 (19)
Total current tax 582 349 513 231
Deferred tax;
Current year (credit)/charge (M (3) 12
Adjustments in respect of prior years (4) (14) -
Effect of deferred tax provided at different tax rates 1

Total deferred taxation
Tax charge
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The actual tax charge differs from the theoretical amount that would arise using the standard rate of corporation tax in the UK as follows:

Reconciliation of tax charge

Notes to the financial statements (continued)

Group Society
2023 2022 2023 2022
£m fm fm £m
Profit before tax: 2,229 1,597 2,533 1,011
Tax calculated at a tax rate of 19% 424 303 481 192
Adjustments in raspect of prior years 4 23 4 {19)
Tax credit on distribution to the holders of Additional Tier 1 capital (15} (15) (15) (15)
Banking surcharge 145 72 145 72
Temporary differences where no deferred tax is recognised 1 1 1 1
Expenses net deductible for tax purpases/(income not taxable):
Depreciation on non-qualifying assets 2 2 2 2
Bank levy 4 3 4 3
Effect of results of LLP structured 2ntity (note i) - - (3) 3
Customer redress (2) 4 (2) 4
Dividend income - - (124) -
Other - (3) 3 -
Effect of deferred tax provided at different tax rates 2 1 - 3
Tax charge 565 345 496 246
Note:
i. The Society is liable for tax on the results of Nationwide Covered Bonds LLP, the profit or loss of which is reported within that entity.
The tax on iterns through other comgrehensive income is as follows:
Tax (credit)/charge on items through other comprehensive income
Group Society
2023 2022 2023 2022
£m fm fm fm
Relating te:
FVOCI investment securities (40} (6) (39) (10}
Cash flow hedges ’ (2 4 6 8
Other hedging (3) 1 (3} 1
Revaluation gains 1 2 1 2
Retirement benzfit obligations o {299 293 {29) 292
Total (73) 286 (64) 293
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11. Taxation {continued)

Deferred tax

It was announced in the Budget on 3 March 2021 that the main rate of corporation tax of 19% would increase to 25% with effect from 1 April 2023. This legislative change was enacted on 10 june
2021, On 27 October 2021 it was announced that the banking surcharge would decrease from 8% te 3% also from 1 April 2023. This legislative change was enacted on 24 February 2022. The impact
of these changes on deferred tax balances has been recognised in these financial statements.

The movements on the deferred tax account are as follows: Deferred tax assets and liabilities are attributable to the following items:
Movements in deferred taxation « \ Deferred tax assets and labiities
Group Society Group Society
2023 2022 2023 2022 2023 2022 2023 2022
fm £m fm fm fm £m £m £m
At 5 April 3m (78) (307 - Deferred tax assets N
Deferred tax credit/(charge) in the income Fixed assets timing differences 67 36 67 36
statement: IFRS 9 transition 28 32 17 21
Fixed assets timing differences 7 25 2 25 2, Unrealised revaluation losses 4)] - n -
Temporary differences where no deferred tax is 7 - (1) - M Cash flow hedges (14) (&) (14) (8),
recognised . (Other hedging 18 () 18 16
Effect of deferred tzx provided at differert tax rates | - M - @) FVOCI investrment securities 8 (31 8 37
Other items L (8) 4 (8) (13 Other items 13 14 13 3]
Tax on items through the income statement 17 4 7 (15) 119 59 108 47
Deferred tax liabi
Deferred tax credit/(charge) in other Unrealised revaluation gains (4 (5) . -
noaua—_..w:mzm income: Cash flow hedges (49) (58) R B
FVOCI investment securities 27 7 27 i Retirement benefit obligations (note i) (333) (354) (333) (359)
Cash flow hedges {4) (6) 4 (6)] Other items (20) (13) . .
Unrealised revaluation losses T - 1 Net deferred tax liability 287y (37 (225) (307
Retirement benefit obligations 7 (159) 16 (159)!
Effect of deferred tax provided at different tax rates 25  (136) 25 (134), Note:
Cther M - m_ __ - i. Deferred tax on the Society’s retirement benefit asset is provided at 35%.
Tax on items through other comprehensive income 67  (297) 65 (292
At 4 April (287) (37 (225) (307 For deferred tax assets recognised on the balance sheet, the Group considers that there will be
o o sufficient future trading profits in excess of profits arising from the reversal of existing taxable
The majority of deferred tax assets are anticipated to be recoverable after more than one temporary differences to utilise the deferred tax assets.

year. Deferred tax assets have not been recegnised in respect of gross temporary differences
for the Group of £59 million and Society of £52 million (2022: £48 million and £43 million
respectively). These differences relate primarily to revalued properties, for which capital
losses realised on disposal can be carried forward indefinitely. Deferred tax assets have not
been recognised in respect of these ite s because it is not considered probable that future
taxable gains will be available against which they can be utilised.

As a result of exemptions on dividends from subsidiaries and on capital gains on disposal there
are no significant taxable tempoerary differences associated with investments in subsidiaries.
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12. Classification and measurement

As the majority of the Group’s assets and iabilities are held within the Society, the disclosures in this note and notes 21 te 24 are on a consolidated basis. The following table summarises the
¢lassification of carrying ameunts of the Group’s financial assets and liabilities:

Classification of financial assets and liatilities

2023 2022
Amortised Fair value Fair value Total Armrortised Fair value Fair value Total
cost through other through profit cost  through other  through profit
comprehensive or loss comprehensive or loss
income {note i} income (note i)
Group fm £m fm fm fm fm fm
Financial assets
Cash 25,635 - - 25,635 30,221 - .
Loans and advances to banks and similar institutions 2,860 - - 2,860 3,052 - -
Investment securities 40 27,562 13 27,615 18 25,349 7
Derivative financial inst-uments - - 6,923 6,923 - - 4723
Fair value adjustment for portfolic hedged risk {5,011} - - (5,011) (2,443) - -
Loans and advances to customers 210,682 - 100 210,782 207,950 - 16 208,066 .
Total financial assets {note ii) 234,206 27,562 1,036 268,804 238,898 25,349 4856 269,103 1
Other (note /iy o 3,089 3251
Total assets 27,893
Financial liabilities
Shares 187,143 - - 187,143 177,967 -
Deposits from banks and similar institutions 25,056 - - 25,056 36,425 -
Other deposits 5,191 - - 5,191 5,208 -
Fair value adjustment for portfelio hedged r sk 2 - - 2 n -
Debt securities in issue 27,626 - Co. 27,626 25,629 -
Derivative financial instruments - - 1,524 1,524 - -
Subordinated fiab 6,755 - - 6,755 8,250 -
Subscribed capital 173 - - 173 187 -
Lease liabilities L 225 - - 225 43 -
Total financial liabilities (note ii 252,11 - 1,524 253,695 253,920 -
Other {note 7i} 1,292 1,307,
Total liabilities 254,987 256,655

Notes:

i, Asat4 April 2023 anc 4 April 2022 the Greup had no assets or liabl

ii. Total financial assets and financial
amortised cost.

es for which it had taken the option to designate at FVTPL.
ties exciude certain financial instruments presented within 'Other’ relating to accruals, trade receivables, trace payables and settlerment balances which are classified at

Further information on the fair value of finzncial assets and tiabilities is included in notes 21to 23.
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Group Society

2023 2022 2023 2022

£m fm fm £m

.mo<m33m3. govern ment guaranteed and supranational 22,968 20,857 22,968 20.897
investment securities

Other debt investment securities 4,592 4,529 4,590 4,527

Investments in equity shares 55 58 12 15

Total 27,615 25,484 27,570 25,439

The Group may use its investment securities as collateral to secure deposits received under sale and repurchase agreements or support derivative financial instruments. The Group retains
substantially all of the risks and rewards associated with those investment securities and as a resu't they are retained on the balance sheet. The counterparty receiving that collateral normally has

the contractual right to sell or replec3e it.

Investment securities with a fair value of £3,100 million (2022: £11,619 million) have been used for sale and repurchase agreements and £1,408 million (2022: £726 million} for derivative financial
instruments. The Greup also holds £1,002 million (2022: £623 million) of investment securities as collateral under reverse repurchase agreements which are not recognised in the table above.

Further information on investment securities is included in the Credit risk - Treasury assets section of the Risk report,

14. Loans and advances to customers

Notes to the financial statements {continued)

2023 2022
_ Loans held at amortised cost ~ Loans held Total Loans held at amortised cost Loans held Total
Gross Provisions  Other  Total atFVIPL Gross  Provisions  Other Total  at FVTPL

{note i) (note i}
Group fm £m fm fm £m £m £m fm fm fm fm fm
Prime residential mortgages 157,51 (84) - 157,427 47 157474 154363 {73) - 154,290 64 154,354
Buy to let and legacy residential mortgages 44,104 (196) - 43,908 - 43,908 43,603 (m4) - 43579 - 43579
Consumer banking 4,408 (469) - 3,938 - 3,939 4,638 (529) - 4109 - 4,109
Commercial and other lending 4,994 {16) 430 5,408 53 5,461 5,453 {30) 549 5972 52 6,024
Total 21,017 (765) 430 210,682 100 210,782 208147 (746) 549 207950 16 208,066

2023 2022
Loans held at amortised cost Loans held Total  Loans heid at amortised cost Loans held Total
Gross Provisions Other Total at FVTPL Gross  Provisicns Other Total at FVTPL

{note i) (note i)
Society £m £m fm fm fm £m fm fm £m £m fm fm
Prime residential mortgages 157,339 {83} - 157,256 47 157,303 15451 (72) - 154,079 64 154143
Buy to let and legacy residential mortgages 326 (3} - 323 - 323 412 (3) - 409 - 409
Consumer banking 4,408 (469) - 3,939 - 3,939 4638 (529) - 4109 - 4109
Commercial and other lending 4,679 {16) 430 5,093 38 5,131 5124 (30) 549 5,643 38 5,681
Total 166,752 {c57) 430 166,61 85 166,696 164325 (634) 549 164,240 102 164,342

Note:

i. ‘Other represents a fair value adjustmznt for micro hedged risk for commercial loans that were previously hedged on an individual basis. The hedge relationships have been discontinued and the balances are being
amortised over the remaining life of the loans.
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14. Loans and advances to customers (continued)

The tables below summarise the movements in, and stage allocations of, gross loans and advances to customers held at amortised cost, including the impact of ECL impairment provisions and
excluding the fair value adjustment for micro hedged risk. The lines within the tabies are an aggregation of monthly movements over the year. Residential mortgages represent the majority of the
Group’s loans and advances to customers. Additional tables summarising the movements for the Group’s residential mortgages and consumer banking are presented in the Credit risk section of the
Risk report.

The reasons for key movements shown in the table below are as follows:

« The movement in gross balances is pr ncipally & resut of £35,327 million of new lending, offset by a reduction of £32,314 million from repayments and redemptions. The majority of these
movements relate to residential mortgages.

» Ofthe £143 million of write-offs, £37 millien relates to consumer banking, £25 million to residential mortgages and £21 million to commercial and other lending.

+ Impairment provisions increased by £19 million in the pericd to £765 million. Further detail on the impairment provision release or charge by pertfolio is shown in note 10.

+ Gross balance transfers between stagas 1and 2 are principally driven by residential mortgage movements. There has been a net transfer of loans from stage 1 to stage 2, primarily due to an
increased PO uplift for aconomic uncertainty, in addition to the implementation of models which are mare responsive to the risks in the economic scenarios. This has alse led to an increase in
gress movements between stages 1a1d 2.

Reconciliation of movements in gross balances and impairment provisions

Non-credit impaired Credit impaired (note i)
Subject to 12-month ECL Subject to lifetime ECL Subject to lifetime ECL Total
Stage 1 Stage 2 Stage 3 and POCI
Gross  Provisions Gross Provisions Gross  Provisions Gross  Provisions
balances balances balances balances

Group £m fm fm £m £m fm £m £m
At 5 April 2022 188,130 48 18,326 330 1,691 38 208,147 746
Stage transfers:
Transfers from stage 1to stage 2 (67,275) (53) 67,275 53 - - - -
Transfers to stage 3 (202) M (878) (122) 1,080 123 - -
Transfers from stage 2 o stage 1 44,341 375 (44,341) (375) - - - -
Transfers from stage 3 ‘ 270 3 484 30 - (754) (33) - -
Net remeasurement of ECL arising from -ransfer of stage (336) 448 - 112
Net movement arising from transfer o} stage (note ii) (22,866) {12) 22,540 34 326 90 - 112
New assets originated or purchased (not= iii) 35,327 37 - - - - 35,327 37
Net impact of further lending and repayments (note iv) {9,851) (25) (826) (38) (65) (18) {10,742) {81)
Changes in risk parameters in refation to credit quality (note v) - 6 - 58 - 50 - 14
Other items impacting income statemen: {including recoveries) - - - - - (10) - (10)
Redemptions (note vi) o ~ {18e82) 4 (2,583) (24) (307) (18) (21,572) (46)
Income statement charge for the year 126
Decrease due to write-offs - - - - (143} mmn (143) a17)
MET movements L. - z - - - 10 - 10
At 4 April 2023 172,058 50 37,457 410 1,502 305 n,m7 765
Net carrying amount 172,008 37,047 1,197 21C,252
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Nen-credit impaired

Notes to the financial statements (continued)

Credit impaired {note i)

Subject to 12-maonth ECL Subiject {o lifetime ECL Subject to lifetime ECL Total
Stage 1 Stage 2 Stage 3 and POCI
Gross Provisions Gross Provisions Gross Provisions Gross Provisions
balances balances balances balances

Group ) fm fm fm fm fm £m £m £m
A5 April 2027 187,839 e 1,868 388 1919 348 201,626 852
Stage transfers:
Transfers from stage 1ta stage 2 (26,307} (70) 26,307 70 - - - )
Transfers to stage 3 @m ) (766) {104) 1,037 106 - -
Transfers from stage 2 to stage 1 18,108 287 (18,108) (287) - - - .
Transfers from stage 3 283 4 440 30 (723) (34} - -
Net remeasurement of ECL arising from t-ansfer of stage {250) 316 2 68
Net movement arising from transfer of stage (note ii) (8,187} (31 7.873 25 314 74 - 68
New assets originated cr purchased (note ili} 37,853 47 - - - - 37.853 47
Net impact of further lending and repaynrents {note W) (8.832) (32 (257) (Z9) (89) (21 {9,178) (82)
Changes in risk parameters in relation to Zredit quality {note v) - {47) - 4 - 30 - (3)
Other items impacting income statement (including recoveries) - - - - - (20 - (20
Redempticns (note vi) (20,543) {5) (1158) (18) 327) (13) (22,028} (36)
Income statement rel=ase for the year _ (27
Decrease due to write-offs - - - - (126) (100) (126) _ ~ (100}
Cther provision movenents . T o S S - 21 - 21
At 4 April 2022 ] 188,130 48 18,326 380 1691 318 208,147 746
Net carrying amount 88,082 17,946 1373 207,401

Notes:

i, Group gross balances of credit impaired oans include £123 million (2022: £135 million) of purchased or originated credit impaired (POCI) loans, which are presented net of lifetime ECL on transition to IFRS9 of

£5 million (2022: £5 million}.

The remeasurement of provisions arising from a change in stage Is reperted within the stage to which the assets are transferred.
If a new asset is generated in the month, the value included is the closing gross balance &nd provision for the menth. All new business written is ircluded in Stage 1.
This comprises further lending and capital repayments where the asset is not derecognised. The value for gross balances is calculated as the closing gross balance for the month less the opening gross balance for the

month. The value for provisions is calculzted as the change in exposure at default (EAD) multiplied by opening provision coverage for the month.
v. This comprises changes in risk parameters, and changes to modelling inputs and methodology. The provisicn movement for the change in risk parameters is calculated for assets that do not move stage in the

month.

vi. For any asset that is derecognised in the month, the value disclosed is the provision at the start of that month.
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Reconciliation of movements in gross balances and impairment provisions

Non-credit impaired

Notes to the financial statements {(continued)

Credit impaired

Subject to 12-month ECL Subject to lifetime ECL Subject to lifetime ECL Total
Stage 1 Stage 2 Stage 3
Gross  Provisions Gross  Provisions Gross  Provisions Gross  Provisions
balances balances balances balances

Society £m £fm fm fm fm fm fm £fm
A5 April 2022 154,485 34 8,716 37 1124 283 164,325 634
Stage transfers:
Transfers from stage 1to stage 2 (36,077) (45) 36,077 45 - - - -
Transfers to stage 3 (129) n (549) (103) 678 104 - -
Transfers from stage 2 to stage 1 22,41 269 {22,411) (269) - - - -
Transfers from stage 3 174 2 342 4] (516) (23) - -
Net remeasurement of ECL arising from transfer of stage - (232) - 295 - 1 - 64
Net movement ar sing from transfer of stage (note i) (13,621) 4] 13,459 (1 162 82 - 64
New assets origina-ed or purchased (note ii) 29,805 35 - - - - 29,805 35
Net impact of furthar iending and repavments (note iii) (9,418) (24) (664) (37) (45) (18) {10,125) 79
Changes in risk parameters related to c-edit quality (note iv} - 1 - 14 - 38 - 53
Other items impacting income stateme it (including recoveries) - - - - - (6) . (6)
Redemptions (notev) (15,610) @) (1,355) (14) (158) @ (17,123) 23)
Income statement charge for the year _ 44
Decrease due to wr te-offs - - - - (129) (113) {129) (13)
Other provision movements - - - - - 6 - 6
At4 April2023 L 145,643 37 20,156 269 954 265 166,753 571
Net carrying amoun . 145,606 19,887 689 165,182
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Non-credit impaired

Notes to the financial statements (continued)

Credit impaired

Subject to 12-month ECL Subject to lifetime ECL Subject to lifetime ECL Total
Stage Stage 2 Stage 3
Gross Provisions Gross Provisions Gross Provisions Gross Provisions
balances balances balances balances

Society £m fm fm fm fm fm £m fm
At 5 April 2021 152,386 68 5,590 256 1262 308 160,238 632
Stage transfers:
Transfers from stage 1to stage 2 (12,432) (37 12,432 37 - - - -
Transfers to stage 3 (158) (2} {497} (91 653 93 - -
Transfers from stage 2 to stage 1 9232 196 (9,232 (196) - - - -
Transfers from stage 3 150 2 27 19 (421 @n - -
Net remeasurement of ECL arising from t-ansfer of stage (178) z 5 98
Net movement arising from transfer of stage (note 1) (3,206) (19) 2,974 40 232 77 - 98
New assets originated or purchased (note ii) 30,855 45 - - - - 30,855 45
Net impact of further lending and repayments (note iii) (8,304) (30 (216) (28) (72) (21) {8,592) (79)
Changes in risk parameters related to credit quality (note iv) - (283 - 58 - 23 - 53
Other items impactirg income statement (including recoveries) - - - - - (19) - (19
Redemptions (notev) o B (w248 2 _(632) (&) (183) )] (18,061) (18)
Income statement chiarge for the year [ - ¢ m
Decrease due to write-offs - - - - (115) (97 (M5) (97)
QOther provision movements - - - - - 19 - 19
AtdApril2022 . _ 154485 34 8,716 317 1124 283 164325 634
Net carrying amoun- 154,451 8,399 841 163,691

Notes:

The remeasurement of provisions arising from a change in stage is reported within the stage to which the assets are transferred.
If a new asset fs g=nerated in the mont, the value included is the closing gross balance and provision for the month. All new business written is included in stage 1.
This comprises fu-ther lending and carital repayments where the asset is not derecognised. The value for gross balances is calculated as the closing gross balance for the month less the opening gress balance for the

month. The value for provisions is calculated as the change in exposure at defauit (EAD) multiplied by opening provision coverage for the month.
Iv. This comprises changes in risk parameters, and changes to modell'ng inputs and methodology. The provision movement for the change in risk parameters is calculated for assets that do not move stage in the

month.

v. For any asset tha: is derecognised In the month, the value disclosed is the provision at the start of that month.
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The following table shows the residual mzturity of loans and advances to customers, based on their contractual maturity:

Residual maturity of loans and advances to customers

Notes to the financial statements {continued)

Group Society
2023 2022 2023 2022
£m fm £fm fm
Repayable:
{On demand 1,835 1,775 1,835 1,775
In not more than three months ) 2,337 2,581 2,106 233
In more than three months but nat mor= than one year 6,277 6534 6,101 6,327
In rmore than one year but not more tha+ five years 31,496 32,741 29,395 30,718
In more than five years 169,172 164,632 127,400 123,276
21,117 208,263 166,837 164,427
Impairment provision on loans and advances (765) (746) (571) (634}
Fair value adjustment for micro hedged risk o 430 549 430 549
Total 210,782 208,066 166,696 164,342

The maturity analysis is produced on the asis that where a loan is repayable by instaiments, each such instalment is treated as a separate repayment. The analysis is based on contractual maturity
rather than actual redemption levels experienced, which are likely to be materially different.
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Asset backed funding

Certair prime residential martgages have been pledged to the Group's asset hacked funding programmes or utilised as whole mortgage loan pocls for TFSME and other short-term liquidity facilities.
The programmes have enabled the Croup tc obtain secured funding. Mortgages pledged and the carrying values of the notes in issue are as follows:

Mortgages pledged to asset backed funding programmes ' .
2023 2022

Notes in issue Notes in issue
Mortgages Held by Held by the Group Mortgages Held by Held by the Group
pledged third parties Drawn Undrawn  Total notes pledged  third parties Drawn Undrawn Total notes
(note i} {note ii) (note iii) (note iv) in issue (note i) (note ii) (note iii) (note iv) in issue
Group £m fm £m Em £fm £m fm fm fm fm
Covered bond programme 20,253 13,496 - - 13,496 20,189 12,879 - - 12,879
Securitisation programme 8,705 2,535 - 2,632 5167 10,644 2,954 - 2,655 3,609
Whole mortgage loan pools 23,045 - 17,166 - 17,166 29,511 - 21,701 - 21,701
Total 52,003 16,031 17,166 2,632 35,829 60,324 15,833 21,701 2,655 47189

Notes:
i.  Mortgages pledged include £6.6 billicn (2022: £9.7 billion) in the covered bend and securitisation programmes that are in excess of the amount contractually required to support nates in issue,
ii. Notes in issue which are held by third parties are included within debt securities in issue. Further information on debt securities is included in note 18.

Notes in issue, held by the Group and drawn are whole mortgage loan pools securing ameunts drawn with the BoE under the TFSME. At 4 April 2023 the Group had outstanding TFSME drawings of £17.2
{2022: £217 billion).

iv. Notes in issue, held by the Group and indrawn, are debt securities issued by the programmes to the Society and mortgage loan pools that have been pledged to the BoE but not utilised.

Mortgages pledged under the Nationwide Covered Bend programme provide security for issues of covered bonds made by the Society. During the year ended 4 April 2023, £3.8 billion (sterling
equivalent) of notes were issued, and £2.8 billicn (sterling equivalent) of notes matured.

The securitisation programme notes ae issued by Silverstone Master Issuer plc and are not included in the accounts of the Society. Silverstone Master Issuer plc is fully consolidated into the
accounts of the Group. The issuance proceeds are used to purchase, for the benefit of note holders, a share of the beneficial interest in the mortgages pledged by the Society. The remaining
beneficial interest in the pledged mort jages of £3.4 billion (2022; £4.8 hillion) stays with the Society and includes its required minimum seller share in accordance with the rules of the programme.
The Group is under no obligation to suaport losses incurred by the programme or holders of the notes and does not intend to provide such further support. The entitiement of note holders is
restricted to payment of principal and .nterest to the extent that the resources of the programme are sufficient to support such payment and the holders of the notes have agreed not to seek
recourse in any ather form. During the year ended 4 April 2023, £0.8 billion (sterling equivalent) of notes were issued, and £1.2 billior (sterling equivalent) of notes matured or were repurchased.
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The whole mortgage loan pools are pledged at the BoE Single Collateral Pool. Notes are not issued when pledging the mortgage loan pools at the BoE. Instead, the whole loan pool is pledged to the
BoE and drawings are made directly ajainst the eligible collateral, subject to a haircut. At 4 April 2023, £23.0 billion (2022: £29.5 billion) of pledged collateral supported £17.2 billion (2022:
£217 billion) of TFSME drawdowns.

In accordance with accounting standa-ds, notes in issue and held by the Group are not recognised in the Group’s or Society's balance sheets. Mortgages pledged are not derecognised from the
Group or Society balance sheets as the Group has retained substantially all the risks and rewards of ownership. The Group and Society continue to be exposed to the liguidity risk, interest rate risk
and credit risk of the mortgages. No gain or loss has been recognised on pledging the mortgages to the programmes.

The following table sets out the carrying value and fair value of the transferred assets and liabilities for tha Silverstone Master Trust:

Carrying value Fair value
Transferred  Associated Total Transferred  Associated Total
assets liabilities assets liabilities
£m £m fm £m fm fm
At 4 April 2023 8,705 (5,167) 3,538 8,323 (5,178) 3,145
At 4 April 2022 10,644 (5,609) 5,035 10,441 (5,616} 4825

The Society holds cash deposited by the Nationwide Covered Bond programme of £0.5 billion (2022: £0.4 billion) and by the Silverstone programme of £0.6 billion (2022: £0.7 billion).
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15. Derivative financial instruments

All of the Group’s derivative financial instruments are used to manage economic risk, although not all of the derivatives are subject to hedge accounting. Note 7 sets out the link between economic
risk management and the hedge accourting applied by the Group. The table below provides an analysis of the notional amount and fair value of derivatives by both hedge accounting type and
instrument type. The amount of ineffectiveness recegnised for each hedge type is shown in note 7. Contract/notional amount is the amount on which payment flows are derived and does not
represent amounts at risk.

Derivatives by instrument and hedge type ; .

2023 2022
Group Society oacu Society
contract/ Fair value Contract/ Fair value mwmm‘wmm Fair value Contract/ Fair value
notional notional armount notional
m..:o_.__._” Assets Liabilities amount (notes Assets  Liabilities amount Assets  Liabilities
{note i) and ii)
£m fm £m £m £m fm £m fm £m £m fm £m
Micro fair value hedges:
Interest rate swaps 48,684 25 M 53,27 691 406 45,009 296 66 46,372 403 241
Cross currency interest rate swaps 41,125 1,762 626 45,442 1,785 a82 11,169 1,642 644 41,658 1,601 746
Bond forwards 1,645 70 17 1,645 70 17 2,074 70 - 2,074 70 -
inflation swaps 8,272 176 30 8,272 176 30 4,243 Ll 158 4243 1 158
99,726 2,033 1,184 108,630 2,722 1,435 92,495 2,019 868 94,347 2,085 1,145
Macro fair value hedges:
Interest rate swaps 221,801 2,333 107 221,801 2,333 107 235130 1,264 385 235130 1,264 385
221,801 2,333 107 221,801 2,333 107 235130 1264 385 235,130 1264 385
Cash flow hedges:
Cross currency interest rate swaps 31,027 34 23 29,1M 34 19 28,782 15 4 28,133 15 32
Inflation swaps 120 51 - 120 51 - 120 36 - 120 39 -
31,147 85 23 29,231 85 19 28,902 54 4 26,253 54 32
Not subject to hedge accounting:
{note iif)
Interest rate swaps m,128 2,259 156 . 111,878 2,259 162 103,820 1123 | 104,570 1,123 105
Cross currency interest rate swaps 2,318 5 14 2,471 (53) (45) 2,598 38 58 3,004 8 40
Foreign exchange swaps 1,593 13 6 1,593 13 6 7,998 15 12 7,998 15 12
Inflation swaps 5,633 195 30 5,633 195 30 3222 210 18 3222 210 18
Other derivatives 247 - 4 247 - 4 516 - 5 516 - 5
120,919 2,472 210 121,822 2,414 157 18,154 1386 134 19,310 1356 180
Total 273,593 6,923 1,524 481,484 7,554 1,718 474,681 4,723 1,428 475,040 4759 1742

Notes:

i.  Where the same derivative contract has bzen used in more than one hedge type, for example where one risk component has been included in a fair value hedge and another risk component has been included in a
cash flow hedge, the full notional amount has been included in both categories.

ii. The transition away from Libor for interes: rate swaps transacted with the London Clearing House resulted in duplicate shori-term trades being created in order to manage the complexities associated with

maintaining the correct accrued interest  mounts. These duplicate trades, with a total notional amount of £613 million at 4 April 2022, have been excluded from this disclosure.

Valuation adjustments are applied at a po tfolio level and not allocated to individuat hedge accounting reiationships and have therefore been included in the not subject to hedge accounting section, which can result
in negative amounts presented.
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The contractual maturity of derivatives used as hedging instruments in micro fair value and cash flow hedges is provided in the table below. As described in note 1, macro fair value hedges are
frequently rebalanced to include new business. As a result, these hedges have not been included in the analysis below.

Contractual maturity of hedging instruments (contract/notional amount)

2023 Group Society
Less than Between one More than Total Less than Between one More than Total
one year and five five years one year and five five years
years years
£fm fm £m £fm £m £m fm £m
Micro fair value hedges
Interest rate swaps 3,401 23,538 21,745 48,684 2,825 25,614 24,832 53,271
Cross currency interest rate swaps 3,009 20,543 17,573 41,125 2,449 22,708 20,285 45,442
Bond forwards 1,645 - - 1,645 1,645 - - 1,645
Inflation swaps o - 2,423 5,849 8272 - 2,423 5,849 B,272
8,055 46,504 45,167 99,726 6,919 50,745 50,966 108,630
Cash flow hedges
Cross currency interest rate swaps 2,841 16,792 11,394 31,027 2,281 16,315 10,515 29.1M
Infiationswaps 120 - - e 120 - - 120
- 2,961 16,792 11,394 1,147 2,40 16,315 10,515 29,231
Contractual maturity of hedging instruments (contract/noticnal amount}
2022 Group Society
Lessthan Between one More than Total Lessthan Between one More than five Total
one year and five years five years cneyear and five years years
£m fm fm fm fm fm fm fm
Micro fair value hedges
interest rate swaps 4725 19,641 20,643 45,009 3,930 19,585 22,847 46,372
Cross currency interest rate swaps 4800 19,756 16,613 41169 3343 19,624 18,691 41,658
Bond forwards 2,074 - - 2,074 2,074 - - 2,074
Inflation swaps 50 215 35978 4243 50 215 3,978 4,243
11,649 39,612 41,234 92,495 9,397 39,434 45516 94,347
Cash flow hedges
Cross currency interest rate swaps 3818 14117 10,847 28,782 3,086 13,080 9,967 26,133
Inflation swaps - 120 - 120 - 120 - 120
3818 14,237 10,847 28,902 3,086 13,200 9,967 26,253
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15. Derivative financial instruments (continued)

The weighted average rates of hedging instruments which achieve fixed rates are summarised in the table below. Fair value and cash flow hedging instruments which do not achieve a fixed rate

have not been included in this analysis.

Average rates achieved
2023

Cross currency interest rate swaps
Average EUR/GBP raie

Average USD/GBP rae

Average JPY/GBP rate

Average NOK/GBP rate

Average HKD/GBP rate

Average CHF/GRBP rate

Average CAD/GBP rate

Inflation swaps
Average fixed interest rate (GBP %)
Average inflation rata (RP! index)

Average rates achieved
2022

Cross currency inter=st rate swaps
Average EUR/GBP rate

Average USD/GBP rate

Average JPY/GBP rate

Average NOK/GBP rate

Average HKD/GBP rate

Average CHF/GBP rate

Average CAD/GBP rate

Infiation swaps
Average fixed interest rate (GBP %)
Average inflation rate (RPI index)

Less than
one year

117
135
136.87

3.79
256.30

Less than
one year

1.35
132
14227
11.89

Group .

Betweenone  More than Total !
and five  five years
years ﬁ

116 118 177

1.33 1.28 1.3

145.27 146.31 145.13
.07 11.24 1.13

11.85 9.13 11.56

1.16 117 1.7

1.80 1.70 1.78

- - 3.79

- - 256.30

Group

Between one Mcre than Total ;
and five years five years _
ﬂ
124 122 1241
135 134 1.34 |

14170 142.54 141,81

1n.07 10.99 11.05

12.02 .60 .85

124 124 1.24

1.76 173 173

3.79 - 379

256.30 - 256.30

Less than
one year

177
1.35
136.87

379
256.30

Less than
one year

132
133
142.27
.89

Society

Between one
and five
years

117
1.33
145.27
1n.o7
11.85
1.16
1.80

Society

Between one
and five years

125
135
14176
n.o7
12.02
124
176

379
256.30

Notes to the financial statements {continued)

More than
five years

1.19
1.28
146.31
11.24
9.13
118
1.70

More than
five years

123
134
142.54
10.99
.60
124
173

Total

118
1.3
145,13
1.3
1.56
1.17
1.78

3.79
256.30

Total

124
134
141.81
11.05
.85
124
1.73

379
256.30
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15. Derivative financial instruments (continued)

A variety of benchmark interest rates are used in global financial markets to calculate interest payments and fair values for derivative contracts. US dollar Libor is expected to be discontinued on 30
June 2023 with the alternative benchmark rate being the Secured overnight financing rate (Sofr). The Group is continuing s transition to alternative benchmark rates for those financial contracts
currently referencing US dellar Libor.

In respect of the Group’s hedge accounting relationships, the interest rate benchmark reform has not adversely impacted the Group’s current fair value and cash flow hedge accounting structures.
Hedge accounting documentation has been amended te reflect the changes required by the reform; these changes to the documentation have not resulted in the discantinuation of hedge
accourting or required the designation of a new hedge relaticnship.

At 4 April 2023, the Group had the following exposures impacted by interest rate benchmark reform which have yet to transition to the replacement benchmark rate:

Contract/notional amount of financial instruments affected by benchmark reform

Current benchmark Expected future benchmark Derivative financial
instruments

£m

USC Libor Secured overnight financing rate {Sofr) 16,464
Canadian Dollar Offered Rate {CDOR) Caradian overnight repo rate average (CORRA) 2,232
Other benchmarks Var ous 1,121
Total 19,817

2B6



Annual Report & Accounts 2023

Financial statements

m Strategic report Governance Risk report Other information v Notes to the financial statements (continued)

16. Deposits frem banks and similar institutions

Deposits from banks and similar institutions are repayable from the balance sheet date in the ordinary course of business as follows:

Group Society
2023 2022 2023 2022
£fm fm fm fm
Accrued interest 7 1 7 1
Repayable;
On demand 5,806 3,647 5,804 3,530
In not more than three months 2,082 1,066 2,082 1,066
In more than three months but not mo-e than one year 1 n 1 M
In more than one year but nct mare than five years 17,160 21,700 17,160 21,700
Total 25,056 36,425 25,054 36,308

For the Group and Society, deposits from banks and similar institutions include £17.2 billion {2022: £21.7 billion) drawn down agatnst the Bank of England®s TFSME.

17. Other deposits

Other deposits are repayable from the balance sheet date in the ordinary course of business as follows:

Group Society
2023 2022 2023 2022
fm £m £m fm
Accrued interest . 10 - 10 -
Repayable:
On demand 1,135 1,835 1,561 2,428
In not more than three months 2,221 1.372 2,221 1,372
In more than three months but not more than one year 1,700 1,980 1,700 1,980
in more than one year but not more than five years (note i) R -] 2 125 2
Total 5191 5,208 5,617 5,80
Note:

i, Includes £14 miltion (2022: £16 million) of other financial liabtlities relating to contractual indemnity oblications.

Cther deposits primarily comprise wholeszle and commercial deposits, The Society’s other deposits as at 4 April 2023 include £425 millicn (2022; £593 million) of deposits from subsidiary
undertakings.
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18. Debt securities in issue
Group Society
2023 2022 2023 2022
fm fm fm fm
Certificates of deposit and commercial papar 1,0M 4 1.0M 4
Medium term notes 11,141 10,044 1,141 10,044
Covered bonds 14,373 12,946 14,373 12,947
Asset backed securities 2534 29 0 - - -
29,059 25945 26,525 22,995
Fair value adjustment far micro hedged risk (1,433) (316) (532) (219)
Total ) 27,626 25,629 25,993 22,776
Debt securities in issue are repayabtle from the balance
sheet date in the ordinary course of business as follows:
Accrued interest 227 123 205 128
Residual maturity repavable;
in not more than one year 6,538 5,786 5,3%0 4,17
[n more than one year o 22294 20,026 20,930 18,150
29,059 25,945 26,525 22,995
Fair value adjustment for micre hedged risk (1,433) (316) (532) (219)
Total 27,626 25,629 25,993 22,776

The total for debt securities in issue in the Group includes £16,031 million {2022: £15,833 million), and in the Society inciudes £14,373 million (2022: £12,947 mil
advances to customers. Further informaticn is given in note 14,

ion), secured on certain loans and
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19. Subordinated fiabilities

Senior non-preferred

3.766% fixed-to-floating rate notes (US Dolfar 1 billion) (note i}

1.5% fixed-to-floating rate notes (Euro 1 billion)

4.302% fixed-to-floating rate notes (US Dollar 0.75 billion)
4.363% fixed-to-floating rate notes (US Dollar 1 billion)
3.4675% fixed rate notes (Norwegian Kroner 1 hillion)
0.805% fixed-to-floating rate notes (Japanese Yen 1 hillion)
0.9925% fixed rate reset notes (Japanese Yzn 4 billion)
3.875% fixed rate notes (Norwegian Kroner 0.3 billion)

3.9% fixed rate notes {Norwegian Kroner 1 billion)

1.2775% fixed rate reset notes ({apanese Ye1 3 billion)

3.622% fixed-to-floating rate notes (US Dollar Th

n) {note i)

3.96% fixed-to-floating rate notes (US Dollar 1 billion}
0.85% fixed-to-floating rate notes {Japanese Yen 5 billion}
2.972% fixed-to-floating rate notes (US Bolfar 0.75 billion)
Sofr + 1.29% floating rate notes (US Dollar C.3 billion)
6.178% fixed-to-floating rate notes (GBP 0.55 hillion)

Tier 2 eligible

4% subordinated notes (US Dollar 1.25 billicn} (note ii)
2% subordinated notes (Eura 1 billion)
4.125% subordinated notes (US Dollar 1.25 billion) (note i)

Fair value hedge accounting adjustments
Unamortised premiurms and issue costs

Total

Notes:

Financiat mﬁmﬁmamim

Issuance date

8 March 2018

8 March 2018

8 March 2018
1August 2018

5 October 2018
24 October 2018
30 October 2018
13 November 2018
13 November 2018
14 November 2018
26 April 2019

18 luly 2019

16 August 2019

16 February 2022
16 February 2022
7 December 2022

14 September 2016
25 luly 2017
18 Gctober 2017

i. The Society exercised its option to call these notes during the year ended 4 April 2023.

Senior non-preferred notes are a class of st bordinated liahility which rank equally with each other and behind the claims against the Society of all depositors, creditors and investing members other
than holders of Tier 2 eligible subordinated notes, permanent interest-bearing shares (PiBS), Additional Tier 1(AT1) instruments and core capital deferred shares (CCDS). Senior non-preferred notes
contribute to meeting the Society's minimLm requirement for own funds and eligible lia

it.  0n 9 June 2022, the Society repurchased £701 million of Tier 2 eligible notes.

Other information U

Next call date

8 March 2025
8 March 2028
1 August 2023

24 October 2023
30 October 2025

14 November 2028

18 July 2029

16 August 2029
16 February 2027
16 February 2027
7 December 2026

25 July 2024
18 October 2027

Maturity date

8 March 2026

8 March 2029

1 August 2024

5 October 2026

24 October 2024
30 October 2026
13 November 2028
13 November 2028
14 November 2029

18 July 2030

16 August 2030
16 February 2028
16 February 2028
7 December 2027

14 September 2026
25 July 2029
18 October 2032

es (MREL) and !oss absorbing requirements.

Notes to the financial statements (continued)

Group and Society
2023 2022
£m im
- 764
877 838
602 574
805 768
79 89
6 )
24 25
24 27
79 89
18 19
- 774
806 769
30 3
602 574
242 229
663 -
893 955
888 849
44 o7
7,052 8,351
(281) (87
(16) (20)
6,755 8,250

The Tier 2 eligible subordinated notes rank equally with each other and ahead of claims against the Society of holders of PIBS, AT1 instruments and CCDS.

The interest rate and foreign exchange risks arising from the issuance of fixed rate and foreign currency subordinated liabilities have been mitigated through the use of derivatives.
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20. Subscribed capital

Group and Society
2023 2022
Note Next cal date £m fm
6.25% permanent interest-bearing shares i 22 October 2024 45 45
5.769% permanent interest-bearing shares i 6 February 2026 84 E4
7.859% permanent interest-bearing shares i 13 March 2030 39 39
Floating rate (Sonia + 4.2%) permanert interest-bearing shares 30 September 2030 5 5
173 173
Fair value hedge accounting adjustments 1 15
Unamortised premiums and issue costs . (n O
Total 173 187

Note:

. Repayable, at the option of the Society, in full on the initial call date or every fifth anniversary thereafter. If not repaid on a call date, then the interest rate is reset at a margin to the yield on the then prevailing five-
year benchmark gilt rate.

All PIBS are denominated in sterling and only repayable with the prior consent of the PRA. PIBS do not form part of capital resources.

PIBS rank equally w th each other. They are deferred shares of the Society and rank behind the claims against the Society of all noteholders, depositors, creditors and investing members of the
Society, other than the holders of AT1 and CCDS instruments.

The interest rate risk arising from the issuance of fixed rate PIBS has been mitigated through the use of interest rate swaps.
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21. Fair value hierarchy of finencial assets and liabilities held at fair value

As the majority of the Group’s assets and liab

Financial assets
Government, government guaranteed and
supranaticnal investment securities
Other debt investment securities
Investments in equity shares
Total investment securities (note i)
Interest rate swaps
Cross currency interest rate swaps
Foreign exchange swaps
Inflation swaps
Bond forwards and fuiures
Total derivative financial instruments
Loans and advances =6 cListomers

Total financial assets

Financial liabilities

Interest rate swaps

Cross currency interest rate swaps

Foreign exchange swaps

Inflation swaps

Bond forwards and futures

Swaptions

Total derivative finzncial instruments
Total financial liabilities

Note:
Investment securities exclude £40 million {2022: £118 million) of investment securities held at amortised cost.

2023

Fair values based on
Level T Level2  Level3
fm fm £m
22,968 - -
2,843 1,707 2
e 3 52
25,811 1,710 54
- 4,617 -
- 1,801 -
- 13 -
- 265 157
- 70 -
- 6,766 157
- = 100
25,811 8,476 m
- 774) -
- {663) -
- (6) -
- (52) (8
- (18) .
- - (3)
- (1,513) (11)
- (1,513) (1)

Total

(774)
(663)
(6)
(60)
(18)
E)
{1,524)
(1,524)

2022

Fair values based on

Level 1
£m

20,897
2,630

23,527

Level 2 Level 3

fm fm

1776 5

- 58

1,776 63

2,683 -

1,695 -

15 -

- 260

70 -

4,463 260
- 16

6,239 439

(492) -

(743) -

(12) -

- (176)

(5 -

(1,252) {(176)

(1,252} (176)

Total
fm

20,897

4,41
58
25366
2,683
1695
15
260
70
4733
116
30,205

Notes to the financial statements (continued)

ies are held within the Society, the disclosures in notes 21 to 24 are on a consolidated basis. The following tables show the Group’s financial assets and
liahilities that are held at fair value by fair value hierarchy, balance sheet classification and product type:

The Group’s Level 1 portfolic comprises gcvernment and other highly rated securities for which traded prices are readily available. Asset valuations for Level 2 investment securities are sourced from
consensus pricing or uher observable me-ket prices. None of the Level 2 investment securities are valued using models. Level 2 derivative assets and liabilities are valued using observable market
data for all signfficant valuation inputs. Mcre detail on the Level 3 pertfolio is provided in note 22.
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21. Fair value hierarchy of financial assets and liabilities held at fair value (continued)

Transfers between fair value hierzrchies
Instruments move between fair value hierarchies primarily due to increases or decreases in market activity or changes to the significance of unobservable inputs to valuation, and are recognised at

the date of the event or change in circumstances which caused the transfer. There were no transfers between the Level 1and Level 2 portfolios during the current or prior year.

22. Fair value of financial assets and liabilities held at fair value - Level 3 portfolio

The main constituents of the Level 3 portfolio are as follows:

Loans and advances to customers

Certain loans and sdvances to customars are classified as FVTPL. Level 3 assets in this category include a closed portfelic of residential mortgages and a small number of commercial loans.

Investment securities

The Level 3 items in this category prir arily include investments made in Fintech companies, of which £44 million (2022: £46 million) are equity investments which have been designated at FVQC|
as the investments are being held for 1ang term strategic purposes.

Derivative financial instruments (inflation swaps and swaptions)

Inflation swans are used to hedge the Group's investments in index-linked government debt. Adjustments to the inflation curve to reflect seasonality in inflation index publications are required to
determine a valuaticn; however, unlike most derivative valuation inputs, this market data is not avaitable and therefore the input is internally derived rather than observable. Where the impact of
seasonaiity is significant to the valuation of the swaps, these are classified as Level 3 in the hierarchy.
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22. Fair value of financial assets and |

abilities held at fair value - Level 3 portfolio (continued)

The tables below set out movements in the Level 3 portfolio, including transfers in and out of Level 3:

Movements in Level 3 portfolio

2023 2027
Investment  Derivative  Derivative  Loansand  Investment Derivative Derivative Leans and
securities financial financial advances to securities financial financial ~ advances to
assets liabilities  customers assets liabilities  customers
£m fm fm fm fm fm fm fm
At 5 April 63 260 (176) 16 32 12 {52) 120
Gains/(losses) recogiised in the income statement, within:

Net interest (expense)/income - (113) (16) 4 - 48 (148) 2

Gains from derivatives and hedge accounting (note i) - 509 75 - - 16 16 -

Other operating (2xpense)/income (3) - {9 (o 5 - (16) 3
{Losses)/gains recognised in other comprehensive income, within:

Fair value through other comprehensive income reserve 3 - - - 10 - - -
Additions 1 - “ - 20 - - -
Disposals (4) - 9 - (4 - 16 -
Settlements/repaymants ‘ - (16) 4 (9) - (16) 8 (9)
Transfers out of Level 3 portfolic (note i} - {483) 102 - - - - -
At 4 April - 54 157 (1) 100 63 260 (176) 16
Unrealised (losses)/cains recognised in the income statement
attributable to assets and liabilities held at the end of the period 4 212 7 mn > 116 16 3

Notes:
i. Includes foreign exchange revaluation gains/{losses).
. The proportional impact of seasonality o1 the value of GBP-denominated inPation swaps reduced during the year, resulting in these instruments being transferred from Level 3 to Level 2 of the fair value hierarcty.
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22. Fair value of financial assets and liabilities held at fair value - Level 3 portfolio (continued)

Level 3 portfolio sensitivity analysis of valuations using unobservable inputs

The fair value of financial instruments is, in certain circumstances, measured using valuation technigues based on market prices that are not observable in an active market or significant
unobservable mar <et inputs. Reasonable alternative assumptions can be applied for sensitivity analysis, taking account of the nature of valuation techniques used, as well as the availability and
reliability of cbservable proxy and historic data. The following table shows the sensitivity of the Level 3 fair values to reasonable alternative assumptions (as set out in the table of significant
unobservable inputs below) and the resultant impact of such changes in fair value on the income statement or members’ interests and equity.

Sensitivity of Level 3 fair values

2023 2022

income statement Other comprehensive Income statement Other comprehensive income
income Fair value

Favourable Unfavourable Favourable Unfavourable Favourable Unfavourable Favourable Unfavourabe
Fair value changes changes changes changes changes changes changes changes
£m fm £m £m fm £m £m fm fm fm
Investment securities 54 4 3 12 {11} 63 6 (4 4 (4
Net derivative financial instruments 146 32 (32) - - 84 75 {75) - -
Loans and advances to customers 100 3 {2) - - 16 2 2 - -
Total 300 39 (37) 12 (11) 263 83 (81) 4 (4

Alternative assumptions are considered for each product and varied according to the quality of the data and variability of the underlying market. The following table discloses the significant
unobservable inpu's underlying the akove alternative assumptions for assets and liabilities recognised at fair value and classified as Level 3, along with the range of values for those significant
unchservable inputs. Where sensitivitizs are described, the inverse relationship will alse generally apply. Some of the significant unobservable inputs used in fair value measurernent are
interdependent. W1ere this is the case, a description of those interrelationships is included below.

Significant unobservable inputs

2023 _ 2022
Total Total Valuation Significant Range Units Total Total  Valuation Significant Range Units
assets liabilities technique unobservable (note i) assets  liabilities  technique unobservable {note i)
inputs inputs
£m £m fm £m
" Internal Various internal Various
Investment securities 54 " assessment (note ii) ) ) £ 63 " assessment {note ii) . i £
Derivative financial Discounted . o Discounted .
nstruments 157 (1 cash flows Seasonality 0.02 0.82 % 260 {176) cash flows Seasonality 0.01 0.77 %
Loans and advances to Discounted . or _ Discounted .
cuslomers 100 " cash flows Discount rate 3.31 9.75 Yo ne cash flows Discount rate 134 9.75 %
Notes:

i.  The range represznts the values of the highest and lowest levels used in the calculation of favourable and unfavourable changes as presented in the table of sensitivities above.

il. Given the wide range of investments and variety of inputs to modelled values, which may include inputs such as observed market prices, discount rates or probahility weightings of expected outcomes, the Group
does not disclose ranges as they are nct meaningful without reference to individual underlying investments, which would be impracticable. Changes have been made to the valuation approach during the year to
incorporate additional inputs.
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Discount rate

The discount rate is used to determine the present value of future cash flows. The level of the discount rate takes into account the time value of money, but also the risk associated with the
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ities held at fair value - Level 3 portfolio (continued)

Notes to the financial statements (continued)

investment at the time the investment was made. Typically, the greater the risk, the higher the discount rate. A higher discount rate leads to a lower valuation and vice versa.

Seasonality

An inflation swap curve is built using inflation swap quctes to forecast the UK retaii price index and EU and US consurmer price indices. This curve is used to calculate future cash flows. While these
instruments give a good indication of annual growth in inflation, monthly index fixings throughout the year tend to behave differently and so the inflaticn swap curve is adjusted for this seasonality
accordingly. The higher the seasonality, the greater the adjustment to the inflation swap curve,

23. Fair value of financial assets and liabilities measured at amortised cost

The following table summarises the carrying value and fair value of financial assets and liabilities measured at amortised cost on the Group's balance sheet:

2023 2022
Carrying Fair values based on Total fair  Carrying Fair values based on Total fair
value Level 1 Level 2 Level 3 value value Level 1 Level 2 Level 3 value
£m £m £m £fm £m fm £m fm fm fm
Financial assets
Loans and advances to banks and simifar institutions 2,860 - 2,860 - 2,860 3,052 - 3,052 - 3,052
Investment securities 40 - 40 - 40 T8 - 19 - 19
Loans and advances to customers:
Residential mortgages 201,335 - - 192,504 192,504 197,869 - - 195637 195637
Consumer banking 3,939 - - 3,821 3,821 4,109 - - 4,014 4014
Commercial lending . 5,408 - - 4,863 4,863 5,972 - - 5,683 5,683
Total 213,582 - 2,900 201188 204,088 21,120 - 3771 205334 2085051
Financial liabilities P i
Shares 187,143 - 186,917 - 186,917 177,967 - 177,818 - 1778181
Deposits from banks and similar institutions 25,056 - 25,056 - 25,056 36,425 - 36,425 - 364251
Other deposits 5,191 - 5,176 14 5,190 5,208 - 5192 1% 5,208 |
Debt securities in issue 27,626 1,491 16,374 - 27,865 25,629 10,872 15,278 - 26150 L
Suborginated liabiliti 6,755 - 6,731 - 6,731 8,250 _ 8347 ST W.ww_.nf
Subscribed capital o 173 - 7 - 7 187 - 194 - 1940
Total 251,944 11,491 240,425 14 251,930 253,666 10,872 243254 16, 254142
Note:

Fair value of financial assets and liabilities (note i}

The table above excludes cash and other financia
approximates carrying value.

assets and liabilities such as accruals, trade raceivables, trade payables and settlemant balances wnich are short-term in nature and for which fair value
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23. Fair value of financial assets and liabilities measured at amortised cost (continued)

The fair values of loans and advances to customers are further analysed, between those credit impaired and those non-credit impaired, as follows:

Fair value of loans and advances to customers ,

2023 2022
Non-credit impaired Credit impaired Total Non-credit impaired Cred t impaired Total
(stages 1 and 2) (stage 3 and POCI) (stages 1and 2) (stage 3 and POCI)
(note i) (note i)

Carrying Fair Carrying Fair Carrying Fair  Carrying Fair  Carrying Fair  Carrying Fair
value value value value value value value value value value value value
fm fm fm £m fm £m fm fm fm £fm £fm fm
Residential mortgages 200,212 191,430 1,123 1,074 201,335 192,504 196570 194,353 1,289 1284 197869 195,637
Consumer hanking 3,892 3,774 47 47 3,939 3,821 4,080 3,985 29 29 4,109 4,014
Commercial lending 5.381 4,836 27 27 5,408 4,863 5,927 5,636 45 47 5,872 5,683
Total 209,485 200,040 1,197 1,148 210,682 201,188 206577 203974 1,373 1360 207950 205334

Note:
i. POCI loans are those which were credit impaired when purchased or originated.

been made to reflect interest rate risk management through internal natural hedges or
Loans and advances to banks and similar institutions external hedging via derivatives.

The fair value of Isans and advances to banks and similar institutions is estimated by Shares, deposits and amounts due to customers
discounting expected cash flows at a marxet discount rate.

The estimated fair value of shares, deposits and amounts due to customers with no stated

investment securities maturity, including non-interest-bearing deposits, is the amount repayable on demand. For
items without quoted market prices the fair value represents the discounted amount of

The fair value of investment securities is scurced from consensus pricing or other observable estimated future cash flows based on expectations of future interest rates, customer

market prices. withdrawals and interest capitalisation. For variable interest rate items, estimated future cash
flows are discounted using current market interest rates for new debt with similar remaining

Loans and advances te customers maturity. For fixed rate items, the estimated future cash fiows are discounted hased on

market offer rates currently available for equivalent deposits.
The fair value of loans and advances to cuszomers is estimated by discounting expected cash

flows at rates that reflect current rates for similar lending. Consistent modelling techniques Debt securities in issue

are used across the different loan books, The estimates take into account expected future

cash flows and future lifetime expected losses, based on historic trends and discount rates The estimated fair values of longer dated liabilities are calculated based on quoted market
appropriate to the foans, to reflect a hypotetical exit price value on an asset by asset basis. prices where available or using similar instruments as a proxy for those liabilities that are not
Variable rate lcans are modelled on estimated future cash flows, discounted at current of sufficient size or liquidity to have an active market quote. For those notes for which guoted
market interest rates. Variable rate retait mortgages are discounted at the currently availabie market prices are not available, a discounted cash flow model is used based on a current yie d
market standard variable interest rate (SVR) which, for example, in the case of the Group’s curve appropriate for the remaining term to maturity.

residential base mortgage rate (BMR) mortjage book, generates a fair value lower than the

amortised cost value as those mertgages are priced below the SVR. Subordinated liabilities and subscribed capital

For fixed rate loans, discount rates have been based on the expected funding and capital cost The fair value of subordinated liabilities and subscribed capital is determined by reference to
applicable to the book. When caliculating fair values on fixed rate loans, no adjustment has quoted market prices of similar instruments.
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24. Offsetting financial assets and financial liabilities

The Group has financial assets and liabilities for which there is a legally enforceable right to set off the recognised amounts, and there is an intention to settle on a net basis or realise the asset and
liability simultaneously. In accordance with 1AS 32 ‘Financial Instruments: Presentation,” where the right to set off is not unconditional in all circumstances this does not result in an offset of balance
sheet assets and liabilities.

The following table shows:

« Amcunis which have been offset, where there is an enforceable master netting arrangement or similar agreement in place, an unconditional right to offset exists and there is an intention to
settle net ('amounts offset’); and

«  Amounts which have not been offset, where there is an enforceable master netting arrangement or similar agreement in place, but the offset criteria are otherwise not satisfied ('master netting
arrangements’} and/or where financial coflateral has been paid or received (‘financial collateral’).

Offsetting financial assets and financial liabilities
2023 2022

Gross Amounts Net amounts Master Financial Net Gross Amounts  Net amounts Master Financial Net
amounts offset  reported on netting collateral amounts amounts offset  reported on netting collaterat  amounts
recocnised (notei)  the balance arrangements (note ii} recognised (notei} thebalance  arrangements (note ii)
sheet sheet
£m £m £m fm fm £m fm fm £m fm £m fm
Financial assets
Derivative financial assets 19,978 {13,055} 6,923 (1,286) (5,634) 3 10,432 (5,709) 4,723 (1,263) (3.460) -
Reverse repurchase 1,027 (1,027) . . . . 635 (635) i i i X
agreements
Total financial assets 21,005 (14,082) 6,923 (1,286) (5,634) 3 1,067 (6,344) 4723 (1,263) (3,460) -
Financial liabilities )
Derivative financial liabilities 13,442 (11,918) 1,524 (1,286) (63) 175 6,903 {5,475) 1,428 {1,263) {14) 151
Repurchase agreements 3,102 (1,027) 2,075 - (2,074) 1 11,699 (635) 11,064 - (11,034) 30
Total financial liabilities 16,544 (12,945) 3,599 (1,286) (2,137) 176 18,602 (6,110) 12,492 (1,263) {1,048) 181

Notes:

i, Amounts offset for derivative financial assets of £13,055 million {2022; £5,709 millien) include cash collatera) netted ef £1,753 million (2022: £369 million). Amounts offset for derivative financial liabilities of
£11,918 million {2022: £5,475 million? include cash collateral netted of £616 miilion (2022: £335 million).

ii, The balances presented for financial collateral on repurchase agreements and reverse repurchase agreements are less than the financiai coliateral balances reported in note 13, as the amounts disclosed above are
limited to the net amounts reported on the balance sheet after amounts offset as shown in the table.

Master netting arrangements consist of agreements such as an International Swaps and Derivatives Association (ISDA) Master Agreement, global master repurchase agreements and global master
securities lending agreements, whereby outstanding transactions with the same counterparty can be offset and settled net, either unconditionally or following a default or other predetermined
event.

Financial collateral on derivative financial instruments consists of cash paid or received, typically daily or weekly, to mitigate the credit risk on the fair vaiue of derivative contracts. Financial collateral
on repurchase agreements typically comprises highly liquid securities which are legally transferred and car be liquidated in the event of counterparty default.

The net amounts after offsetting presented above show the exposure to counterparty credit risk for derivative contracts after netting benefits and collateral, and are not intended to represent the
Group’s actual exposure to credit risk. This is due to a variety of credit mitigation strategies which are employed in addition te netting and collateral arrangements.
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25. Intangible assets
Group
2023 Computer software Total computer Goodwill | Total !
Externally acquired Internally developed software '
£m £m £m £m | £m
Cost _
At 5 April 2022 369 231 2680 2 2,692
Additions 18 267 285 - 285
Disposals (31) (152) {183) - (183)
At 4 April 2023 356 2,426 2,782 12 2,794
£
Accumulated amortisation and i
impairment _
At S April 2022 265 1514 1779 - 1779
Amortisation charge 44 264 308 - 308
Impairment in the year - 28 28 - 28
Disposals (31) {152) (183) - (183)
At4 April2023 278 1,654 1,932 - 1,932
Net book value
At 4 April 2023 78 772 850 12 862 |
Group
2022 Computer software Total computer Goodwill Total
Externally acquired  Internally developed software | :
fm £m £m! fm: £m/
Cost | I
At 5 April 2021 399 2,344 27431 12 2755
Additions 21 193 214 - 214
Disposals o {30 o (226) (277) - _ @)
At 4 April 2022 369 2,3M 2,680 12 2,692
H |
Accumulated amortisation and M,
impairment |
At 5 April 2021 267 1387 1,654 | -
Amortisation charge 47 326 373 - !
Impairment in the year 2 27 201 - :
Disposals ] 6y @e)) @' o
At 4 April 2022 S 265 1514 G.B_ _
Net beok value _
At 4 Aprit 2022 104 797 901 12 913
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25. Intangible assets (continued)

Computer software capitalised during the year primarily relates to the Group's investment in digital services, data capabilities and modernisation of the Group’s technology estate. The total cost at 4
April 2023 includes £185 million (2022: £116 million) of assets in the course of construction which, fo the extent that they are not yet ready for use by the business, have no amortisation charged
against them. For all other computer software capitalised the estimated useful life of individual assets is predominantly 5 years.

An impairment loss of £28 miltion (2022: £29 million) was recognised in the year, primarily as a result of software becoming obsoletz earlier than envisaged due to ongoing investment to ensure
the Group's technology estate is fit for the future.

The Society's intangible assets are as shown above for the Group, except that they exclude £12 mitlion (2022: £12 million) of goodwill relating to the acquisition of The Mortgage Works (UK) plc
which is only recognised at Group level. Capital expenditure contracted for but not accrued at 4 April 2023 was £10 million (2022: £25 million).

26. Property, plant and equipment

Group
2023 Branches and non- Specialised Investment Plant and Equipment, Right-of-use Total
specialised administration properties machinery fixtures, fittings  branches and non-
buildings buildings and vehicles specialised
buildings :

£m £m £m Em £m f£m £m
Cost or valuation ‘
AL 5 April 2022 156 166 18 308 963 266 1,877
Additions - - - 19 43 1 73
Transfers {note i) - - (13) - - 13 -
Revaluation 1 - {3) - - - 2)
Disposals (15) . - m (115) @ {133)
At 4 April 2023 142 166 2 326 891 288 1,815

|

Accumulated depreciation and :
impairment ﬁ
At 5 April 2022 - 85 - 244 572 96 997
Depreciation charge - 3 - 20 110 25 158
Impairment - 1 - 4 9 15 29
Disposals o - e - U] mn_ M (113)
At4 April2023 - 89 - 267 580 135 1,07
Net book value )
At 4 April 2023 142 7 2 59 M 153 744
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26. Property, plant and equipment (continued)

Financial statements

Other information U

Notes to the financial statements (cortinued)

Group
2022 Branches and non- Specialised Investment  Plant and machinery  Equipment, fixtures, Right-of-use | Total
specialised buildings administration properties fittings and vehicles  branches and ron- |
buildings specialised buildings -
fm fm fm fm £m fm’ fm
Cost or valuation |
At 5 April 2021 164 166 18 297 1,001 263 | 1999
Additions ) - - - N 50 4 65
Revaluation 7 - - - - - 7
Disposals (15) - - - (178) U] (194)
At4 April2022 B ) 156 166 ] 18 308 %3 266 1877
Accumutated depreciation and
impairment
At 5 April 2021 - 82 - 220 618 61 981
Depreciation charge - 3 - 21 n9 25 168
Impairment - - - 3 n 1) 25
Disposals - - - - (i76) M. arm)
At 4 April 2022 B - 85 - 244 572 96 | 997
Net book value o ) - e ) o B
AtdApril 2022 156 81 18 64 391 170 880

Note:

i.  During the year, there has been a tranger of investment property to right-of-use branches and non-specialised administraticn bu
Group property, plant and equipment at 4 April 2023 includes £1 mi

Property, plant anc equipment includes £14 million (2022: £18 million) of assets in the course of construction. Capital expenditure centracted for but not accrued at 4 Apri

dings, following the decision to reoccupy the property.

n (2022; £1 million) of specialised administration buildings he'd by subsidiary undertakings.

(2022: £6 million). As at 4 April 2023, branches and non-specialised buildings includes £3 million (2022: £8 million} of preperties which are classified as held for safe.

2023 was £4 million

An impairment loss of £29 million (2C22: £25 million) was recognised in the year, due largely to decisions to vacate leased right-of-use administrative buildings and the asscciated write dowr of

capitalised improvaments to these buildings.

Branches and non-specialised buildings are valued annually at the balance sheet date by independent surveyors. The current use of all branches and non-specialised buildings represents the highest
and best use, and there have been nc changes to the valuation technique during the year.

IFRS 13 requires that al! assets held a: fair value are classified according to a hierarchy that reflects the significance of chservable market inputs in calculating those fair values. Branches and non-
specialised buildings valuations are ¢ assified within Level 2 of the fair value hierarchy.

Branches and nor-specialised buildings revalued annuzlly would have a carrying value under the historic cost model of £58 million {2022: £67 million).
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27. Provisions for liabilities and charges
Grotp
Customer Other Total
redress provisions
£m fm £m
At 5 April 2022 127 26 153
Provisions utilised (74) (21) (95}
Charge for the year 21 44 65
Release for the year (34) @ (41)
Net income statement (release)/charge (ncte i) (13) 37 24
At 4 April 2023 40 42 82
Note:

i, The net income statement release relating to customer redress is included in provisions for liabilities and charges, with the exception of £3 million release which is included in administrative expenses. The net income
statement charge relzting to other provisicns is included in administrative expenses, with the exception of £1 million which is included in provisions for liabilities and charges.

The Society’s provisiors for liabilities and zharges are the same as shown above for the Group. Whilst there is uncertainty as to the timing of the utilisation of provisions, the Group expects the
majority to have been Jtilised by 4 April 2025,

Customer redress

During the course of its business, the Grop receives complaints from customers in relation o past sales or ongoing administration. The Group is also subject to enquiries from and discussions
with its regulators and governmenta! and other public bodies, including the Financial Ombudsman Service {F0S), on a range of matters. Consideration of customer redress matters may result in a
provision, 2 contingent liability or both, d2pending upon relevant facts and circumstances. No provision is made where it is concluded that it is not probable that a quantifiable payment will be

made; this will include circumstances whare the facts are unclear or further time is required to reasonably quantify the expected payment.

At 4 April 2023, the Goup holds provisions of £40 million (2022: £127 million) in respect of the potential costs of remediation and redress in relation to issues with historical quality control
procedures, past sales and administration of customer accounts, and other regulatory matters.

Other provisions

Other provisicns primarily include amour ts for a number of property-related provisicns, severance costs and expected credit losses on irrevocable personal loan and mortgage lending
commitments.
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28. Leasing

The Group leases various offices, branches and other premises under leasing arrangements. The following tables show the amounts recognised in the income statement and on the balance sheet
arising from these leases:

Leasing amounts recognised in the income statement

Group
2023 2022
Income statement classification fm fm
Interest expense Interest expense and similar charges (3] (5)
Depreciation and mpairment of right-of-use assets Administrative expenses (40) (36)
Lease expense in respect of short term and low value leases  Administrative expenses (9) (10
Amounts receivable under lezses whe-e the Group is a lessor  Other operating incorme 2 3
Leasing amounts recognised at the balance sheet date
Group
2023 2022
Balance sheet classification f£m fm
Right-cf-use branches and non-specia ised admin buildings Property, plant and equipment 153 170
Right-of-use inves-ment property (net2 i) Property, plant and equipment - 6
Lease liabilities Other lizbilities (225) (243)

Note:

i.  During the year, *here has been a transfer of a right-of-use investment property to right-of-use branches and non-specialised administration buildings, following the decision to reoccupy the property.

In addition to the above, the Society Folds a lease liability and right-of-use asset of £1 million (2022: £1 million) relating to the lease of an investment property owned by one of its subsidiaries which
is eliminated on consolidation. Total I2asing cash outflows in the year were £43 million (2022: £37 million). No lease commitments (2022: £nif) were entered into that had not yet commenced at the
balance sheet date.

Future undiscountad minimum payments under lease liahilities were as follows:

Leasing commitments
Group and Group and

Society Society
2023 2022
£m fm

Amounts falling due;
Within one year 33 33
Between one and twao years N 31
Between two and three years 28 30
Between three and four years 27 28
Between four and five years 24 25
After five years 19 139
Total 263 286

At the balance sheet date £7 million (2022: £9 m

on) of future minimum lease payments were receivable under leases where the G-oup is a lessor, of which £2 m
receivable under non-cancellable subizases.

n (2022: £2 million) were
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29. Contingent liabilities

During the ordinary course of business, the Group may be subject te complaints and threatened or actual legal proceedings brought by or on behalf of current or former employees, customers,
investors or other third parties. The Groug may also be subject to legal and regulatory reviews, challenges, investigations and enforcement actions which may result in, amang other things, actions
being taken by governmental and regulatcry authorities, increased costs being incurred in relation to remediation of systems and controls, or fines. Any such material cases are periodically
reassessed, with the assistance of external professional advisers where appropriate, to determine the likelihood of incurring a liability.

In those instances where it is concluded that it is not yet probable that a quantifiable payment will be made, for example because the facts are unclear or further time Is required to fully assess the
merits of the case or to reasonably quantify the expected payment, no provision is made.

The Group dees not disclose amounts in r2lation to contingent liabilities associated with such claims where the likelihood of any payment is remote or where, in the case of matters subject to active
legal proceedings, suca disclosure could be seriously prejudicial to the conduct of the claims.

The FCA has cermenced an investigation of the Society's compliance with UK money laundering regulations and the FCA's rules and Principles for Businesses in an enquiry focused on aspects of
the Society's anti-money laundering control framework. The Society is co-operating with the investigation, which is at an early stage. The Group has not disclosed an estimate of the potential
financial impact arising from this matter as it is not currently practicable to do so.

Apart from the matters disclosed, the Greup dees not expect the ultimate reselution of any current complaints, threatened or actual legal proceedings, regulatory or other matters to have a material
adverse impact on its firancial position. However, in light of the uncertainties involved in such matters there can be no assurance that the outcome of a pariicular matter or matters may not
ultimately be material to the Group's results.
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30. Retirement benefit obligations

The Group operates two defined contribution pension schemes in the UK - the Natienwide Group Personal Pension Plan (GPP) and the Nationwide Temporary Workers Pension Scheme. New
employees are automatically enrolled into one of these schemes. Outside of the UK, there is a defined contribution pension scheme for z small number of empicyees in the Isle of Man,

The Group also has funding obligations tc several defined benefit pension schemes, which are administered by boards of trustees. Pension trustees are required by law to act in the interests of all
relevant beneficiaries and are responsible for the investment policy of fund assets, as well &s the day-to-day administration. The Group’s largest pension scheme is the Nationwide Pension Fund (the
Fund). This is a defined benefit pension scheme, with both final salary and career average revalued earnings (CARE) sections. The Fund was closed to new entrants in 2007 and since that date
empioyees have been able to join the GPP. The Fund was closed to future accrual on 31 March 2021,

in line with UK pensions legislation, a formal actuarial valuation (' Triennial Valuation’) of the assets and liabilities of the Fund is carried out at least every three years by independent actuaries. During
the year, Naticnwide znd the Trustee completed the Fund's 31 March 2022 Triennial Valuation, which showed a funding surplus. The main differences between the assumptions used for assessing
defined benefit liabilities for purposes of the actuarial funding valuaticn and those used for accounting under IAS 19 ‘Employee Benefits' are that the financial and demegraphic assumptions used for
the funding valuation are generally more orudent than those used for the 1AS 19 valuztion. As the Triennial Valuation indicated a funding surplus, a recovery plan reguiring employer deficit
contributions was not needed.

In November 2020, Nationwide and the Trustee of the Fund entered into an arrangement whereby Nationwide agreed to provide £1.7 billion of collaterai (a contingent asset) in the form of self-
issued Sifverstone notes to provide additional security to the Fund. The Fund would have access to these notes in the case of certain events such as insclvency of Nationwide.

0On 14 October 2022, the Society provided two uncollateralised loans totalling £400 million to the Fund. This temporary support aliowed the Fund to manage its ongoing liquidity requirements
during a period of high market volatility. These two loan balances, including accrued interest of £4 million, were fully repaid in November 2022 and January 2023, respectively.

Further information on the Group’s cbligations to defined benefit pension schemes is set out below.
Defined benefit pension schemes

Retirement benefit obligations on the balance sheet

Group
2023 2022
] fm £m
Fair value of fund assets 5,281 7,41
Present value of funded obligations (4,331) (€,396)
Present value of unfunded obligations i 4) )
Surplus at 4 April 946 1,008

Most members cf the Fund can draw their pension when they reach the Fund's retirement age of 65. The methodoleyies for calculating he level of pension benefits accrued before 1 April 201
varied; however, most were based on 1/54th of final salary for each year of service. Pension benefits accrued after 1 April 2071 until 31 March 2021 were usually based on 1/60th of average earnings,
revalued to the age of retirement, for each year of service (also called CARE). From 1 April 2021, members moved from active to deferred status, with future indexatian of deferred pensions before
retirement measured by reference to the Consumer Price Index (CPI). On the death of a Fund member, benefits may be payable in the fo'm of & spouse/dependant’s pension, lump sum (paid within
five years of a Fund member beginning to take their pension), or refund of Fund member contributions.
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30. Retirement benefit abligations (continued)

Approximately 57% (2022: 68%) of the Fund's pension obligatians relate to deferred Fund members (current and former employees not yet drawing their pension) and 43% {2022: 32%) to current
pensioners and dependants. The weighted average duration of the Fund’s overall pension obligation is approximately 16 years (2022: 21 years), reflecting an average duration of 20 years for
deferred members and 12 years for current pensioners.

The Group's retirement benefit obligations include & deficit of £1 million (2022; surplus of less than £1 million) recognised in a subsidiary company, Nationwide (Isle of Man} Limited. This abligation

relates to a defined benefit scheme prov'ding benefits based on both final salary and CARE, which was closed to new entrants in 2005. The Group’s retirement benefit obligations alsc include
£4 million (2022: £7 million) in respect cf unfunded legacy defined benefit arrangements.

The amounts recognised in the income statement are as follows:

Retirement benefit obligations recognised in the income statement

Group
2023 2022
fm £m
Defined contribution cost (149) (140}
Defined benefit schemes - administrative expenses (4) (5)
Included in employee costs (note 8) (153) (145)
Interest on net defined benefit asset (note 3) 26 4
Total (127) (141)

Changes in the present vaiue of the et defined henefit asset, including unfunded obligations, are as follows:

Movements in net defined benefit asset

Group

2023 2022

£m £m

Surplus at 5 April 1,008 72
Interest on net defined benefit asset 26 4
Return on assets (less than)/greater then discount rate (2,144) 432
Contributions by employer 1 1
Administrative expenses C)) (5)
Actuarial gains ¢n defined benefit abligations N 2,059 404
Surplus at 4 April 946 1,008
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30. Retirement benefit obligations (continued)

As the Fund is closed to future accrual, there have been no current service costs, past service costs or employer contributions made in respect of future benefit accrual during the year (2022: £nil).
Additionally, there have been no employer deficit contributions required into the Fund (2022 £nil) and there are no such contributions scheduled in the year ending 4 April 2024 or future years
under the current Schedule of Contributions. Employer deficit contributions of £1 million (2022: £1 million) were made in respect of the Group's defined benefit scheme in its Nationwide (Isle of
Man) Limited subsidiary.

The £2,144 million loss (2022; £432 n

on gain) refating to the return on assets (less thanj/greater than the discount rate is driven by decreases in value of the Fund’s liability matching assets.

The £2,059 millior actuarial gain (2022: £404 million) on defined benefit obligations is due to:

o A£2775 millic gain (2022: £39C million) from changes in financial assumptions, driven by  2.1% increase in the discount rate (which decreases the value of liabilities), in addition loa 0.3%
decrease in assumed Retail Price 'ndex (RPI) inflation and a 0.3% decrease in assumed Consumer Price Incex (CPI) inflation {which also decreases the value of the liabilities).

« A £22 million gain (2022: £73 millicn) arising from the impacts of updates to demographic assumptions and apptying the latest industry views for projecting future longevity improvements.

« Anexperience oss of £138 millior (2022: £58 million) primarily reflecting the difference between estimates of long-term inflation compared to actual inflation.

Changes in the present value of defined benefit obligations (including unfunded obligations) are as follows:

Movements in defined benefit obligations

Group

2023 2022

im £m

At 5 April (6,403) {6,861)
Interest expense on retirement obligatizn (167) (135)
Experience loss on plan assumptions {138) (59)
Changes in demographic assumptions 22 73
Changes in financial assumpticns 2,175 390
Benefits paid 170 189
At 4 April (4,335) {6,403)
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30. Retirement benefit obligations (continued)
Changes in the fair value of plan assets for the pension schemes are as follows:

Movements in plan assets

Other information U

Group
2023 2022
fm £m
At 5 April 741N 7.033
Interest income on assets 187 139
Return on asseis (less than)/greater than discount rate (2,144) 432
Administrative expenses (4) (5}
Contributions by employer 1 1
Benefits paid - {170) (189)
At4 April 5,281 7,41
The major categories of assets held fcr the pension schemes, stated at fair value, are as follows:
Categories of plan assets
Group
2023 2022
£m £m
Listed equities {quoted) 174 663
Government bonds (quoted) 3,413 5,032
Corporate bands and other credit investments {guoted) 94 576
Infrastructure {unguoted) 222 296
Property {unquoted) 72 792
Private equity investments (unquoted; 775 689
Private debt investments {unquoted) 603 463
Cash and derivatives 87 277
Liability relating to repurchase agreement (786) (1555)
Insurance policies 13 148
Other assets and liabilittes e 3 30
Total 5,28t 7.41M

Notes to the financial statements {continued)

The defined benefit pension schemes do not invest in the Group's own financial instruments or property. Certain investmants in private equity, private debt, infrastructure and property are nat
quoted in active markets or valued bz sed on observable inputs. Valuations for these assets are based on the most recent valuation provided by the asset manager and adjusted for any cash

movertients to the balarce sheet date.
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30. Retirement benefit obligations (continued)

The Fund’s liabilities are well hedged by matching assets, primarily government bonds and corporate bends. In addition, the Fund invests in alternative matching assets such as property ground
rents and property leases (included in p-operty above) that are expected to generate inflation-linked income over the long term.

The Fund aiso holds return-seeking assets which are expected to generate a return over and above the Fund’s liabilities in the long term but may create risk and volatility in the short to medium
term.

During the year the Trustee has continu=d to manage interest rate and inflation risk in the Fund through the use of certain investments and derivative instruments to reduce vo'atility from changes
to long-term interest rates and inflation 2xpectations. The increases in bond yields over the year led the Fund to increase collateral levels, supporting its liability-driven investment positions to ensure
it could withstand further increases in yi2lds. The Fund continued te de-risk from return seeking assets by significantly reducing holdings of listed equities. The Fund’s investments alse continue to
be supported by the utilisation of repurciiase agreements (foans collateralised against the Fund's government bonds), which at 4 April 2023 amounted to £786 million (2022: £1,555 million). In
lanuary 2022 the Trustee completed a pansicner buy-in for the smaller Cheshire & Derbyshire section of the Fund, removing the investment and longevity risk to the Fund in relation to members in
this section. At 4 Aprit 2023, the value o” the insurance asset for the Cheshire & Derbyshire section buy-in was £113 millior (2022: £148 million).

The investments are monitored by both -he Trustee and the Saciety to ensure they remain appropriate given the Fund’s long-term objectives.
The principal actuarial assumptions usec are as follows:

Financial assumptions

2023 2022
% %
Discount rate 4.65 2.55
Future pension increases (maximum 5%) 3.05 3.25
Retail price index (RPI) inflation 315 345
Consumer price index {CP!) inflation 2.50 2.80
Life expectancy assumptions
2023 2022
years years
Age 60 at 4 April 2023:
Males 271 274
Femnales 287 292
Age 60 at 4 April 2043:
Males 28.1 285
Females 30.0 302

The assumptions for mortality rates are based on standard mortality tables which allow for future improvements in life expectancy and are adjusted to represent the Fund's membership. The
assumptions made are illustrated in the tzble above, showing how long the Group would expect the average Fund member to live for after the age of 60, based on reaching that age at 4 April 2023 or
in 20 years’ time at 4 April 2043.
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30. Retirement benefit obligations (continued)
Critical accounting estimates and judgements

The key assumptions used to calculate the defined benefit cbligation which represent significant saurces of estimation uncertainty are the discount rate, inflation assumptions and mortality
assumptions. If different assumptions were used, this could have a material effect on the reported surpius. The sensitivity of the results to these assumptions is shown below:

Change in key assumptions at 4 Aprit 2023
Increase/(decrease) in
defined benefit obligation

£m
1.0% decrease in discount rate ‘ 784
0.1% increase in inflation assumption 38 .
1year increase in life expectancy at age 60 in respect of all members 100

The above sensitivities apply to individual assumptions in isolation. In practice, changes to individual assumptions in isolation are unlikely to occur, and changes in some of the assumptions may be
correlated. Tne inflation assumption sensitivity includes the impact on the rate of increases to pensions, both before and after retirement. Following the large increases in corporate bond yields the
discount rate sensitivity has been updated to 1.0% at 4 April 2023 (2022: 0.1%), to better represent potential movements in the discount rate assumption.

31. Core capital deferred shares

Group and Society

Number of ccos Share Treasury share Total
shares premium reserve
£m Em £m £m
At 4 April 2022 10,555,500 1 1,323 - 1,334
CCDS repurchased and retained (775,608) - - Qo) (101)
At 4 April 2023 (note i) 9,779,892 1 1,323 {101) 1,233
Note:

i. The total number of shares cutstanding at 4 April 2023 510,555,500, which includes the 775,608 shares repurchased and retained hy the Society.

Core capital deferred shares (CCDS) are a form of Common Equity Tier 1 (CET1) capitai which has been developed to enable the Group to raise capital from the capital markets. CCDS are perpetuz|
instruments. They rank equally to each other and are junior to claims against the Society of all depositors, creditors and investing members. Each holder of CCDS has one vote, regardless of the
number of CCDS held.

In the event of 2 winding up or dissclution of the Scciety and if a surplus was available, the amount that the investor would receive for each CCDS held is limited to the average principal amount in
issue, which is currently £126.39 per share.

There is z cap on the distributions that czn be paid to holders of CCDS in any financial year. Tne cap is currently set at £19.71 per share znd is adjusted annually in line with CPI. A final distribution of
£54 million (£5.125 per share) for the financial year ended 4 April 2022 was paid on 20 June 2022 and an interim distribution of £54 million (£5.125 per share) in respect of the pericd to
30 September 2022 was paid on 20 December 2022. These distributions have heen recognised in the statement of movements in members’ interests and equity.

In the financial year ended 4 April 2023, the Society repurchased 775,608 (7.3%) of £1 CCDS at prices ranging frem £130.79 to £130.87 per share. The repurchased CCDS were not cancelled, instead
being retained by the Society. The gross zost of the repurchase of £101 million has been presented within the treasury share reserve in the table above.

Since the balance sheet date, the directors have declared a distribution of £3.125 per share in respect of the period to 4 April 2023, amounting in aggregate to £50 million. This has not been
reflected in these financial statements as it will be recognised in the year ending 4 April 2024, by reference 1o the date at which it was declared.
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32. Other equity instrumer ts

Group and Society

2023 2022

Issuance date Next reset date Reset rate fm £m

5.875% Additional Tier 1 17 September 2019 20 June 2025 Benchmark gilts + 5.39% 600 600
5.75% Additional Tier 1 10 June 2020 20 December 2027 Benchmark gilts +5.625% 750 750
1,350 1,350

ssuance costs (14) (14)
Total , 1,336 1336

Other equity instruments are Additional Tier 1{AT1) capital instruments. The AT1instruments rank equally to each other and are junior to claims against the Society of al! depositors, creditors and
investing members, other than the hclders of CCDS.

The ATT instruments pay a fully discreticnary, non-cumulative fixed rate of interest. Coupoens are paid semi-annually in June and December. AT1 instruments have no maturity date but are repayable
at the option of the Society from the f st reset date, and on every fifth reset date anniversary thereafter. If they are not repaid the interest rate resets at the rates shown in the table above.

If the fully loaded CET1 ratio for the Scciety, on either a consolidated or uncansolidated basis, falls below 7% the ATTinstruments convert to CCDS instruments at the rate of one CCDS share for every
£100 of AT1 holdirg.

Interest payments totailing £78& million were made in the year ended 4 April 2023 (2022: £78 million), representing the maximum non-cumulative fixed coupon amourts. These payments have
been recognised in the statement of movements in member’s interest and equity. A coupon payment of £39 million is expected to be paid on 20 June 2023 and wili be recognised in the statement
of movements in members' interests and equity in the year ending 4 April 2024.
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33. Investments in Group undartakings

Society investments’in Group underta<ings

2023 2022

Shares Loans Total Shares Loans Total

fm £m fm £m fm im

At 5 April 37 39,955 40,326 361 37,891 38,252
Additions 1 783 784 21 2,527 2,548
[impairments (6) @ (13) an 10y 72)]
Disposals, redemptions and repayments - (47) (41) - (453 {453)
At 4 April 366 40,690 41,056 3n 39,955 40,326

The Society received dividends from GroLp undertakings during the year ended 4 April 2023 totailing £652 million (2022: £2 million).

Impairments for the year ended 4 April 2023 of £13 million (2022: £21 million) relating to the Society’s investments in loans and equity of subsidiaries have been recognised within ather operating
income, reflecting a reduction in the expected recoverable amount of these assets.

Subsidiary undertakings
The interests of the Society in its subsidiary undertakings as at 4 April 2023 are set out below:

Subsidiary name Notes Subsidiary name
Regulated subsidiaries Dormant subsidiaries
Derbyshire Home Loans Limited i Exeter Trust Limited

E-Mex Home Funding Limited i FN1

The Mortgage Works {UK) plc
UCB Home Loans Corporation Limited

Other subsidiaries

Confederation Mortgage Services Limitec
Dunfermline BS Nominees Limited
Home Propositions L'mited

Jubilee Mortgages Limited

Monument {Sutton) Limited
Nationwide {Isle of Man) Limited
Nationwide Syndicat cns Limited

NBS Ventures Limited

NBS Ventures Management Limited
Piper Javelin Holding Company Limited
Piper Javelin No 1 Limited

The Derbyshire (Premises) Limited

Notes:

i Audited accounts are prepared for regulated entities.

LBS Mortgages Limited
NAPST Limited

Nationwide Home Loans Limited
Naticnwide Housing Trust Limited
Nationwide International Limited

NLF1 Limited
NOKT Limited

Naticnw.de Trust Limited

NBS CoSec Limited

fi. For these compan es, the Group has adopted the audit exermnption for the year ended 4 April 2023 under Section 479A of the Companies Act 2006. The Society guarantzes all outstanding liabilities of the exempted

subsidiary undertakings.
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33. Investments in Group undertakings (continued)

The Society directly or indirectly holds 120% of the ordinary share capital for each subsidiary undertaking. All of the subsidiary undertakings are limited kability companies, with the exception of FN1
which is an unlimited company.

The registered office for all subsidiary undertakings, other than those listed in the table befow, is Nationwide House, Pipers Way, Swindon, SN38 TNW.

Subsidiary name - Registered office
Dunfermline BS Nominees Limited Caledonia House, Carnegie Avenue, Dunfermline, KY11 8P)
Nationwide (Isle of Man} Limited Atlantic House, Circular Road, Douglas, Isle of Man, IM11AG

There are no significant restrictions an any of the Society’s subsidiaries in paying dividends or repaying loans, subject to their financial and operating perfermance and availability of distributable
reserves,

The Group has no material shares in associates. The Group’s interests in equity shares are included in irvestment securities as set out in note 13.
Subsidiaries by virtue of control

Details of consolidazed and unconsolidated structured entities are set out in note 34.

34. Structured entities

A structured entity is an entity in which voting or similar rights are not the dominant factor in deciding control. Structured entities are consolidated when the substance of the relationship indicates
control.

Consolidated structured entities

Structured entities are assessed for consolidation in accordance with the accounting policy set out in note 1. The following structurec entities are consalidated in the Group’s results.

Structured entity name Nature of business Registered office

Nationwide Cevered Bonds LLP Mortgage acquisition and guarantor of covered bonds Nationwide House, Pipers Way, Swindon, SN38 TINW
Sitverstone Master Issuer plc Funding vehicle Wilmington Trust SP Services (London) Limited, Third
Silverstone Funding (No.1) Limited Funding vehicle Floor, 1King's Arms Yard, London, EC2R 7AF

Further details on the activities of the above structured entities are included in note 14.
Unconsolidated structured entities

The Group has intarests in structured entities which it does not spensor or contrel. These largely consist of holdings of mortgage backed securities and covered bonds issued by entities that are
sponsored by other unrelated financial institutions. The entities are financed primarily by investments from investors, such as the purchase of issued notes.
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34. Structured entities {continued)

The Group's direct interests in unconzolidated structured entiti2s comprise primarily investments in asset backed securities which are reported within investment securities on the balance sheet,
The total carrying value of these interests at 4 April 2023 is £4,590 million (2022: £4,524 million). Further details on the credit risk that the Group is exposed to in respect of these assets can be
found in the Credit risk - Treasury assets section of the Risk report.

Management has concludad that the Group has no control ar significant influence over these entities and that the carrying value of the interests held in these entities represents the maximum
exposure to loss. During the year the Greup has not provided any non-contractual financial or other support to these entities and has no current intention of providing any such support.

35. Related party transactions

Subsidiary, parent and ultimate controlling party
The Group is controlled by Nationwide Building Society, the ultimate parent, which is registered in England and Wales. Details of subsidiary undertakings are shown in note 33,
Key management personnel compensation

Members of the Exacutive Commitiee (including executive directors), together with the non-executive directors of the Society, are considered fo be the key management personnel as defined by 1AS
24 ‘Related Party Disclosures’. Total compensation for key manzgement personnel for the year was as follows:

Key management personnel compensation

2023 2022

£000 £'000

Short term empleyee benefits 8,885 8,944
Other long-term benefits 2,028 1,951
Contractual/other settlements 399 587
Share based payments _ . an 2,338
Total 12,283 13,821

Other long-term bengfits include amounts relating to long-term bonus schemes, some of which will be paid in future periods. Further information on these can be found in note 8. Share-based

payments include amounts that are dependent on the perfarmance of the CCDS. Contractual/other settlements include compensation for loss of office. Further infarmation is included in the Report
of the directors on remuneration.
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35. Related party transacticns (continued)

Transactions with related parties

Financial statements

Other information u

Notes to the financial statements (continued)

A number of transactions are entered into with related parties in the narmal course of business. These include loans, deposits and the payment and recharge of administrative expenses. The

outstanding balances for these related party transactions at the year end, and the associated income and expenses for the year are as follows:

Transactions with related parties

Society subsidiaries Key management personnel
2023 2022 2023 2022
£m fm fm £fm

Loans payable to the Society
Loans outstanding a- 5 April 39,955 37,891 23 24
Loans issued during the year 783 2,527 0.9 0.6
Loans impaired during the year L)) (10) - -
Loan repayments du-ing the year (41) (453) {1.4) (0.7
Loans outstanding at 4 April B 40,690 39,955 1.8 23
Deposits payable by the Society
Deposits outstanding at 5 April 593 1,148 17 49
Depesits placed durir g the year - - 8.2 108
Deposit repayments during the year (168) {555) (8.2 {14.)
Deposits outstanding at 4 April 425 593 17 17
Net interest income
Interest receivable 768 805 - -
Interest expense 81 18 - -
Other income and expenses
Dividends paid to the Society 652 2 - -
Fees and expenses paid {0 the Society 88 ob - -
Other balance sheet tems
Accrued income and prepaid expenses due to the Society 335 181 - -
Other liahilities payable by the Society 2,158 2,480 - -
Right-of-use asset leased from subsidiary 1 1 - -
Liability for right-of-use asset leased from subsidiary 1 1 - -

in addition, the Society enters into derivat.ve financial instruments with the conselidated structured entities used in its asset backed funding programmes, which are described in note 14. As at
4 April 2023, the Seciewy held intercompany derivative assets of £647 million and intercompany derivative liabilities of £337 million (2022: £149 million and £423 million, respectively) in respect of

these instruments.
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35. Related party transacticns (continued)
Transactions with key management personnel
Transactions with k2y management personnel are on the same terms and conditiens applicable to other employees within the Group.

A register is mainta ned by the Seciety containing details of loans, transactions and arrangements made between the Society or its subsidiary undertakings and directors of the Society or persons
connected with directaors of the Society. The register will be available for inspection by members at the Annual General Meeting an 20 July 2023 and during normal office nours at the Seciety’s
principal office (Nationwide House, Pipars Way, Swindon, SN38 TNW) during the period of 15 cays prior to the meeting.

Transactions with Group companies

Transactions with Group companies arise in the normal course of business. Interest on cutstanding loans and deposits accrues at a transfer pricing rate agreed between the Society and its
subsidiary undertakings. The Society dees not charge the net defined benefit cost to the subsidiary undertakings that participate in the Nationwide Pension Fund.

36. Notes to the cash flow statements

Non-cash items included in profit before tax

Group Society
2023 2022 2023 2022
£m £m £m fm
Net increase/(decrease) in impairment provisions 19 {106) (63) 2
Net decrease in provisions for liabilities and charges @m ()] a)] {6)
Amertisation and losses/(gains) on invest ment securities 77 {17 78 (117
Write down of inventcry 5 12 - -
Depreciation, amortisation and impairment 523 595 522 595
Impairmeant of investment in Group under-akings - - 13 21
Profit on sale of property, plant and equipment {2) (3) (2) (3)
Loss/(gain} on the revaluation of property, plant and equipment 5 @] 5 m
Net (credit)/charge in respect of retiremer t benefit obligations (22) 1 (22) 1
Interest on subordinatad liabilities 294 - 138 294 138
Interest on subscribed capital 7 4 7 4
Losses from derivatives and hedge accounting 4 7 2 B
Total 839 524 773 640
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36. Notes to the cash flow statements (continued)

Changes in operating assets and liabilities

Group Society
2023 2022 2023 2022
£fm £m fm fm
Loans and advances to banks and similzr institutions ) (99) 148 (99) - 148
Net derivative financial instruments 1,014 2,462 1,509 1874
Loans and advances to customers (2,854) (6,517) (2.410) (4,082)
Other operating assets (107) 67 (1,399) (1,449)
Shares ‘ 9,176 7,654 9,176 7,654
Depasits from banks and similar institutions, custemers and others (11,582) 10,026 (12,044) 9,923
Debt securities in issue 1,804 '(1,561) 2,231 (1,626}
Contributions to defined benefit pensior scheme (1) 1)} - -
Other operating liabilities g4 {249) {236) (29)
Total (2,965) 12,029 (3,272) 12,413
Cash and cash equivalents
Cash 25,635 30,221 25,635 30,221
Loans and advances to banks and similar institutions repayable in 3 months or less 320 603 314 584
Total 25,955 30,824 25,949 20,805

The Group is required to maintain balances with the Bank of England and certain other central tanks which, at 4 April 2023, amounted to £1,944 million (2022: £1,860 miilion). These balances are
included within loans and advances to banks and similar institutions on the balance sheet and are not included in the cash and cash equivalents in the cash flow statement as they are not liquid in
nature. The Group aiso excludes from cash and cash equivalents cash collateral and ather deposit balances relating to derivative activiti=s totalling £595 million {2022: £589 million).

Movements in fiabilities arising from financing activities are set out below:

Movements in liabilities arising from financing activities

2023 2022
Subordinated Subscribed Lease Total Subordinated Sukscribed Lease Total
liabilities capital liabilities liabilities capital liabilities

Group and Society £m £m £m £m £m £fm £fm fm
At 5 April 8,250 187 243 8,680 7575 243 262 8,080
Issuances/additicns 646 - n 657 773 - 3 776
Redemptions/repayments (2,335) - (34) (2,369} - (38) (27 (65)
Foreign exchange 396 - - 356 281 - - 281
Fair value and other movements _(202) (14) 5 211) 379) (18) 5 . (392)
At 4 April 6,755 173 225 7,153 8.250 187 243 8,680

The Society's liabilities arising from financing activities are materially the same as shown for Group,

Derivative financial instruments used to hedge financing liabilities include interest rate and cross-currency swaps. Interest received and proceeds on redemption of these hedging instruments are
included within financing cash flows and far the year ended 4 April 2023 amounted to £20 milliern and £138 millien {2022: £129 million and £nil) respectively. Other changes in the value of these
derivatives in the year ended 4 April 2023 ncluded increases of £152 million (2022: decreases of £10 million) due to fereign exchange, fair value and other movements.
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37. Capital management

The Group is subject to the regulatory capital requirements appiied by its regulator, the Prudential Regulation Authority {PRA). Regulatory capital comprises the Group’s general reserve, fair value
through other comprehensive income reserve, revaluation reserve, core capital deferred shares, other equity instruments and subordinated debt, subject to various adjustments and transitional
arrangements required by the capital rules.

During the year the Group complied with the capital requirements applied by the PRA. Further unaudited details about the Group's capital position can be found in the Capital risk section of the Risk
report.

38. Registered office

Nationwide is a builcing society, incorparated and domiciled in the United Kingdem. The address of its registered office is:

Nationwide Building Society
Nationwide House

Pipers Way

Swindon

United Kingdam

SN38 INW

39. Events after the halance <heet date

On 18 May 2023, the Board of directors approved payments to certain eligible members, referred to as the Nationwide Fairer Share Payment, totalling £340 million, to be made in june 2023, This has
not been reflected in these financial statements as it will be recognised in the year ending 4 Aprit 2024, by reference to the date at which it was announced.
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