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2021: How we performed

Gross residential lending of

£4.dbn TN

We helped 43,000 more '

people have the home ~— "
they want including

20,000 first time buyers

Savings balances

£15.3bn

(2020: £14.2bn)

We helped 41,500
more people save
for their future

Profit before tax

£163.7m

(2020: £80.7m)

Customer satisfaction?

93%
(2020:93%)

We have an ongoing
commitment to be
customer focused
in everything we do

1. CACI's CSDB, Stock, December 2020 to November 2021, latest data available. 2. Overall customer satisfaction in a survey of 3,283 members from January to December 2021. 3. Your Voice colleague survey,

1,312 respondents in May 2021

Total assets of

£22.5bn & -

(2020: £20.6bn) N

Paid an average interest rate of

0.79%

to our savers

compared to the rest of the
market average of 0.29%" S

An annual benefit to all

our savers of £71.5m ~"

Common Equity Tier 1 Capital

38.0%

(2020:36.3%)

Reserves available to protect
us from future problems

Colleague engagement?®

86%

(2020: 86%)

We're committed
tobeingagreat
place to work
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Chair's Welcome

Year ended 31 December 2021

It has been an eventful 12 months since my last
report, when | set out the principles adopted
by the Board to guide the Society’s decision
making through the pandemic.

These were: protecting the health, safety
and wellbeing of colleagues and members;
preserving our financial security; and safely
maintaining service to our members.

| am pleased to report that adhering to these
principles, together with the outstanding efforts
of colleagues, led to an excellent performance by
the Society.

Performance

Over 2021 more normality began to return to
daily life and the recovery of the economy was
much better than might have been anticipated,
with an extremely strong housing market,
continued very low interest rates, and the return
of intense competition. However, COVID-19
developments since are a stark reminder of the
continued fragility and uncertainty the pandemic
has caused.

As the economy stabilised and the housing
market rebounded, we were keen to return to
supporting borrowers, particularly those seeking
to take their first step on to the housing ladder.
Whilst maintaining prudent lending standards
appropriate to the conditions, we were pleased
to achieve a record year for lending.

We also remained focused on borrowers facing
financial difficulties, and are pleased the vast
majority of those who required mortgage
payment deferrals during the height of the
pandemic were able subsequently to resume
normal repayments.

We've not lost sight of the impact of continued
low interest rates on savers and have used our
financial strength to protect them, consistently
paying above average savings rates. We
maintained branch opening throughout the
pandemic and our colleagues conscientiously
deliver a professional and personal service to our
members.

The Society achieved an exceptionally strong
financial performance in 2021 but, as a mutual,
maximising profit is not an objective. In relation
to profits, our aim over the long termiis to
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optimise the delivery of benefits to members
whilst generating sufficient profit to keep the
Society secure, maintain our capacity to grow
the business and invest for the future.

Leeds Building Society was established nearly
150 years ago, primarily to provide the means for
members to buy their own homes, as well as
offering a safe place for their savings. That
purpose remains as relevant today as it ever was.

Throughout the last century and a half, the
Society's obligation has always been to consider
not just the interests of today's members but
also to invest to ensure we can serve the needs
of future generations.

As part of a multi-year improvement
programme, we made significant investments in
2021, in technology, in our people, in our branch
network, in upgrading our data centres, and in
further strengthening our operational resilience.
These are all aimed at ensuring the Society
meets the changing needs of its members and
intermediary partners, and remains competitive.

The times we are living throughillustrate clearly
the interconnectedness of all elements of
society and remind us of the Society's obligation
to play its part in addressing challenges
confronting us all.

On climate change we are working to reduce
our environmental impact as a business and
analysing and reporting how we do this, as well
as innovating to support our members to cut
their own carbon footprint. We continue to make
progress on equality, diversity and inclusion but
recognise we have a great deal more to do. And
at the heart of our community engagement is
our partnership with national charity Dementia
UK, enabling it to reach more people needing
help, as demand for its services grows.

Board changes

In 2021 we further strengthened the Board with
new appointments which broaden not only skills
and experience in key areas but also the diversity
of our thinking. The latter was a particular

focus of our independent board effectiveness
review which is covered in more detail in the
Nominations Committee Report on page 119.
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| am delighted that Rob Howse, our Chief Operating Officer, joined the Board
as an executive director. Rob joined the Society in 2019 and his extensive
experience of technology transformation and operational resilience equips
him ideally to lead our ambitious IT and change agenda.

We also welcomed Anita Tadayon as an independent non-executive director.
Anita is currently Global Portfolio & Digital Product Roadmap & Lifecycle
Director at BT Group and brings 15 years’ experience in senior transformation
and operations roles with major consumer brands, including Sky and Centrica,
as well as having led successful transformation and change delivery projects
for local and central government and primary care trusts.

In recognition of his broadened responsibilities Andrew Greenwood, formerly
Chief Risk Officer, was appointed as Deputy Chief Executive Officer.

To maintain continuity after a period of significant Board change, we

asked David Fisher to serve beyond the normal nine year maximum. David
continues to make an outstanding contribution to the Board and maintains
his independence of thought, and | am grateful to him for agreeing to extend
his service until the end of 2022. He is succeeded as Chair of the Board Risk
Committee by Neil Fuller (subject to regulatory approval), who was appointed
as a non-executive director in December 2020.

Sadly, the pandemic has prevented us from meeting members face to face for
our past two AGMs and | look forward to a time when we can safely return to an
in-person meeting. We hope we will be able to do this in 2022 but will of course
be guided by the need to safeguard the welfare of colleagues and members. In
y event, we welcome members’ questions or comments relating to Board

rs at any time —email these to agm@®leedsbuildingsociety.co.uk marked
attention of lain Cornish.

k

he impact of the pandemic will stay with us for a long time, our focus
ns on our core purpose to bring home ownership within reach of more
le, as well as offering long term value to our savers, operating always with
appropriate degree of prudence.

ore competition has entered our markets as the economy has recovered.
Consequently, we do not expect the current elevated levels of profitability to
continue, but we do expect to maintain both an exceptional level of financial
strength and our capacity to invest for our future when it is in the interests of
current and future members.

Members can draw confidence from the fact the Society has continued to
show great resilience in the most testing of times, underpinned by the mutual
values of shared strength and co-operation.

Finally, | would like once again to thank all my colleagues for their outstanding
efforts in serving members, intermediary partners and other stakeholders,
and for supporting each other throughout the course of another highly
demanding year.

lain Cornish
Chair

24 February 2022
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Chief Executive Officer’s Highlights

Year ended 31 December 2021

As | look back on another challenging year for us all, | want to begin by restating
my thanks to our members and colleagues for their continued support.

In 2021 we became more accustomed to the changing circumstances and
behaviours dictated by the pandemic and a degree of normality returned.

However, the end of the crisis is not yet in sight and the uncertainty this causes
has dragged on. Despite this, the housing market's powerful bounce back from
summer 2020 onwards carried on through last year, leading to some of the
busiest months in our long history.

Our remarkable people have remained focused on members’ needs throughout,
delivering an extraordinary performance as we continued to move forwards
together guided by our three corporate priorities.

Safely keeping operating for the benefit of our members

In an exceptional year, our support for the housing market surpassed all
previous Society records with our biggest year ever for mortgage applications,
as we delivered on our purpose and helped to put home ownership within reach
of more people than ever before.

That record-breaking performance was just one reason 2021 was a landmark year
for the Society, with continued strong support for customers less well served by
the wider market.

This included a record 20,000 first time buyers, who are fundamental to the
housing market, and accounted for more than one in three of all our new
mortgages. In backing the Government's new First Homes initiative,
we were proud to be the first lender to receive and complete
applications under the scheme and enable these new

members to realise their homeowning dreams.

We maintained our strong performance in shared
ownership lending as part of our affordable housing
activity, rewarded for the sixth consecutive year
with the title of Best Shared Ownership Mortgage
Lender in What Mortgage's 2021 awards, among
other plaudits.

As the Government's national pandemic support
tapered off, we continued to work with members
at risk of financial difficulty, helping borrowers
who took mortgage payment deferrals to exit
that scheme, and backed the industry-wide
repossession moratorium at the end of 2021,

as well as further extending our waiver of arrears
feesinto 2022.
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Another 2021 landmark was the opening of our new Leeds Central branch,
showing our commitment to the Society’s branch network and the personal
face-to-face attention so many of our members value.

The hard work to maintain branch services for members and boost phone
capacity during pandemic disruption was just one example of our colleagues’
dedication to excellent service.

We know great service comes from skilled and committed colleagues and I'm
delighted our colleague engagement scores remain at a record high of 86%,
with record customer satisfaction scores of 93% and 4 star Trustpilot rating.

We're proud to have been named a Best Companies 3 star employer, thanks
to our fantastic people, and as we exit the most critical months of the
pandemic we've been supporting colleagues as they find the right

work-life balance.

Having learned from the changes we made to keep the Society running
smoothly through these unique times, we're developing our approach

to a hybrid working model in the modern, collaborative space of our new
headquarters, to deliver greater resilience and the best outcomes for our
people, the business and our members.

Our investment to make sure the
a Society is fit for the future, and keep
on improving service for members and

’ intermediaries, included bolstering
the size and skills of key teams, such
‘ as data, IT and underwriting, creating
- 121 skilled jobs last year.
~

As well as direct support for members,
we understand the importance of our
intermediary partners to our success
as a lender. To save them even more
time and effort, throughout 2021 we
made additional improvements to
Mortgage Hub, our online platform,
which is now integrated with all major
sourcing systems and the most visible
result of our significant and ongoing
IT investment.
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Chief Executive Officer’s Highlights continued

Keeping the Society financially resilient

The extra capacity and swifter processing
underpinned by Mortgage Hub was welcome as we
handled record numbers of applications to deliver
an exceptionally strong lending performance, which
drove record profits of £163.7 million.

As a mutual, we invest our profits back into the
business for the long term benefit of our membership
as awhole, which includes support for member value,
such as paying above average rates to our savers, as
well as further strengthening our financial security.
This means we're well placed to withstand economic
shocks and market uncertainty.

These investments willincrease our costs in the
short term but are part of a clear and focused
strategy to ensure we are fit for the future at a time
of rapid technological change for us and the financial
services industry. We retain our keen focus on
efficiency and closely monitor our cost to income and
cost to mean asset ratios, which remain among the
bestin our sector.

In the historic low interest rate environment, we've
used our financial strength to protect our members.
At the half year for 2021 we had the highest average
savings rate of any of our building society peers, as
well as the big six banks and have consistently paid
above the market average to our savings members,
which equates to £71.5 million extra in our savers'
pockets. We responded to December’s Bank Base
Rate rise by holding our standard variable rate (SVR)
to support borrowers and are supporting savers by
increasing our minimum member rate to 0.30%, one
of the highest in the market, in response to the Base
Rate rise announced earlier this month.

2021 was another award-winning year, including a
Fairer Finance Gold Ribbon for savings accounts for
the fourth year running, in recognition of our clarity

in explaining products and our savers' high levels of
satisfaction. A clutch of industry awards for our Credit
Risk team was recognition for our innovation and best
practice in managing our lending.

Alongside our record lending activity, in 2021 we
also were able to accelerate planned progress with
our transformation projects, despite the pandemic’s
many challenges, so we can look to the future

with confidence.
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We successfully completed our head office move to
Sovereign Street, cutting our carbon footprint and
delivering efficiency savings by consolidating three
central Leeds office sites into one.

Having chosen an existing building instead of
constructing a new one, the award-winning
refurbishment improved its EPC rating from D to A,
making our headquarters among the most
energy-efficient buildings in the region.

And after more than 80 years in Albion Street, our
new home offers us modern and flexible space to
accommodate changing ways of working for many
decades to come.

Ensuring meaningful engagement with members
and colleagues

The move has been warmly received by our
Leeds-based office colleagues and the building
provides plenty of room for when they are able to
return in greater numbers.

Our fantastic people are key to our ongoing success
and, even during dispersed working, every day
demonstrate how mutual support and co-operation
make a difference to each other and to our members.

In recognition of their contribution to the Society's
success, we've invested in our colleagues above and
beyond our commitment to the Real Living Wage

by raising our minimum base salary to £10 per hour,
building on our existing Fair Pay Charter.

Colleagues also have welcomed our commitment as
a business to reducing our environmental impact and
striving to find ways to help our members to do

the same.

I'm pleased we were able to achieve carbon net neutral

status for scope 1, 2 and 3 (business travel) emissions,
more than a year ahead of plan. This is just one of the
stretching targets we'd set ourselves, which have
been supported by our move to our new head office.

In addition to progress in cutting the Society’s carbon
footprint, in 2021 we also began to demonstrate

our green values by making direct links between our
products and positive environmental action.

Financial Statements Other Information

This started with the dedication of a tree for

each child’s savings account opened in branch, in
partnership with the Yorkshire Dales Millennium Trust.
We've already added 1,000 new native broadleaf trees
in this important habitat, and dedicated 1,500 more
with the Trust on behalf of our workforce.

We then launched our first green mortgages with
preferential deals for the most energy-efficient
homes, before becoming the first UK lender to offer
a carbon neutral mortgage, offsetting the property’s
carbon footprint for the initial fixed term, giving

the homeowner time to review and save for energy
efficiency improvements.

Housing is responsible for 16% of the UK's total
emissions, so it's important as a lender that we play
our part and support our members and this new and
developing market.

Of course, supporting our communities and causes
our members care about are key to our identity as
amutual.

The second year of our national partnership with
Dementia UK saw the launch of Closer to Home,
improving access to specialist dementia care for
communities across the UK. We launched a fixed
rate bond to benefit the charity and the passion and
generosity of colleagues and members already has
taken total fundraising past £380,000.

We also maintained our successful, long-standing
partnership with Leeds Rhinos and announced our
sponsorship of Leeds 2023, a celebration of the
culture and talent in our home city.

Outlook

Our strong performance as more competition has
returned to the market means our outlook for the
future remains positive. We'll continue to support all
our members in the low interest rate environment and
expect our net interest margin to remain robust.

Demand in the housing market remains extremely
strong and we're confident the Society’s segmental
lending strategy, combined with our product
innovation, will enable us to keep successfully
delivering on our purpose to bring home ownership
within reach for more people, for many more
generations to come.

In common with other successful modern businesses,
we work towards a genuine purpose but have the
distinction that our purpose was the very reason we
were founded almost 150 years ago. We've been living
up to it ever since.

While that core purpose remains a constant, we'll
continue to move with the times and innovate, as
we've always done, to remain responsive, relevant and
meet the evolving needs of our members.

As a mutual, we never take for granted that our
existence, for nearly a century and a half, is due to our
members. So to close as | started, I'm grateful to you,
our members, for your continued trust and confidence
in our Society.

Richard Fearon
Chief Executive Officer

24 February 2022

e

Leeds Building Society | Annual Report and Accounts 2021 7



Business Model and Strategy

Year ended 31 December 2021

Progress on 2021 corporate priorities

During the year, we have continued to build the right foundations in order to deliver on our corporate priorities.
The pandemic has rapidly shifted member expectations; as a result, we have been continually developing our
customer experience, propositions and services. Our activity under our corporate priorities is detailed below.

Corporate priority

Progressin 2021

Safely keeping the Society operating for the benefit of our members

W Prioritise the safety and wellbeing of colleagues
and members

We maintained a COVID-secure environment throughout our offices
and branch network.

We supported colleagues to work from home, whilst also facilitating
regular office days to maintain connections.

We supported colleagues’ mental and emotional wellbeing, for
example, through provision of a wellbeing hub, access to mindfulness
training and hosting our first Men's Mental Wellbeing group

in November.

Corporate priority

Keeping the Society financially resilient

B Maintain a strong capital position

Progressin 2021

Our strong profit performance has increased the capital we need to
support lending and survive future shocks. Common Equity Tier 1
has grown to 38.0% and all of our capital ratios remain significantly in
excess of minimum levels set by our regulators, both under today's
rules and under upcoming known changes.

In March we issued a senior non-preferred debt instrument that will
strengthen our capital for the medium term and increase our resilience
should the economy go through stress in the future.

B Prepare the Society for the post-crisis world,
ensuring we are future facing

We progressed a number of key strategic projects, integral to
improving both our digital and technological capabilities and improving
member and broker experience, including the launch of Lender

Connect, as well as updates to Mortgage Hub (our intermediary portal).

We have made significant progress in understanding and reducing our
carbon emissions and climate-related risks. We are now carbon neutral
for scope 1, 2 and 3 (business travel) carbon emissions, a year earlier
than our target, and we have been re-accredited with the Carbon Trust
Standard for Carbon. We have also launched our first ‘green’ mortgage
and savings products during the year.

We have continued to review our target operating model to help make
sure our operations are set up to support the needs of current and
future members.

B Maintain an effective level of liquidity above internal
and regulatory limits

During 2021 we've embedded additional tools to help us manage
liquidity dynamically and to respond to future needs in an agile way.
Using these and other tools we've maintained a liquidity position
significantly above internal and regulatory limits.

After a contraction in savings balances in 2020 (due to COVID-19),

in 2021 we attracted more members and reached record customer
savings balances of £15.3 billion. Our wholesale funding complements
this and we've benefitted from access to government funding under
the TFSME.

B Support our members, particularly as they face
financial difficulty

During 2021, we continued to focus on meeting customer needs,
including consistently keeping branches open despite the ongoing
pandemic, and branch colleagues provided additional telephony
capacity through a virtual contact centre.

Having routinely provided access to mortgage payment deferrals, we
actively supported the majority of customers in their transition back
to normal monthly payments. Recognising the vulnerabilities often
associated with financial hardship, we continued to suspend arrears
fees, whilst tailoring our support to reflect individual circumstances.

B Achieve a resilient level of profitability

Our profits have grown as we've benefitted from an improvement in
the external economic environment, which reversed some of the credit
and fair value losses experienced in 2020 due to COVID-19. We've also
seen our net interest margin widen due to lower funding costs and
higher margins on new mortgages, especially in the first half of the
year. This stands us in good stead for the future, as the average fixed
rate mortgage term has increased and we expect customers will stay
with us for longer.

Costs have increased as we've invested in our colleagues, systems and
premises for the future, but we've kept this at a sustainable level.

We moved into our new head office building in May, which reduced
our three Leeds city centre locations to a single site. This will save
costs, facilitate more colleague collaboration and reduce our carbon
footprint.

B Keep the business running and seek to enhance
operational resilience

We used our learnings from our response to the pandemic to
protect our operations and boost resilience, as demonstrated by
the successful data centre migrations. Our digital proposition has
also progressed, including through our savings pilot with Hargreaves
Lansdown.

B Balance the risk-reward equation in lending choices

We have continued to support customers to have the homes they want
(we have helped a record 20,000 first time buyers buy their first home),
including those less well served by the wider market. For example, we
maintained support for the shared ownership sector, our specialist
segment, throughout the pandemic.

We've also re-entered market segmentsin 2021 that we'd paused due
to COVID-19. This has allowed us to serve a wider range of borrowers,
whilst staying within agreed risk thresholds and generating a fair return
that has contributed to our profit performance.

B Appropriately balance savings and mortgage
members' interests

We have remained focused on supporting those less well served by
the wider market by being one of the first mortgage lenders to join
the First Homes scheme and we've retained our What Mortgage Best
Shared Ownership Mortgage Lender award for the sixth year running.

We have also consistently offered competitive savings rates to savings
members (savings rates were on average 0.50%* above the market)
and we have maintained a minimum member savings rate of 15 basis
points during 2021, before the Bank Base Rate increased in December.

1 CACI's CSDB, Stock, December 2020 to November 2021, latest data available.
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Business Model and Strategy continued

Corporate priority Progressin 2021

Informing and engaging colleagues and customers

B Ensure colleagues remain informed and engaged B In 2021 we maintained strong colleague engagement at 86%, with
continued support for colleagues and communities during the year as
well as communications that have enabled colleagues to stay informed?.
We were also accredited as a 3 star organisation by Best Companies.
For further details see the People section on pages 15 to 18.

B Keep our members and brokers informed and B We have continued to gain an understanding of members’ and our
maintain trust and customer satisfaction across wider stakeholders' needs during the pandemic, through a number of
all channels engagement surveys.

B Despite significant demand for our services and a contact centre
headcount gap of around 20% for much of the year, we maintained
our record level of customer satisfaction during 2021 at 93%, and we
retained our 4 star Trustpilot rating.

B We have been re-accredited with the Fairer Finance Gold Ribbon for
our savings products, which recognises the good customer service
we have offered to savers, our transparency and how well we handle
complaints. We have also been recognised as a top ‘ethical business’ by
Ethical Consumer, being ranked fourth in its review of savings providers
on behalf of Which?.

B Provide arobust service to our intermediary partners B 2021 saw Broker NPS increase by 10 points compared to 2020, to 56,
due to the very well-received deployment of Mortgage Hub.

The Society's strategy and business model

Leeds Building Society is the fifth largest building society in the UK, with assets of £22.5 billion. As a mutual
organisation we are owned by our members, and we act in the best interest of our members and wider
stakeholders, over the long term.

We last reviewed our purpose in 2012. In light of the increasing social issues that our members and the
communities in which we operate face, we have refreshed our purpose and our priorities to deliver against this,
to ensure we remain focused on how we create social value for our stakeholders both now and in the future.

In order to shape our new purpose we have consulted a number of stakeholders, including colleagues, members
and the Board, to understand what is important to them. This review concluded that the reason the Society
was founded remains as relevant today as it did 147 years ago —to help people own a home of their own, which
remains increasingly difficult for many given the housing needs of a growing UK population and the structural
issues in the property market.

In response to that, our new purpose is: “Putting home ownership within reach of more people - generation
after generation”.

2 Colleague Your Voice survey, May 2021 - 90% of respondents agreed to the question: "I feel | get the information | need about changes in priorities and broader goals in
order to do my job well”.
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Our new
purpose

What we'll deliver How we'll deliver it

More responsive model

Close-the-gap innovation v —r

I have the right conversation

Putting home ownership within reach of more people
generation after generation

Home ownership has always been an important focus for our business, as we believe more people should have
the security of owning their home. We currently help thousands of people onto and up the housing ladder each
year —however, we can and should do more to increase our efforts to be part of the solution to today’s housing
crisis, by focusing on our founders' intention of helping people into homes of their own.

We have simplified our strategic drivers to make it clear how we will deliver on our purpose —through a ‘More
responsive model’ that adapts to the changing environment, ‘Close-the-gap innovation’ which will deliver more
opportunities to help people onto and up the housing ladder and 'Step-up savings' to make the Society not just
a place for great savings rates but much more beyond that. The aim of our new strategic drivers is

to drive our purpose —and to truly live up to our responsible business ambitions and deliver real value for

our members.

Strategic drivers: What we'll deliver Behaviours: How we'll deliver it
More responsive model —it's our
responsibility to serve members and society
for generations. We will build foundations that
are strong and responsive to the changing
context we will face.

I am curious —seeking out expertise from
different perspectives in the business, and
looking outside for insight and inspiration.

| focus on what matters — doing the things
that will make the biggest difference, and

Close-the-gap innovation —there are too always doing the right thing for our members

many barriers to people getting the home they and our Society.
deserve. We will be relentless in partnering
and creating solutions to help people

onto and up the ladder of home ownership.

| push forward — making decisions and
creating solutions to barriers.

I have the right conversation —facing into
difficult conversations, and celebrating
great work.
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Business Model and Strategy continued

Our business model

Our purpose is delivered through our simple business
model — providing a safe and rewarding place to save
and supporting home ownership by providing a range
of mortgages to our members.

The Society funds the majority of mortgage lending
with members’ savings, through a range of channels.
We have continued to support savers with our rates
averaging 0.79%? during the year. The remainder

is funded from wholesale money markets on
competitive terms, as well as reserves of previous
profits and government-supported funding schemes
aimed at increasing the level of lending across the
market.

We provide residential mortgages in the UK, through
a network of approved mortgage brokers and directly
to members through online and telephone channels,
to help members into homes of their own. We offer
mortgage products across mainstream residential,
buy to let and a range of other segments, such as
shared ownership and interest only.

3 CACI's CSDB, Stock, December 2020 to November 2021, latest data available

. ‘-A,\
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Our strong liquidity position helps to make sure

that there is sufficient cash available to meet the
requirements of savers, investors and other creditors.
Assets are invested conservatively, in a range of

high quality investment instruments and across a
range of counterparties. Environmental, Social and
Governance (ESG) factors are considered when
assessing the creditworthiness of our counterparties
for liquidity investments and, if a counterparty was
judged not to meet these criteria, then the limit may
be rescinded.

We aim to generate sufficient profit through cost
efficiency and management of the net interest
margin, in order to maintain a strong capital position.
As aresult, we can continue to invest in the Society
for the benefit of our membership as a whole —for
example by improving customer experience, building

digital capability, maintaining branches and enhancing

the colleague working environment.

Longer term, while we believe that our core product
lines are sustainable into the future, we expect the
markets we operate in to remain fiercely competitive

We continue to invest in our mortgage systems to improve efficiency, speed up processing times and improve
customer experience. This will help us to serve the evolving needs of more members, both through how

they choose to do business with us and by providing products relevant to them. We continue to review
opportunities to meet existing and new members’ needs better, including the development of our products
and distribution channels.

How we use our funding

The Society lends to help members
have the home they want, including:
B Mainstream residential

B First time buyers

® Shared ownership

B Buy tolet

B |nterest only

Where our funding comes from

B Savers (via our branch network,
phone, online, post)

B Wholesale markets

B Reserves of previous profits

Leeds

Building
Society ﬁh
=1

How we remain financially stable and
operationally resilient

and we will need to adapt accordingly. Why we need to make profit

We are member-owned and do not pay

any shareholder dividends, however we

need to make profit to:

B Maintain financial strength

B |nvest in the Society for the benefit
of our membership as a whole (for
example, maintaining our branch
network, improving digital capability
and customer experience, enhancing
the colleague working environment)
and to set up the business for future
success

B Provide benefits for the communities
in which we operate

|

What we need to spend

B Costs of running the business and
investing to provide the right level of
service in an efficient way

B Paying our colleagues fairly to attract
and retain talent

B Paying our fair share of tax
B Putting money aside for bad debts

B By maintaining liquid investments
with strong credit rated institutions
and central banks

® By making sufficient profit to maintain
a strong capital base

B By having a prudent lending approach

B By maintaining a long term strong
credit rating

B By maintaining a multi-channel
business model

B Ongoing investment and focus on
operational risk reduction including a
robust cyber strategy

A key element of our mutual business model is also providing social value to our stakeholders, and there are
some examples of how we do this on the next page.

The Responsible Business section of this report on pages 21 to 34 demonstrates the value that we have
brought to our stakeholders over recent years. It also sets out our new responsible business strategy and our
aim to drive positive social and environmental impact through what we do, now and into the future.

i = N L.
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Business Model and Strategy continued

We deliver social value through the provision of...

Members and brokers
A range of mortgages to enable borrowers to achieve the basic societal need of having a home.
§ Our segmental focus provides access to finance for those less well served by the wider market.

X
~~
S

=~

|

Competitive savings rates on a range of simple products designed to meet the different savings
needs of our members and enable them to save for what is important to them.

A secure home for members’ savings over the longer term — our financial strength means we
are able to generate robust profits that allow us to invest in the business and make longer-term
decisions in the best interest of members.

Superior customer service — our colleagues are focused on supporting the differing and evolving
needs of our members and brokers, generating consistently high levels of satisfaction.

Colleagues

ﬁ Stable employment opportunities — we offer meaningful roles that are fairly rewarded and have

a supportive and inclusive culture which creates career development opportunities for all. Our
engagement scores consistently exceed our peer benchmark.

Communities

( 2 Support for the communities in which we operate — we contribute directly to society through
the work of the Leeds Building Society Foundation, our fundraising efforts and colleague

volunteering scheme.

Environment

,"-.. Products and services that reduce climate risk — the increased focus on climate risk presents

further opportunity for the traditional mutual model to evolve and deliver innovative solutions
that contribute to a sustainable future.

Third parties

72\
Products and services through partnerships with trusted third parties who uphold the Society's

” values and align their goals and objectives with our responsible business aims.

Regulators

We Do Business’ standards* setting out how we continually strive to do the right thing for our
members, colleagues and communities.

A9

D A strong focus on risk management and customer-centred decision making, with our ‘How

Investors

§
[ A safe and secure investment — we maintain our financial stability through strongincome
E@ performance, a continued focus on cost efficiency and by keeping a robust liquidity position.

4 These can be found on our website at leedsbuildingsociety.co.uk/your-society/how-we-do-business/.
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People

Our overarching aim is to deliver our purpose through our highly engaged colleagues.

We have remained focused on a positive colleague experience and high engagement to enable all our people
to contribute towards delivering a strong service to our members and to continue to make the Society a great

place to work.

Colleague engagement

In 2021, we were accredited as a 3 star organisation
by Best Companies, having achieved a 2 star rating
the last time we entered, in 2018. This is the highest
rating an organisation can achieve and means that we
have ‘extraordinary’ levels of colleague engagement.
This is endorsed by the results of our annual colleague
engagement survey, in which 93% of colleagues took
part and our results remained consistent with 2020.
We maintained our record engagement score of 86%
(2020: 86%),which is above the sector benchmark,
and achieved a leadership score of 84% (2020: 85%),
both positions which we are proud to maintain,
particularly at a time of disruption brought on by

the pandemic.

Wellbeing

We established our formal approach to mental
health and wellbeing in 2018. Since then, over 550
colleagues, including over 160 people leaders, have
been trained on mental health awareness. We have
over 45 active Mental Health First Aiders in place to
provide support to others and who receive continuous
professional development. Since 2018, and
through our partnership with the Building Societies
Association (BSA), the Society has trained over 100
people in other financial services organisations and
businesses in our supply chain, as Mental Health
First Aiders.

We continued to support colleagues throughout 2021,
particularly in light of the ongoing pandemic and the
challenges this created. During 2021, there has been
consistently high usage of the wellbeing hub on our
colleague intranet. We have delivered a Mindfulness
for Leaders programme with 10 of our senior leaders
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Business Model and Strategy continued

and 26 colleagues having participated in a four week
‘Developing your Mindfulness' programme. We have
also recognised both the World Mental Health and
World Menopause days in October and our first Men's
Mental Wellbeing group took place in November.

Many of our head office based colleagues are working
in a hybrid way —with some of their time spentin the
office and the remaining time working from home.
Additionally, we offer a broad range of flexible working
options and patterns, supporting colleagues to
effectively balance their home and work life.

From May 2021, colleagues started to occupy our new
head office which provides a light, modern, connected
and sustainable working environment for colleagues
to thrive in. The many different types of work spaces,
carefully chosen through a detailed fit out of the
building, drives collaboration between colleagues,
which helps promote diverse thinking and increased
levels of innovation. The building also has a number
of enhanced environmental and wellbeing benefits
for colleagues, such as electric vehicle car charging
points and a fully kitted out bike store and repair area.
Working with a local manufacturer, we recycled the
old windows to make counter tops for use around the
building and 70% of the carpet tiles were made from
recycled material.

Diversity and inclusion

When our colleagues were surveyed in 2021, 93%
responded positively to the statement 'l work in
an environment where everyone can feel included,
respected and accepted for who they are’.

We have two targets in relation to gender diversity — to
reach 33% women on the Board and in our Leadership
Team by the end of 2021. On the Board, we have
increased our gender diversity to 27% (2020: 20%) and
have further improved diversity of thought with a

Strategic Report Governance

non-executive director from an ethnic background. We
are currently recruiting another non-executive director
and anticipate achieving our target in 2022. We are
marginally under target at the year end for gender
representation in our Leadership Team, at 32%.

In 2021, we reviewed our diversity and inclusion
strategy aimed at continued improvement in diversity
and inclusion across the Society and to build on the
strong, inclusive culture we already have in place.

To support the delivery of our purpose, we have
re-defined our diversity and inclusion ambitions:
‘Leeds Building Society is an organisation that
anticipates and delivers great services to our
current and future members, and where all
colleagues feel valued and included for who they
are and the unique perspectives they bring’. This
is underpinned by three core motivations and areas
of focus —'People’, 'Inclusive Culture’ and ‘Doing the
Right Thing-

We have engaged with our Board and our Senior
Leadership Team to review and consider targets for
the representation of women on the Board and in our
Leadership Team, as well as ethnic representation on
the Board, Leadership Team and broader colleague
population. We believe by setting targets, we are able
to drive and track progress against our ambitions.
Additionally, we have engaged with broad ranging
and diverse groups in the Society to embed positive
practices into our processes internally.

When our colleagues were surveyed
in 2021, 93% responded positively

to the statement ‘I workin an
environment where everyone can feel
included, respected and accepted for
who they are’.

Our colleague-led forums, for gender, race equality
and mental health, which are each sponsored by a
senior leader, have continued to make progress during
the year. Additionally, a networking group has been
established, to improve understanding and awareness
of the LGBTQ+ community within the Society. Our
Accountable Executive for Diversity is Andrew
Greenwood, Deputy Chief Executive Officer and
Executive Director.

Financial Statements Other Information

Highlights this year include:

B We have renewed our investment in Mission

INCLUDE, with a further 10 colleagues

participating in this mentoring programme,

focused on broader diversity, including ethnicity,
religion, disability, sexual orientation, behavioural
and background diversity.

B We have piloted a reverse mentoring programme,
pairing six senior leaders with six colleagues of
different and diverse ethnic backgrounds, who

are sharing their lived experiences working at

the Society.

B We have also increased our commitment to

mentoring female talent specifically within our
Operations function, with 26 colleagues in active
mentoring partnerships following a successful
programme that supported nine colleagues in the
Customer function.

B We introduced a virtual work experience
programme supporting ten year 9 students, at risk
of falling out of education, in collaboration with
Ahead Partnership.

The gender composition of our workforce is detailed below:

2021 2020 2019 2018

Female | Male |Female | Male |Female | Male | Female | Male

Colleagues Number 838 507 829 499 838 486 822 465
Percentage 62% 38% 62% 38% 63% 37% 64% 36%

Leadership Team | Number 40 85 33 70 33 66 31 62
Percentage 32% 68% 32% 68% 33% 67% 33% 67%

Directors* Number 3 8 2 8 3 9 3 10
Percentage 27% 73% 20% 80% 25% 75% 23% 77%

*Number includes executive and non-executive directors

Leeds Building Society | Annual Report and Accounts 2021
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Business Model and Strategy continued

Reward

We are proud to have been recognised as a Living
Wage employer since 2019, reflecting our ongoing
commitment to paying the Real Living Wage. Our fair
reward principles ensure we offer fair pay, which is
benchmarked externally and is designed to attract
candidates with the skills and experience needed. All
colleagues participate in a bonus scheme, which is
linked to the Society’s objectives, their own individual
objectives and demonstration of behaviours. We
have a Fair Pay Charter, which is available to view on
our website and since September 2021 have paid a
minimum of £10 per hour.

Colleagues, excluding the Senior Leadership Team,
received salary increases in both April and September
during 2021, as the Society better understood the
economic climate and its performance as the

year progressed.

Developing our talent

In 2021, we continued to support our colleagues’
development, by enhancing our suite of digital
learning, with a particular focus on our management
population. As the Society shifted towards a hybrid
way of working, we produced manager toolkits to
support optimising this way of working and ‘how to'
guides, to help colleagues host interactive, engaging
virtual meetings. We have significantly increased our
apprenticeship levy spend through extending our
customer contact centre programme and introducing
new apprenticeship programmes, including a
leadership and management qualification.

We are proud to have been recognised
as a Living Wage employer since 2019,
reflecting our ongoing commitment
to paying the Real Living Wage.

Strategic Report Governance

The Board

The Board recognises the crucial role that colleagues
play in our success and the service we offer to
members, and all Board members play an active role
in supporting this. Since 2019, Lynn McManus,
Non-Executive Director and Chair of the
Remuneration Committee, has had responsibility for
representing colleagues’ views at the Board. Lynn
has met with our Colleague Association regularly
throughout 2021 and has a keen interest in colleague
matters, views and opinions.

Communication continues to be animportant part

of keeping colleagues in touch with our progress,
successes and to remain connected, ever more soin
an environment of hybrid working arrangements. We
have continued to work hard to engage and inform
colleagues through a range of virtual communication
briefings, videos, cascades and our colleague intranet.
Our colleague mobile app, Totem, allows all our
people to stay in touch informally around matters that
interest them.

Our colleague turnover is 17.5%, which is within our
target range (2020: 12.7%).
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Key performance indicators

The Society measures its performance against its strategic drivers using a number of key performance
indicators (KPIs), including both financial measures, as defined under IFRS, and non-financial measures.
Alternative Performance Measures (APMs) given below are in common use across the financial services industry
and are useful in explaining the performance of the business. The APMs are defined in the Glossary on page 244.

.K e){ Eellcimanes What is measured Performance 2021 update
indicator
More responsive model
Profit before tax Profit before tax, as reported in 2021 £163.7m Profit increased significantly
the Income Statement, creating due to strong underlying net
capital to support future business 2020 £80.7m interest income and reversals
growth. of 2020 charges for credit
2019 £88.0m losses and fair values, which
2018 £116.9m reflect the improved economic
environment.
2017 £120.9m
Net interest margin® The difference between interest 2021 1.31% Net interest margin benefitted
received on assets and interest from lower funding costs due to
paid on liabilities, measured as a 2020 0.99% competitive wholesale pricing
percentage of mean assets. This and government support as well
is the Society's main source of 2019 1.00% as strong mortgage margins.
income. 2018 1.15% Market savings rates remained
low but we continued to pay
2017 1.24% above average rates.
Common Equity Tier The highest quality form of 2021 38.0% Our strong profitability has
1(CET1) ratio capital that mainly comprises increased CET1 and capital
retained earnings and other 2020 36.3% remains well above internal and
reserves, as a proportion of risk regulatory limits, placingusina
weighted assets (RWAs). This is 2019 33.6% good position to withstand future
measured to help make sure that 2018 37 30 shocks. The increase in 2018 was
the Society retains an excess due to the Society being granted
over the regulatory minimum. 2017 | 14.5% Internal Ratings Based (IRB)
permission.
UK leverage ratio Another measure of capital 2021 6.1% Theincrease in profitsin the
strength. Measured as the year was more than enough
Society's Tier 1 capital as a 2020 5.8% to support the balance sheet
proportion of relevant total growth and increase the leverage
assets excluding central bank 2019 5.3% ratio. In 2021, the regulator
reserves. 2018 550 confirmed that this measure
is not binding for the Society;
2017 55% however, we still consider it to be
arelevant indicator.
Cost to income ratio® A cost efficiency ratio which 2021 43.9% Cost control remains an
measures costs in relation important area of focus for
to the Society's income. Itis 2020 51.0% us and the relative increase in
calculated as the percentage of income in 2021 is much larger
the Society's total income spent 2019 53.5% than the increase in costs,
on administrative expenses and 2018 44.8% resulting in an enhanced ratio.
depreciation and amortisation.
2017 43.2%

5  Alternative Performance Measure, defined on page 244.
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Business Model and Strategy continued

Key performance .
. y P What is measured Performance 2021 update
indicator
More responsive model (continued)
Cost to mean asset An additional cost efficiency ratio 7021 0.58% Costs have increased in the
ratio® which measures costs in relation year due to an acceleration
to the Society's total assets. It 2020 0.48% of investment in capabilities,
is calculated as administrative ) including people and systems.
expenses plus depreciation and 2019 0.50% This will enable future business
amortisation, divided by the 2018 0.52% and asset growth and the
average total assets. ’ underlying cost control remains
2017 0.56% robust.
Colleague Colleague engagement is 2021 86% Colleague engagement remained
engagement score measured annually across all high during 2021 at 86%, due to
colleagues. Society goals are 2020 86% continued support for colleagues
delivered by highly engaged . and communities during the year.
colleagues. 2019 82% It remains ahead of our sector
2018 81% benchmark.
2017 80%
Close-the-gap innovation
New (gross) The value of residential lending 2021 £4.4bn After new lending was
residential lending® advanced by the Society during suppressed in 2020 due to
the year, including loans for 2020 £2.5bn COVID-19, the market has
house purchases, remortgages bounced back very strongly and
and further advances. 2019 £3.56n we have been able to support
more borrowers than ever before.
2018 e New lending reached 1.4% of the
2017 £4.1bn market, above our natural market
share of 1.2%.
Net residential Gross residential lending, less 2021 £1.5pn Record new lending has led to an
lending® repayments of principal and increase in our net lending, which
redemptions. 2020 | £0.0bn has returned to pre-pandemic
levels.
2019 £1.0bn
2018 £1.0bn
2017 £1.8bn
Number of days from  The number of business days 2021 18 We experienced strong demand
mortgage application it takes to issue a mortgage for mortgages during 2021,
to offer offer from initial receipt of the 2020 24 with record application volumes
application. received, as members reassessed
2019 15 their property needs following
the pandemic and given the
2018 16 stamp duty holiday. Despite
2017 16 this, the number of days from

mortgage application to offer
reduced by six days compared to
2020, as we continued to invest in
resource to support our lending
operations, and following the first
full year deployment of our new
lending system, Mortgage Hub.

6

Alternative Performance Measure, defined on page 244.
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Key performance .
. y P What is measured Performance 2021 update
indicator
Close-the-gap innovation (continued)
Broker Net Promoter Demonstrates how likely brokers 2021 56 Broker NPS increased in 2021
Score (NPS) are to recommend the Society to following improvements to the
their peers. Calculated using the 2020 46 application process as a result of
percentage of people who are the implementation of Mortgage
extremely likely to recommend 2019 54 Hub. In addition to this, the
and subtracting those who are 2018 49 Society'’s products and criteria
unlikely to recommend. received positive feedback from
brokers throughout 2021.
Step-up savings
Savings balances The value of shares and deposits 2021 £15.3bn Savings balances have increased
held by the Society’'s members to fund higher mortgage lending
and other customers, as reported 2020 £14.2bn and are now at record levels.
in the Statement of Financial
Position. 2019 £14.5bn
2018 £13.9bn
2017 £13.1bn
Savings rate benefit The annual benefit to all our 2021 £71.5m Wherever we can, we have
savers of paying above market sought to maintain savings rates
rates to savers, based on the 2020 £82.8m as high as possible for as long
Society's weighted average as possible, but rates remained
savings rate compared to the rest 2019 £88.5m lower across the market in 2021
of market rate. 2018 £81.5m thanin 2020. We paid an average
i rate of 0.79% against the rest
2017 £75.0m of the market rate of 0.29%,
benefitting members by £71.5
million in the year’.
Customer The percentage of customers 2021 93% Customer satisfaction has
satisfaction surveyed who described sustained the record high
themselves as quite, very or 2020 93% performance of 2020 at 93%,
extremely satisfied with the 0 demonstrating our focus on
service received from the 2019 91% members’ needs and high levels
Society. 2018 91% of service.
2017 91%

Responsible business

As we conclude the first year of our responsible business strategy (2021 to 2025), we can evidence how our
focused efforts have had many tangible and positive impacts on the stakeholders and communities we serve.
It has highlighted the importance of incorporating our core purpose into all that we do, while raising our
ambition to prioritise social and environmental issues, alongside our underlying business performance targets.
It demonstrates what social purpose can achieve and reinforces our commitment to providing social value,

building on our success as we move towards our 150th year, in 2025.

During 2021, the Society has maintained its focus on reducing our impact on the environment and has

already achieved a net zero position on scope 1, 2 and 3 (business travel) as well as launching innovative new
propositions for customers to support the transition towards net zero with the launch of our first ‘green’
mortgage. The Partnership for Carbon Accounting Financials (PCAF) is helping us to develop the parameters to
further understand our scope 3 financed emissions. Alongside the wider industry, we have more work to do to
evolve and refine this analysis and model the factors within and outside of our control so that we can align our
plans to the requirements of the 2015 Paris Agreement and the latest climate science.

7  CACI's CSDB, Stock, December 2020 to November 2021, latest data available.
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Business Model and Strategy continued

Our responsible business goals (2021 to 2025)

A new governance model has been put in place to oversee the delivery of the next phase of our responsible
business strategy and we have developed the following measures to set out our ambition and track progress

Our responsible business targets support us in establishing the right priorities and culture across the Society,
helping ensure we use our commercial success to drive positive social and environmental impact through what
we do, while ensuring we have the relevant governance in place to reduce and mitigate risk. The Society is well
placed to make progress and drive further change over the coming years. You can read more about our progress
and highlights in 2021 and our priorities out to 2025 below and on the following pages.

Highlights

In2021, we:
B Reduced our carbon footprint and reached carbon neutral status, as well as being reaccredited with the
Carbon Trust Standard for Carbon;

B Launched our first ever green mortgage and launched 'Dedicate a Tree' children’s savings account, as
well as dedicating and planting a tree for each of our colleagues;

B Won the What Mortgage ‘Best Shared Ownership Mortgage Lender’ award for the sixth year in a row,
demonstrating our commitment to affordable housing;

B Launched a two year partnership with the Canal & River Trust and adopted a mile of waterway outside
our head office in Leeds;

Reached 8,000 people via our social mobility outreach and financial education volunteering programme;

B Reached a total of over £380,000 for Dementia UK through colleague fundraising and matched funding
activities which has helped launch their ‘Closer to Home' campaign. We also launched a three year
Dementia UK Bond; and

B Donated over £144,000 to 158 UK charities in 2021 through the Leeds Building Society Foundation.

We continue to work closely with a range of expert partners to support our responsible business strategy,
including Fair Tax, The Carbon Trust, Living Wage Foundation, Leaders in Diversity, ClimateCare, Sustainalytics
and Eiris Vigeo.

Our responsible business strategy

In 2021, we focused on the development of the next phase of our responsible business strategy which was
closely linked to the refresh of our purpose and strategic drivers. The focus areas upon which the responsible
business strategy is founded have been driven directly by the feedback we received in our materiality
assessment from stakeholders, including over 3,800 members, colleagues, communities, third parties,
intermediaries, the Board and partners.

Internal and external stakeholder
priorities mapping

There is a positive correlation between the priorities
of the business and those of our key stakeholders.

Of the 21 questions we surveyed responses to, green
shows the areas which both our internal and external
stakeholders agreed were high priority and the amber
and red areas were lower priority. We have used these
green priority areas to shape our focus to ensure we
are embedding responsible business across all parts
of the Society and developing the relevant
workstreams which will deliver sustainable impact.

Our five focus workstreams are Affordable Home
Ownership, Climate Change, Diversity and
Inclusion, Sustainable Communities and Trust and
Transparency. These areas ensure that we are doing
the right thing for our members, colleagues and our
planet, and keep us aligned to our purpose.

External stakeholders and colleagues
1
1
- i

Board and Senior Leadership Team
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out to 2025.

More responsive model

Target 1 : Target 2
Work towards @ Maintain our net .0.
alignment toan carbon neutral *
overall net zero position on
pathway by 2050 scope 1and 2
or sooner plus scope 3

business travel
@ PROGRESS: ACHIEVED @J
Next steps are further consdering
scope 3 which includes suppliers,

our mortgage book and colleague
commuting

PROGRESS: ON TRACK

In 2022 we will be assessing
and working towards delivery of
science-based targets

Achieve 7% ethnic , Achieve 12%
representation g overall ethnic

among leaders !_, i representation i
l*"l lﬂ

PROGRESS: BEHIND O\ PROGRESS: AHEAD ;%

Ethnic representation among Overall ethnic representation was
leadership ended the year at just 9.3%, slightly ahead of our 2021
under 4%, which is marginally target

behind our aim for 2021

. .~

Close-the-gap innovation

Help 65,000 /\ Improve
first time mortgage broker
g =

buyersintoa satisfaction

home of their n g scores by 20%

ownby2025 1 by 2025

PROGRESS: AHEAD ;% PROGRESS: AHEAD ;%

We supported over 20,000 first Our Broker Net Promoter Score has
time buyers to get onto the historically averaged 50. In 2021,
housing ladder in 2021, which was this increased to 56, which was
arecord year ahead of our 2021 target

P

ey
Ahead —where the cumulative performance to date is within
>5% than the pro-rata target (where appropriate)

between 100%-105% versus the pro-rata performance

Behind —where the cumulative or in-year performance is
behind the associated target

Achieved —where the reported performance for the year is
in line with or above the in-year target

@ On Track —where the cumulative performance to date is

Target 3
Reach over 50% “;
of the Society's m

mortgaged mm
properties with
an EPC rating [l ﬁ il

of C+
PROGRESS: ACHIEVED @J

Currently 52% of our mortgage
book has an EPC of C or above
(Jun 21). We aim to maintain

and improve on this (based on
properties where we hold an EPC
rating)

Improve gender G
diversity with .
35% female senior

leaders and 33% at
Boardlevel by 2025°

PROGRESS: BEHIND Q

On the Board, we have increased
our female representation to 27%
(20%: 2020) and achieved 32% of
leaders

Step-up savings

Maintain high
member |
satisfaction ¢ o I
scores of 7

over 90% -

PROGRESS: ACHIEVED ‘g]

Our member satisfaction score
(measured as an annual average)
was 93% in 2021

These measures and
targets willremain
under review in light

of the further work
required in 2022 on our
climate change agenda
and the embedding of
our new purpose.

8  The 33% target for Board gender diversity is by 2022, a further review will take place to determine targets out to 2025.

9  ONS bank and building society data, 2021.
10 CACI's CSDB, Stock, December 2020 to November 2021, latest data available.
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Maintain strong
colleague
engagement o )

score of over
80%
PROGRESS: ACHIEVED @

We maintained our record
colleague engagement score of
86% in 2021

Provide £1.5m [
to charities and

communities S
through grants, I
donations and

sponsorship

PROGRESS: AHEAD ;%
We are 29% towards our 2025
target having donated over

£428,000 to charities and good
causesin 2021

Maintain our

share of UK high B E B
street branches
at higher than

0.50% i

PROGRESS: ACHIEVED ‘g]

We have a 0.57% share of the UK
branch network®

Maintain an

average savings =
rate premium of °
atleast 0.25% v
compared to

market average

PROGRESS: ACHIEVED ‘@
Our average savings rate premium

in 2021 was 0.50% higher than the
rest of the savings market®

[\
Leeds Building Society

23



Business Model and Strategy continued

s U STAI NAB L E The UN Sustainable Development Goals (SDGs) call on
governments, businesses and others around the world to meet
three key objectives by 2030: to end extreme poverty, fight
DEVELOPM ENT inequality and injustice, and limit climate change. They translate

form a social value charter for individuals, communities and society

“’ into 17 goals and 169 targets and are essential for the good of
’A society, the environment and sustainable economic growth. These
l‘\ L in general. Through our purpose, business priorities and wider

responsible business strategy, we are supporting this agenda by
aligning our focus to the following SDGs:

Affordable Home Ownership

The Society's segmental lending strategy ensures
that we can meet the needs of those that are not well
served by the wider mortgage market. That's why we
have made home ownership the central focus of our
new purpose, to ensure we do more to support people
onto and up the property ladder.

We are one of the original peer-to-peer lenders and
have been helping people buy houses for nearly
150 years —we truly understand how importantitis
for everyone to have a home. We are proud of our
market leading position in shared ownership; being
the first lender to accept an application under the
government's First Homes scheme and being the first
to launch a dedicated range to support it. We also
won the What Mortgage? Best Shared Ownership
Mortgage Lender award in 2021 for a historic sixth
consecutive time.

First time buyers are the lifeblood of the housing
market, yet for some, the dream of getting onto

the property ladder seems out of reach. That's why
we support a range of different affordable housing
schemes to ensure that we can help people that

need it most — from those using Help to Buy to
purchase a new build property with the support of the
government'’s equity loan, to those using First Homes
to purchase a property discounted by up to 50%.

Strategic Report Governance

First Homes is a great example of how we support
putting home ownership within reach of more people,
generation after generation. We are hugely proud
that our first two sets of keys were handed over to key
workers within our communities, a police officer and
an NHS worker, both being welcomed as members of
our growing member family.

The Society's prudent approach and financial strength
has enabled us to withstand external economic
upheaval and market uncertainty. Our focus on
supporting people into home ownership saw us
re-enter the 95% loan to value market in April.

2021 was a record-breaking year for the Society as
we helped over 20,000 members to purchase their
first home. In light of our new purpose, we still have
further work to do to outline what our ambitions

are for delivering it, by understanding what the key
barriers are to home ownership in the UK and how we
can help overcome them.
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Climate Change

The Society is committed to the global call to action on climate change. Our responsible business strategy is
focused on aligning our climate targets to continue supporting the UN 2030 agenda'! and Paris Agreement
Treaty'?. We are committed to operating as a more inclusive, net-zero carbon, water positive and climate
resilient mutual. In 2021, we are reporting against the Task Force on Climate-related Financial Disclosures
(TCFD) on pages 39 to 63. Over the coming years, we, alongside the industry, will work on our Science Based
Targets and our pathway to Net Zero.

As part of our commitment to our climate agenda over the years, we have achieved
— the Carbon Trust Standard for Carbon. This is a voluntary certification and mark of
| — . .
excellence, only awarded to organisations that can demonstrate they have reduced
TRUST their carbon footprint and have the right processes in place to continue to reduce it
STANDARD ‘ in the future. For data on emissions see page 61.

CARBON

REDUCING CO2
YEAR ON YEAR

In 2021, the Society was awarded carbon neutral status by ClimateCare for our direct
(scope 1 and 2) and indirect (scope 3 from business travel) greenhouse gas emissions.
We are extremely proud of this as we achieved this key milestone one year ahead of
o SlimateCare our commitment. Using a market-based approach to measure our emissions, which
2021 excludes the purchase of renewable electricity, our scope 1 and 2 emissions have
decreased by almost 1,200 tonnes CO,e since 2016. We have introduced the first
mortgages in the UK to be carbon-offset, moved to 100% green tariff energy, reduced
our emissions and are committed to improving our performance each year.

We have switched to sustainable energy provision and more recently it has remained
a firm guiding principle in the fit out of our EPC A-rated head office, with its efficient
use of resources, local suppliers, active recycling and facilities to support electric
cars, amongst many other initiatives.

- P A A l

11 The UN established 17 Sustainable Development Goals, to be achieved by 2030, to address global issues and create a more sustainable planet for all.
12 The Paris Agreement is a legally binding international treaty on climate change to limit global warming to below 1.5 degrees celsius.
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Business Model and Strategy continued

Environmental campaigns and partnerships

The Society is always looking for opportunities to better serve our communities and have a practical and
positive impact. This year we have launched three new environmental partnerships, which have allowed us to be
actively involved in making a difference. All these activities allow us to not only reduce our carbon footprint, but
educate our members and colleagues, while making a significant and measurable difference.

*"H K ¢
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Pledge today,r"
change tomorrow

Yorkshire Dales Millennium Trust

Strategic Report Governance

This year we partnered with Do Nation to run our first
ever major colleague environmental campaign ‘Pledge
Today, Change Tomorrow". The online platform
allowed colleagues to make small, meaningful changes
called ‘pledges’ to reduce our overall environmental
footprint. This has been tracked over a period of time
and collectively we have made 1,080 pledges which
totalled 27.4 tonnes CO,e, which is equivalent to

498 London to Paris flights' worth of carbon.

We have formed a partnership with Yorkshire Dales
Millennium Trust this year and are delighted to have
developed various ways to support this partnership
such as introducing a new children'’s savings product,
dedicating trees for each Society colleague, and
providing volunteering opportunities to get involved.

The Society dedicated 1,500 trees on behalf of our
colleagues across the UK and colleagues spent two
days in December planting trees, supporting the
creation of two new woodlands in the Yorkshire Dales.
Together, we will have offset an estimated 250 tonnes
of CO, over the next 50 years through this initiative.

We also launched a new ‘Dedicate a Tree’ children’s
savings account initiative, which saw us partner with
Yorkshire Dales Millennium Trust to sponsor the
planting of trees in two hectares of woodlands across
the Dales. This means that our members can open

a savings account to help children to build up their
future, while also helping the planet. The initiative has
been successful and therefore we aim to continue it
for the foreseeable future.

proudly supporting

Leeds S \QF:
Bulldlng YORKSHIR!E DALES
Society

MILLENNIUM TRUST
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The Canal & River Trust

Driven by our commitment to the environment and
with a focus on the places where we operate, the
Society has launched a partnership with Canal & River
Trust for the next two years. As part of this, we have
adopted a mile long stretch of the waterway which
runs adjacent to our new head office on Sovereign
Street in Leeds. The funding provided to the Canal
& River Trust as part of the adoption programme
will allow us to focus on three areas: heritage,
environment and wildlife.

As part of the adoption we will maintain the historic
Grade Il Listed river lock gates, remove plastics and
litter to help keep the waterways and towpaths clean,
plant wildflowers and install bird boxes. It is a great
way to make a difference while enjoying the health and
wellbeing benefits brought about by spending time

by water.

Green mortgages

As an organisation, we're very mindful of our carbon
footprint. Our journey started several years ago, when
we refurbished our branch network and we made an
active choice to reduce electricity usage. We have
been building on these strong foundations —this year,
we were one of the first lenders to join the Green
Finance Institute’'s (GFI) Coalition for the Energy
Efficiency of Buildings, and we have launched pilots for
arange of new green mortgages which adhere to the
GFI's Green Home Finance Principles.

We launched our first ever green mortgage in August
2021, a Fixed Rate Green Mortgage product offering
£500 cashback for residential properties with an

EPC rating of A to C, which is an official indication

of the energy rating of the home. In September, we
extended our green mortgage range to include a
number of Buy to Let options. These products help
to support those members who are looking to reduce
their environmental impact through purchasing an
energy-efficient home.

We have demonstrated our commitment to helping
the planet by launching the UK's first carbon offset
benefit for all 95% loan to value, mainstream, fixed
rate mortgages for home purchase, available for all
properties regardless of their energy efficiency rating.
For each of these mortgages lent by the Society,

we are offsetting carbon emissions during the fixed
rate period, based on the emissions generated by an
average Leeds Building Society property. This was
available on a pilot basis for a limited time and its
performance will help us to gauge customer appetite
and to explore how to better support our members as
they look to reduce their impact on the environment.
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Business Model and Strategy continued

Diversity and Inclusion

Sustainable Communities

The Society's re-defined ambition for diversity
andinclusion is that ‘Leeds Building Society is an
organisation that anticipates and delivers great
services to our current and future members, and
where all colleagues feel valued and included for who
they are and the unique perspectives they bring.’
Further information on our diversity and inclusion
strategy can be found on page 16.

Social Mobility Pledge

We continue to align ourselves to the Social
Mobility Pledge, which is a cross party campaign to
improve social mobility in the UK. Through our work
experience, mentoring, education and employment
focused volunteering programmes, we have
prioritised supporting those from disadvantaged
backgrounds. The Society is committed to the

i
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expansion of our outreach programmes tackling
financial education and employment issues for
vulnerable groups.

Our commitment to the pledge held steadfast this
year. We recruited four apprentices into our customer
services programmes and have initiated 12 students
in our work experience programme. In 2020, we
introduced our financial literacy programme to help
develop young people's understanding and skills,
targeting students from vulnerable and diverse
backgrounds. All our social mobility programmes are
spearheaded by our registered volunteers. 41% of the
school pupils we have piloted our financial education
and careers programmes with are eligible for free
school meals and a quarter of the school population
speak English as an additional language.

Other Information

Financial Statements

Our responsible business strategy places significant
focus on contributing to the communities where we
operate. Our mutual status means we will always
endeavour to do what s in the best interest of our
members and the communities where they live

and work.

Listening to what matters to members and seeking
their feedback helps us focus on meeting their
evolving needs. Our community investment is
designed around social value and delivered through
the sharing of skills, resources and donations across
the UK.

Where our giving comes from (2021)

£80,700
(19%)

£231,250
(54%)

£116,350
(27%)

Society donations Members and colleagues’

B Interest donations fundraising

Our charity partnership with Dementia UK

The Society launched a four year partnership with
Dementia UK in April 2020. There are currently around
900,000 people with dementia in the UK and this

is projected to rise to nearly 1.6 million by 20403,
Dementia UK is the only UK charity caring for people
with dementia and, like us, they aim to help people
stay in their own home. The support given by their
specialist Admiral Nurses helps families stay together
aslong as possible.

In 21 months of fundraising, we have raised over
£380,000 which is 76% of our overall four-year
partnership target of £500,000. This has helped
Dementia UK respond directly to anincrease in
demand for their Admiral Nurse helpline and launch
'‘Closer to Home', which helps support more dementia
sufferers nationwide, bringing Admiral Nurse
specialist care to more communities.

13 Calculated from the London School of Economics — Care Policy and Evaluation Centre Report:

alzheimers.org.uk/sites/default/files/2019-11/cpec_report_november_2019.pdf
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Business Model and Strategy continued

Our colleague Paul’s story

proudly supporting

Leeds 'J[’
Building
Society
Hundreds of families, including Paul's, have
benefitted from this service. Paul has worked at
Leeds Building Society for 37 years and was thrilled
that Dementia UK became the Society's chosen
charity partner.

DementiaUK

Helping families face dementia

“l have been actively involved in fundraising
throughout the partnership. | went sober for
October in 2020 and raised £1,200. | also climbed
Ben Nevis in July 2021 with friends and colleagues
and raised over £4,000 in memory of my Dad. He
was at the forefront of our minds throughout and
there was no way we were giving up. | felt a massive
sense of achievement when we got to the top —it
was a great feeling.

| think the partnership is going to help to educate
people and let them know that there is support
out there. | have learned a lot from the partnership
so far and | now know more about Admiral Nurses
and the wonderful work they do. The Closer to
Home clinics, funded by Leeds Building Society,
are going to help so many people affected by
dementia access life-changing support in their
local communities.

I don't know what |
would have done
without the support
from Dementia UK, the
NHS and Dad’s care
home. Those initial calls
to the Admiral Nurse
Dementia Helpline
enabled us to get
everything lined up for
Dad and prepared us for
what was to come, even
thoughin the beginning
it was hard to believe. |
know the partnership
will help other families
like mine get the

support they need.” Paul's dad, Jeffrey Horsbrough

Strategic Report Governance

Charitable bond

In September 2021, the Society launched a new
savings bond in support of Dementia UK, which has
proved popular with our members. The three-year
fixed rate bond pays savers a competitive rate of
interest and based on balances invested, the Society
will make a total donation to Dementia UK of £72,000
over the three-year period, exceeding our target of
£50,000. Through products like this we are able to
give savers the chance to earn a competitive rate
while also knowing they are helping others and making
a difference.

Building up society through skills sharing

The Society understands the value and impact it

can have by providing all colleagues the opportunity
to directly give back within their communities and
that is why our volunteering scheme offers 14 hours
to all colleagues to spend on community projects
that are important to them. Pre-pandemic, we saw
consistently high participation rates and, in line with
government guidelines, we were able to relaunch
volunteering activity in the third quarter of 2021. Our
colleagues have since been busy volunteering in social
and environmental projects across the country.

As a financial services provider, our colleagues are
experts in money matters and are equipped with

the knowledge to support young people understand
finance. In 2021, we have experienced tremendous
growth in reaching approximately 8,000 people
through our financial education and Skills4U
programme, which supports career development.
Like many others, we had to adapt our mechanism of
delivery and in collaboration with various schools and
teachers, we have successfully provided both virtual
and recorded sessions throughout the year, delivered
by our trained colleagues.

82.6% of students asked said the
panel increased their understanding
of how to get into different careers
or jobs in the region.

78.3% of students asked said the
panel helped them think about their
goals after school.

78.3% of students said the panel had
motivated them to work harder at
school.

Financial Statements Other Information

Leeds Building Society Foundation

Leeds Building Society

Foundation

Leeds Building Society Foundation continues to
support charities across the UK to help improve the
lives of people who are disadvantaged or in vulnerable
circumstances. The Foundation receives an annual
donation from the Society and is supported by
members through the Your Interest in Theirs scheme.

These charities are critically important to local
communities and ensure the Foundation'’s funding
reaches those who are in greatest need.

In 2021, the Leeds Building Society Foundation
distributed over £144,000 in grants to 158 charities.

The LBS Foundation Board agreed it would undertake
a strategic review of the Foundation in early 2022.
The Trustees will revisit its purpose statement, how it
aligns to the Society's business, its funding approach
and how impact will be measured. This work will help
determine the future focus of the Foundation over the
next decade and how it will contribute to the Society's
150th anniversary, in 2025.

"The funding went directly to supporting our
ongoing work with the homeless community in
and around the West Lothian area experiencing
food insecurity. Through our Catalyst Kitchen
program, we are constantly trying to improve and
advance how we work with vulnerable individuals,
and this money was invaluable in allowing us to
further support the people who need our help
the most.” Emma Husband, Fundraising and
Communications Manager, The Larder.

Foundation funding by theme (2021)

16%

6%

14%

29%

5%

Disadvantage Mental or physical disability
B Poverty B Caringresponsibilities

B Homelessness B Socialinclusion

lliness
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Business Model and Strategy continued

Trust and Transparency

Responsible business means operatingina
transparent way and we understand ‘trusting a
brand'** can be the deciding factor when purchasing
any product. In 2021, the Society remained a

4 star'® rated company on Trustpilot, evidencing
our commitment to providing the best customer
experience possible for our members.

The Society was ranked as the fourth most ethical
savings provider by Which?, which was scored by
Ethical Consumer in its review of banks and building
societies, looking at various factors including
environmental reporting, carbon management,
transparency, ethical lending and company ethos.

ESG audits

Sustainalytics and Vigeo Eiris are global leaders in
ESG and corporate governance research and ratings
firms who assess the Society's ESG performance.

As aresult of our continued progress and proactive
engagement from colleagues, we have materially
improved our results since the last review.
Sustainalytics has adjusted our overall risk rating from
Medium in 2020 (score 25/30) to Low in 2021 (score
18/20), which places us in the top 10% among our
lending peers. Vigeo Eiris has increased our assurance
from Limited to Robust which places us in the top 15%
among our industry peers.

SUSTAINALYTICS
2021 2020

18 25

NEGL Low MED HIGH 337353
0-10 10-20 20-30 30-40 40+

2021 Ranking:
4th / 88 in mortgages

Up 10 places from 2020
VIGEO EIRIS
2020 2021
36 54

BEZYS LMITED ROBUST |ADVANCED
0-28 29-49 50-59 60+

2021 Ranking:

12th /97 in sector
Up 29 places from 2020

14 Edelman, 2020 edelman.com/research/evolution-trust.
15 Rating correctin December 2021.
16 leedsbuildingsociety.co.uk/your-society/tax-strategy/.
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Fair Tax Mark

Our approach means paying the right of amount

of corporation tax and reporting our tax affairs
transparently to stakeholders, as outlined in our Tax
Strategy?®. The Society was re-accredited with the
Fair Tax Mark in 2021 and continues to be one of the
only high street financial services providers to attain
this accolade. Paying our fair share of tax ensures we
are contributing to the vital public services needed to
benefit our members, colleagues and communities.

Policies

Policies and standards underpin our responsible
business strategy, setting out how colleagues are
expected to behave and the parameters for decision
making. Environmental, Social and Governance
(ESG) factors are considered when assessing the
creditworthiness of our counterparties for liquidity
investments, and if a counterparty was judged not to
meet this criteria then the limit may be rescinded.

The Society has a set of relevant policies that include
the Tax Strategy, Board Diversity Policy and ESG Policy.
Additionally, our Modern Slavery statement can be
found on our website leedsbuildingsociety.co.uk.

Governance

The Responsible Business Forum has provided
strategic direction for corporate responsibility at the
Society, supporting the integration of responsible
business practice into the way we operate and
measure progress against our targets.

Alongside the Forum, the Society has a number

of other working groups which focus on specific
corporate responsibility priorities and part of the
Society's commitment to diversity and inclusion.
These include green champions, mental health,
gender diversity and race equality forums, as well as a
new LGBTQ+ network.

Financial Statements Other Information

Our Fair Pay Charter

Our colleagues are vital to the success of the Society and to making sure our members receive the best possible
service. We think it is only right they share in the Society’s successes and we have always strived to make sure
they are fairly rewarded. The Society has published our Fair Pay Charter, which commits us to:

B Paying at least the Real Living Wage, as set by
the Living Wage Foundation, to colleagues and
contractors.

B Aligning executive directors’ and colleagues'
pension contributions.

B Fair salaries based on role, skills, performance and
external benchmarks.

B Objective pay decisions made regardless of
gender, age, ethnicity, disability, sexual orientation
or any other protected characteristics.

B Competitive total reward packages for all
colleagues. This includes a range of health and
wellbeing options.

Paying the Real Living Wage

Listening to our colleagues, through our Colleague
Association, about salary and reward decisions.

Helping colleagues understand how they are
rewarded. This includes clear performance
standards and feedback.

Equal opportunities for all, so everyone can
progress their career.

Supporting colleagues to work flexibly, to balance
both personal and business needs.

Providing time for colleagues to focus on career
development.

Pay which is accurate and on time.

We are proud to have paid at least the Real Living Wage to all our colleagues since
2014. Set by the Living Wage Foundation, this is higher than the government'’s
minimum, or National Living Wage and is an independently calculated hourly rate of
pay based on the actual cost of living. Since 2019, we have extended the Real Living
Wage to include our third party contracted colleagues. In September 2021, we went
further and increased the minimum pay rate for our colleagues to £10 an hour, a
5.3% increase and above the 2021 Real Living Wage rate of £9.50 an hour.

Leeds Building Society | Annual Report and Accourits 2021
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Business Model and Strategy continued

Looking forward

One constant that has remained throughout our 147
year history is doing the right thing for members,
colleagues and communities. It is core to our
existence and as we head into the next decade of
responsible business, we will continue to adapt and
innovate to remain responsive and relevant, while
meeting our members’ evolving needs.

There is further work to do in order to assess our
longer term responses following the refresh of our
purpose, including our climate response, but we will
keep these under review and provide an update as
work progresses. While the outlook is undoubtedly
challenging, the strength of our culture, our social
purpose and our finances mean we can continue to
work for the mutual good of our members, colleagues
and communities.

Directors’ regard to stakeholder
interests

Our approach to corporate governance is based on
the Principles and Provisions of the 2018 version of
the UK Corporate Governance Code (available at
frc.org.uk). In order to meet the requirement for a
Section 172 Statement (in so far as it is relevant to

a building society), we include a summary of how
the Board has carried out its duties in promoting
the success of the organisation. This includes how
the Board engages with stakeholders and remains
cognisant of their needs when running the business.
Further detail on the Board's activities, engagement
with stakeholders and how it demonstrates its
commitment to doing the right thing can be found
in the Responsible Business section of this report
on pages 21 to 34 and in the Corporate Governance
Report on pages 95 to 118.

The Board's approach

The Society considers the needs of a diverse range
of stakeholders, which have been identified as those
who may be affected by our activities and those
groups whose actions can affect the operation of
the business. These stakeholders are also actively
considered in the development of the Society's
strategy, specifically members’ product and servicing
needs, the expectations of regulators, the needs

of mortgage brokers, views of investors and credit
rating agencies, as well as any potential impact on
colleagues. The Board recognises that agreeing a
strategy, which is cognisant of key stakeholders,

will optimise long term value creation and ensure
relevance in a fast changing environment.

Strategic Report Governance

Examples of two key decisions made by the Board
during the year, and how stakeholder impact

was taken into account, are shown on page 38 -
specifically the decision to approve an additional pay
award for colleagues and re-entry into the 95% loan to
value market segments.

Governance of the Board has adapted since the
onset of the pandemic, through increasing the
frequency of meetings and adjusting the content to
deal with the fast changing environment. The needs
of our stakeholders have been at the forefront of

the discussions at these meetings and have been
key in determining our response, for example we
consistently kept branches open for members during
the pandemic.

Our behaviours help to underpin a strong culture
appropriate for a mutual organisation, encouraging
actions that are in the best interests of members and
other stakeholders. Demonstration of the behaviours
in the workplace forms a key part of our performance
management approach. For further information on
culture and how this is monitored, see page 98 of the
Corporate Governance Report.

Stakeholder engagement

We have set out below our key stakeholder groups and
how we engage with them. Further information on the
Board's engagement with each of these stakeholder
groups is provided in the Corporate Governance
Report onpages 111 to 117. Key performance
indicators relevant to members and brokers, such

as Net Promoter Score, can be found in the Key
Performance Indicators section within this report on
pages 19to 21.

Financial Statements Other Information

Stakeholder . . "
e Why they are important to us How we engage with them Reporting to the Board
Members and Members own the Society, and the B Gain feedback though ouronline B Annual analysis of five-year
brokers Society acts to benefit members’ panel TalkingPoint forecast of member joiners and
interests over the longer term. i
inter ver 9 r B Social media leavers and monthly reporting
The majority of our lending is . B Six-monthly update on
- B Trustpilot .
done via brokers, who are key to customer experience and
our business model of helping B Independent external customer service levels
members into homes of their own. and broker research .
B Annual complaints report
B Annual General Meeting (AGM)
Colleagues Colleagues are critical to the B Yearly colleague survey B Colleague survey results
success of the Society. High levels e . .
of engagement mean colleagues Colleague Association B Colleague Association topics
will be more productive, have a B Board appointed colleague B Colleague update from
higher level of wellbeing and will go representative Lynn McManus colleague representative
the extra mile for our members. (Non-Executive Director) meets . . L
- B Pension scheme information
regularly with the Colleague
Association B Update on diversity and
B Colleague development and progress against our targets
wellbeing sessions B Annual culture review
B Communication on matters B Annual Speak Up Standard
relevant to colleagues and the review and approval
Society
Third Parties Our supplier partners are key to B Governance meetings at B The Boardisinvolvedin

our ability to develop and deliver
services to members, and are
an important aspect of how we
are represented with our other
stakeholders.

appropriate levels take place in
accordance with the materiality
of the relationship

B Our policies and standards drive
a fair and transparent supplier
selection process for new and
renewed requirements

decisions on suppliers for key
strategic projects

B Management information on
suppliers

B Annual approval of Modern
Slavery Act Transparency
Statement

Communities

As a mutual, we strive to make
a positive difference to the
communities in which we operate.

B Gain feedback though our online
panel TalkingPoint

B Independent external customer
research

B Annual General Meeting (AGM)

B Approval of our new purpose
and strategic framework

B Approval of our updated
responsible business strategy
and regular updates on our
progress against our targets

Environment

We are committed to minimising
our impact on the environmentin
the places in which we operate, as
well as managing environment-
related risks. Thisis also an
increasing focus for our wider
stakeholders.

B Discussions held with a wide
range of stakeholders, including
government bodies, building
society peers and third party
experts such as Carbon Trust

B Progress reports on our climate
data and insights

Regulators

Regulators are responsible for
maintaining a safe and sound
financial system, as well as
ensuring consumer protection.
Meeting regulatory requirements
engenders trust from our
stakeholders and demonstrates
that we are doing the right thing.

B Regular dialogue/interactions
with our regulators both directly,
and through our industry bodies

B Monitoring regulatory
publications from the regulators
and wider stakeholder groups

B Reviewing regulatory
publications and taking action as
required

B The Board receives updates
onregulatory matters and a
summary of key regulatory
actions being undertaken by the
Society

B Material dialogue/interactions
with our regulators are shared
with the Board as appropriate

B The Board has sight of the
progress/delivery of regulatory
actions

Leeds Building Society | Annual Report and Accounts 2021
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Business Model and Strategy continued

kehol .
SELGIE Why they are important to us
group
Investors Investors provide animportant part

of our funding, which supports our
aim to help members into homes of
their own.

How we engage with them

B Individual meetings with key
institutional investors, group
presentations, attendance at
investment conferences and
investor events

B Regular and close dialogue is
maintained with credit rating
agencies, including formal
annual review meetings

Reporting to the Board

B Investor relations approach

considered as part of the
wholesale funding strategy,
contained within the overall
Treasury strategy, as approved
by the Assets and Liabilities
Committee

Members and brokers

]
Leeds Building Society

Colleagues

Third parties

The Board balances the interests of borrowing and saving members, as well as
brokers, when making decisions about the Society's short and longer term strategy.

Further details on engagement with our members and brokers can be found within
[[l the Corporate Governance Report on pages 112 and 117.

Consideration of diversity in the workplace is a key focus for the Society, which is
supported through our mental health, gender diversity and race equality colleague
forums as well as our new LGBTQ+ colleague network. Further information

on diversity can be found in the People section on page 16 and the Corporate
Governance Report on page 100.

Our supply chain includes suppliers of goods and services, including professional
services (such as conveyancing services), IT platform services (access and

administration) and IT software licences.

In 2021 we grew our Third Party Management capability in recognition of the

increasingly important role our suppliers play in our ability to thrive in a demanding
business climate. We select suppliers based on their ability to reliably deliver services
that enhance our members' experience, their alignment to the Society’'s behavioural
standards and the measurable benefit we receive.

Our Third Party Management Policy and associated standards were fully revised,
including a clearer risk-based classification of suppliers which enables us to take a
more consistent and risk-appropriate approach to our management of

each engagement.

Further details on engagement with suppliers can be seen in the Corporate
Governance Report on page 115.

Strategic Report
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Communities

Leeds Building Society was set up to help members save and buy homes of their
own. As a mutual, we also aim to make a positive difference in wider society and

the Board understands that our mortgage and savings business needs to be
underpinned by a broader commitment to the communities in which we operate.
An example of this is our commitment to pay our fair share of tax as evidenced by
our Fair Tax accreditation. Our communities are defined as the places where our
members and colleagues live and work, however we consider social issues as well as
geography in defining where we focus our efforts.

More detail, as well as further information on responsible business at Leeds Building
Society, can be found within the Responsible Business section on pages 21 to 34.

Environment

We continue to take the impacts of climate change seriously. This year we have
reported on our carbon emissions within the Annual Report and Accounts, aligned

to the Taskforce For Climate Disclosures (TCFD) requirements. These aim to help
stakeholders understand our carbon footprint and to highlight the steps we are taking
to reduce this. More information on this can be found in the Responsible Business
section on pages 25 to 27 and the Climate Change section on pages 39 to 63.

Investors

We have a variety of different types of investors who support our wholesale funding
strategy across secured and unsecured types of debt. Our financing strategy aims to
have the appropriate level of diversification of funding, so we are not exposed to only
one type of funding.

We have an active investor relations strategy, and further information on
engagement with investors and credit ratings agencies can be seen in the Corporate
Governance Report on page 114.

Key decisions made in the year

The key decisions taken this year by the Board have been mindful of all stakeholders’ needs, while benefitting
our members over the long term. These decisions aim to improve member, broker and colleague experience,
as well as increasing our financial stability through improving income performance/reducing costs. This means
that we can continue to operate successfully in the future for the benefit of all of our stakeholders.

A case study is given below and a summary of Board activities during the year can be found in the Corporate
Governance Report on pages 109to 111.

Leeds Building Society | Annual Report and Accounts 2021
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Business Model and Strategy continued

Approval of additional pay award for colleagues
(May 2021)

Our successful strategy, and decisions taken over
recent years, have put the Society in a strong position
to be able to respond robustly to changes in our
external environment and to meet the evolving needs
of our members and other stakeholders.

As a member-owned, responsible business, we need
to ensure we appropriately balance how the value our
business model generates is distributed across our
different stakeholders in a sustainable way that also
ensures we protect the long term interests of the
Society and its members.

In May 2021, the Board discussed the value benefit
received by our members and wider stakeholders,
including colleagues, communities and the
environment. It was agreed that an additional
investment in colleague fair reward would be provided,
to recognise colleagues’ dedication and outstanding
contribution to the Society during the pandemic.

This included a minimum pay increase for all eligible
colleagues, excluding the Senior Leadership Team,
of 2%, as well as arise in the minimum full time
equivalent salary of 5.3% to £10 per hour, over and
above the 2021 Real Living Wage of £9.50 per hour.
Under our fair reward commitment, an additional
increase was applied to keep pace with external
benchmarking across the financial services sector.
A career pathway was also introduced in the branch
network to recognise and reward colleagues who've
reached a level of experience and competence that
enables them to offer a higher level of service to our
members.

The pay review undertaken in September means that
we will be better able to attract and retain talent,
providing long term value for the Society and its
members, as well as contributing more value to the
communities in which we operate.

Strategic Report Governance

Re-entry into 95% loan to value market segments
(March 2021)

Throughout the pandemic we've continued to support
the housing market and our members, particularly
affordable housing, including shared ownership.
However, as a result of the significant and uncertain
economic impacts of the pandemic, we temporarily
removed our highest loan to value products from the
market during 2020.

Subsequently, with economic and mortgage market
prospects improving, and following the reopening of
the housing industry, in March 2021 the Board made
the decision to re-enter the 95% loan to value market.
It's important to us to be able to assist borrowers who
are not well served by the wider market, including
buyers with smaller deposits, to enable more people
to buy a home and we felt it was the right time to
extend our proposition to further support this.

A variety of factors were considered when making this
decision, including the economic and market outlook
and its potential impact on homebuyers and home
movers (such as unemployment levels, affordability
and house price expectations), the impact on the
Society's performance and financial stability, and
insight from our intermediary partners. We reviewed
our capacity to ensure we could provide an excellent
service to our members and we ensured a consistent
experience by launching simultaneously across
intermediated and direct channels.

We keep our products, rates and lending criteria under
constant review to ensure we can continue to offer
mortgages to meet the needs of customers who

are looking to take their first step onto the property
ladder. To enable more first time buyers to buy their
own home, we were also one of the first lenders to
become part of the First Homes scheme, offering a
minimum 30% discount from market value to local
buyers, and in particular key workers, which is passed
on when the home s sold.

Financial Statements Other Information

Climate Change

Year ended 31 December 2021

Andrew Greenwood
Deputy Chief Executive Officer

This is our inaugural full set of disclosures under the recommendations of the
Financial Stability Board's Task Force on Climate-related Financial Disclosures
(TCFD). The TCFD framework is structured around four key pillars and aims to
provide consistent climate-related financial risk disclosures and information on the
Society'’s exposure to, and management of, climate risks and opportunities.

Leeds Building Society | Annual Report and Accounts 2021 39



Climate Change continued

1. Strategy 2. Governance

Actual and potential impacts of climate risks and
opportunities on the Society's business, strategy,
and financial planning.

The Society's governance arrangements around
climate-related risks and opportunities.

P See section 1 See section 2

3. Risk management 4. Metrics and targets

The metrics and targets used by the Society to
assess and manage relevant climate-related risks
and opportunities.

The processes used by the Society to identify,
assess, and manage climate-related risks.

See section 3 P> See section 4

Climate-related disclosures overview

Climate framework

Climate change strategic aim

Support the orderly transition to a greener, net zero economy by 2050 or sooner

Visio

Manage climate-related risks

4 Our carbon footprint Support transition to net zero crer )

H s Embed capabilities to monitor

= Reduce the Society's own carbon Help key stakeholders reduce and manage the risks and

o emissions their carbon footprint 9 "

opportunities

-3 Cg:;‘::: ?r:::;:’lc?ga‘::g)- zgsz EPC rating of C or better Alignment to net zero

o indirect (busi t 1) For 50% or more of our UK Work towards alignment with a

P INAIFECE IBUSINEss trave mortgaged properties? by 2025 2050 net zero pathway
emissions

(7]

¥ T "

% Green Data and Mor::‘:rmg Comm:nn‘;catlon Govil;'r:iance Operating Risk

©  products analytics . . model management

= disclosure engagement oversight

Summary of progress against TCFD recommendations

The Society signed up as a TCFD supporting signatory during 2021 and we are committed to implementing
the recommendations in full in line with the principles of our purpose-led responsible business strategy and
requirements under the Prudential Regulation Authority’s (PRA's) Supervisory Statement 3/19 (SS3/19) -
Enhancing banks’ and insurers’ approaches to managing the financial risks from climate change.

Good progress has been made during the year against the 11 TCFD recommendations, with several important
activities completed to enhance our understanding of climate risks and opportunities and further develop our
strategic targets and response plans. We recognise that this is just the start of the journey and further work is
plannedin 2022, and beyond, to support the orderly transition to a greener, net zero economy.

1 Includes emissions from rail, road (excluding taxis) and air as a result of the Society's business travel.
2 Where avalid Energy Performance Certificate (EPC) is available for the property.
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TCFD recommendation

1. Strategy

a)

Describe the climate-related
risks and opportunities the
organisation has identified
over the short, medium, and
long term.

b)

Describe the impact of
climate-related risks

and opportunities on the
organisation’s businesses,
strategy, and financial
planning.

c)

a)

Describe the resilience of
the organisation’s strategy,
taking into consideration
different climate-related
scenarios, includinga 2°C or
lower scenario.

. Governance

Describe the Board's
oversight of climate-related
risks and opportunities.

b)

a)

Describe management'’s role
in assessing and managing
climate-related risks and
opportunities.

. Risk management

Describe how processes for
identifying, assessing, and
managing climate-related
risks are integrated into the
organisation’s overall risk
management.

b)

Describe the organisation’s
processes for identifying and
assessing climate related
risks.

c)

Describe the organisation’s
processes for managing
climate-related risks.

Key progress areas in 2021

W Initial enterprise-wide

view of climate risks and
opportunities, and their
potential impacts, discussed
at Board and Board Risk
Committee.

Defined our initial climate
strategic aims and targets

as part of our purpose-led
responsible business strategy.

Stress testing of our potential
climate risk exposures
completed, based on the Bank
of England'’s 2021 Climate
Biennial Exploratory Scenarios
(CBES).

Responsibilities defined
and embedded into our
established governance
structure.

Revised Target Operating
Model for the management
of climate risks and
opportunities agreed.

Climate risk training delivered
to the Senior Leadership
Team and Board.

Processes for identifying,
assessing, and managing
climate risks defined and
embedded into our Enterprise
Risk Management Framework.

Initial risk appetite for the
management of climate risks
defined and agreed by Board
Risk Committee.

Climate data for our mortgage
book sourced and analysed

to quantify potential physical
and transition climate risks.

Data infrastructure has been
developed to incorporate
climate data into credit
decisioning systems.

Future priorities 2022+

Invest in capabilities to
enable development of
decarbonisation plans and
targets aligned with the Paris
Agreement net zero pathway.

Development and roll-out
of our Green Finance
propositions.

Refinement of our
assessment of climate risks
and opportunities, including
further development of our
scenario testing capabilities.

Wider stakeholder
engagement across our
value-chain.

Review and approval of net
zero plans and targets.

Embedding of the new
climate operating model
and alignment of climate
objectives with defined
accountabilities.

Expansion of climate risk
training to the wider colleague
population.

Update and refinement of
our climate risk appetite in
line with development of net
zero plans and targets and
additional insights on climate
risks and opportunities.

Development of credit
decisioning processes and
policies.

Further analysis of climate
transition risks following
government policy
announcements at COP26.

Incorporation of climate risk
factors into due diligence
processes for third party
suppliers.
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Climate Change continued

TCFD recommendation

4. Metrics and targets

a) Describe the targets used
by the organisation to
manage climate-related
risks and opportunities and

performance against targets.

b

—

Disclose the metrics used
by the organisation to
assess climate-related risks
and opportunities in line
with its strategy and risk
management process.

~

c) Disclose scope 1, scope 2,
and, if appropriate, scope
3 greenhouse gas (GHG)
emissions, and the related

risks.

Key progress areas in 2021

B [nitial climate-related Key
Risk Indicators (KRIs) and
Management Information (Ml)
defined and implemented in
internal reporting.

B Verified as carbon neutral
(scope 1 and 2 plus scope 3
business travel®).

B 95% reductionin our carbon
footprint* since 2016.

B Joined the Partnership for
Carbon Accounting Financials
(PCAF) to develop our
assessment and reporting of
scope 3 financed emissions.

Future priorities 2022+ Further details

B Development and refinement
of climate-related internal
Ml and KRls, and external
disclosures.

Section 4.1

B Development and agreement
of decarbonisation targets
aligned with the Paris
Agreement net-zero pathway.

Section 4.2

B Completion of environmental

surveys for our branch
network and implementation
of recommendations to

improve energy efficiency. Section 4.3

Governance and assurance approach
These disclosures have been subject to internal review and validation and have been reviewed by the Audit
Committee before approval by the Board. Our greenhouse gas emissions and overall approach to carbon
management are also subject to biennial accreditation by an independent third party.

Production of these disclosures is governed by a policy standard which covers, inter alia, adequacy, verification,
frequency and medium of publication of the disclosures. There is currently no external audit requirement in

relation to these disclosures.

Section 1 - Climate risk strategy

Strategic aims

Pillar 1 = Our carbon footprint

As part of our purpose-led responsible business
strategy (see pages 21 to 34), the Society is
committed to the global call to action on climate
change, recognising the critical role that the financial
services industry has in supporting the response.

During 2021, the Board approved a new Climate

Risk Strategic Framework centred around the aim
to support the orderly transition to a greener, net
zero economy by 2050 or sooner. This aim will be
supported by three pillars and underlying targets:

The Society is committed to reducing the climate
change impacts from its own operations and working
towards alignment to a 2050 net zero emissions
pathway.

In this context, the Society established an interim
target to achieve carbon neutrality by the end of

2022 (scope 1 and 2 emissions on a market-based
approach, plus scope 3 emissions from business
travel®), which has been successfully achieved in 2021,
one year ahead of plan. We recognise that further
targets will be required to minimise and reduce our
emissions over the medium to longer term, which

we intend to progress in 2022. Refer to section 4 for
further details.

3 Includes emissions from rail, road (excluding taxis) and air as a result of the Society’s business travel.

4 Based onreductions in our scope 1 and scope 2 (market-based) emissions.

Strategic Report Governance
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Pillar 2 - Supporting the transition to net zero
Currently 16% of the UK's total carbon emissions
emanate from the energy consumed within UK
homes®. As the UK transitions to a low carbon
economy, it is likely that homeowners will be required
to enhance the energy efficiency of their properties
to meet new standards. While these standards are yet
to be fully defined by the UK Government, the Society
considers that it has a responsibility to support our
members in making this transition, through our
product proposition and communications.

During 2021, we have successfully launched our
inaugural green finance products to encourage the
purchase of more energy-efficient homes and enable
members to offset emissions from their homes
during the fixed term of their mortgage. We intend to
develop our proposition further in 2022 in response to
growing customer demand for green products.

Aninitial target has been set to ensure that at least
50% of the Society's UK based mortgaged properties
have an Energy Performance Certificate (EPC) rating
of C or better by 2025. The target has been set as

the minimum baseline that we will aim to maintain

to ensure there is an appropriate balance between
encouraging improvements in the energy efficiency
of homes below EPC rating C by helping support
members to make those improvements and taking on
new lending to properties with an EPC rating of A, B or
C already.

Whilst the average EPC position is currently
favourable versus our 2025 target (52% as at 30

June 2021), only 62% of our UK mortgage portfolio
currently has a valid EPC available and the average
may therefore change in the future as data gaps are
closed. The performance of the portfolio is also likely
to fluctuate between now and 2025 as we develop
our responsible business strategy and future green
product proposition to focus on helping to finance the
green transition.

5  Source: 2020 UK Greenhouse Gas Emissions, final figures (publishing.service.gov.uk).

We recognise that targets based on average

EPCs alone will not be sufficient to help solve the
problem. More needs to be done jointly between the
Government and the finance industry to increase
product innovation, customer awareness, and
financial support to collectively deliver a fair and
orderly transition. This will be a key area of focus

for the Society in 2022, as we further develop our
understanding and capabilities to support the green
transition. We will continue to monitor and adjust
our targets where required to ensure they remain
appropriate, as customer and regulatory expectations
for the pace of transition become clearer.

Pillar 3 — Managing the risks from climate change
Whilst the transition to alow carbon economy

creates opportunities, this is also accompanied by
risks, which must be understood and effectively
managed. The Society has integrated climate
changerisks into its Enterprise Risk Management
Framework (ERMF), which facilitates the appropriate
identification, management, monitoring and reporting
of climate related risks. Our approach to climate risk
management is set out further in section 3.
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Climate Change continued

Section 1.1 - Progress and key achievements

1,400 95% reduction in our scope 1 and 2 emissions between 2016 and 2021
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B Purchase of 100%
renewable energy.

B Recycling of all
paper.

Strategic Report

B Achieved Carbon
Trust accreditation
demonstrating
commitment
to reducing our
carbon footprint.

Governance

B Launch of Green

Champion new head office, scopes 1, 2 and
colleague which achieved 3 business travel
initiative. EPC rating of A. emissions.

B Purchase of new Initial climate B Climate strategic
head office, to change strategic framework agreed.
combine three aim agreed. B TCFD disclosure.
:’:]etzdo?‘gice sites Initial climate B PRASS3/19

change implemented.
disclosures.
B Launch of green
Partnership with products and
Canal & River Green Hub.
Trust. i
B ‘Do Nation’
platform launched.
B Partnership with
Yorkshire Dales
Millennium Trust.
Financial Statements Other Information

Refurbishment of | |

Carbon neutral for

Section 1.2 - Stakeholder considerations
Our climate strategy has been designed to consider the requirements of our key stakeholders:

B Support members to reduce their
carbon footprint.

B Education around potential impacts
of climate change risks.

B Work with key suppliers to
understand and reduce our
supply chain emissions.

B |dentify and mitigate potential
resilience risks from adverse
climate impacts.

B Provide disclosure around the
Society's climate strategy, targets,
and exposures.

B Demonstrate the Society
understands and manages its
exposure to climate risk.

Suppliers

B Green partnerships/sponsorship
and volunteering activities.

B Investmentin carbon offset
schemes to improve the
environment.

Members Communities

B Encourage, educate, and
support colleagues to reduce

Leeds the Society's carbon footprint.
BU|Id|ng B Support participation in

= community events to improve
Society

the local environment.

B Demonstrate that the Society
understands and manages its
exposure to climate risk.

B Deliver compliance with regulatory
requirements.

Section 1.3 - Memberships and affiliations
The Society has partnered with or joined the following organisations to increase our knowledge and
understanding of climate-related risks and opportunities:

il hometrack

We have partnered with Hometrack and their data partners Ambiental
and Terrafirma to obtain industry-leading climate risk data and
insights for our mortgage portfolio. Data will also be delivered at the
point of origination for new mortgage lending, enabling the Society

to incorporate climate change metrics into our future mortgage
origination strategy.

Green Finance
Institute

During 2021, we became one of the first building societies to sign up
to the Green Finance Institute's Green Home Finance Principles which
promote a consistent methodology for the application of financial
proceeds towards the purchase or retrofit of domestic buildings that
achieve verifiable environmental benefits.

\ P Partnership for
P A F Carbon Accounting
v / Financials

We have joined the Partnership for Carbon Accounting Financials
(PCAF) to better understand the challenges of measuring and reporting
emissions associated with our residential property portfolio.

We have achieved the Carbon Trust Standard for Carbon. This is

 — a voluntary certification and mark of excellence, only awarded to
CARBON organisations that can demonstrate they have reduced their carbon
TRUST footprint and have the right processes in place to continue to reduce in
the future.
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Climate Change continued

Section 1.4 - Climate-related risks and opportunities over the short, medium and long term Climate-related opportunities
Time horizons As well as risks, we have also identified several potential climate-related opportunities as part of our support of
The time horizons over which financial risks and opportunities from climate change may be realised are the transition to a net zero economy.
uncertain and may occur outside of traditional planning horizons. The Society assesses these risks and
opportunities as set out in the table below: Opportunities  Description Stakeholders Horizon
Time horizon Description B Members
Green finance Development of innovative new financial products to B Communities Short/Medium term

help members reduce their carbon footprint.

Short term Oto 3 years Our horizon for assessing business model viability 7 vesiers

Medium term 3to5years Our financial planning horizon B Members

- - - ) Engagement with colleagues, members, and suppliers
Long term 5 to 30 years Our climate risk stress testing horizon o1 Il to increase understanding of climate-related risksand B Colleagues Short term
support the transition to net-zero.

B Third party suppliers

Climate-related risks

Risks to the Society from climate change arise through two primary channels, or risk factors: physical and — Ul s

e . Collaborate with key organisations to increase

transition risk. Partnerships knowledge, develop good practice and lobby for

change. B Governmentand
regulatory authorities

B Industry bodies Medium term

Summary of key climate risk physical risk drivers and relevance to our business model

Climate risk

factor Description Key drivers Relevance® Horizon Section 1.5 - Climate change impact on our business, strategy, and financial planning
As a UK-based mutual that is focused on residential mortgage lending, with no appetite for any exposure to
Flooding carbon-intensive industries, our business model is most likely to be impacted by climate-related risks and
opportunities in the following ways:
Subsidence Medium
Arises fi h Coastal erosion Medium
Arises from the Key potential impacts Our response and future plans
increased severity and Heatwaves Medium/Low
Physical risk frequency of extreme Long term
climate and weather- Wildfires Medium/Low Physical risk
related events. .
Hurricanes Low B Future rises in temperatures and precipitation in the UK have
Water stress Ly the potential to impact the credit quality of our mortgage B Partnered with Hometrack to assess property-level
portfolio e.g. damage to properties from flooding and erosion physical risk profile.
Desertification L !eadlng toreductions !n th? value of mortgage collateral or B Risks assessed as part of credit policy and underwriting.
impacts to borrowers’ ability to repay the debt. - e T
Government policy Medium term Climate data to be built into our future mortgage origination
— : B Anincrease in adverse weather events such as flooding may strategy.
Arises from the process Carbon pricing Vo] impact the r?silience of our ng.eratior.ws through d.a.malgi.tcéour B Scenario analysis completed as part of our 2021 Internal
Transition risk of adjustment towardsa  Consumer sentiment Medium Medium/Long term premises, In rastrucI;cure, and disruption to our critical thir Capital Adequacy Assessment Process (ICAAP) to better
low carbon economy. party services or colleagues. understand the potential financial impacts from physical
Investor sentiment Medium B Macroeconomic shocks in the UK due to increased global risks. Refer to section 1.6 for further details.
Technological change Low Longterm disruption from climate change may impact our future B Resilience measures in place for our key operational sites
profitability and growth because of increased unemployment (e.g. flood defences and insurance).

and falling house prices.

Refer to sections 1.5 and 3.2 for further details of our assessment of these risks, potential impacts and current
mitigants in place.

6  Relevanceis based on the likelihood/impact of the risk drivers crystalising, based on the types and geographic locations of the Society’s current assets and investments.
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Climate Change continued

Key potential impacts Our response and future plans

B Changes in government policy, such as minimum energy
standards for homes, have the potential to impact the future
credit quality of our mortgage book i.e. reductions in house B Scenario analysis completed in the 2021 ICAAP to assess
prices where properties do not meet minimum standards, and financial impacts from the transition to minimum energy
stresses to borrower affordability due to the cost of making ratings.

energy efficiency improvements and rising energy prices. B |Launched our first green mortgage and savings products in

2021 to encourage the purchase of more energy-efficient

B Rising carbon prices caused by the transition to net zero could

negatively impact our future income where emission offsets are homes.
purchased to reduce our carbon footprint. B Alignment with TCFD for climate-related disclosures during
2021.

B Increasing demand for green mortgage and savings in the UK
may impact our future profitability and growth if we fail to adapt B Strategy and initial targets established in 2021 to manage
to meet changing consumer preferences. our carbon footprint. Further targets to be developed to
minimise and reduce our emissions over the medium to
B Anincreased focus from stakeholders on green credentials may longer term.
impact our reputation if the risks and opportunities are not
effectively managed and disclosed.

Section 1.6 — Scenario analysis

The Society has developed a proportionate approach to climate risk scenario analysis as part of our Internal
Capital Adequacy Assessment Process (ICAAP), to understand the potential future impacts of climate change
on our overall risk profile and to inform strategic planning.

Scenario testing approach
Aligned with the Bank of England'’s 2021 Climate Biennial Exploratory Scenario (CBES) exercise, the Society has
modelled three climate-related scenarios as part of our 2021 ICAAP.

The scenarios assessed the potential financial impacts from different combinations of physical, transition and
economic risks over a 30-year time horizon (2021 to 2050s). Impacts were modelled based on a static balance
sheet’ (i.e. no run off of assets and liabilities and no management actions).

Climate change scenarios

< E
%’ 1. Late policy action scenario (LPA) '
X |
2 !
1S '
< :
.2 - i
= '
7] 1
(= '
g ,
= I
§ 2. Early policy action scenario (EPA) 3. No additional policy action scenario (NPA)

Low High
Physical risk

7  Excluding residual Commercial loans, Gibraltar and Spanish mortgages. Outstanding balances are de minimis and were therefore excluded from the analysis.
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Climate change scenario descriptions and key assumptions

Description

Transition risk

Transition begins

Late policy action (LPA)

Disorderly transitionto a
net zero economy by 2050

® High
2031

Early policy action (EPA)

Orderly transitionto a
net zero economy by 2050

Medium

2021

No policy action (NPA)

No further climate policy
leading to a 3.3°Crisein
temperatures by 2050

Limited

N/A

Nature of transition

Late and disorderly. New

Early and orderly. New climate

Only climate policies in place

climate policy from 2030 policy from 2021 pre-2021
All properties reach their All properties reach their
EPC ratings maximum potential rating by maximum potential rating by No change
2030s 2020s
Peak carbon price £690/tonne Co, £580/tonne Co, N/A
Physical risk Limited Limited @® High

Mean global warming?®

1.8°Cincrease

1.8°Cincrease

3.3°Cincrease

Emissions RCP?®

Economic impact (UK)

Scenario conclusions

2.6

Sudden recession

2.6

Temporary downturn

8.5

@ Permanent downturn

The exploratory climate risk analysis completed during 2021 has provided the following insights:

B The Society has limited potential exposure to physical risk, under a range of future climate pathways over the
next 30 years (see figures 1, 2 and 3), due to the geographically diversified and low LTV profile of the current
mortgage portfolio.

B More material potential impacts have been observed through transition risks from the movement towards a
low-carbon economy. For example, 48% of the mortgaged properties in our portfolio with a valid EPC were
rated D or lower'® (see figure 4) and are therefore more exposed to potential future changes in minimum
energy ratings.

B Modelling of these climate change impacts continues to be complex and highly uncertain. This is primarily
due to the longer-term time horizons that the risks are expected to materialise over (versus the relatively
short behavioural lives of the current mortgage book) and uncertainties around the timings and impacts of
future government climate policies.

B We intend to refine and enhance our scenario testing capabilities in future years as additional data become
available and further industry good practice emerges.

[oo]

Increase in average global temperatures compared to pre-industrial levels.

9  Equivalent Representative Concentration Pathway (RCP) developed by the Intergovernmental Panel on Climate Change (IPCC) to model different climate futures based
on the volume of greenhouse gas emissions. RCP 2.6 is a very stringent pathway where emissions fall to zero by 2100 and keep temperature rises below 2°C.RCP 8.5 is a
pathway where emissions continue to rise throughout the 21st century.

10 Based on the mortgage portfolio as at 30 June 2021.
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Climate Change continued

Figure 1 -2050s flood risk profile!

Figure 2 —2050s coastal erosion risk profile®
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Figure 3 - 2050s subsidence risk profile®

Figure 4 - Current and potential EPC ratings®
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Section 2 - Climate risk governance

M Current EPC rating

Potential EPC rating

During 2021, the Society has established and embedded appropriate governance arrangements to identify
and manage the risks and assess the opportunities associated with climate change. Where appropriate, this
integrated model has used existing committees and built on their area of responsibility and expertise.

Board el e |

I | 1 1
Remuneration Nominations Board Risk Audit
Committee Committee Committee Committee
Conduct and Operational
Operational Risk=f= Resilience
Committee Committee
Board Sub-Committee
Assets and Models and
Executive Committee Liabilities == Rating System
Working Group Committee Committee
11 Based onthe mortgage portfolio as at 30 June 2021.
Strategic Report Governance Financial Statements

Executive
Committee

Responsibile
—=  Business
Forum

Climate

Change Forum

Other Information

Section 2.1 — Board-level oversight of climate-related risks

Committee

Board Risk
Committee

Audit
Committee

Remuneration
Committee

Nominations
Committee

Role

The Board has ultimate accountability for overseeing
the implementation of our purpose led strategy,
including the management of climate-related risks.

Whilst the Board fulfils some of these duties directly,
other responsibilities are cascaded through the
Society’'s committee structure. See pages 102 to

111 for further details of the Society's governance
arrangements.

Activities and areas of focus in 2021

B Oversaw development of the Society's revised
purpose and associated responsible business
strategy, as described on pages 8 to 38.

B Received climate-related training, which provided
an overview of climate science, market and
regulatory developments, progress towards
compliance with PRA SS3/19, the Society's carbon
footprint and the Society's role in supporting a
green transition.

B Setinitial climate strategic aim and targets.

The Board has delegated responsibility for overseeing
the identification and management of current and
future risks associated with climate change in line with
its stated appetite to the Board Risk Committee.

B Oversaw integration of climate risks into the
Society's Enterprise Risk Management Framework
and approval of a new climate risk appetite.

B Approval of a new target operating model for the
management of climate risks.

B Approval of a revised ESG Policy, including updated
minimum control statements for climate risks.

B Approval of outputs and conclusions from
inaugural climate stress testing activity, as part of
the ICAAP.

B Approving a suite of climate risk indicators.

B Monitoring delivery of activities to comply with
PRA SS3/19 by 31 December 2021.

The Audit Committee assists the Board in ensuring
that the internal systems of control and external
disclosures relating to climate change are appropriate.

B During the year, the Committee received a deep
dive on trends in ESG reporting, including TCFD,
which has informed non-financial reporting in
2021.

The Remuneration Committee oversees the design
and implementation of reward structures to ensure
they appropriately motivate colleagues, whilst
underpinning the longer term viability of the Society.

B Oversaw the inclusion of broader ESG related
deliverables into corporate and personal objectives
and extended controls within the Remuneration
Policy to appropriately capture ESG risks.

The Nominations Committee supports the Board
in ensuring that it appoints directors and senior
management with the right skills and experience to
advance the Society's climate objectives.

B To ensure that the Board maintains an appropriate
level of knowledge and expertise, a Climate Risk
Competency Framework has been developed. The
key elements of this framework will be embedded
into the Board's skills matrix in 2022, reflective
of its increasing importance, and to supplement
broader ESG related expertise.
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Climate Change continued

Section 2.2 - Management level oversight of climate-related risks

Executive risk committees
The Board Risk Committee is supported by five executive risk committees, each of which focus on discipline(s)
of the risk universe and how these are influenced by climate change factors:

Forum

Credit
Committee

Assets and
Liabilities
Committee

Conduct and
Operational Risk
Committee

Operational
Resilience
Committee

Models and
Rating System
Committee

Chair Responsibilities 2021 discussion topics
- . .
Chief Oversees the management of risks from climate change Credit policy
Commercial on the Society's residential mortgage portfolio and the B Climate risk Ml
Officer development of associated policy/appetite.
velop latedpolicy/appet! B Updated ToR
B ESG training
Oversees the management of treasury related risks . .
Chief Financial impacted by climate change (e.g. funding and liquidity, B |CAAP scenario analysis
Officer market risk and capital) and the development of associated B Climate risk Ml
policy/appetite.
B Updated ToR
Oversees the management of conduct and operational risks B |ICAAP scenario analysis
Chief Customer from climate change (e.g. customer detriment and physical B Climate risk M
Officer damage to the Society’s operational properties) and the imateris
development of associated policy/appetite. B Updated ToR
Oversees the management of resilience risks from climate . .
Chief Operating change (e.g. disruption to operations from physical climate B Climate risk Ml
Officer events such as flooding and in<.:reased s.upply cha?in costs) B Updated ToR
and the development of associated policy/appetite.
D hief Oversees the development and use of models used to B Climate model
eputy Chie materiality assessment

Executive Officer

quantify and profile the Society’s climate risk exposures,
and the development of associated policy/appetite.

B Updated ToR

Given the cross-cutting nature of climate risk, the Society also operates two cross-functional governance
forums, which are responsible for the day-to-day management of climate related risks under the oversight of
the Executive Committee:

Forum

Responsible
Business Forum

Climate Risk
Forum

Chair

Chief Strategy
and Insights
Officer

Responsibilities

Ensures appropriate alignment of climate change initiatives
to the Society's responsible business strategy.

2021 discussion topics

B Development of
responsible business
strategy

B Oversight of the ESG
budget

Risk Director

Delivery of BRC approved plan to meet requirements of PRA
SS3/19 and operational implementation of green strategy.

B Compliance with SS3/19

B Green strategy and
targets

B Disclosure reporting

B Green product
proposition

Strategic Report

Governance

Financial Statements

Other Information

Senior Management Function

Responsibility for managing climate-related risk has been assigned to the Deputy Chief Executive Officer, as
the appropriate Senior Management Function (SMF) under the PRA's Senior Managers Regime. This includes
ensuring that climate-related financial risks are adequately reflected in risk management frameworks, and that
the Society can identify, measure, monitor and report on its exposure to these risks.

Training and awareness

Ensuring robust understanding of climate-related risks and opportunities is crucial for colleagues at all levels
of the organisation. During the year, both the Board and Senior Management Team undertook climate-related
training to enhanced knowledge of this rapidly. Wider colleague engagement has been facilitated through a
climate risk webinar and internal communications throughout the year.

Section 3 - Climate risk management

Section 3.1 - Integration of climate change in risk management

Climate Risk Management Framework
The Society has developed a Climate Risk Management Framework to ensure that climate risks and
opportunities are appropriately identified, measured, managed, monitored, and reported.

The Society does not view climate-related risks as a separate principal risk category, but as risk factors that
have a bearing on existing risks across the Society’s principal risk universe.

The management of climate-related risks and opportunities has been incorporated into existing governance
and risk management processes, where appropriate, ensuring that the risks are being managed in line with
Board approved appetite.

Enterprise Risk Management Framework (ERMF)

Climate Risk Management Framework (CRMF)

Climate risks (physical and transitional)

Strategic/business

Credit risk :
risk

Operational risk Conduct risk

Funding and

liquidity risk L L

Capital risk Model risk

Climate Scenario
Analysis Standard

Climate Disclosure
Standard

Climate Data
Standard

Climate Key Risk
Indicators

Governance and
reporting

Policies and

Risk appetite and
standards limits

Stress testing

Leeds Building Society | Annual Report and Accounts 2021 53



Climate Change continued

Risk appetite

Our initial climate risk appetite has been defined in line with current good practice guidance, combining a

qualitative statement with measures the Society uses to assess adherence with appetite over a time period

reflective of the risks from climate change.

Vision

Appetite

lending portfolio by 2025.

Supporting Measures

under the ICAAP).

Climate Change Strategic Aim

and protect its brand and reputation.”

B To work towards alignment with a 2050 net zero emissions pathway.

Section 3.2 - How climate risks are identified, assessed and managed

Climate risk operating model

A climate change operating model has been established to assist the Board and Deputy CEO in the effective

identification and management of climate risks.

A central strategy and risk management hub ensures there is close alignment between the Society's purpose
and climate risk appetite/policy and provides direction to relevant functional areas that have accountability for

the management of each aspect of climate risk.

(cro cco
+ OD
(o Josol

COO | CFO

Operational
resilience

CSIO COO

Operational
infrastructure

CSIO | CBO

Y00

Communication

12 Includes emissions from rail, road (excluding taxis) and air as a result of the Society's business travel.
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Support the orderly transition to a greener, net zero economy by 2050 or sooner

"The Society has a low tolerance for ESG risks in order to create long term value for its key stakeholders

B To be carbon neutral by the end of 2022 for scope 1 and 2 (on a market-based approach) and scope 3
(business travel emissions*?), utilising carbon offsets to remove residual emissions.

B To maintain an EPC rating of C or better for at least 50% of the Society’'s UK residential mortgage

B To maintain negligible/low exposure to physical climate risks (flooding, subsidence, and coastal
erosion), both currently and under a high-emissions 30-year representative scenario (as defined

Deputy CEO = Climate Risk SMF

Risk Director
Chief Brand and
Marketing Officer

Chief Strategy and
Insight Officer

Chief Operating
Officer

Chief Financial
Officer

Chief Commercial
Officer

Other Information

Three lines of defence
The Society defines roles and responsibilities in relation to climate risk under a three lines of defence (3LOD)

approach, reflective of the Society's size and complexity.

3LOD

Firstline
(Business lines)

Second line
(Risk function)

Third line
(Internal Audit)

Assessment and management of climate-related risks

Climate-related remit

Colleague engagement campaigns.

Development of the Society's climate risk strategy and wider responsible business strategy.

Identification, assessment, and management of climate change risks across the risk universe.

Climate risk monitoring and reporting.

Maintenance of the Climate Risk Management Framework.

Development of climate scenario analysis and stress testing.

risk-based approach.

B Supplemented by external assurance reviews as required.

Independent assurance of the adequacy and effectiveness of first and second line risk management, on a

The Society uses its ERMF, as described on pages 136 to 141, to assess how climate change risks could impact
each of the Society's principal risks.

Our current assessment of potential impacts® against each of our eight principal risks is presented below along
with key mitigants in place to manage the risk. The assessment is based on available data and insights and
should be viewed in the context of the current complexity and high degree of uncertainty around future climate

change.

Summary of climate-related risks, potential impacts and mitigants

@® = High potential impact

Risk factor

= Medium potential impact

Risk description

= Low potential impact

Horizon

Key mitigants

B Flood risk assessment required as part
of underwriting/conveyancing.
B Appropriate insurance policies are
B Increasingly frequent/severe flooding, required under mortgage terms and
subsidence and erosion from climate conditions.
change causes physical damage to B Stressed affordability assessments.
properties, negatively impacting the
value of the collateral. B Postcode concentration limits.
Physical risk B Higher insurance/repair costs for Long term B LTV limit structure for lending segments.
members, impacting debt serviceability. B Semi-annual back book assessment
B Increased default risk for wholesale of physical risks under multiple climate
counterparties exposed to climate pathways/stresses.
change. B Development of automated decisioning
processes to incorporate climate data.
B ESG assessments for wholesale
counterparties.
13 Potential impact reflects our assessment of the inherent impact/likelihood of the risks occurring.
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Climate Change continued

Risk factor

Risk description

Horizon

Key mitigants

1. Credit risk (continued)

Transition risk @

Changes in government policy
negatively impact house prices and
borrower affordability (e.g. minimum
EPC ratings).

Transition to a green economy impacts
borrower affordability (e.g. rising energy
costs).

Macroeconomic downturn from
climate change impacts house prices
and borrower affordability (e.g. higher
unemployment).

2. Business and strategic risk

Medium term

Semi-annual back book assessments
of EPC ratings to assess concentration
risks.

Transitional risk stress testing
conducted as part of ICAAP assessment.

EPC ratings being collected as part of
underwriting for certain products.

Stressed affordability assessments.

Horizon scanning for technological
changes or changes in consumer
sentiment.

Development of automated decisioning
processes to incorporate climate data.

|
Physical and
transition risk

3. Operational risk

Loss of income from an increase in the

severity and frequency of climate events.

Changes in member expectations
relating to the provision of green
strategic objectives.

Reputational impact of carbon footprint

of products and services leading to lower

member attraction and retention.

Medium term n

Responsible business strategy, including
the setting of appropriate appetite and
targets for climate risk.

Green product proposition and
governance.

ICAAP stress testing/sensitivity analysis.

Disclosures articulating the Society's
approach to climate risk management.

Horizon scanning and assessment (e.g.
regulatory change).

Member engagement and education.

B Corporate insurance policy.
B Business continuity planning and
operational resilience factored into our
B Branches or offices are damaged, or loss investment strategy (e.g. additional
of systems, processes or data, due to flood defences for our new head office
physical impacts (e.g. flooding). site in Leeds).
B Increased incidence of environmental B Disaster recovery testing.
N perils affecting .the delivery of third party  Medium/Long B ICAAP Operational Risk Pillar 2a
ysicalris goods and services. term
assessment.
W Internal capabll.lty affected by physical B Remote working capabilities.
events preventing colleagues from
accessing the office or branches. B Environment factors considered as part
B Regulatory breaches/censure. of supplier due diligence.
B Supplier audits/recovery testing.
B Regulatory horizon scanning and
compliance assessments.
B Increased supply chain costs due to
- ) climate-related inflationary pressures. " B Supplier due diligence and exit planning.
ransition ris ; ; edium term
B Reputational damage from third party B Supplier relationship meetings.

Strategic Report

relationships due to their climate change
credentials.
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Risk factor Risk description Horizon Key mitigants

4. Model risk

B Model Risk Policy requirements and
materiality assessment.

B Increased reliance on complex models sy
B Independent model validation reports.
to understand climate related risks over P P
longer term horizons to support current B Data completeness checks and
day decision making. reconciliations.
Physical and B Models are based on the latest climate Medium/Short B Variance analysis and associated
transition risk science, with historic performance not term commentary to understand key trends.

an indicator of future performance. . .
P B Model documentation and localised

procedures.
B Credit risk and modelling SMEs.

B Alack of transparency around model
assumptions and limitations results in
incorrect decision making.

B Third party management arrangements
and oversight.

5. Funding and liquidity risk

B Annual ILAAP and Recovery Planning

B Erosion of savings deposits (e.g. due to processes.

property retro-fit costs or loss of income
from climate related macroeconomic or B Daily monitoring of the Society'’s liquidity
transitional impacts). position and early warning indicators.

B Reduction in savings balances due to a B Weekly cashflow forecasting.
change in member preferences towards Medium/Long

Physical and
green products. term

e . B Liquidity management actions under the
transition risk

Recovery Plan.

B Increased cost of wholesale funding due
to a change ininvestor appetite for green
bonds.

B Climaterisk disclosures articulating the
Society's approach to the management
of climate risk.

B Increased losses from counterparties

with a higher exposure to climate risk. W Green product proposition and

governance.

6. Market risk

H ICAAP i itivi lysis.
B Changes in market pricing as a result C stress testing/sensitivity analysis

of the implementation of new climate B Implementation of the Market Risk Policy
policies (e.g. rising price of renewable and associated limit structure.

energy and carbon-offsets). . .
9y B Environmental factors are considered

annually as part of counterparty credit
limit assignment.

B Changes in the value of certain financial
assets and liabilities as a result of
macroeconomic events in response
to climate change (e.g. interest rate
movements).

Physical and
transition risk Long term
B Regular testing of the liquidity of market

securities.

B Monitoring and recalibration of
behavioural life models for savings and
mortgages.

B Changesin member behaviour in relation
to their mortgage or savings deposits.

(3,
~N
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Climate Change continued

Risk factor Horizon

7. Conduct risk

B Product Governance Framework.

Risk description Key mitigants

B Potential liability and conduct risks from

green propositions and assumed advice. B Creditrisk appetite and policy.

B Colleague training, with regular

B Inappropriate treatment of members -
oversight and assessment.

who are in financial difficulty as a result

Physical and fthe i cli h Medium/Long
transition risk of theimpacts of climate change. term B Compliance monitoring reviews.
W Increased member activity (e.g. B Complaints handling and resolution
increased call volumes) resulting from procedures.

physical risk, impacting the Society's
service capacity. B Resource planning and business
continuity arrangements.

8. Capital risk

B Reduction in capital from changesin
risk weighted assets and impairment
provisions for mortgages as a result of
climate related events.

B The annual ICAAP considers the risk
profile of the Society across all its
principal risk categories (including the

Physical and B Increase in operational losses linked to impact of climate change).

transition risk climate events. Long term

B Further alternative scenarios and
B Impairment of balance sheet assets, sensitivity analysis.
such as premises or branches, due to
either physical damage or transitional

impacts.

B Credit risk appetite and policy.

Section 4 - Climate risk metrics and targets

Section 4.1 - Key climate risk targets and performance
As part of our responsible business strategy, the following initial targets relating to climate change have been
agreed by the Board:

2 Ca."”" neutral by end-2022 EPC rating of C or better Alignment to net zero
o Direct (market-based) and . :
o e . For 50% or more of our UK Work towards alignment with a
~ indirect (business travel) £ d ties™ by 2025 2050 net th

B ermissions mortgaged properties'* by net zero pathway
o B Climate risk embedded

& W Verified as carbon neutral B 52% of our UK mortgaged into our Enterprise Risk

g (scope 1 and 2 plus scope 3 properties had an EPC of C or Management Framework
..§ business travel®)in 2021, one better as at 30 June 2021. during 2021.

G year ahead of plan. B Launched our first green W Stress testing of our

:' B 95% reduction in our carbon finance products (mortgages potential future exposure
S footprint since 2016.° and savings). to climate-related risks

N

completed.

We recognise that further targets will be required to help finance the transition to net zero and minimise and
reduce our own emissions over the medium to longer term.

14 Where a valid Energy Performance Certificate (EPC) is available for the property.
15 Includes emissions from rail, road (excluding taxis) and air as a result of the Society's business travel.
16 Based on reductions in our scope 1 and scope 2 (market-based) emissions.

Strategic Report Governance Financial Statements Other Information

Aninitial target has been set to ensure that at least 50% of the Society's UK based mortgaged properties

have an EPC rating of C or better by 2025. The target has been set as the minimum baseline that we will aim to
maintain to ensure there is an appropriate balance between encouraging improvements in the energy efficiency
of homes below EPC rating C by helping our members to make those improvements and taking on new lending
to properties with an EPC rating of A, B or C already. Whilst the average EPC position is currently favourable
versus our 2025 target (52% as at 30 June 2021), only 62% of our UK mortgage portfolio currently has a valid
EPC available and the average may therefore change in future as data gaps are closed. The performance of the
portfoliois also likely to fluctuate between now and 2025 as we develop our responsible business strategy and
future green product proposition to focus on helping to finance the green transition.

We are also committed to resolving the current challenges to enable alignment with a net zero pathway,
including further measurement and assessment of our scope 3 emissions. To assist with this, we will be
engaging with third party specialists during 2022 to progress our understanding.

Section 4.2 - Climate risk metrics

Physical risk metrics
As at 30 June 2021, the Society's UK mortgage portfolio’” demonstrated a low current and future risk posture
for flooding, subsidence, and coastal erosion:

Present da Low emissions scenario®® High emissions scenario®?
y (2050s) (2080s)

Exposure| % of Exposure| % of Exposure| % of

(Em) Book (Em) Book RS (Em) Book

Properties Properties

Subsidence risk

Negligible 128,627 13,599 79.6% | 128,940 13,633 79.8% | 128,359 13,566 79.4%
Very low 12,634 1,350 7.8% 12,412 1,328 7.7% 5,895 600 3.6%
Low 3,142 347 1.9% 3,062 341 1.9% 4,188 457 2.6%
Moderate 2,779 302 1.7% 2,857 306 1.8% 4,649 524 2.9%
High 4,682 508 2.9% 4,494 492 2.8% 7,194 793 4.5%
Very high 2,596 249 1.6% 2,695 255 1.7% 4,175 415 2.6%
Unmatched®® 7,175 890 4.4% 7,175 890 4.4% 7,175 890 4.4%
Negligible 148,852 15,957 92.1% 148,833 15,954 | 92.1% 148,768 15,948 | 92.0%
Low 6 1.0 0.0% 4 0.7 0.0% 3 0.4 0.0%
Moderate 7 0.8 0.0% 21 2.9 0.0% 28 2.9 0.0%
Very high 4 0.9 0.0% 11 1.7 0.0% 70 8.1 0.0%
Unmatched* 12,766 1,286 7.9% 12,766 1,286 7.9% 12,766 1,286 7.9%

Negligible 132,937 13,688 | 82.2% | 127,157 13,007 | 78.7% | 103,725 9,982 64.2%
Very low 7,051 892 4.4% 10,865 1,318 6.7% 31,121 3,960 19.3%
Low 8,881 1,380 5.5% 10,847 1,634 6.7% 14,023 2,017 8.7%
Moderate - - - - - - - - -
High - - - - - - - - -
Very high - - - - - - - - -
Unmatched| 12,766 1,286 7.9% 12,766 1,286 7.9% 12,766 1,286 7.9%

17 Excludes de minimis legacy Commercial, Gibraltar and Spanish lending portfolios, which are closed books in run-off and have therefore been excluded from the analysis.
18 Low emissions scenario equates to a 1.8°C increase in global temperatures by 2050s. High emissions scenario equates to a 3.3°c increase in temperatures by 2080s.
19 Unmatched refers to properties where we have been unable to source physical risk data.

o
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Climate Change continued

Transition risk metrics
The Society currently uses EPC data as the primary way of assessing the potential impact of transition risk.
An EPC shows how energy-efficient a property is based on a traffic light rating from A to G (with A being the

most efficient and G the least). Ratings show the estimated energy cost (heating and lighting) and associated
carbon emissions for the property. Current and potential ratings (after considering available energy efficiency

improvements) are provided on the EPC.

EPC ratings for our UK mortgage portfolio are monitored to provide an overall view of the energy efficiency

(and potential emissions) of our mortgaged properties. The table below presents the current and potential EPC

profile of our UK residential mortgage portfolio as at 30 June 2021.

Current EPC rating

Potential EPC rating

Category

Description

Direct GHG emissions that originate from assets that the Society owns or controls e.g., emissions from the
combustion of gas to heat branches or fugitive emissions from ventilation systems.

Indirect GHG emissions from the generation of purchased electricity. Under the GHG Protocol, the Society is
required to report scope 2 emissions of both market and location-based approaches.

B Market based approach —reflects emissions from electricity that the Society has purposefully chosen, e.g.
renewable energy.

B |ocation based approach —reflects the average emissions intensity on the grids upon which energy
consumption occurs, such as using UK Government grid-average emissions factors.

All other indirect emissions that occur across the Society's value chain. At present scope 3 emissions reporting
is voluntary and is an emerging area of focus to achieve net zero emissions. For 2021, the Society's scope 3
emissions include business travel only. We intend to include additional scope 3 emission categories in future
reporting once processes have been established to capture the required data.

Table 1 below outlines the Society's Streamlined Energy and Carbon Reporting emissions for 2021 with
comparisons to 2020 and 2016 (our baseline year for reporting purposes). Numbers for 2016 and 2020 have
been restated from prior periods following enhancements in our data collection and validation processes during
2021. Prior year disclosures are provided in table 2 for comparative purposes.

Table 1 - SECR restated for 2016 and 2020

Total Owner Total Owner
EPC rating mortgage . Buy to let mortgage ) Buy to let
occupied occupied

book book

0.4% 0.5% 0.1% 17.9% 25.3% 3.9%

27.7% 39.0% 6.4% 53.2% 51.4% 56.7%
C 24.2% 20.0% 32.0% 24.9% 20.2% 34.0%
D 34.0% 28.2% 45.0% 3.4% 2.7% 4.8%
E 11.5% 9.8% 14.6% 0.5% 0.4% 0.6%
F 1.9% 2.0% 1.5% 0.1% 0.1% 0.1%

0.4% 0.4% 0.4% 0.0% 0.0% 0.0%

Average? C C D B B B

Overall, 62% of the total UK mortgage portfolio was matched with a valid EPC??. Of those properties, 52% had a
current EPC rating of C or better. The average rating for the total portfolio with a valid and matched EPC was C
(compared to a UK average of D#). Based on potential EPC ratings, 96% could reach C or better and the average
for the total portfolio would increase to B. During 2022, we will continue to focus on ways to increase EPC data
coverage and help support the transition from current to potential ratings.

Other climate-related metrics

During the year, the Society developed a suite of internal key risk indicators (KRIs) to help support the
monitoring of climate risks through relevant internal governance forums. These KRIs will continue to be refined
and built out over time, as more data becomes available and new risks emerge.

Section 4.3 - 2021 greenhouse gas (GHG) reporting

The Society's GHG Reporting has been completed in accordance with requirements of The Companies Act
2006 (Strategic Report and Directors’ Report) Regulations 2013 and the UK's Streamlined Energy and Carbon
Reporting (SECR) regulations.

Reported emissions have been calculated using the World Resources Institute and the World Business
Council for Sustainable Development GHG Protocol, which is the internationally recognised standard for the
measurement, management and reporting of GHG emissions. The Society has set its organisational GHG
emissions boundary using the operational control approach, which captures GHG emissions from operations
under our control. Reported emissions encompass the seven GHGs defined under the Kyoto Protocol and are
broken down into three main categories:

20 Average EPC rating based on number of properties.
21 Only properties that are newly built, leased or rented out are required to have an EPC under current UK regulations.
22 Source: data provided by Hometrack.

Strategic Report Governance Financial Statements Other Information

Emissions (t/CO,e)**

2021

Market-based approach

2020

2016

(Baseline)

Location-based approach

2021

2020

2016
(Baseline)

Scope 1

Diesel - - 6 - - 6
Gas 41 39 102 41 39 102
Fugitive emissions 0.01 0.04 No data 0.01 0.04 No data

Electricity

1,150

1,552

Total scope 1 and 2

1,258

1,660

Other metrics

Business travel® 32 98 No data 32 98 No data
Total scope 1,2 and 3 91 156 1,258 979 1,169 1,660
Purchased offsets?® (91) (156) - (91) (156) -
Net carbon outturn - - 1,258 888 1,013 1,660

Emissions per FTE (Scope 1 and 2) 0.04 0.04 1.03 0.70 0.82 1.36
Energy consumption (Mwh) 4,491 4,640 4,320 4,491 4,640 4,320
Energy consumption (per FTE) 3.30 3.53 3.54 3.30 3.53 3.54

23 t/Co,e stands for tonnes of carbon dioxide equivalent (the recognised measure for GHG emissions).
24 Inaccordance with GHG reporting standards, estimates of gas and electricity have been used to calculate our scope 1 and 2 emissions where automated meter readings

and invoices were not available.

25 Includes emissions from rail, road (excluding taxis) and air as a result of the Society's business travel.
26 Offsets for our total scope 1, 2 and 3 business travel 2021 emissions will be purchased during 2022 once final energy consumption data is available and has been

independently verified.
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Climate Change continued

Table 2 - SECR prior year disclosures

Market-based approach Location-based approach

Emissions (t/CO,e) 2020 201.6 2020 201.6
(Baseline) (Baseline)
Scope 1
Diesel - 6 - 6
Gas 37 102 37 102
Fugitive emissions 0.04 No data 0.04 No data
scope2 . |
Electricity - 1,131 1,000 1,533
Total scope 1 and 2 emissions 37 1,233 1,037 1,641
Business travel 154 No data 154 No data
Total scope 1, 2 and 3 emissions 191 1,233 1,191 1,641

During 2021, we were awarded carbon neutral status by ClimateCare, one year ahead of plan, following the
purchase of certified carbon credits to offset our residual market-based emissions. Refer to page 25 for
further details.

The Society has also implemented various initiatives in 2021 to reduce our carbon footprint over time:

B Movedinto a new EPC A-rated head office site in Leeds.

B Installed automatic meter readers across the property estate to enable real time monitoring of energy
consumption.

B EPC and environmental surveys have been undertaken across the branch network to inform the
development of a property estate strategy in 2022.

Summary of our carbon footprint 2016 to 2021

Market-based emissions (tCO,e) Location-based emissions (tCO,e)

2,000 2,000
1,500 1,500
1,000 1,000
500 500
0 — . 0 - —
Baseline 2017 2018 2019 2020 2021 2016 2017 2018 2019 2020 2021

M Scope 1 Scope 2 Scope 3 (business travel) W Scope 1 Scope 2 Scope 3 (business travel)

Energy consumption (Mwh)

5,000

4,000

3,000

2,000

1,000 —

2016 2017 2018 2019 2020 2021

B Non-renewable energy Renewable energy

Section 4.4 - Waste and water consumption
The Society continues to divert 100% of our generated waste?” from landfill, with 85% recycled in 2021 and the
remainder sent to a waste-to-energy facility to generate Refuse Derived Fuel (RDF).

¥

Strategic Report

Governance

Financial Statements

Other Information

2021 2020
Waste material Weight (Kg) | Recycled RDF Weight (Kg) | Recycled RDF
Dry mixed recyclables 18,550 100% - 9,109 100% -
Glass?® 1,039 100% - - - -
Mixed municipal waste 64,777 77% 23% 47,852 76% 24%
Paper and cardboard 16,534 100% - 22,016 100% -
Total 100,900 85% 15% 78,977 86% 14%

The Society does not currently have data available to report on our water consumption across our head office
and branch sites, however this is something that we plan to review in 2022 and will provide an update in future
disclosures at the appropriate time.

27 Includes waste arising from core business activities conducted through our head office and branch sites, which excludes items such as redundant IT equipment. The
numbers disclosed exclude waste from three of our branches that are part of a shared building.

28 Datafor glassis only available for 2021.
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Principal Risks

Year ended 31 December 2021

The Society's purpose of: “Putting home ownership within reach of more people —generation after
generation” can only be achieved if risks are identified, understood and managed effectively. By understanding
the nature of our risks, we can make informed decisions, which support our longer-term viability and protect
members' interests.

We deliver our purpose through a corporate strategy, which is built upon three strategic drivers (as described on
page 11). Inherent within this strategy are eight principal risk categories. These comprise: credit; funding and
liquidity; capital; market; operational; conduct; model® and strategic/business risks. For each of these principal
risk categories, we operate appropriate systems of control including risk governance, appetite setting, policies
and key risk indicator reporting. These set the risk parameters within which the corporate plan needs to be
delivered, as well as providing appropriate triggers for management response under stressed conditions. No
changes were made to the Society's suite of principal risk categories during 2021.

What we'll deliver How we'll deliver it

More responsive model

lose-the-aap i .
Close-the-gap innovation | push forward

I have the right conversation

Putting home ownership within reach of more people
generation after generation

7

Stress Testing Framework
Principal risks
Credit Funding and liquidity Capital Market

Operational Model Conduct Strategic/business

Strategic Risk Appetite

Policy/Limit Framework

Corporate Plan

1 Asdefined onpage 71.
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With regard to climate change, the Society does not view climate-related risks as a separate principal risk
category, but as risk factors that have a bearing on existing risks across the Society’s principal risk universe.
Refer to pages 39 to 63 for details of our assessment of the potential impacts of climate-related risks.

The eight principal risk categories are influenced by underlying subsets of risk types, which comprise our risk
universe. Over time, the nature and profile of these underlying risks evolve, reflecting changes in our current
risk profile and the economic/business cycle. Accepting that risk is an inherent part of doing business, and
that it is not possible to identify, anticipate or mitigate every risk that may materialise, our risk management
processes (described on pages 136 to 141) aim to provide reasonable assurance that the Board and Executive
understand, proactively manage and monitor the main uncertainties faced in achieving agreed objectives.

During 2021, the risk profile of the Society has continued to be influenced by the effects of COVID-19 across all
principal risk categories. During this time, the Society has retained appropriate governance arrangements to
assist in managing the response to the pandemic, which has been based upon the following corporate priorities:

B keeping the Society financially secure;
B safely keeping the Society operating for the benefit of our members; and
B communicating to our colleagues and members.

In the context of the priorities above, the Society’s principal risks are summarised below. The risk categories are
not presented in order of materiality, as they all have the potential to affect future performance, depending on
the prevailing circumstances. The Society’s current top five emerging risks, which could affect the delivery of
our strategy (and cut across various principal risk categories), are set out in the Emerging Risks section on

page 73.

B Therisk that the Society is unable to deliver its strategic objectives.

B This risk mainly relates to poor execution of the Society's strategy
or changes within the operating environment, which threaten the
sustainability of our business model.

Strategic/business risk

Mitigation Commentary

W The direction of business and investment activity are 2021 performance

set by the strategic planning process in the context B During 2021, the Society's operating environment continued to be

of the changing regulatory, technological, and influenced by the impacts of COVID-19. Following the lifting of social

competitive landscape. restrictions, the UK has experienced a strong economic recovery and
a buoyant housing market. However, several downside risks emerged
towards the end of the year, including the emergence of a new
COVID-19 variant, which may negatively impact activity in 2022.

B A Board defined appetite, supported by a suite of
appropriate policies.

B The corporate planning process assesses the u
business environment on a regular basis, and is
Board approved.

In response to the pandemic, the Society retained agile governance
arrangements established in 2020, to ensure that evolving risks were
appropriately managed and monitored. This was complemented

B Competitor/market performance is assessed by by frequent stress testing to understand the potential financial and
thematic reviews. operational impacts under severe but plausible scenarios.

B Stress testing is used to understand performance B Asa UK centric business, the direct impact of the UK's exit from the
under a variety of severe, but plausible, scenarios. EU at the end of 2020 has been relatively contained to date or masked

by COVID-19 impacts. Developments have been monitored closely
throughout 2021 and appropriate response plans deployed to meet
revised requirements. We remain vigilant to a potential scarcity of
skilled resource, which may inflate costs or slow down delivery.

B |ndependentrisk reporting, including horizon
scanning, assesses the general operating
environment of the Society.

B Competition pressures in the UK mortgage market heightened in the
second half of 2021, as lenders reversed earlier criteria tightening. From
a savings perspective, price competition has also started to increase
following closure of the Bank of England's Term Funding Scheme
(TFSME) and changes in interest rate views in Q4 2021. We have
continued to carefully monitor the market positioning of our products
and have responded accordingly.
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Principal Risks continued

Strategic/business risk (continued)

Credit risk - retail

Mitigation

A Board defined appetite, supported by the Lending
Policy, limit frameworks and management reporting.

The Society focuses its lending in areas of specific
expertise.

Continuous review of performance against appetite.

B Forward looking assessments of adherence to

2

appetite and limits.

Underwriting processes are designed to be robust
and include the use of credit scoring models,
affordability stress testing, automated decisioning
and suitably qualified underwriters.

Independent appraisal of collateral, such as
valuations.

Oversight of the Society's lending portfolios is
provided by a dedicated second line Credit Risk team.

Stress testing assesses vulnerabilities within credit
portfolios and informs pre-emptive actions.

Benchmarking of credit controls and performance.

Source: UK Finance Q4 2021 arrears and possessions data.

Strategic Report

Governance

B Our cost to income ratio decreased during the year to 43.9% versus
51.0% in 2020, supported by higher income. The Society maintains
an efficient business model relative to peers, which supports further
investment in operations. Here we have continued to progress an
ambitious change agenda to support member experience and further
strengthen our resilience (moving to a new head office and substantially
transitioning our data centres to more secure and resilient locations).

Outlook

B There remains a heightened level of uncertainty regarding the outlook
for the Society's operating environment in 2022, due to the threat
of new COVID-19 variants, macroeconomic pressures (e.g. inflation
andrising interest rates) and pre COVID-19 levels of mortgage
competition. Margin compression is forecast for 2022 and beyond due
to the competitive environment for UK savings and mortgages.

B The Society remains vigilant to changes within its operating
environment. Business environment risks are assessed on a regular
basis, under both central and stressed conditions, to understand and
manage the impact on the Society.

B The risk that residential or commercial borrowers are unable to make
their loan payments.

B This risk arises from the Society's residential lending activities and
legacy credit portfolios.

Commentary

2021 performance

B Whilst underpinned by government support, economic conditions were
favourable during the year, with material increases in house prices and
decreases in unemployment versus projections. These two factors are
key to supporting strong credit risk dynamics.

B A considered approach was taken with respect to the unwinding of
temporary COVID-19 controls to ensure that re-entry into segments
of the market was safe and controlled. As a consequence, various credit
quality metrics of new lending in 2021 were stronger than in previous
years.

B Theloan to value (LTV) of the portfolio reduced from 50.9% to 50.5%
over 2021, supported by positive house price growth and lower LTV
new lending in the first half of 2021 (prior to re-entry into higher LTV
residential segments).

B Mortgage payment deferral (MPD) take-up because of COVID-19
was broadly consistent with the UK average for owner-occupied
lending, with buy to let lending exhibiting a materially lower take-up;
an indication of the underlying credit quality of the buy to let book.

B Arrears rates for our UK mortgage portfolio (arrears of more than 2.5%
of balance) have remained broadly stable over 2021. Owner-occupied
arrears are in line with UK averages? (0.86% compared to 0.89%) whilst
our buy to let portfolio remains materially lower (0.14% compared to
0.30%).

B Increases in Stage 3 balances from 1.1% to 1.2% are principally driven
by changes to the IFRS 9 definition of default rather than any underlying
change in credit quality. Excluding any changes to the definition of
default, stage 3 balances would have remained broadly stable at 1.1%.

Financial Statements Other Information

Credit risk — retail (continued)

Credit risk - wholesale

Mitigation

B A Board defined appetite, supported by the
Wholesale Credit Risk Policy (including concentration
limits).

B Review of performance versus appetite conducted at
least monthly, and more frequently during times of
stress.

B All counterparty credit lines are reviewed at least
annually, based on internal analysis, credit default
swap spreads, geographic location, ESG posture and
other market intelligence.

B The portfolio is monitored regularly by a dedicated
first line team, with oversight provided by the Risk
function.

B Daily exchange of collateral and other netting
arrangements for derivative exposures.

B Overall provision coverage has reduced from 0.25% to 0.20% during
2021. This is primarily a reflection of the improved economic central
outlook, alongside modest improvements in underlying credit quality.

B Further information regarding the Society's credit risk profile can be
found within note 32 of the accounts.

Outlook

B Although the UK has made a strong recovery to date, heightened
uncertainty remains which may impact the Society's credit risk posture.
For instance, the threat of new variants may result in the reinstatement
of social restrictions or a sustained period of inflation could place
pressure on borrower affordability.

B The UK mortgage market remains extremely competitive with margin
compression forecast throughout the planning period likely to result in
ongoing adjustments to the credit mix and criteria aligned to dynamic
market conditions.

B The Society remains vigilant to changes in the operating environment
and will update lending appetite and controls accordingly.

B The risk that wholesale counterparties default on their obligations.

B This risk predominately emanates from the Society’s liquidity holdings
and derivative portfolio, which is used for hedging market risk.

Commentary

2021 performance
B The Society has maintained prudent investment criteria throughout
the pandemic to ensure exposures remain within Board appetite.

B Asatthe end of 2021, 97.3% of the portfolio was invested with
counterparties with an external credit rating of Aa3 or better (2020:
96.4%). Further information regarding the Society’s wholesale credit
risk profile can be found within note 33 of the accounts.

B During 2021, the Society incorporated minimum ESG criteria into its
suite of wholesale credit models to ensure counterparties are aligned
toits ESG principles.

B The majority of our derivative portfolio is centrally cleared, which
mitigates bilateral counterparty risk. Where this is not possible,
derivative exposures are restricted to high quality counterparties and
are managed with collateral and netting arrangements.

Outlook
B The Society will continue to monitor the performance of the portfolio
closely and maintain an appropriate investment strategy.
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Principal Risks continued

Funding and liquidity risk

Mitigation

A Board defined appetite, supported by the Funding
and Liquidity Policy (including concentration limits).

The Society's liquidity position is monitored on
a daily basis by a dedicated first line team, with
oversight provided by the Risk function.

An Internal Liquidity Adequacy Assessment Process
(ILAAP) is conducted at least annually, to determine
the level of liquidity resources required under
stressed conditions.

A portfolio of high-quality liquid assets is maintained
and regularly tested.

Access to central bank funding, through
prepositioned collateral.

Review of performance versus appetite conducted at
least monthly, and more frequently during times of
stress.

Stress testing conducted frequently to understand
the impact of severe, but plausible, scenarios and to
inform pre-emptive actions.

Maintenance of a Recovery Plan, including liquidity
actions.

Market risk

Mitigation

A Board defined appetite, supported by the Market
Risk Policy (including concentration limits).

The Society’s market risk exposures are monitored
frequently by a dedicated first line team, with
oversight provided by the Risk function.

Market risk positions are managed by the offsetting
of assets and liabilities and use of derivatives.
Derivatives are used to hedge market risk exposures,
where a natural hedge is not feasible.

Stress testing is conducted frequently to understand
the impacts of movements in interest and foreign
exchange rates on value and income.

Monthly review of performance against appetite.

Strategic Report

Governance

B Therisk that the Society is unable to meet our financial obligations as
they fall due.

B Fundingrisk is the inability to generate sufficient funding, or only do
so at excessive cost.

Commentary

2021 performance

B The Society maintained a strong liquidity position throughout 2021.
As at 31 December 2021, the Society’s Liquidity Coverage Ratio
stood at 195%, which was considerably above minimum regulatory
requirements (100%).

B Retail savings remain the Society's predominant method of funding
(75% of share and deposit liabilities), through a strong retail franchise.

B We also maintain access to capital markets through a well-established
wholesale franchise and diversified investor base, which is underpinned
by our credit ratings (Fitch: A- and Moody's: A3). Using this strong
investor base, the Society successfully issued a £350 million senior
unsecured transaction and £350 million of subordinated liabilities
during the year.

B The Society has also raised wholesale funding through the Bank of
England's TFSME in 2021, which closed in October. As at 31 December
2021, the Society had accessed £2.24 billion of funding through this
scheme (2020: £810 million).

B |In 2021 we adopted a more responsive and dynamic approach to
liquidity management focusing more on risk-based liquidity measures
and stress testing. This ensures that we hold the right amount of
liquidity for the circumstances and future expectations whilst at
all times ensuring that our minimum risk appetite and regulatory
requirements are fully observed.

B Further information regarding the Society’s liquidity risk profile can be
found within note 34 of the accounts.

Outlook

B The Society carries strong levels of on balance sheet liquidity into
2022 and remains well positioned to address any liquidity/funding
uncertainty that may arise through a combination of its retail and
wholesale franchises.

B The risk that market movements adversely impact the Society.

B The Society's market risk exposures mainly relate to interest rate risk
(including basis and optionality risks) and foreign currency risk.

Commentary

2021 performance

B During the year, the likelihood of negative interest rates abated, as
the UK economy recovered strongly from the pandemic. Following a
material rise in inflation during the second half of the year, the Bank of
England raised Bank Base Rate to 0.25% in December.

B The Society has retained close oversight of its market risk exposures
and product offerings, making tactical adjustments to the balance
sheet structure in response to the evolving external environment. This
has also been complemented by stress testing to understand margin
impacts under various interest rate paths (including the potential for
negative rates) and different balance sheet shapes.

B Successful transition of reference interest rate from LIBOR to SONIA,
ahead of the regulatory deadline of 31 December 2021.

Financial Statements Other Information

Market risk (continued)

Capital risk

Mitigation

B A Board defined appetite, supported by the Capital
Management Policy and capital strategy.

B Monthly review of performance against appetite.

B An Internal Capital Adequacy Assessment Process
(ICAAP) is conducted at least annually, to assess the
level of capital required to support current and future
business activities.

B The Society's capital position is monitored by a
dedicated first line team, with oversight provided by
the Risk function.

B Stress testing is conducted to understand the
impact on the Society's capital position, under a
range of severe scenarios.

B Maintenance of a Recovery Plan, including actions to
generate/preserve capital.

B |nrecent years we have developed the capability to measure the
interest rate risk of our assets and liabilities on a behavioural basis as
well as the more common contractual basis. Subsequently, in 2021
we commenced the building of a structural hedge to manage the
behavioural attributes of our stable and rate insensitive deposits.

B The Society retains a small foreign exchange exposure relating to
wholesale funding activity and a legacy mortgage portfolio in Spain.
These exposures remain comfortably within Board approved limits.

B Further information regarding the Society's market risk profile can be
found within note 35 of the accounts.

Outlook

B Towards the end of 2021, financial markets indicated that further
interest rate rises were likely in 2022 in order to combat higher
inflation. The expectation of higher interest rates represents a
change in sentiment compared to previous years when the outlook
has been more benign. The expectation of higher rates for the first
time in many years is likely to lead to a more volatile rate environment
requiring a constant and more pro-active approach to interest rate
risk management to ensure the Society'’s future earnings and value are
protected.

B The risk that the Society has insufficient quality or quantity of capital
resources to meet current or future business requirements.

Commentary

2021 performance

B During 2021, our capital ratios have strengthened further, with capital
resources significantly above minimum regulatory requirements. As
at 31 December 2021, our Total Capital Ratio stood at 45.1% (2020:
43.9%), while the leverage ratio was 6.1% (2020: 5.8%).

B The Society is captured by the Minimum Requirements for Own Funds
and Eligible Liabilities (MREL) regulation, which is designed to ensure
that taxpayers do not absorb the cost if a bank or building society
fails. Following changes to the wider UK capital regime during 2021,
the Society is required to apply MREL requirements on a risk weighted
asset basis. As at 31 December 2021, the Society retained excess levels
of capital above current transitional and end state requirements, which
are applicable from 21 July 2023.

B Throughout the year the Society has periodically assessed the impact
of COVID-19 on its capital position under various magnitudes of stress.
These exercises have concluded that the Society retains significant
headroom over its risk appetite for the stresses modelled.

B Further information regarding the Society's 2021 capital position is
detailed within our 2021 Pillar 3 disclosure, located on our website.

Outlook

B Changes to prudential regulation in the UK, taking effect from January
2022, have necessitated redevelopment of Internal Ratings Based (IRB)
model suites across the industry. In common with all UK IRB firms, we
are redeveloping our residential mortgage model suite in discussion
with the UK regulators and expect to implement a revised set of
models in the second half of 2022. Under these revised requirements,
the Society's risk weighted asset percentage is expected to increase
and result in a reduction of the Society's Total Capital Ratio. Until
the revised models are approved, a post model adjustment (PMA)
will be applied to the currently approved Rating System: Pillar One
risk weighted assets and expected losses. For further details, refer
to the Society’s 2021 Pillar 3 disclosure, located on our website.
Notwithstanding this change, the Society expects to retain significant
capital headroom versus risk appetite.
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Principal Risks continued

Capital risk (continued)

Operational risk

Mitigation

B A Board defined appetite, supported by an

appropriate suite of operational risk related policies.

B Monthly review of performance against appetite.

B Maintenance of an Operational Risk Management

Framework, outlining the process for identification,
assessment, mitigation and monitoring of
operational risks, incident management protocols
and reporting operational losses across the Society.

The control environment is validated by the first line
through Risk and Control Self Assessments (RCSA),
control testing and oversight procedures.

Key divisional risks are also reviewed on a quarterly
basis with senior management, with outputs
submitted to BRC.

Oversight is provided by specialist teams within the
Risk function.

Maintenance of an Operational Resilience Framework
and associated testing programme to ensure the
provision of resilient services to members.

Stress testing is used as part of the ICAAP to ensure
the Society retains sufficient capital for extreme, but
plausible, operational risk events.

Strategic Report

Governance

The UK capital regulatory landscape continues to evolve with the
forthcoming Basel lll finalisation reforms due to be published during the
second half of 2022.

We continue to monitor developments in capital regulation and plans
accordingly.

B The risk of financial or reputational loss, as a result of inadequate or

failed processes, people, systems or external events.

B The drivers of operational risk are: legal and regulatory; people;

information security (including cyber); IT; business continuity; data;
financial crime; and financial reporting risks.

Commentary

2021 performance

Throughout the pandemic the health and safety of colleagues and
members have continued to be the Society's top priority. During
this time, we have ensured that office locations and branches have
remained COVID-secure.

During 2021, we continued to build our operational resilience
framework/capability. This has included scenario testing and defining
initial impact tolerances for critical business services. In addition, the
Society has successfully transferred the majority of its ‘in-house’
production systems to new and more resilient data centres, with
minimal impact on live services. Residual elements will be migrated in
early 2022.

The cyber and financial crime threat landscape remains heightened, as
criminals seek to take advantage of the prevailing climate. Ransomware
has evolved into a key threat to all companies. In response, the
Society's cyber strategy has evolved to consider the increasing
sophistication of ransomware attacks and enhanced mitigations have
been implemented. The Society's cyber/IT defences are independently
tested by external specialists on a semi-annual basis.

The Society continues to rely on key third parties to deliver certain
aspects of our services to members. The Society's Third Party
Management Framework has continued to evolve in line with the
regulatory policy statements released in March 2021, to further
understand and mitigate the risks to the Society.

The Society continues to progress an ambitious change agenda for
the benefit of its members. Management retains close oversight of
our change portfolio through an Executive Change Committee which
ensures that resources and our change capacity are appropriately
utilised and prioritised.

As a consequence of wider market challenges, recruitment for various
skills is a key area of focus and is being tracked by the appropriate
teams. Our approach to assessing and managing key person risk has
been enhanced, including specific lenses on operational resilience and
resolution, as well as talent and knowledge. Mitigation plans have been
agreed, where required.

Outlook

The health and wellbeing of colleagues and customers remains a key
priority including determining an optimal approach to hybrid working
as government guidance changes, in response to the outbreak of new
variants of COVID-19.

During Q1 2022 a key focus area for the Society will be to finalise its
response to the regulatory requirements for both operational resilience
and outsourcing and third party management, ahead of their scheduled
implementation date (31 March 2022).

Financial Statements Other Information

Model risk

Mitigation

B A Board defined appetite, supported by an
appropriate Model Risk Policy and standards,
which govern the Society's approach to model
documentation, development, implementation,
validation and change.

B A modelinventory is maintained, actingas a
Society-wide repository of key model artefacts.

B A materiality assessment is conducted
semi-annually on all models within the inventory.
This defines the appropriate level of governance,
dependent on model materiality.

B Models are validated independently from model
owners.

B A dedicated Models and Rating System Committee
(MRSC) is responsible for ensuring that all Society
models are developed and maintained in line with
internal standards.
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B The risk of incorrect decision making principally based upon the
inputs/outputs of models, due to errors in the development,
implementation or use of such models.

Commentary

2021 performance

B During 2021, model risk has been a key focus area for the BRC
with various activities undertaken to further enhance model risk
governance. These activities include: approval of a qualitative risk
appetite statement and supporting metrics, enhancements to BRC
model risk management information, development of a model risk
competency framework and targeted training sessions covering the
Society's IRB models.

B The Government's response to COVID-19 has distorted the traditional
relationships of several economic variables used to calibrate key
Society models. Relevant models remain subject to heightened levels
of monitoring and analysis to inform adjustments/overlays and ensure
that modelled outputs remain within appropriate ranges. In this
context, the application of any PMAs to key models continues to be a
particular focus of the Board and relevant sub-committees.

B The Society has continued to progress the development of a new suite
of IRB models to meet forthcoming regulation, as set out in the capital
principal risk section on page 69.

Outlook
B We will continue to maintain close oversight of model inputs/outputs
under the prevailing environment to ensure they remain appropriate.

B The Society will look to enhance its model risk maturity further in
2022, with a particular focus on finalisation of revised IRB models and
development of climate risk modelling.
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Principal Risks continued

Conduct risk

Mitigation

A Board defined appetite, supported by the Conduct
Risk Policy.

Maintenance of a Vulnerable Customer Standard,
which sits underneath the Society’s Conduct Risk
Policy. This applies to all Society functions, to
support a consistent approach to the identification,
treatment, and care of vulnerable customers.

The Society operates a focused business model
with limited complexities, relative to larger financial
institutions, that could adversely impact customers.

The Product Governance Framework ensures that
products are only developed to meet customer
needs and their ongoing suitability is frequently
assessed.

Processes and controls are in place to ensure
product literature is clear and transparent.

All customer facing colleagues are suitably trained,
with competency assessed on an ongoing basis.

The Society's Complaints Handling Policy and
supporting arrangements ensure that complaints
are addressed with empathy and sensitivity through
a fair and transparent process.

The Society operates appropriate post sales
handling to facilitate good member outcomes
ensuring they do not face unreasonable barriers to
product changes, switching providers, or making a
complaint.

The Society maintains appropriate governance
arrangements to provide oversight of conduct risk,
which are supported by a culture promoting fairness
and the delivery of good customer outcomes.

Strategic Report

Governance

B Therisk that actual or potential customer detriment arises, or may

arise, from the way the Society conducts its business.

Commentary

2021 performance
We continued to respond to the various conduct risks that could arise
because of the pandemic:

Access to products and services was maintained as the branch network
and Contact Centre remained open. Support functions, by workingin a
largely dispersed way, were also able to continue operating.

Support for members in financial difficulty, with mortgage payment
deferrals available until 31 July 2021. In addition, the Society has had a
temporary hold on charging any arrears fees, since March 2020.

The Society followed the requirements of the repossession
moratorium, which took effect from March 2020 and was lifted on
31 October 2021.

The Society has made further investment in people and systems in
its Mortgage Support team (arrears handling). Particular focus has
been given to the ongoing coaching and development for colleagues,
to support them in dealing with customers likely to exhibit some form
of vulnerability. Increased levels of quality assurance oversight have
been retained throughout the period to identify areas of focus for
remediation.

Mortgage lending criteria remained appropriate to ensure the Society
continued to lend responsibly and underwriting head count was
increased to deal with higher than expected volumes.

Anintegrated assurance model was maintained across the three lines
of defence, to prevent duplication and maximise assurance coverage.

Complaint volumes remain low and in the H1 2021 Financial Conduct
Authority (FCA) data, the Society ranked favourably against peers
(second best in banking and seventh for home finance). 91% of
reportable complaints were resolved within ten working days.

The Conduct and Operational Risk Committee monitored the delivery
of good customer outcomes through management information,
oversight updates and outputs from the product governance work.

We have continued to proactively participate in various industry
working parties and regulatory engagements/initiatives.

Outlook

The Society will continue to monitor any further customer impacts of
the pandemic and respond accordingly.

Key developments in FCA regulation, such as the Consumer Duty, due
to be implemented in 2022, will further strengthen the industry’s focus
on delivery of good customer outcomes.

During 2022, the Society will implement a revised operating model
for its Mortgage Support team, which will provide more consistent
outcomes and experience for customers entering into arrears.

Financial Statements Other Information

Emerging risks

We continue to identify, assess and monitor emerging risks, within the context of our principal risk categories,
through our Enterprise Risk Management Framework, described on pages 136 to 141. These are new or
evolving risks where the impact is more uncertain. When assessing emerging risks, we consider the likelihood
of the relevant risk materialising and the potential impact on our business strategy and stakeholders. These
risks are considered by the Board and the Board Risk Committee, as part of our strategic and business planning
processes and throughout the year. As at the end of 2021, the following are considered as the top

emerging risks:

Emerging risk

COVID-19 and | |
macroeconomic
risk

Description

Although the UK has vaccinated a significant
proportion of its population against COVID-19, the
emergence of new variants remains a concern and
may require reintroduction of more stringent social
restrictions, which could constrain the economic
recovery.

As a UK centric business, the Society is naturally
exposed to a downturnin the UK economy and
housing market. While the economy has recovered
strongly during 2021, the outlook remains
uncertain, driven by the impact of the UK-EU trading
agreement, supply chain disruption and potential
global and domestic inflationary pressures.

In addition, there are also a number of emerging
geopolitical risks, which could also affect the
macro-economy and/or financial markets in 2022
e.g. tensions in Eastern Europe.

Strategicresponse

B We canrespond quickly in relation to COVID-19

developments through our established governance
arrangements.

Macroeconomic risks are assessed on a regular
basis, under both central and stressed conditions
to understand and manage the impact on the
business model e.g. tightening/loosening of
lending appetite (volume, risk premia, mix).

Strong levels of capital and liquidity continue to be
retained over regulatory minima.

Competition |
risk

Lending market competition is significant, driven
by an unwinding of criteria tightening from the
pandemic, growth in customer deposits and
increasing customer confidence. It is anticipated
that this will continue to compress mortgage
margins, impacting profitability.

Increasing activity from new entrants to core
markets has been observed, primarily through
digital channels, due to continued innovation and
changing customer behaviours.

The competitive landscape is regularly reviewed
and our product proposition updated accordingly.

Management carefully considers these risks as part
of our strategic/business planning activities, which
have set the future path for strategic investment
and development to ensure that the Society is able
to adapt accordingly.

People risk u

An unexpected impact of COVID-19 within the UK
has been the ‘great resignation’ with employees
across the economy choosing to either retire early
from work or embrace alternative flexible working
practices available across various industries
(ultimately creating a labour deficit in certain areas
of the economy). The impact is increasing wage
inflation and excess demand vs supply across
various niche skill sets such as