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UKAR Group overview

About UKAR

UK Asset Resolution Limited ('UKAR') is the holding company established on 1 October 2010 to bring together the
government-owned businesses of Bradford & Bingley plc (‘B&B') and NRAM plc. These businesses are both closed to new
business and are in run-off. UKAR is wholly owned by Her Majesty's Treasury (‘HM Treasury'), whose shareholding is
managed by UK Financial Investments Limited ('UKFI'). The full governance structure is set out in a framework document
(‘the Framework Document’) agreed between UKAR and HM Treasury (see page 20 for details).

On 5 May 2016, UKAR sold NRAM plc to affiliates of Cerberus Capital Management LP (‘Cerberus’). Prior to the sale, on 30
April 2016, assets and liabilities not included in the transaction were transferred from NRAM plc to a newly established
subsidiary of UKAR, known as NRAM (No.1) Limited. On 18 July 2016, NRAM (No.1) Limited changed its name to NRAM
Limited. Throughout the Annual Report & Accounts ‘NRAM’ refers to the underlying business.

On 6 June 2016 UKAR commenced a seven year contract with Computershare Loan Services (‘Computershare’), which
owns the UK's largest third-party mortgage administration business, for the outsourcing of mortgage servicing operations. As
part of this process, ¢.1,700 colleagues transferred to Computershare.

In addition, UKAR Corporate Services Limited (UKARcs'), a subsidiary business of UKAR, is responsible for the
administration of the government's Help to Buy: mortgage guarantee scheme and Help to Buy: ISA scheme on behalf of HM
Treasury. The schemes are managed on a nil-gain nil-loss basis with all costs being fully reimbursed by HM Treasury.

Mission and purpose

"To Maximise Value for the Taxpayer"

“Achieving Success Together"

Strategic 1. Reduce and protect the 2. Challenge and maximise cost
objectives Balance Sheet. effectiveness and efficiency.

3. Working with our partners to 4. Be a great place to work.
ensure continued excellence
in customer service and debt
management.

Whilst treating all stakeholders fairly.

Straightforward Positive Caring

Responsible Inspiring
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Key Facts

Number of customers 148,000 238,000
Book value of customer loans £19.5bn £35.5bn
Employees 175 1,912

UKAR customers reduced by 90,000 during the year including 11,000 transferred to Cerberus on the sale of NRAM plc and
57,000 relating to the sale of assets to Prudential and funds managed by Blackstone. UKAR continue to provide oversight of
the customers sold to Prudential and Blackstone as part of an interim servicing arrangement.

Sale of Assets

To provide context for the financial disclosures within this report, the following details the asset sale transaction that took
place shortly before the 31 March 2017 year end.

On 30 March 2017, following an open and competitive process UKAR agreed to sell two separate B&B asset portfolios
comprising performing buy-to-let loans for a total of £11.8bn to Prudential and funds managed by Blackstone. The sale was
the result of a highly competitive process and the price achieved reflects the strong fundamentals of the assets and was at
the upper end of expectations. However, due to the low margin on these loans the sale resulted in an accounting loss of
£384.7m, which has been recognised in these accounts. The customer loans that were the subject of the sale were
derecognised from the 31 March 2017 Balance Sheet and a balance for ‘amount owed in respect of sale of loans’
recognised. See page 66 for further details.

The sale was based on the portfolio position as at 30 September 2016 of £11.8bn, from which point the buyers
retrospectively acquired the cash flows from ownership of 104,000 loans originated by Bradford & Bingley and B&B's
principal subsidiary, Mortgage Express.

Cashflows received on the portfolio between 1 October 2016 and 30 March 2017 of £0.4bn were retained by UKAR and
primarily used to repay the Working Capital Facility (WCF’). Due to the timing of the transaction, the £11.4bn balance due
was settled after the financial year end, with £11.0bn used to repay the Financial Services Compensation Scheme (‘FSCS’)
statutory debt in April 2017. The balance of £0.4bn was also used to repay the WCF.

12.0
I Q 4 ‘— WCF repayment.
11.0 -
10.0
c
8 90
11.4 FSCS Statutory Debt
repayment.
80
70
60 - ;
The fair value of portfolios sold as at Mortgage cashflows between 1 Balance due as at 31 March 2017 Govemment Loan repayments
30 September 2016, from which  October 2016 and 30 March 2017 and used to repay the government made after the year end
point the buyers retrospectively retained by UKAR and primarily loans after the year end
acquired the cashflows from used to repay the WCF in 2016/17
ownership
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Chairman’s statement

The past 12 months have been significant for UKAR, and in my first Chairman's Statement following my appointment to the
role in June 2016 | am pleased to report that we have achieved all our operational and financial targets, as explained further
in the Chief Executive’s report.

| succeeded Richard Pym who had served as Chairman since the formation of UKAR in October 2010 and who initiated the
divestment of our mortgage servicing operations to Computershare, which took place in June last year. This has proved to
be very successful, particularly from the perspective of our customers who are being served to the highest standards by our
former colleagues. We continue to be responsible for the oversight of all of our customers, focusing on treating them fairly
and helping those in financial difficulty.

In addition to the transfer of our mortgage servicing operations, we have achieved our performance targets and continue to
make great progress in repaying our debt to taxpayers. Our financial results are spelt out in the Chief Executive's report.
The final stage of the £13bn sale of NRAM assets to Cerberus completed in July 2016, and the subsequent National Audit
Office report into the sale judged that this extremely large and complex transaction was professionally executed and
achieved value for money.

We took the recommendations in that report into account when we sold a further large asset portfolio comprising performing
buy-to-let loans originated under the Bradford & Bingley and Mortgage Express brands for £11.8bn to Prudential and funds
managed by Blackstone. Although this sale was agreed in March 2017 financial settlement did not occur until after our
financial reporting year-end. The sale enabled £11.0bn of the £15.7bn loan from the FSCS, which was funded by HM
Treasury, to be repaid in April 2017 and delivered good value for taxpayers. See page 4 for further details.

The Board

As was anticipated in last year's report, we said farewell to three of our board members during the summer of 2016. As
mentioned previously, Richard Pym stepped down as Chairman at the beginning of June 2016 and retired from the boards of
UKAR, Bradford & Bingley and NRAM in July 2016. Kent Atkinson and Richard Banks also stepped down from those
boards in June 2016. All three had served on those boards since UKAR was established and | am very grateful to each of
them for their contributions. David Lunn, one of our UKFI appointed Non-Executive Directors also stepped down from the
boards in February 2017 when he moved to another role in HM Treasury and he was replaced by Peter Norton. Peter has
been closely involved with UKAR for over two years and joined the boards in April 2017.

Michael Buckley stepped down from the boards in June 2017, having served on the board of Bradford & Bingley for ten
years and on UKAR since its establishment in October 2010. His wise counsel will be much missed. After a thorough
recruitment process, we have identified Brendan Russell, a former Barclays and Royal Bank of Scotland executive, to
succeed him.

Following these departures, lan Hares (formerly Finance & Investment Director) succeeded Richard Banks as Chief
Executive, Sue Langley replaced Kent as Senior Independent Director, and we welcomed Brendan McDonagh as a board
member in April 2016, becoming chair of the Audit Committee in June 2016. Details of the board changes, structure and
biographies of each board member can be found on pages 21 to 26.

At the end of the year, our internal review of the performance of the Board was positive and confirmed that the new board is
working well as a team and in a constructive manner. The results of the evaluations for the various board committees were
also positive and provided assurance that they remained fit for purpose.

UKAIR :
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Chairman’s statement (continued)

The Future

We are now preparing for the next phase of our programme to repay the FSCS loan in full and thereafter to repay other
borrowings from HM Treasury. Whilst we have been blessed with stronger financial markets than many expected during the
year, the speed at which we can undertake future asset sales will depend, as ever, on the appetite of financial markets for
our assets and steps that we need to take to look after the interests of our customers. | believe that we have the right
people in place to undertake further transactions which will enable us to repay the UK taxpayers, in full, as efficiently and as
quickly as we can.

I thank all board members for their contribution to the effective operation of UKAR and their support for me as Chairman. |
would also like to thank all our colleagues, including those who transferred to Computershare, for their efforts in helping
UKAR to achieve such success to date, and positioning us so well for the future.

John Tattersall
Chairman
3 July 2017
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Chief Executive Officer's introduction

This year saw significant change for colleagues with asset sales and the outsourcing of our mortgage servicing operation.
We now comprise around 175 colleagues with 1,700 colleagues having moved across to Computershare.

Financial Performance

I am pleased to report that UKAR achieved all four of its financial targets agreed with UKFI for 2016/17 (for details see page
10). Over the past 12 months we paid the government £3.6bn (March 2016: £6.8bn) including £3.3bn (March 2016: £6.3bn)
of principal on our loans. Administrative expenses for the year (excluding UKARcs costs) were £13.2m lower at £161.8m
(March 2016: £175.0m). Reflective of our shrinking Balance Sheet, underlying profits reduced to £706.0m (March 2016:
£1,055.4m) and statutory profits before tax were £346.9m (March 2016: £1,175.8m).

The difference between underlying and statutory profits is explained more fully on page 59. The key difference was the
accounting loss of £384.7m recognised on the sale of performing B&B assets to Prudential and funds managed by
Blackstone. Whilst these assets were sold below book value, they are low yielding and the sales process was very
competitive with the outcome comparing favourably to the fair value of the assets that was reflected in the prior year financial
statements.

The steady reduction in arrears cases has continued with 4,617 accounts in arrears by 3 months or more (March 2016:
6,377). This is a fall of 88% since UKAR was formed in 2010 and therefore it is unrealistic to expect such large declines to
continue. Encouragingly 69% of customers in arrears are in a long term arrangement to repay and so ultimately should
return to financial health.

A summary of UKAR's financial performance can be found on page 10, with more detail provided in the Financial Review on
pages 59 to 68.

Balance Sheet

Since UKAR was formed in 2010 the UKAR companies have repaid £23.7bn of government funding, including £3.3bn in
2016/17.

As at 31 March 2017, lending balances stand at £19.5bn (March 2016: £35.5bn). In total, the Balance Sheet has reduced by
£81.5bn from £115.8bn at formation to £34.3bn at 31 March 2017.

The asset sale to Prudential and funds managed by Blackstone was agreed in March 2017, however, financial settlement
occurred during April 2017 and as a result the Balance Sheet reduced by a further £11.4bn with an equivalent repayment of
government funding after our financial year-end. See page 4 for further details.

Costs

The outsourcing of our mortgage servicing operation has resulted in the nature of the cost base changing significantly, with
around two thirds of direct costs following the contract and being replaced with servicing fees payable to Computershare.
Unlike a number of the direct costs, the fees payable to Computershare are subject to VAT. Nevertheless costs fell by 7. 2%
year-on-year.

UKAIR 7
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Chief Executive Officer's introduction (continued)

Customers

UKAR’s approach to good conduct and delivering fair and appropriate outcomes to our customers is fully aligned with the
Financial Conduct Authority's ('FCA's'") principles and continues through our partnership with Computershare.

The number of UKAR customers has reduced by 90,000 (including 68,000 due to asset sales) to 148,000 (March 2016:
238,000) with 158,000 mortgage accounts (March 2016: 298,000) and 35,000 unsecured loan accounts (March 2016:
42,000). In the main, these loans continue to perform well and over 93% of customers are up to date with their mortgage
repayments. In addition, UKAR continues to provide oversight of the 104,000 accounts (57,000 customers) sold to
Prudential and funds managed by Blackstone as part of an interim servicing arrangement.

In addition to our contact strategies for customers in arrears, we also engage proactively with other customers who may
need help with their financial situation to ensure they are ready for the future. The total number of mortgage cases three or
more months in arrears, including those in possession, reduced by 28% to 4,617 cases as at 31 March 2017 (March 2016:
6,377). Further information on our customer strategy is on page 13.

Although we aim for excellence in customer and debt management, we continue to deal with several legacy issues including
Payment Protection Insurance (‘PPI’) and we continue to do the right thing for our customers and redress where appropriate.
Following the announcement of PS17/3 by the FCA in March 2017 we now have clarity on the way forward on PPl and have
reviewed our provisions accordingly. In total, we have provided a further £64.4m for remediation in the year, the bulk of
which is in respect of PPI.

UKAR Corporate Services

UKARCcs continues to provide administration support for the government’s Help to Buy: mortgage guarantee scheme and the
Help to Buy: ISA and all service levels are being maintained across both initiatives.

Colleagues

The majority of our colleagues are based in offices in West Yorkshire which are shared with Computershare. We have legal
and regulatory responsibility for our customers and by working closely with our former colleagues we have clear oversight of
the service our customers receive.

Our much reduced size means we have fewer generic roles within UKAR and a greater proportion of specialist and
managerial positions. The unique nature and likely longevity of the business gives a heightened focus on our strategic
objective of being a great place to work as it is important that, where necessary, we can retain and recruit the right skills for
us to achieve our goals. The latest internal survey results continued to show high levels of colleague engagement
demonstrating that we are succeeding in this objective (see our people strategy on page 14).

Conclusion

The huge effort and commitment of many colleagues over the past few years has enabled UKAR to smoothly transition to
this new chapter in our history. Our former colleagues at Computershare are continuing to deliver good service and fair
treatment to our customers, and those of us that remain with UKAR are now driving forward our objective of repaying the
government debt. On behalf of the Board, | thank everyone involved in helping UKAR to achieve its objectives and | thank
the Board and my Executive management team for their support to me personally.

lan Hares
Chief Executive Officer
3 July 2017
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Key highlights

Highlights of 2016/17

During the year we have made significant progress against all our key objectives and overall mission of maximising value for
the taxpayer. Internally, UKAR measures its financial performance against the following four key performance indicators:

Financial measure 2016/17 Target March 2017 March 2016
Underlying Profit Before Tax >= £622.0m £706.0m £1,055.4m
Net Government Loan Repayments >=£2.7bn £3.3bn £6.3bn
3m+ Residential Arrears <=5,199 4,617 6,377
Ongoing Administrative Expenses * <=£167.2m £161.8m £175.0m

* Excluding UKARcs costs (2016/17 £5.7m; 2015/16: £5.4m).

Underlying profit for the year to March 2017 has decreased by £349.4m to £706.0m (March 2016: £1,055.4m). The
reduction was primarily driven by lower net interest income as a result of the shrinking Balance Sheet. Underlying profit is an
internal performance measure which excludes the remediation of inherited regulatory defects, certain gains or losses such
as the sale of assets at a discount or premium and movements in fair value and hedge ineffectiveness relating to financial
instruments.

Net government loan repayments of £3.3bn were £3.0bn lower than the prior year. The decrease in the repayments to HM
Treasury is primarily due to a £3.0bn drawdown to fund the repayment of third party debt. In addition, 2016/17 included
£0.5bn of net asset sale proceeds compared to £5.0bn in 2015/16. Since the formation of UKAR in October 2010, £23.7bn
of the government loans have been repaid. Government loan repayments resulting from the sale of assets to Prudential and
funds managed by Blackstone were made in April 2017 and will be reflected in the 2017/18 Annual Report & Accounts.

Arrears levels for both B&B and NRAM have fallen as a direct consequence of asset sales and proactive arrears
management coupled with the continued low interest rate environment. The total number of mortgage accounts three or
more months in arrears, including those in possession, reduced by 28% from 6,377 at 31 March 2016 to 4,617 cases as at
31 March 2017. The reduction was driven by strong underlying performance (1,441) and asset sales (319).

Ongoing administrative expenses (excluding £5.7m UKARcs costs) for the year were £161.8m. This was £13.2m lower than
the year to March 2016 (£175.0m) primarily driven by the reduction in assets under management, partly offset by the VAT
now incurred on outsourced mortgage servicing costs.

March 2017 March 2016

Statutory Profit Before Tax £346.9m £1,175.8m

Statutory profit before tax of £346.9m was £828.9m lower than the prior year (March 2016: £1,175.8m) and was impacted by
the lower underlying profit, a loss on assets sold and changes to customer redress provisions, partly offset by an insurance
recovery.

UKAR agreed to sell two separate B&B asset portfolios comprising performing buy-to-let loans for a total of £11.8bn to
Prudential and funds managed by Blackstone on 30 March 2017. The sale was the result of a highly competitive process
and the price achieved reflects the strong fundamentals of the assets and was at the upper end of expectations. However,
due to the low margin on these loans the sale resulted in an accounting loss of £384.7m. This was the first of a programme
of sales designed to raise sufficient proceeds for B&B to repay the £15.7bn debt from the FSCS and for the FSCS to repay
its corresponding loan from HM Treasury by 31 March 2018. This was partly offset by a profit of £51.0m from the sale of
NRAM plc to Cerberus on 5 May 2016.

In 2013 NRAM plc submitted an insurance claim in respect of CCA remediation payments for which a settlement of £50.0m
has been agreed and received during the year to 31 March 2017.

In March 2017 the FCA confirmed a PPI complaints deadline of 29 August 2019 and also the rules in relation to unfair
relationships following Plevin v Paragon Personal Finance Limited (‘Plevin’). As a result of this and increased complaint
volumes received during the year, PPI provisions have been increased by £49.2m. Other customer remediation provisions
of £15.2m relate to smaller legacy issues and bring the total charge for the year to £64.4m. The prior year benefited from the
release of a £268.3m customer remediation provision.

Please see pages 59 to 68 for a full review of the 2016/17 financial performance.

UKAIR .
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Key hlghllghtS (continued)

Highlights of 2016/17 (continued)

Since the formation of UKAR in October 2010 we have made significant progress towards our long term objectives by
reducing arrears, repaying government loans, reducing the Balance Sheet and driving cost effectiveness.

Balance Sheet assets (Ebn) down 70%

115.8 Post-year end impact
of the sale of assets.
95.2
86.9
74.9
66.1
433
34.3
22.9

Oct-2010  Dec-2011 Dec-2012 Mar-2014 Mar-2015 Mar-2016 Mar-2017

3m+ arrears down 88%

39,532

33,216

25,581

15,483
11,976

6,377
4,617

Oct-2010  Dec-2011 Dec-2012 Mar-2014 Mar-2015 Mar-2016  Mar-2017

Underlying profit (Em)

1,398.1
1,259.1

1,089.1 1,096.9 1,055.4

706.0

Dec-2010 Dec-2011 Dec-2012 Mar-2014* Mar-2015 Mar-2016 Mar-2017

* 12 months to March 2014

Repaid £23.7bn of government loans

Post-year end impact
48.7
46.5 of the sale of assets.
43.4

38.3
34.6

25.0

Oct-2010  Dec-2011 Dec-2012 Mar-2014 Mar-2015 Mar-2016 Mar-2017

Ongoing operating expenses* (Em) down 42%

277.5

220.6
207.3

188.0

174.2 175.0
161.8

Dec-2010 Dec-2011 Dec-2012 Mar-2014** Mar-2015 Mar-2016 Mar-2017

* excluding UKARCcs costs
** 12 months to March 2014

Statutory profit before tax (Em)

1,487.1
1,375.1

1,175.8
1,113.0

972.3

690.5

346.9

Dec-2010 Dec-2011 Dec-2012 Mar-2014* Mar-2015 Mar-2016 Mar-2017

* 12 months to March 2014
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Strategy and operating environment

Company strategy

UKAR’s overarching objective is to develop and execute an investment strategy for disposing of its underlying investments in
NRAM and B&B in an orderly and active way through sale, redemption, buy-back or other means. This is within the context
of protecting and creating value for the taxpayer as shareholder and, where applicable, as provider of financial support,
paying due regard to the maintenance of financial stability and to acting in a way that promotes competition.

Our mission to maximise value for the taxpayer is supported by four strategic objectives all of which are underpinned by the
need to treat all our stakeholders fairly. In 2017 the four objectives were reviewed and updated to reflect UKAR'’s progress in
simplifying the Balance Sheet and the role of the business following the outsourcing of the mortgage servicing operations:

=  Toreduce and protect the Balance Sheet

= To challenge and maximise cost-effectiveness and efficiency

=  To work with our partners to ensure continued excellence in customer service and debt management

= To be a great place to work

These strategic objectives continue to support our overarching objective and the success achieved in those areas over the
past 12 months are highlighted in this strategic overview.

On the formation of UKAR in October 2010 it was anticipated that our strategy would involve three elements. Our first task of
‘Repair and prepare’ was the formation of UKAR, defining our mission to maximise value for taxpayers whilst ensuring that
we treat customers fairly and implementing an efficient, integrated operating model for B&B and NRAM. We then moved to
‘Implement and improve’ with a focus on maximising the value of the mortgage book through optimising redemptions and
minimising losses, delivering consistently high levels of service and a proactive customer contact strategy to support those
customers facing financial difficulty.

The third element was to ‘Realise and release’ our potential. On formation, UKAR'’s assets were financed by a combination
of government loans and private sector debt, principally subordinated notes, securitisations and covered bonds. The private
sector financing has now been almost completely repaid or repurchased, significantly simplifying the Balance Sheet and
releasing previously encumbered mortgages for potential disposal.

As market conditions improved following the financial crisis we executed a series of mortgage sale transactions including the
sale of £13bn of assets to Cerberus and TSB in 2015/16. In parallel to this transaction we successfully completed the
transfer of our mortgage servicing operations to Computershare. This was an important step in our strategy as it enables us
to accelerate the disposal of our assets in an orderly and active way. UKAR is not able to provide a servicing option to any
potential asset purchaser and the process of transferring mortgage books to other platforms takes time. The partnership we
have with Computershare provides stability of service to our existing mortgage customers and also gives any future
purchasers of our mortgage books an option to keep the customer service where it is.

We are now working on a programme of transactions designed to repay the £15.7bn debt from the FSCS and for the FSCS
to repay its corresponding loan from HM Treasury. The first phase of this programme involved the sale of buy-to-let loans to
Prudential and funds managed by Blackstone which enabled £11.0bn to be repaid to the FSCS in April 2017. Subject to
market conditions the second phase will commence later this year and the programme will be completed by March 2018.

We anticipate that by 2018 our Balance Sheet will have reduced by almost 90% since establishment. It is, therefore, now
entirely appropriate that we consider the next stage of our strategy and the Board is considering the feasibility of the various
options available that will enable us to complete our objective of returning in full the UK taxpayers investment in both
companies. These considerations must also take into account the inherent complexities within the organisation, such as
legacy business assets and liabilities, the ongoing relationships with participants in previous asset sale transactions, pension
schemes and UKARCcs.

Our value for money framework has three key stages:

= An evaluation of whether it is a “good time to sell” which involves taking our own views on market conditions, advice
from advisors and the views of UKFI and the shareholder;

= On the basis that we conclude that it is a good time to sell, testing ourselves on whether the sale process selected will
drive enough competitive tension to achieve value for money;

= A theoretical valuation framework that uses observable inputs such as economic drivers of the potential cash flows
from the assets and market costs of debt and equity to determine a range of potential prices that a reasonable private
sector investor would be prepared to pay.

Any strategic decisions will be made within the context of the value for money framework, paying due regard to the
maintenance of financial stability and to acting in a way that promotes competition and ensures that customers’ interests are
protected.

UKAIR §
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Strategy and operating environment (continued)

Customer strategy
Customer servicing

On 6 June 2016 UKAR transferred its mortgage servicing operations to Computershare. UKAR retains the legal and
regulatory responsibility for customer outcomes and we take this responsibility seriously. Customers continue to have their
mortgages serviced by skilled colleagues and there have been no changes to customers’ terms and conditions. UKAR
requires that the same contact strategies and arrears management practices highlighted below continue under the new
servicing arrangement.

Our colleague survey demonstrates clearly that our colleagues are very committed to ensuring our customers receive
excellent service and are focused on ensuring we do the right things for our customers. UKAR has over 148,000 customers
(March 2016: 238,000), with 158,000 mortgage accounts (March 2016: 298,000) and 35,000 unsecured loan accounts
(March 2016: 42,000). The majority of these loans continue to perform well with more than 93% of mortgage customers up
to date with their monthly payments. In addition, UKAR continues to provide oversight of the 104,000 accounts (57,000
customers) sold to Prudential and funds managed by Blackstone as part of an interim servicing arrangement.

Support for customers experiencing payment difficulties

Although levels of arrears are reducing we continue to see a number of customers facing financial difficulty including some
entering arrears for the first time. We endeavour to contact all customers following a missed payment to understand their
situation and consider solutions to help them manage their mortgage. For customers experiencing temporary or short-term
financial difficulty this includes a range of forbearance options. During the year, over 11,000 arrangements were
successfully completed and approximately 544 account modifications were made to assist customers with the repayment of
their mortgage. Where appropriate we actively encourage customers to seek help from non-fee charging debt advice
agencies.

Repossession is always viewed as a last resort but unfortunately in some situations this is inevitable and the best course of
action to prevent further indebtedness for the customer. Repossessions continue to decrease and totalled 1,242 in the year
(March 2016: 1,853).

Proactive customer engagement

In addition to our contact strategies for customers in arrears, we also engage proactively with other customers who may
need help with their financial situation to ensure they are ready for the future. In January 2017 we launched a campaign to
our Buy-to-Let borrowers to inform them of recent changes to the tax rules surrounding Buy-to-Let loans and to help them
plan ahead.

Doing the right thing for our customers

UKAR remains committed to doing the right thing for our customers and where we identify issues that have caused customer
detriment, we will ensure that they are fully remediated.

An additional provision of £49.2m has been recognised following the publication of the FCA’s Policy Statement PS17/3
“Payment protection insurance complaints: feedback on CP16/10 and final rules and guidance”, which sets a deadline date
for complaints at 29 August 2019 and confirms the approach in relation to Plevin. The rules and guidance include an FCA-
led communications campaign to raise awareness of the deadline and the requirement to proactively contact previously
rejected mis-selling complainants who are eligible to complain again in the light of Plevin. Reflecting heightened awareness
of a potential PPI deadline, actual claims volumes received during the year have been higher than previously modelled,
which combined with the final proposals is expected to lead to higher claims volumes throughout the period to 29 August
2019 than previously assumed.

In addition, a charge of £15.2m was made for other smaller legacy remediation issues bringing the total remediation charge
for the year to £64.4m (March 2016: £180.1m credit).
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Strategy and operating environment (continued)

People strategy

Vision

In early 2017 the Board reviewed UKAR's Vision, Objectives and Values which have been in place since 2010 to ensure
they remained valid post the divestment of the mortgage operations and the successful progress in achieving our mission.
To recognise the progress we have made, UKAR'’s Vision changed from ‘Creating Success Together’ to ‘Achieving Success

Together’, which relates to how we work with our customers, colleagues, outsourced partnerships, suppliers and the
shareholder to achieve our goals.

UKAR continues to believe colleagues are the differentiating factor in delivering strong and sustained performance.
Therefore, ‘being a great place to work’ is one of our four strategic objectives. We believe it is important that colleagues feel
valued, are proud of the contribution they make and are given the opportunity to grow and learn new skills. Colleagues who
enjoy their work strive to do the best they can which increases productivity, ensures quality service is given to our customers
and maximises value for the taxpayer.

Culture and Values

The Board, Executives and management set the cultural tone at the top, ensuring that UKAR's values and culture support
the delivery of UKAR objectives. This is supported by our Balanced Scorecard which places emphasis on conduct and how
we achieve our targets and feeds into our annual incentive schemes.

How we behave is as important as what we do and our values of Caring, Responsible, Inspiring, Straightforward and
Positive help us to build on our culture of supporting, developing and challenging individuals to achieve success.

Each of those values have exemplar behaviours which help us to understand what they mean and how they apply to what
we do on a daily basis. They are supported by our policies and by the principle of good conduct. These are summarised in
our Code, which sets out the behaviours and standards we expect of each other and our suppliers to ensure we act with
professional integrity and focus on doing the right thing for all our stakeholders. The Code is published on our website and
gives our partners and suppliers who work with us a summary of the conduct policies and principles that drive our culture
and our success.

The values, behaviours and standards that underpin the way we do business were originally shaped by colleagues in 2011
to ensure that everyone had an opportunity to contribute to the creation of our values. Our values of Caring, Responsible,
Inspiring, Straightforward and Positive are embedded throughout UKAR from the approach we take to recruiting colleagues
through to our performance framework, our training programmes and how we incentivise and thank colleagues for the work
they do. It is not just ‘what' is delivered, it is 'how' it is delivered and the behaviours that our colleagues demonstrate as part
of their day-to-day work.

Engagement

Our five values encompass all aspects of colleague life at UKAR and we track how we are doing against each of them
through regular colleague engagement surveys. Our most recent survey in March 2017 had an excellent response rate with
85% of colleagues sharing their views. The survey tracker score, based upon five key questions measuring UKAR as an
employer, reached 89% which is 13% above the benchmark figure provided by our survey business partner, People Insight.
Although our participation group is much smaller following the outsourcing of our mortgage operations, People Insight
confirmed that this does not affect the validity of the results or percentages, nor our comparator group as we are
benchmarked by sector rather than size.

Diversity

UKAR treats colleagues as individuals and we recognise the benefits of having a diverse workforce. Appointments and
promotions are made according to the ability to meet the requirements of the job and we consider the benefits of all aspects
of diversity including skills, background, race, experience, gender and other qualities.

The Governance, Engagement and HR Director is the executive responsible for gender equality and inclusion and despite its
size UKAR has determined to comply with the voluntary Women in Finance Charter as far as it is able. Internal targets for
gender diversity in senior management have been set which are linked to remuneration by way of the Balanced Scorecard.
The report on progress against these targets can be found in the Directors’ Remuneration Report on page 31.

UKAR’s targets for gender diversity across the business are for no less than 45% female and for senior management, no
less than 25% female and as at 31 March 2017 UKAR's workforce comprises 55% female to 45% male colleagues. On the
Board at 31 March 2017 we had one female and five male Non-Executive Directors. One of the seven members of the
Executive Committee and ten of the 34 Management Team members were female.
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Strategy and operating environment (continued)

People strategy (continued)
Learning and development

UKAR remains committed to providing learning opportunities to equip colleagues with the skills and knowledge needed to
perform their role as well as developing their employability for the future. We offer sponsorship for the completion of
qualifications through a variety of study routes and continue to support colleagues’ development aspirations where there is
opportunity to apply the learning within UKAR and where it will assist them in building a career outside UKAR. During the
year 86% of colleagues have undertaken development programmes to support their career.

Notwithstanding the smaller size of the organisation, where possible we continue to support placement schemes and
apprenticeships. In 2016/17 UKAR had one Graduate and we plan to recruit one Undergraduate and one apprentice in
2017/18.

Well-being

UKAR supports colleagues through various 'well-being’ programmes, offering membership of a private medical insurance
scheme or the opportunity to contribute towards a healthcare cash plan and access to the Employee Assistance Programme
via Unum LifeWorks.

Recognition

UKAR recognises and celebrate colleagues’ achievements through schemes which enable colleagues to show their
appreciation of those who demonstrate exemplary behaviour by sending an e-card which appears on the front page of the
intranet. Colleagues who are an inspiration to others by living the UKAR values, going the extra mile, delivering superior
performance or demonstrating exemplary behaviour can be nominated for awards.

Community and environmental strategy
Community

UKAR is committed to community engagement and charitable initiatives with a caring culture that promotes welfare and
goodwill through voluntary action in the wider community. This activity also provides great opportunities and experiences
that enhance the quality of life for all concerned.

In the past UKAR has supported local charities chosen by our colleagues at its two major sites in West Yorkshire and
Sunderland. Following the divestment of our mortgage servicing operations the majority of colleagues are based in West
Yorkshire and voted Martin House Children’s Hospice as the 2016/17 Charity of the Year. The amount of charitable
fundraising by colleagues in 2016/17 was £18,103. In addition, UKAR matched employee fundraising to the total of £8,596
and payroll giving totalled £19,057 through UKAR’s Give As You Earn schemes.

Environment

Following the outsourcing of UKAR's mortgaging servicing operations to Computershare the management of UKAR's Head
Office in Crossflatts, West Yorkshire was also outsourced to Computershare. Nevertheless, UKAR remains committed to
reducing environmental impact, increasing recycling programmes, creating awareness of environmental programmes and
engaging colleagues in these activities. In 2016/17 90% of waste at Crossflatts was recycled with the remaining 10% used
in Energy from Waste projects.

Further details on our community and environmental strategy can be found on page 76.
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Risk overview

UKAR adopts an Enterprise-wide Risk Management Framework (‘EWRMF’) which is designed to support the identification,
assessment, management and control of the principal risks that threaten the achievement of UKAR's strategic and business
objectives. The EWRMF sits alongside the Ten Year Business Plan, the Capital Statement and the Liquidity Statement in
defining the high-level architecture of UKAR's business planning and risk management systems. The EWRMF itself is
underpinned by UKAR's Risk Appetite Framework and a suite of high level risk policies which define the breadth of UKAR's
exposure to inherent risks and the management of these risks within appetite. The scope of the EWRMF extends to all
principal risk types faced by UKAR. The table below illustrates the principal risk categories which could impact the delivery
of the strategic objectives, key mitigating actions, key indicators and the 2017/18 focus.

Principal risk

Conduct risk

The risk of UKAR treating its customers
unfairly and delivering inappropriate
outcomes leading to customer detriment or
impacting market integrity.

Key mitigating actions

Conduct Risk Framework to ensure
customers are central to the delivery of
our objectives.

Conduct risk assessments are integral
to all business change and customer
initiatives.

Conduct Risk and TCF Dashboard
tracked and actioned by relevant
committees.

Colleague rewards driven by conduct
risk metrics.

Key indicators

Volume of upheld complaints.

Market Regulatory Indicators.

Quality assurance results.

Findings from monitoring and outcome
testing.

Focus 2017

I

= Fair and appropriate customer
outcomes.

= Complaint handling and Root Cause
analysis.

= Asset sales due diligence.

Outsourcing risk . Outsourcing Goyernance Model. . SLA_and contractual performance = Continuing implementation and further
The risk of loss/disruption arising from . Outs_ourcmg Policy. ] metrics assessment. development of outsource
. . N X = Service management reporting. = Assurance Monitoring Results - relationships.
inadequate  or - ineffective appointment, A d monitoring activi outsourcer and UKAR = Embed risk management and
supervision and control or any subsequent ssurance an g activity. u er anc i . ed risk managen ana,
contractual termination of third  party = Comprehensive contract and SLAs. = Independent Third Party Supplier assurance monitoring activities.
. . = Clearly defined policies for the Servicer Assessment Results. = Regular assessment of the
service providers. : N ;
to comply with. effectiveness of operations.
= ‘Working in Partnership’ strategic = Effective issues management by key
approach. suppliers.
= Assurance activity of core IT
systems/infrastructure to limit systems
outages and security breaches.
Operational risk = Operational Risk Policies. = Overall control effectiveness as = Tracking of operational loss events and
The risk of loss resulting from inadequate * Risk & Control Self-Assessment assessed through RCSA. subsequent control improvements.
or failed internal processes, people and (‘RCSA’) process to identify and assess = Comparison of scenario analysis and = Assessment of cyber risk exposure and
systems or from external events. key operational risks and control RCSA financial impacts against defined control effectiveness through security
effectiveness. risk appetite. penetration testing and colleague
= Scenario analysis to determine the = Number and value of operational risk awareness campaigns.
potential impact of high impact, low loss events. = Continuing oversight of major change
likelihood events. = Systems risk metrics (availability and activities.
= Forward-looking Key Risk Indicator security incidents).
monitoring to proactively identify shifts = Instances of customer and colleague
in risk exposure. financial crime.
= Loss event monitoring to identify control
failures and appropriate corrective
action.
= Risk appetite monitoring to ensure we
are operating within Board approved
limits.
= Risk oversight of change activities.
= Business Continuity and Disaster
Recovery plans.
Credit risk = Credit Risk Policy, incorporating Board = |mpairment charge. = Manage the credit risk on the
The current or prospective risk to earnings approved risk appetite to support the = Loan to Value. underlying mortgage book, considering
or capital arising when a customer ongoing management of credit risk. = Arrears. the high proportion of buy-to-let and
(residential or commercial) or counterparty * Forbearance Programme structured to = Counterparty ratings. upstream fiscal and other changes to
defaults on its contractual obligations to the support customers through periods of property management.
company. distress. = Interest Only repayment strategy.
= Credit Risk Committee and robust = End of Term Account Management.
processes and controls to identify credit = Ongoing monitoring of asset sale
risk exposures and action appropriate influence on the overall credit quality of
mitigation. the book.
= Euro and US dollar cash balances are = Ongoing monitoring of credit rating
placed with a range of banks and movements of wholesale
money market funds. counterparties.
Strategic risk = Governance structure. = Material risks managed within defined = Ongoing monitoring of strategic risks
The current or prospective risk to earnings = EWRMF. risk appetite. with the potential to significantly
and/or fair value, given the B&B and the = Risk Appetite Framework. impact the delivery of strategic
NRAM Balance Sheet structures, arising  * Risk policies. objectives.

from changes in the business environment
and from adverse business decisions,
improper implementation of decisions or
lack of responsiveness to changes in the
business environment.

Capital Assessment Framework.

= Oversight of the execution of asset
sales transactions.
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Risk overview (continued)

Principal risk Key mitigating actions Key indicators Focus 2017

Liquidity risk The defined appetite for liquidity risk is Changes in the maturity profiles of = Manage liquidity to ensure UKAR has
The risk that either B&B and/or NRAM are low. Sterling liquidity is held as cash assets and liabilities. adequate levels of liquidity to meet its
unable to meet their obligations as they balances at the Bank of England. = Level of liquidity. commitments at all times and maintain
fall due. = Stress & Scenario testing is = Contingency funding plan early liquidity within levels agreed with HM
undertaken to ensure that B&B and warning indicators. Treasury facilities and the Liquidity
NRAM will be able to meet their Risk Policy.
obligations in extreme conditions.
Market risk = Market risk is managed and monitored = The sensitivity of interest income to = Manage market risk within defined risk
The risk that changes in interest rates, the within defined risk appetite and policy. changes in market rates. appetite.
rate of exchange between currencies or = B&B and NRAM use derivative = Variations on the rate of repayment of
the price of securities or other financial instruments to mitigate the market risk fixed rate mortgages.
contracts, including derivatives, will have exposures.
an impact on the results, operations or the ~ * Stress & Scenario testing is
financial condition of B&B and/or NRAM. undertaken to ensure losses are
acceptable even under extreme
conditions.
Regulatory risk = Zero tolerance appetite in respect of = Volume of regulatory breaches. = Ongoing monitoring of changes in
The risk of UKAR failing to comply with Regulatory Risk. = Industry relevant regulatory regulation and legislation.
the legal and regulatory requirements = Minimum standards and developments. = Open dialogue with Regulators.
applying to its arrangements and responsibilities to ensure the effective = Industry fines and cost of redress. = Analysis of FCA and other regulatory
activities. management of Regulatory Risk. = Regulatory relationships. fines.
= Regulatory Risk dashboard tracked = Precedent Court cases affecting = Anti-Money Laundering requirements.
and actioned by Executive Risk borrowers and lenders. = General Data Protection Regulation.
Committee.
lan Hares
Chief Executive Officer, on behalf of the Board
3 July 2017
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Corporate governance

Introduction

UKAR is the holding company established on 1 October 2010 to bring together the government-owned businesses of B&B
and NRAM plc.

UKAR is 100% owned by the UK government which exercises control through UKFI. UKFI was set up on 3 November 2008
to manage the government's investments in Royal Bank of Scotland, Lloyds Banking Group, Northern Rock and B&B.

As explained in the UKAR Group overview on page 3, on 5 May 2016, UKAR sold NRAM plc to affiliates of Cerberus. Prior
to the sale, on 30 April 2016, assets and liabilities not included in the transaction transferred from NRAM plc to a newly
established subsidiary of UKAR, known as NRAM (No.1) Limited. On 18 July 2016, NRAM (No.1) Limited changed its name
to NRAM Limited.

UKAR governed and controlled NRAM plc (until its sale to Cerberus on 5 May 2016), NRAM and B&B, as their sole
shareholder during 2016/17. Although managed under a common board and management structure, NRAM and B&B (the
'Principal Subsidiaries') remained separate legal entities and continued to operate as individual companies with their own
individual brands and Balance Sheets.

This corporate governance section summarises the governance regime applicable to UKAR including its Principal
Subsidiaries referred to above (the 'Group') during 2016/17.
UKAR Corporate Services Limited

In 2013 UKAR was appointed by HM Treasury to administrate the Help to Buy: mortgage guarantee scheme on its behalf
and in 2015 it also undertook to administer the Help to Buy: ISA scheme. The administration of the schemes are kept
separate from UKAR's core operations and are managed through UKARcs.

Governance structure

The governance structure for the Group in 2016/17 was determined by the UK Asset Resolution and UK Financial
Investments Limited; Relationship Framework Document (the “Framework Document”) agreed between UKAR and UKFI,
acting on behalf of HM Treasury. The Framework Document sets out how the relationship between the Group and UKFI will
work in practice. The terms of the Framework Document are updated periodically and the most recent version of the
Framework Document, approved in March 2017, is reflected below and throughout this report.

Overarching Objective

The Framework Document is intended to ensure that the relationship between the companies in the Group, UKFI, HM
Treasury (as Shareholder and the provider of financial support) and the FCA (as regulator), operates in the context of the
stated overarching objective for UKAR:

“to develop and execute an investment strategy for disposing of its underlying investments in NRAM and B&B in an orderly
and active way through sale, redemption, buy-back or other means within the context of protecting and creating value for the
taxpayer as shareholder and, where applicable, as provider of financial support, paying due regard to the maintenance of
financial stability and to acting in a way that promotes competition.”

The Framework Document requires the Group to set strategic aims and develop a business plan to achieve the overarching
objective.
Principles of the Framework Document

The relationship between the Group and UKFI operates according to the following principles under which UKFI:

= appoints the Chairman of the Board and is entitled to appoint one or more Non-Executive Directors (‘NEDs’);

= s required to consent to the appointment of other members of the Board proposed for appointment by the Nomination
Committee and agrees the terms on which the Directors are appointed, remunerated and incentivised;

= agrees with the Board the high level objectives which the business plan (‘the Plan’) is designed to achieve and any
revisions to it;

=  reviews with the Board from time to time the Group's strategic options;

= requires that the Board is accountable to it for delivering the agreed Plan;

=  gives the Board the freedom to take the action necessary to deliver the Plan;

= monitors the Group's performance to satisfy itself that the Plan is on track; and

= s to be informed if the Group proposes to take certain significant actions and provide prior written consent before
such action is taken.
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Corporate governance (continued)

Governance structure (continued)

Monitoring performance

UKFI monitors the Group's performance against the Plan by means of the following main mechanisms:

= two UKFI nominated Directors attended each Board meeting during the year; and

= at least monthly (or, at UKFI's request more frequently) meetings between the Group and UKFI to review

performance against the Plan and any agreed objectives.

In addition, UKFI has certain monitoring and information access rights and its approval must be obtained for certain material
actions and transactions, as defined in the Framework Document.

Board of Directors

UKAR, B&B and NRAM share a common Board of Directors whose biographies are set out below.

The biographical details of each Director demonstrate the broad range of experience and expertise they brought to the

Board in 2016/17.

John Tattersall — Non-Executive Chairman

lan Hares - Chief Executive Officer

John joined the Board of B&B in April
2010, the Board of UKAR in October
2010 and the Board of NRAM in
March 2016, having been a Non-
Executive Director of NRAM plc from
October 2010 until its sale in May
2016. He was appointed Chairman of
all three companies on 6 June 2016
and also chairs the Nomination
Committee and Transaction Approvals Committee of B&B
and NRAM.

John retired as a partner in PricewaterhouseCoopers LLP
in 2009, where he had worked since 1975, latterly as
leader of the firm's Financial Services Regulatory Practice
and a senior client relationship partner. He started his
career in the financial services sector with Kleinwort
Benson Limited in 1973. Until 2009 he was Chairman of
the Risk and Regulation Committee of the Financial
Services Faculty of the Institute of Chartered Accountants
in England and Wales, and a member of the faculty
board. He is currently Chairman of UBS Limited, The
Oxford Diocesan Board of Finance, RC Bond Holdings
Limited and Retail Charity Bonds Plc. He is a Non-
Executive Director of CCLA Investment Management Ltd,
St Augustine’s College of Theology Ltd and Diocesan
Trustees (Oxford) Ltd. He is also Chairman of the Court
of the Royal Foundation of St Katharine, and a non-
stipendiary priest in the Church of England. John served
as a member of the Independent Commission on
Equitable Life payments.

lan Hares was appointed as Chief
Executive of UKAR in June 2016,
having joined UKAR in 2011 as
Investment Director and
subsequently took the role of Finance
& Investment Director in December
2013. He joined the Boards of
UKAR, B&B and NRAM plc in July
2014. In June 2015 he was
appointed a Director of NRAM and stood down as a
Director of NRAM plc in July 2016, following the sale to
Cerberus. He is a member of the Transaction Approvals
Committee of B&B and NRAM.

lan has over 35 years’ experience within the financial
services industry having previously worked for Santander
UK Group, Alliance & Leicester plc, Girobank plc and
National Westminster Bank Group.
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Corporate governance (continued)

Board of Directors (continued)

Sue Langley - Senior Independent Director

Michael Buckley — Non-Executive Director

Sue joined the Boards of UKAR and
B&B in October 2010 and the Board
of NRAM in March 2016, having been
a Non-Executive Director of NRAM
plc from January 2010 until its sale in
May 2016. She is Chairman of the
Remuneration Committee and a
member of the Nomination
Committee of all three companies.
Sue was awarded an OBE in the 2015 New Year Honours
list for services to Women in Business.

Sue is Chairman of Arthur J. Gallagher Holdings (UK)
Limited and was previously CEO of UK Financial Services
— UK Trade & Investment. Previous roles also include
Director of Market Operations and a member of the
Executive Team for Lloyd’s of London, Chairman of
Lloyd's Japan and Director of Lloyd’s Asia, Chief
Operating Officer and a member of the Executive Team of
the Hiscox Group and Board member for Hiscox
Syndicates and Hiscox Insurance. She joined Hiscox
from PricewaterhouseCoopers LLP where she was a
Principal Consultant working with a range of FTSE
companies.

Michael has been a Non-Executive
Director of B&B since July 2007,
joined the Board of UKAR in October
2010 and the Board of NRAM in
March 2016, having been a Non-
Executive Director of NRAM plc from
October 2010 until its sale in May
2016. He is a member of the Audit,
Risk and Nomination Committees of
all three companies and of the Transaction Approvals
Committees of B&B and NRAM. Michael stepped down
from the board on 27 June 2017.

Michael is Chairman of KKR Alternative Investment
Management Ltd and KKR Credit Advisors (Ireland) Ltd.
He is also a senior advisor to a number of privately held
Irish and US based companies, and is an Adjunct
Professor at the Department of Economics at NUI
University College, Cork.

He was the Non-Executive Chairman of DCC plc from
May 2008 to October 2014 and Senior Independent
Director of DCC plc from September 2005 to May 2008.
From April 2003 until April 2012 he was a Non-Executive
Director of M&T Corporation in the USA. He was Group
Chief Executive of Allied Irish Banks plc from 2001 to
2005 having earlier served as Managing Director of AIB
Capital Markets and AIB Poland. Previously he was
Managing Director of the NCB Group, and a senior public
servant in Ireland and the EU.

Keith Morgan — Non-Executive Director

Brendan McDonagh — Non-Executive Director

Keith joined the Boards of UKAR and
B&B in October 2010 and the Board
of NRAM in March 2016, having been
a Non-Executive Director of NRAM plc
from January 2010 until its sale in
May 2016. He is the Chairman of the
Risk Committee and a member of the
Audit and Remuneration Committees
of all three companies and the
Transaction Approvals Committee of B&B and NRAM.

4

Keith is CEO of the British Business Bank and a Director
of British Business Bank Plc. He was formerly a Director
of UKFI, responsible for managing the Government's
shareholdings in UKAR, B&B and NRAM plc until August
2012. He was also a Non-Executive Director of Northern
Rock plc until its sale to Virgin Money in January 2012.
Keith joined UKFI from Banco Santander where he was a
Director of Sovereign Bancorp in the U.S.A. focusing on
the integration of Sovereign into Santander. He was
previously Director of Strategy & Planning at Abbey
National, where he was a member of the Executive
Committee and was also Chairman of Santander's Asset
Management and Credit Card businesses in the UK.
Before joining Abbey in 2004, Keith spent 18 years at
L.E.K. Consulting, where he was a partner specialising in
financial services.

Brendan joined the Boards of UKAR
and B&B in April 2016 and the Board
of NRAM in June 2016. He is
Chairman of the Audit Committee
and a member of the Risk and
Nomination Committees of all three
companies.

Brendan is a Non-Executive Director
and member of the Risk Committee of Allied Irish Banks
plc. He is also the former Executive Chairman of the
Bank of N.T. Butterfield & Son Limited, Hamilton,
Bermuda. He is a former CEO of HSBC North America
Holdings Inc with responsibility for the Group’s banking
and consumer finance operations in the US and Canada.
He was also Group Managing Director for HSBC
Holdings Inc and a member of the HSBC Group
Management Board. Brendan started his banking career
with HSBC in 1979 and worked in Asia, Middle East,
Europe and North America.

Brendan also serves on the advisory board of the
business school of Trinity College Dublin. He was
formally a member of the Board of Ireland's National
Treasury Management Agency and was Chairman of the
Remuneration Committee and previously Chairman of the
Audit Committee. He was also Chairman of the
Investment Committee of the Ireland Strategic Investment
Fund.
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Corporate governance (continued)

Board of Directors (continued)

Peter Norton — Non-Executive Director
(Appointed Post Year End)

Brendan Russell — Non-Executive Director
(Appointed Post Year End)

Peter joined the Boards of UKAR,
B&B and NRAM in April 2017 after
being appointed by UKFI to manage
HM Government's shareholdings in
the UKAR companies. He is also a
member of the Transaction Approvals
Committee of B&B and NRAM.

1)
Peter joined UKFI in March 2014 and

was appointed to the role of Head of Banking & Capital
Markets in April 2016. Before joining UKFI Peter worked
in Investment Banking at UBS, where he advised UK and
European Financial Institutions on a variety of strategic
and capital markets transactions. Prior to UBS Peter
started his investment banking career at Lehman Brothers
having previously qualified as a chartered accountant with
Ernst & Young in London. Peter is a member of the
Institute of Chartered Accountants of Scotland.

i Brendan joined the Boards of UKAR,

B&B and NRAM in June 2017. He is
a member of the Audit and Risk
Committees of all three companies,
and a member of the Transaction
Approvals Committee of B&B and
NRAM.

Brendan previously spent almost six
years as the Head of Corporate Finance at the Royal
Bank of Scotland (‘RBS’), where he led the team
responsible for the disposal programme which formed a
key component of RBS’s recovery plan. Prior to joining
RBS, Brendan was a Director with Barclays in its
Corporate Development function, before which he spent
five years at McKinsey where he was responsible for part
of the Corporate Finance & Strategy practice, overseeing
teams based in five European cities.

Brendan has past experience of retail banking and capital
markets and he has also served as financial adviser to
both Ofwat and the Office of Rail Regulation.

Resignations

As indicated in last year's Annual Report, the following Directors resigned from the Board during the 2016/17 financial year
as part of the planned changes following the transfer of mortgage servicing to Computershare:

= Richard Pym — stepped down as Chairman on 5 June 2016 and resigned from the Board with effect from 26 July

2016.

= Kent Atkinson — Senior Independent Director resigned from the Board with effect from 5 June 2016.

= Richard Banks - resigned from the Board with effect from 5 June 2016.

David Lunn, one of the UKFI nominated directors, resigned from the Board with effect from 28 February 2017 to take up a
role within HM Treasury. In addition, Michael Buckley stepped down from the board on 27 June 2017.

NRAM plc

On 5 May 2016, the Directors of NRAM plc, with the exception of Richard Banks and lan Hares, resigned from the Board as
part of the sale of the Company to Cerberus. To ensure a smooth transition Richard Banks and lan Hares remained on the
Board of NRAM plc as Non-Executive Directors until the completion of the transaction. They received no fees for this
directorship and resigned from the Board of NRAM plc on 18 July 2016.
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Corporate governance (continued)

Board of Directors (continued)

Balance of Executive and Non-Executive Directors

During 2016/17 the UKAR Board comprised:

el Inde’\r?g;l_dent Executive SR

SEENTS Executive D)i(recutc:\r/s NI ITEES

Chairman Directors Directors
1 April 2016 to 3 April 2016 1 4 2 2 9
4 April 2016 to 5 June 2016 1 5 2 2 10
6 June 2016 to 26 July 2016 1 4 1 2 8
27 July 2016 to 28 February 2017 1 3 1 2 7
1 March 2017 to 31 March 2017 1 3 1 1 6

The UKAR, B&B and NRAM Boards shared a common membership during 2016/17 except that Brendan McDonagh joined
the UKAR and B&B Boards on 4 April 2016 but did not join the NRAM Board until 6 June 2016.

The Non-Executive Directors have experience in a range of commercial or banking activities.

The Board has determined that the Non-Executive Directors, who were not appointed by the Shareholder, were
independent, because of the commonality of purpose between UKAR and the Principal Subsidiaries and a rigorous focus on
the identification of any specific conflicts of interest. In addition, the Board has determined that Michael Buckley remained
an independent Non-Executive Director following service of over nine years on the B&B Board as he remained independent
in character and judgement and there were no relationships or circumstances which were likely to affect, or could appear to
affect, his judgement.

As part of the planned changes following the transfer of mortgage servicing to Computershare in June 2016 the Board
reduced in size by two directors and there were a number of consequent changes to the membership of the Board
Committees as set out in each Committee Chairman’s report. Whilst UKAR seeks to Comply with the UK Corporate
Governance Code wherever practicable the reduction in the size of the Board meant that it was no longer always possible to
comply with the requirements in respect of the number of independent Non-Executive directors on each Committee.

In particular, Mr Morgan, who is a UKFI nominated director is a member of the Audit and Remuneration Committees and
cannot be counted as an independent Non-Executive Director. However, the Board have recognised that whilst Mr Morgan
is still employed by the government he is no longer a UKFI employee and, for all practical purposes, he is independent in
thought and action.

Relationship between the Chairman and the Chief Executive Officer

A clear division of responsibility exists between the Chairman and the CEO, which is set out in writing in the UKAR
Governance Documentation and has been approved by the Board. The Chairman is responsible for leadership of the Board
and the CEO is responsible for leadership of the business.

Senior Independent Director

The role of the Senior Independent Director is to act as a sounding board for the Chairman, as a trusted intermediary for the
other Directors and, where necessary, a point of contact for the Shareholder. The responsibilities of the role include the
evaluation of the Chairman’s performance.

Kent Atkinson was the Senior Independent Director of UKAR, NRAM and B&B from 1 April 2016 up to his resignation from
the Board on 5 June 2016.

Sue Langley is now the Senior Independent Director of UKAR, NRAM and B&B having been appointed to the role on 6 June
2016.

UKAIR *
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Board of Directors (continued)

Company Secretary

The Company Secretary supports the Chairman in designing the induction programme for new Directors, the delivery of the
corporate governance agenda and by ensuring that information is made available to the Board members on a timely basis.
The Company Secretary advises the Directors on Board procedures and corporate governance matters.

John Gornall was the Company Secretary of UKAR, NRAM and B&B throughout 2016/17.

How the Board operated in 2016/17

Board structure and governance

In accordance with best practice outlined in the UK Corporate Governance Code and the requirements of the Framework
Document, the Board has delegated various powers and authorities to its Committees. They play a key role in ensuring the
effectiveness of the corporate governance framework by supporting the Board and carrying out its functions.

Board and Committee Structure

UKAR,
B&B & NRAM Board

Transaction Risk
Approvals
Committee *

Remuneration Audit Nomination

Committee ** Committee Committee Committee

* The Principal Subsidiaries operate a Transaction Approvals Committee which is included in these accounts for a full
understanding of the Group Committee Structure.

** A separate sub-committee has been established by the Board to set the fees of the Chairman and Non-Executive
Directors see further detail on page 39.

During 2016/17 the Chairman of each Committee was:

Committee Chairman

Remuneration Committee Sue Langley

Audit Committee Kent Atkinson (1 April 2016 to 5 June 2016)
Brendan McDonagh (6 June 2016 to 31 March 2017)

Nomination Committee Richard Pym (1 April 2016 to 5 June 2016)
John Tattersall (6 June 2016 to 31 March 2017)

Transaction Approvals Committee Richard Pym (1 April 2016 to 5 June 2016)
John Tattersall (6 June 2016 to 31 March 2017)

Risk Committee John Tattersall (1 April 2016 to 5 June 2016)
Keith Morgan (6 June 2016 to 31 March 2017)

UKAIR *
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Corporate governance (continued)

How the Board operated in 2016/17 (continued)
Board structure and governance (continued)

The changes to the Committee Chairmen in June 2016 reflect the planned changes following the transfer of mortgage
servicing to Computershare.

Each of the Board Committees have detailed Terms of Reference setting out their remit and authority. Details of the
membership of each Committee, the role and key activities during 2016/17 are set out in the individual Committee
Chairman's reports on pages 31 to 56.

The Remuneration Committee Chairman's Report and details of the role of the Remuneration Committee are provided in the
Directors' Remuneration Report on page 31.

Board and Committee meetings

The Board and its Committees meet regularly throughout the year. All agendas are structured to allow adequate and
sufficient time for discussions of the items on the agenda, particularly strategic issues.

The attendance of individual Board members at Board and Committee meetings during 2016/17, together with the overall
number of meetings held is set out below. Where a Director was appointed or resigned during the year the total number of
meetings they were eligible to attend is shown in brackets.

Transaction

Audit  Nomination Remuneration

Approvals *
Number of meetings held 4 4 5
Chairman
John Tattersall 10 2(2) 3(3) 5 2(2) 8(8)
(appointed Chairman 06.06.2016)
Richard Pym
(re