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Financial Results for six months ended 31 March 2019
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HY 2019 - results highlights

Delivering on strategic transformation

Strong organic growth across all lending Operating profits +8.7% Increasingly diversified asset and liability
divisions £1.3 billion (+30.2% structure

( °) Underlying earnings per share +11.1%
Supplemented by Titlestone acquisition Heightened focus on specialist lending

. _ Dividend per share +27.3%
Improved customer retention, redemptions

reduced Underlying RoTE approaching 15% target
Led to:

Structurally NIM accretive:

Back book/front book structure

Achieved whilst maintaining: Specialist margins NIM enhancing

Net loan growth +10.4% Conservative capital ratios

. Ability to recycle capital to optimise returns
Higher NIM +8bp Continued exemplary credit record Y Y P P

Building a specialist bank
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Section 1

Financial Results
For six months ended 31 March 2019

Richard Woodman
Chief Financial Officer




Income statement

Total income up 13.8% to £148.0 million
NIM 8bp higher at 2.24%
Loan book up 10.4%

Cost increase 15.3% with Titlestone integration and higher
project costs (including IRB)
Cost:income ratio 42.8%

Steady improvement in operating profits to £79.8 million

Bad debts increase to £4.9 million from £1.8 million in H1 2018
— but remain lower than H2 2018. Now reported under IFRS 9

Statutory profit impacted by anomalous swap rate movements
in March. Non-cash and reversing over time
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-100 -

Operating profits

200 ~ Income Costs
Impairments e Operating profit

150 -

100 ~

50 H

-50 A

H12014 H1 2015 H1 2016 H1 2017 H1 2018 H1 2019

H12014 H12015 H12016 H12017 H12018 H12019
£79.8m

£57.9m  £639m  £69.4m  £70.1m  £73.4m

+
paragon



Loan book

10.4% increase in loan balances Originations and investments

. . . . . 1,500 - Mortgages m Commercial Lending Idem Capital
Pre-financial crisis portfolio dampens headline balance sheet 1250
growth rate but supports NIM expansion c
S 1,000 -
E
Excluding old book run-off, balance sheet growth £4.9 billion w750 1
over 4 years and 31.2% since March 2018 500 A
250 A
Fastest rate of growth in higher-yield commercial business 0 , , , , ,
H1 2015 H12016 H1 2017 H12018 H1 2019
Total — loans and advances to customers Post-crisis — loans and advances to customers
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Deposit funding

Deposit balances grown to £5.9 billion at 31 March 2019
Average cost 1.81% at period end

Up 6bp year-on-year despite base rate increase and new
competitor entry

Easy access represents just 23.6% of book

Growing steadily as retention rate experience increases

£ billion
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2.0%

1.5%

1.0%

0.5%

0.0%

Deposit balances
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Notice Accounts
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18 Month FRB
W2 Yr FRB
m3YrFRB
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B 5 Yr FRB

Cost of funds
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Net interest income

Favourable rate and volume variances in Mortgages

Lower redemptions
New book margins exceeding old
Portfolio growth

Favourable rate and volume variances in Commercial Lending

Underlying NIM up 23bp

+83bp impact from acquired Titlestone portfolio
Titlestone operations now fully combined and integrated
Strong portfolio growth

Lower Idem Capital income

Portfolio mix (2018 addition was a performing portfolio)
Underlying run-off
Accelerated by September 2018 portfolio sale

Central

Full period benefit from TFS
Benefit of Bank of England rate increase in August 2018 on

liquidity

£ million
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Operating expenses

Move to banking model in 2014 generated additional overhead

Commercial Lending acquisitions operate with higher underlying
CIR than Mortgages

IT developments largely expensed (rather than capitalised)

Deposit book outsourced and growing materially faster than
inflation

Strategic projects incur cost ahead of longer term benefit ie IRB

Continued volume growth to create operating leverage

%
45
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33.9

Cost:income ratio

42.2 42.8
40.4 40.7

35.2
32.2

H1 2013
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Credit performance

Bad debts now reported under IFRS 9

P&L charge higher in H1 2019 but lower than H2 2018
and in line with prior periods

Buy-to-let charge lower year-on-year

Commercial Lending higher, as expected, reflecting
growth rates

%
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Cost of risk
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BTL 3 months+ arrears

UK Finance: all mortgages 78bp
UK Finance: buy-to-let (inc RoR) 41p
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Below-the-line items

5 year swap rate

1.1 4

1.0
01-Oct-18

01-Nov-18 01-Dec-18 01-Jan-19 01-Feb-19  01-Mar-19  01-Apr-19

Movements in yield curve in March 2019 had a material
impact on fair values of pipeline hedges

H1 charge for 2019 of £7.8 million compares to £3.8 million
income for same period in 2018

Portfolio is appropriately hedged, and charges will revert to
zero over life of instruments with no cash effect

£ million

Pension — assets and liabilities
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MV Assets  e=mmm=Technical provisions

Absolute rate movements drove IAS19 pension deficit
movement in March 2019

40% recovered in first three weeks of April 2019

No impact on P&L but does impact capital ratios
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Group capital

Group consolidated capital

Core Equity Tier-1 capital * £918.7m
Tier-2 capital £150.0m
Total capital resources £1,068.7m
Credit risk £6,123.9m
Operational risk £485.1m
Market risk -
Other £91.1m
Total risk exposure £6,700.1m
CET1 ratio * 13.7%
Total capital ratio 16.0%

Group consolidated leverage ratio

Tier-1 equity * £918.7m
Leverage exposure ** £14,081.8m
UK leverage ratio * 6.5%

* IFRS 9 transitional relief, adjusted for proposed dividend and subject to verification

** Excludes qualifying central bank claims in accordance with rule modification applied to
UK Leverage Ratio Framework

CET1 ratio 13.7% (13.4% with IFRS 9 fully loaded)

Circa 0.3% impact from anomalous rate movements in March 2019

Still on a Standardised Approach
Addition of Titlestone increased risk weight density

Risk weightings reviewed and confirmed in period

Application process well advanced
Good interaction with PRA

First portfolio will be BTL, with a phased roll-out to follow
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Capital bridge - Fy 2018 /H1 2019

CET 1 ratio

UK leverage ratio

12%

10%

8%

6%

4%

FY 2018

IFRS 9 transitional
adjustment

Underlying post-
tax earnings

Increases in
lending

Distributions

Other movements

H1 2019

Total capital
(Tier 1 and Tier 2)

4%

3%

2%

1%

0%

UK leverage ratio
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Section 2

Building a specialist bank

Nigel Terrington
Chief Executive




Our strategy has been ...

To transform business from a monoline lender to a
broadly based and diversified specialist bank

Focusing on specialist markets where we can
make a difference

Employing our deeper understanding of markets,
customers, products, services and the risks
incurred

Strategic levers
Targeting specialist markets

Recycling capital to optimise returns whilst
maintaining a low risk appetite

Optimising capital for the benefit of shareholders
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Building a specialist bank

Underlying earnings per share

This has required significant effort and investment:

Starting a bank 2 H1 2019 statutory 22.5p
Redesigning and restructuring the Group 55 CAGR 10.9%
: . 25.0
Organic lending start-ups g 201 5 225
_— . : S 19.1 '
Building a deposit franchise g 15 - 17.4 ?
14.9
Four acquisitions 10 1
Notwithstanding this, the business has continued to deliver
strong growth in profits, dividends and returns ° ' ' ' ' ' '
’ H12014 H12015 H12016 H12017 H12018 H12019
Dividend per share Underlying Return on Tangible Equity
18 - H1 2019 statutory 13.1%
81 7.0 16 A
CAGR 18.5% 14
6 - 5.5 14.4
4.7 12 1 13.2 13.3
[J] 4.3 . 12.3
9 . 10 - 11.4
T 3.6 = 10.4
3.0 8 1
6 .
2 4 A
2 .
0 T T T T T 1 0 T T T T T 1
H1 2014 H1 2015 H12016 H12017 H12018 H12019 H1 2014 H1 2015 H12016 H1 2017 H12018 H1 2019
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Building a specialist bank

All markets competitive but specialist focus avoids commodotised Significant shift in flow of new loan originations in 3 years

sectors
Professional landlords now 88.0% of new BTL flow 100% 1
Four acquisitions completed and integrated over last four years 90% 1
2015 — Five Arrows 80% 1
2016 — Premier Asset Finance 70% -
2017 — Iceberg 60% -
2018 —Titlestone 50% -
Commercial Lending share increased four-fold in three years 40% -
F_uII su.ite of capabilities to support SMEs and their asset 30% 1 53 8%
financing needs 20%
33.7%
Specialisation delivers ability to: 10% -
Better employ specialist skills, to make a difference 0% . .
Lift barriers to entry H12016 H12019

. . . Complex BTL  ® Other Mortgages Commercial Lending M Idem Capital
Achieve superior margins

Avoid commoditised oversupplied low margin sectors

Target growth markets
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Buy-to-let

Buy-to-let gross mortgage lending

Despite fiscal and regulatory changes, buy-to-let volumes >0 44.5 W House purchase Remortgages
have remained robust 40 342 353 359
Remortgages have been the key driver 30
c
Rel
Purchase business increasingly focused towards 5 20
professional/complex landlord 10
0

Apr-15 to Mar-16 Apr-16 to Mar-17 Apr-17 to Mar-18 Apr-18 to Mar-19
Source: UK Finance

% of specialist buy-to-let lending
Buy-to-let new lending up to £787.5 million (+17.4%)

Professional/complex +44.0% in absolute terms

100%

80%

Corporate lending 51.5%

60%

New business margins remain robust 0% 88.0% 91.5%
60.4% 71.8%

Pipeline £711.1 million with +10bp improvement in yield, 20%

year-on-year — reduction reflects lower amateur flows 0%

Professional/complex market share expected to increase

Completions Pipeline

H12017 H12018 H1 2019 ‘ H1 2019 ‘
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Buy-to-let

Buy-to-let redemptions

Redemption levels reducing, helping to drive up net loan growth %15 - RN
10 | | \
. . . . 5 | \ /
Increasingly professional/complex with greater retention ~__"*
potential A A A A
R 8 Q9 Q9 Q& 9 o 5 oo o oo ool oo
Improved retention strategies §23832888s9823s88s328238s488
5 year products extending redemption profile
Net loan book growth
Improved service levels — 93% intermediary satisfaction 12,000 -
10,000 -
0,
Net loan book growth +5.8% 8,000 -
c
2 5] 10,548.0
< ) .
& wooo | | 88266 9,736.3 9,700.0 9,966.7
2,000 -
0 T T T T 1
H1 2015 H1 2016 H1 2017 H1 2018 H1 2019
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Commercial Lending — development finance

Integration now fully completed, on time and delivering good
progress

Broadening geographic footprint
Some uncertainty due to Brexit

Undrawn facilities £276.9 million, strong pipeline
Credit and pricing discipline being maintained

Acquired in July 2018

Total investment (goodwill/intangibles) £51.3 million
Acquired portfolio £225.9 million

Experienced management team with 30+ years experience
70% of new business through direct channels

Service-led proposition
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=
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100

50

Originations and loan book growth

] .. . £426.0m

Originations
i W Net loan book

£160.7
£57.0m
i £35.1
£23.4m £31.2m m
£1.0m £1.0m -
H1 2016 H1 2017 H1 2018 H1 2019
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Commercial Lending — asset finance

Market £32.1 billion (+6.5%)

Paragon’s new business flow £211.0 million, with multiple
niches (+28.8%)

Focus on mid-tier, negligible exposure to small businesses

Asset finance utilises specialist teams of relationship managers
and underwriters, enhanced with growing broker distribution

Organisational restructuring and technology investment
supported enhanced proposition

Improved delivery supporting loan book growth +26.1% at
wider yields

£ million

250

200

150

100

50

Technology finance
Construction equipment
Commercial vehicles

M Business finance

Iceberg

£106.6m

£57.7m

New originations

£163.8m

£211.0m

H1 2016 H1 2017

H12018

H1 2019
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Building a deposit franchise

Deposit market growing at same pace as loans

Built £5.9 billon deposit franchise from scratch

8% - e Deposit growth Loan growth
Focus on attracting term balances and understanding behavioural 7% 1
attributes of the book kept cost of deposits relatively high versus 6% 1
peers % 1
4%
Sufficient market capacity to support plans without further 3% - MNR
product development 2%
1% +
Our market share is still very small S A
i : 1%
Underweight Easy Access and no SME offering at present "
_uﬁﬁﬂmﬂﬂﬂiiﬂﬂﬂﬁﬁﬁhzﬁﬁﬁﬁﬂ
Emergenceofplatforms £ 3 3 55 35S 5535535835535 38
Hargreaves Lansdown = =222 =2"2=2"22"22"23
Others to follow
Open Banking presents an opportunity to disrupt inertia over
mrt)adium terrr% P PP y P Market repriced wider in Q1 2019

Now improving

Accessing capital markets part of our optionality strategy
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Net interest margin

30bp improvement over 5 years

Structurally NIM accretive for new business despite run-off
in Idem Capital (which carried highest margins)

Complex BTL margins stronger than amateur business and
back book

Commercial Lending margins higher than Mortgages

Robust and stable funding, with optionality underpinning
price efficiency

2.40

2.20

2.00

1.80

1.60

1.40

1.20

1.00

0.80

0.60

0.40

0.20

0.00

1.94

2.08

2.10

Net interest margin

2.09

2.16

2.24

H12014

H1 2015

H1 2016

H1 2017

H12018

H1 2019
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Structural improvement in NIM

Swapping lower margin legacy book for higher margin BTL/SME

Evidenced via higher yields in new portfolio

8%

7.40%

7%

’ 3.7%
0,
6% 10.2% I»
5%
4.00% 4.05% 44.3%

4%

3% 2.54%

o

1%

0%

Legacy mortgage New mortgages Group Commercial . . .

Lending Legacy mortgages B New mortgages "' Commercial Lending ' Idem Capital
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Through-the-cycle track record

Credit performance, data use and experience are differentiators for
Paragon Bank No emerging stress evident in behavioural scores

15 year BTL average cost of credit 9bp, average LTV 67.7%
(80.8% in September 2008)

Forward looking credit metrics

Indexed credit behavioural scores by portfolio Mar-18  Mar-19
Property risks poorly understood, but a key competitive advantage

Buy-to-let: New 100.0 100.6
for Paragon
Legacy 100.0 100.2
Commercial Lending portfolio strong risk performance
New second charge mortgages 100.0 99.4
No emerging stress evident in customer base behavioural scores \emy FEee A S el Cail s saai 100.0 102.7
Open Banking will provide a new generation of risk-focused capabilities Motor finance 100.0 100.7

improving risk management and delivering:
Better lending decisions 500 million pieces of data analysed every month

Broadening customer reach and market access

Improved customer targeting

Better customer service

More efficient processes
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Capital optimisation

Track record of returns
Dividends — £198.1 million paid to shareholders over last five years

Buy-backs — £190.0 million over last five years

Bank restructure created enhanced capital mobility

Idem Capital portfolio sale effectively recycled capital to acquire Titlestone

IRB will deliver enhanced risk management and further ability to optimise capital

Capital optimisation will remain a core strategic principle
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Conclusion

Continued strong financial
and operational progress

Excellent H1 delivery — strong new lending, loan book
growth, improving NIM, exemplary credit

Further progress in specialist segments
£5.9 billion of deposits, ability to broaden and improve mix

Track record for delivering earnings, dividend and RoTE
growth

Underlying RoTE now 14.4%

... Building a specialist bank

Strategic delivery supports
positive medium-term outlook

Strong delivery in specialist markets will deliver premium
returns and mitigate competitive pressures

Operational leverage to deliver better efficiency
Multi-year drivers of NIM expansion are structural

Prudent risk appetite supported by experience/data to
deliver through-the-cycle

Disciplined capital allocation with ability to recycle
Confident in RoTE target of >15%
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Section 3

Appendix




Mortgages

Steady NIM improvement as legacy book
amortises

Net loan growth supported by lower
redemption levels in first half of 2019

H1 2019

H1 2018

H1 2017

H1 2016

H1 2015

H1 2019

H1 2018

H1 2017

H1 2016

Buy-to-let

Originations

P £833.9m
P t721.0m
B £587.7m

Bl £849.6m

| £450.0m

M Residential

B Second charge mortgages

Net interest margin

1.69%

1.55%

1.51%

1.45%

H1 2019

H1 2018

H1 2017

H1 2016

H1 2015

H1 2019

H1 2018

H1 2017

H1 2016

H1 2015

Buy-to-let

Loans and advances

P £10,783.9m
| £10,119.5m
| £9,795.3m
| £9,800.5m

| £8,884.0m

B Residential ® Second charge mortgages

Profit contribution
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Commercial Lending

Originations Loans and advances

Purchase of Titlestone accelerated progress

H12019 B <553 H12019 B <12339m

. . . H12018 £269.3m H12018 .

Acquired portfolio generated 83bp of period . W cec01m
NIM expansion H1 2017 B c1807m H12017 | c468.8m

H12016 | £99.9m H12016 | £312.9m
Like-for-like growth of 23bp in broader
Commercial Lending division H12015 8 £15.7m H12015 || £19.7m

Asset finance Motor finance Asset finance Motor finance
B Development finance Structured lending B Development finance Structured lending

Net interest margin Profit contribution

H12019

H1 2019 5.03%
H12018

H12018 3.97%
H1 2017

(o)
H12017 5.21% H12016 £4om
H12016* 6.35% H1201571 (£0.7m)

+
* Calculated over average monthly balances pal'agOIl



ldem Capital

Profit contribution reflects natural
run-off, portfolio sales in 2018 and
normalised settlement levels in 2019

Environment remains intensely
competitive

Activity reflects our strong discipline on
risk and pricing

EBA rules will restrict demand further
going forward

Asset sale in September 2018 evidences
ability to recycle capital from low to
high growth opportunities

H1 2019

H1 2018

H1 2017

H1 2016

H1 2015

H1 2019

H1 2018

H1 2017

H1 2016

Investments
nil

nil

£95.4m

£208.8m

£20.9m

Net interest margin

10.80%

14.36%

13.48%

13.26%

H1 2019

H1 2018

H1 2017

H1 2016

H1 2015

H1 2019

H1 2018

H1 2017

H1 2016

H1 2015

Loans and advances

£457.8m
£547.1m
£676.1m
£739.7m

£564.6m

B Discounted purchases Performing

Profit contribution

£22.8m
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Central

Full period benefit from TFS (H1 2018 only partial)

Central costs included staff incentives for wider Group

Profit / (loss) contribution

(£47.1m) H1 2019
(£42.6m) H1 2018
(£44.6m) H1 2017
(£40.7m) H1 2016
(£30.7m) H1 2015

B Corporate / central funding Unallocated / central costs

Operating leverage *

* Central operating costs as a proportion of total operating costs

H1 2019 61.1%
H1 2018 58.7%

H1 2017 56.2%

H1 2016 59.2%

H1 2015 64.5%
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Disclaimer

This presentation has been issued by Paragon Banking Group PLC (“Paragon”). This presentation is directed only at persons in the United Kingdom who
fall either within Article 19 (Investment Professionals) or Article 49 (High net worth companies) of the Financial Services and Markets Act 2000
(Financial Promotion) Order 2005.

It is supplied for information only and may not be reproduced or redistributed. This presentation is not and should not be construed as an offer to sell
or the solicitation of an offer to purchase or subscribe for any investment nor shall it form the basis of or be relied upon in connection with, or act as
any inducement to enter into, any contract or commitment whatsoever.

This presentation may contain certain “forward-looking statements” with respect to certain of Paragon’s plans and its current goals and expectations
relating to its future financial condition, performance and results. By their nature, all forward-looking statements involve risk and uncertainty because
they relate to future events and circumstances which are beyond Paragon’s control including among other things, UK domestic and global economic
business conditions, market related risks such as fluctuations in interest rates and exchange rates, the policies and actions of regulatory authorities, the
impact of competition, inflation, deflation, the timing impact and other uncertainties of future acquisitions or combinations within relevant industries,
as well as the impact of tax and other legislation and other regulations in the jurisdictions in which Paragon and its affiliates operate. As a result,
Paragon’s actual future financial condition, performance and results may differ materially from the plans, goals and expectations set forth in Paragon’s
forward-looking statements and reliance should not be placed on any such statement.

Paragon undertakes no obligation to update the forward-looking statements contained in this presentation or any other forward-looking statements we
may make regardless of whether such statements are affected as a result of new information, further events or otherwise.
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