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PARAGON FINANCE PLC

CAUTIONARY STATEMENT

Sections of this Annual Report, including but not limited to the Directors’ Report and the Strategic Report
may contain forward-looking statements with respect to certain of the plans and current goals and
expectations relating to the future financial condition, business performance and results of the
Paragon Finance PLC (‘the Company). These statements can be identified by the fact that they do not relate
strictly to historical or current facts. They use words such as ‘anticipate’, ‘estimate’, ‘expect’, ‘intend’, ‘will’,
‘project’, ‘plan’, ‘believe’, ‘target’ and other words and terms of similar meaning in connection with any
discussion of future operating or financial performance but are not the exclusive means of identifying such
statements. These have been made by the directors in good faith using information available up to the date
on which they approved this report, and the Company undertakes no obligation to update or revise these
forward-looking statements for any reason other than in accordance with its legal or regulatory obligations
(including under the UK Market Abuse Regulation, UK Listing Rules and the Disclosure Guidance and
Transparency Rules of the Financial Conduct Authority (‘FCA")).

By their nature, all forward-looking statements involve risk and uncertainty because they relate to future
events and circumstances that are beyond the control of the Company and depend upon circumstances that
may or may not occur in the future that could cause actual results or events to differ materially from those
expressed or implied by the forward-looking statements. There are also a number of factors that could cause
actual future financial conditions, business performance, results or developments to differ materially from
the plans, goals and expectations expressed or implied by these forward-looking statements and forecasts.
As a result, you are cautioned not to place reliance on such forward-looking statements as a prediction of
actual results or otherwise.

These factors include, but are not limited to: material impacts related to foreign exchange fluctuations;
macro-economic activity; the impact of outbreaks, epidemics or pandemics, and the extent of their impact
on overall demand for the Company’s services and products; potential changes in dividend policy; changes
in government policy and regulation (including the monetary, interest rate and other policies of central banks
and other regulatory authorities in the principal markets in which the Company operates) and the
consequences thereof; actions by the Company’s competitors or counterparties; third party, fraud and
reputational risks inherent in its operations; the UK’s exit from the EU; unstable UK and global economic
conditions and market volatility, including currency and interest rate fluctuations and inflation or deflation;
the risk of a global economic downturn; acts of terrorism and other acts of hostility or war and responses to,
and consequences of those acts; technological changes and risks to the security of IT and operational
infrastructure, systems, data and information resulting from increased threat of cyber and other attacks;
general changes in government policy that may significantly influence investor decisions (including, without
limitation, actions taken in support of managing and mitigating climate change and in supporting the global
transition to net zero carbon emissions); societal shifts in customer financing and investment needs; and
other risks inherent to the industries in which the Company operates.

Nothing in this Annual Report should be construed as a profit forecast.



PARAGON FINANCE PLC

STRATEGIC REPORT

BUSINESS REVIEW AND PRINCIPAL ACTIVITIES

Paragon Finance PLC (‘the Company’) is a wholly owned subsidiary of Paragon Bank PLC which is a wholly
owned subsidiary of Paragon Banking Group PLC (‘the Group’). During the year the Company operated in the
United Kingdom. The principal activities of the Company are the provision of administration and other
management services to other group companies and as an investor in special purpose vehicle companies
within the Group.

The Company undertakes loan servicing and customer management on behalf of all of the Group’s operating
companies and certain third parties. To undertake these tasks it holds the Group’s fixed assets, other than
property, owns the rights to all of its infrastructure and intellectual property and employs the vast majority
of the Group’s people. There have been no significant changes in the Company’s principal activities in the
year under review and the directors are not aware, at the date of this report, of any likely major changes in
the Company’s activities in the next year.

During 2016, the Company obtained permission from the Financial Conduct Authority (FCA), for regulatory
permission relating to its consumer credit regime. The Company also holds the requisite permission from the
FCA to administer both second and first charge residential mortgages. The Company’s registration in relation
to the administration of consumer Buy to Let loans was also confirmed by the FCA.

As shown in the Company’s profit and loss account on page 23, the Company’s net interest income decreased
from £7,372,000 to £4,966,000. This was principally due to a fall in interest receivable and similar income
decreasing more than the fall of interest payable and similar charges. The return on pension scheme liabilities
decreased from £172,000 to £320,000. There was a release of provision on loans to group parties and related
parties was £245,000 (2021: provision of £145,000) due to the effects of trading between these entities and
a decrease in reserves of those companies in the current year. The provision on investment in group
companies and related parties was a release of £11,000 (2021: release of £851,000) due to the effects of
trading between group companies and an increase in reserves of those companies. Therefore, in the current
year there was a provision release of £272,000 compared to a release of £1,521,000 for the preceding year.
Other operating income has increased from £127,973,000 to £158,728,000. This was principally due to the
costs recharged to other group companies increasing during the current year. Some securitisation mortgage
loans were sold to fellow group companies in the preceding year, therefore there was a decrease in
administration fees received by the Company from various special purpose vehicle companies within the
Group, as the Company administered the loans on their behalf. Operating expenses increased from
£129,386,000 to £151,438,000 as some employment contracts were moved into the company from fellow
group companies. As a result of the above, operating profit before taxation has increased from £7,480,000
to £12,528,000, and the profit after tax has only increased from £7,946,000 to £8,563,000 due to a tax charge
in the current year compared to a tax credit in the preceding year.

The balance sheet on page 24 of the Financial Statements shows the Company’s financial position at the year
end. Net assets have decreased by 31.43% (2021: 7.35% increase) due to the net effect of the profit for the
year, the actuarial gain on the pension fund and the interim dividend being paid in the year. Details of
amounts owed from and to other group companies are shown in notes 12 and 15.

The directors recommend no final dividend (2021: £nil) which, given the interim dividend of 98.5 pence per
share (2021: £nil per share), means a total dividend for the year of 98.5 pence per share
(2021: £nil per share).



PARAGON FINANCE PLC

STRATEGIC REPORT (CONTINUED)

BUSINESS REVIEW AND PRINCIPAL ACTIVITIES (CONTINUED)

The Group manages its operations on a centralised basis and compiles its management information, including
key performance indicators, on a consolidated basis. This consolidated information is used in controlling the
operations of the Company, which provides services to all Group entities. Given the pervasive involvement
of the Company in the Group’s activities, the Company’s directors believe that further key performance
indicators for the Company, compiled on a stand-alone basis, are not necessary or appropriate to provide an
understanding of the development, performance or position of the Company’s business. Details of the
Group’s financial performance, including key performance indicators, are given in the Annual Report of its
ultimate parent company, which does not form part of this Report.

PRINCIPAL RISKS AND UNCERTAINTIES

The assets of the Company are located entirely in the United Kingdom and its results are therefore impacted
by the economic environment within the UK. A material downturn in economic performance could increase
the numbers of the Group’s customers who default on loans and / or cause the values of the properties over
which the Group enjoys security to fall with a consequential impact on the Company’s investments.

The UK economy in the current year has been impacted by a number of significant pressures, initially the
ongoing impacts of the Covid pandemic and latterly inflationary pressures, rising interest rates and
geopolitical impacts resulting from Russian actions in Ukraine. These factors have caused major economic
disruption within the UK and global economy with their ultimate impacts remaining uncertain, over both the
short and long terms.

The Company has established processes in place and proved on a through-the-cycle basis which will allow it
to support its customers through any adverse economic conditions and optimise outcomes for both
customers and investors.

An analysis of the Company's exposure to risk, including financial risk, and the steps taken to mitigate these
risks are set out on pages 7 to 14 and in note 22. A discussion of critical accounting judgements is set out in
note 25 and a discussion of critical accounting estimates is set out in note 26.

GOING CONCERN

The performance of the Company is subject to analysis against plan, with key variances being analysed in
detail on a monthly basis. This monitoring, particularly of credit and liquidity measures has been enhanced
at Group level in response to the Covid situation.

The Group has a formalised process of budgeting, reporting and review. The Group’s planning procedures
forecast its profitability, capital position, funding requirement and cash flows on a company by company
basis.

In compiling the most recent forecast, for the period commencing 1 October 2022, particular attention was
paid to the potential consequences of the uncertain economic outlook for the UK on the Group’s operations,
customers, funding and prospects, both in the short and long term. These considerations include the
increased cost of living, rising interest rates and the impacts of Russia’s intervention in Ukraine, as well as
the long-term after effects of the Covid pandemic. To evaluate these impacts of a number of different
scenarios with impacts of varying duration and severity were examined. In common with the Group’s
approach to IFRS 9, the economics used in the forecasting process were updated in October 2022 based on.

After considering the above, the directors have a reasonable expectation that the Company will have
adequate resources to continue in operational existence for the foreseeable future. This is further supported
by the Group holding sufficient cash resources to support the Company’s obligations as they fall due. For this
reason, they continue to adopt the going concern basis in preparing the Financial Statements.



PARAGON FINANCE PLC

STRATEGIC REPORT (CONTINUED)

BOARD AND STAKEHOLDERS

The Board is mindful of its duty to promote the success of the Company for the benefit of its shareholders
and to fulfil the Company’s purpose, having regard to the interests of all of its stakeholders. The Board
confirms that, for the year ended 30 September 2022, it has acted to promote the success of the Company
for the benefit of its members as a whole and continues to have due regard to the following matters insofar
as they are applicable (as per section 172 of the Companies Act 2006):

a. The likely consequences of any decision in the long-term

b. The interests of the Company’s employees

c. The need to foster the Company’s business relationships with suppliers, customers and others
d. The impact of the Company’s operations on the community and the environment

e. The desirability of the Company maintaining a reputation for high standards of business conduct
f. The need to act fairly as between members of the Company

The principal activities of the Company are the provision of administration services to other group companies,
including supporting their loan servicing activities and investments in special purpose vehicle companies
within the Group. Therefore, there is substantial common identity between the external non-shareholder
stakeholders of the Company and those of the Group. The Company also has significant group stakeholders,
including the entities to which the Company provides services, support and funding, aside from ownership
interests.

As a consequence, engagement with external shareholders takes place at a Group level. The Company looks
to Group initiatives for guidance and takes them into account in its decision making. The Company follows
Group policies and procedures including those relating to the fair treatment of customers, regulatory
requirements, standards of business conduct, employees, the environment, the community and other
stakeholders. More detail may be found in the 2022 Annual Report and Accounts of Paragon Banking Group
PLC.

However, in considering items of business the Company makes autonomous decisions on each decision’s
own merits, after due consideration of those factors set out in section 172 of the Companies Act 2006 insofar
as they are relevant, and the stakeholders impacted by such decisions.

Board meetings are held periodically where the directors consider Company business, such as external
contracts for property and establishment services, employment matters, loan administration arrangements,
other management services to other Group companies, the management of its investments in special
purpose vehicle companies of the Group, capital and distributions. The Board also considers all matters
relevant to the Company’s status as an FCA regulated entity and its relationship with the regulator.

The Board considers and discusses information from across the organisation to help it understand the impact
of the Group’s operations, and the interests and views of its key stakeholders. It also reviews strategy,
financial and operational performance, as well as information covering areas such as key risks and legal and
regulatory compliance. This information is presented to the Board through reports sent in advance of each
Board meeting and through in person presentations.

The executive directors of the Group and the Group’s Chief Operating Officer sit on the Board of the
Company and ensure that the Board is aware of all Company and Group level information relevant to the
consideration of its section 172 duties.



PARAGON FINANCE PLC

STRATEGIC REPORT (CONTINUED)

SHAREHOLDERS

The Company has a single shareholder, Paragon Bank PLC, which is itself a wholly owned subsidiary of
Paragon Banking Group PLC, the ultimate parent company of the Group. The interests of the Company’s
shareholders thus coincide with those of the shareholders of the Group (s172 (1)(f)).

BUSINESS RELATIONSHIPS

The Company provides facilities and establishment services to other Group companies and therefore is the
principal group entity contracting with suppliers of goods and services for use in the business. The Company
enters into a number of agreements with suppliers, customers and third parties which enables the Group to
provide high standards of conduct.

The Group’s Procurement function reviews and considers material contracts and works with key suppliers to
maintain long-term and sustainable relationships, whilst identifying solutions to reduce the environmental
impact of business activities (s172 (1)(c-e)). In September 2022, a supplier satisfaction survey was undertaken
to seek the views of third party suppliers on their experience of the Group and any recommendations for
improvement.

The Group has a Supplier Code of Conduct (published on the Paragon Banking Group PLC website), which
sets out the Group’s overall approach to supplier engagement and corporate responsibility, and importantly,
the standards of behaviour expected from suppliers around bribery and corruption, data protection and
modern slavery. It also includes important information concerning the Group’s employment practices, health
and safety, community and environmental matters.

The Group is a signatory to the Prompt Payment Code and the Company is subject to the UK reporting
requirements on supplier payment information.

Throughout the year the Group has continued to engage with key suppliers ensuring continuing operational
resilience and reduced risk. The Group has also continued to invest in its infrastructure, particularly in
customer and broker facing systems. The Group’s planned change programme progressed throughout the
year, delivering new technology and operational enhancements which will generate efficiencies and improve
customer experiences.

The Group has a Code of Conduct which all employees are required to read and confirm their understanding
of on a regular basis. This covers details in respect of customers, suppliers and fellow employees and
compliance with the legal and regulatory framework under which the Group operates. This Code of Conduct
is published on the Group’s website.

The Group’s detailed policies on supplier and customer relationships, its support for human rights, and
measures taken to prevent bribery, corruption and financial crime, are described in more detail in the Annual
Report of Paragon Banking Group PLC, which does not form part of this Report.

ENVIRONMENT

The Group recognises the importance of its environmental responsibilities, monitors its impact on the
environment, and designs and implements policies to reduce any impacts that might arise from the Group’s
activities. As the Group entity responsible for the procurement of power, office services and supplies, the
Company has a significant impact on the management of the environmental impact of the Group’s
operations. The Company operates in accordance with Group policies, which are described in the 2022
Annual Report of Paragon Banking Group PLC, which does not form part of this Report (s172 (1)(d)).

Further information can also be found in the Group’s 2022 Responsible Business Report (published on the
Paragon Banking Group PLC website), which does not form part of this report.



PARAGON FINANCE PLC

STRATEGIC REPORT (CONTINUED)

EMPLOYEES, DIVERSITY AND CULTURE

The directors recognise the benefit of keeping employees informed of the progress of the business, and are
committed to building a more diverse and inclusive workforce as part of the people strategy and to develop
a sustainable business. Employees have been provided with regular information on the performance and
plans of the Company and the financial and economic factors affecting it, through both information circulars
and management presentations (s172 (1)(b)).

The directors encourage employee involvement at all levels through the staff appraisal process, the Group’s
People Forum, the Group’s Equality, Diversity and Inclusion network, employee engagement surveys and
regular communication between directors, managers, teams and individual employees. During the year, the
Group’s People Forum provided input as a hybrid working model for employees was embedded. This offers
employees a better balance of home and office working.

In March 2022, employees were invited to complete an anonymous survey as part of the Investor in People
(“IP”) triennial assessment, which included specific questions on the Group’s culture. Following this, the
Group was accredited with a Platinum IIP status in May 2022 and findings provided recommendations to help
the Group further improve as an employer.

Through the Group’s volunteering scheme, every employee is provided with one paid day a year to volunteer
for specific initiatives, supporting the Group’s strategy and culture. The Group is also an accredited employer
with the Living Wage Foundation, ensuring that all employees are paid the real Living Wage.

The Company participates in a Sharesave share option scheme and a profit-sharing scheme, both of which
enable eligible employees to benefit from the performance of the business.

The Company operates in accordance with Group employment policies which, together with additional
information on the operations of the Group’s People Forum, employee consultation arrangements and key
metrics on the workforce are described in the Paragon Banking Group PLC Annual Report, with
supplementary information included in the Group’s 2022 Responsible Business Report, neither of which
forms part of this report. Both documents are available on the Groups website.

EMPLOYMENT OF DISABLED PERSONS

Full and fair consideration is given to applications for employment made by disabled persons having regard
to their particular aptitudes and abilities. The Company has continued its policy of providing appropriate
training and career development to such persons.

This Strategic Report has been drawn up and presented in accordance with, and in reliance upon, applicable
English company law, in particular Chapter 4A of the Companies Act 2006, and the liabilities of the directors
in connection with this report shall be subject to the limitations and restrictions provided by such law.

Approved by the Board of Directors
and signed on behalf of the Board

P

K G Allen
Director

24 January 2023



PARAGON FINANCE PLC
PRINCIPAL RISKS AND MITIGATIONS

The Company is exposed to a number of principal risks and uncertainties that arise from the operation
of its business model and strategy. The Company derives almost all of its income from the provision
of finance, facilities and services to other Group companies. Its performance would therefore be
materially either directly or indirectly affected by any downturn in the performance of the Group
resulting from a crystallisation of any of the risks to which the Group is exposed. Therefore the risks
to which the Company is exposed are the same as those for the Group as a whole.

A summary of those risks and uncertainties which could prevent the achievement of the Company’s
strategic objectives, how the Company seeks to mitigate those risks and the change in the perceived
level of each risk in the last financial year are described below.

This summary should not be regarded as a complete statement of all potential risks and uncertainties
faced by the Company but rather those which the Company believes have the potential to have a
significant impact on its financial performance and future prospects.

The risks are set out in accordance with the Group’s amended classification of its principal risks,
approved by the Board in the year. Therefore, the headings shown differ from those presented in
previous annual reports. In particular, reputational risk, model risk and climate change risk are
separately identified as principal risks for the first time.

Further information concerning the systems used to manage risk by the Group are included in section
B6.4 of the Annual Report and Accounts of the parent company.

The changes in the perceived level of each risk in the last financial year are indicated using the symbols
shown below:

f Risk increasing ‘ Risk decreasing “ Risk stable




PARAGON FINANCE PLC

PRINCIPAL RISKS AND MITIGATIONS (CONTINUED)

Capital Risk

Description Mitigation
The Group faces the risk of | A robust process exists over capital reporting, both internally and to
insufficient  capital to operate | the PRA, with a comprehensive annual ICAAP assessment including all
effectively including meeting | material capital risks.

minimum regulatory requirements,
operating within Board approved risk
appetite and supporting the Group’s
strategic goals.

Following the year end the Bank of
England published their Consultation
Paper regarding the process for the
implementation of the Basel 3.1
standards in the UK, which will be
effective from on 1 January 2025.

An internal capital buffer is maintained in excess of minimum
regulatory requirements to protect against unexpected losses or risk-
weighted asset growth.

The Group submitted the second stage of its application for the
accreditation of its IRB approach to buy-to-let credit risk for capital
adequacy purposes to the PRA in March 2021 and is currently
responding to PRA feedback on various elements of this phase, ahead
of a formal PRA panel assessment. The project continues to progress
to plan, and work will continue through the next financial year.

The Bank of England Basel 3.1 proposals largely follow the core Basel
proposals and, as such, are materially in line with expectations. The
Consultation Paper also highlighted enhancements to the IRB
accreditation process and an increase in the Bank’s threshold for
Strong and Simple treatment to £20 billion of assets, each of which
would have a favourable impact on the Group if retained in the
ultimate rules.

Year-on-year
change

&

While there has been little impact on the overall capital risk framework in the financial year
the global and UK economic outlook has deteriorated significantly since Russia’s
intervention in Ukraine, with global inflationary pressures intensifying sharply.

Although downside risks will present headwinds, the Group’s strengthening profitability
and the progress made in balance sheet management mean that capital ratios remain
strong with considerable headroom over requirements. This, in turn, provides significant
capacity to support lending to households and businesses.




PARAGON FINANCE PLC

PRINCIPAL RISKS AND MITIGATIONS (CONTINUED)

Liquidity and Funding Risk

Description

Mitigation

The Group is exposed to the risk that
it has insufficient funds to meet its
obligations as they fall due.

Retail deposit taking is central to the
Group’s funding plans and therefore
changes in market conditions could
impact the ability of the business to
maintain the level of funding required
to sustain normal business activity.

The Group maintains a diversified range of both retail and wholesale
medium and long-term funding sources to cover future business
requirements and liquidity to cover shorter term funding needs.

Internally, comprehensive treasury policies are in place to ensure
sufficient liquid assets are maintained and that all financial
obligations can be met as they fall due, even under stressed
conditions.

The Group has a dedicated Treasury function which is responsible for
the day-to-day management of its overall liquidity and wholesale
funding arrangements. The Board, through the delegated authority
provided to the ALCO, sets limits as to the level, composition and
maturity of funding and liquidity resources.

Year-on-year
change

g

Description

The Group remains well placed to access funding from a wide range of sources to meet its
future funding requirements.

Access to the retail savings market has been effective during the year through both direct
and intermediated deposit platform distribution channels.

Mitigation

The Group is exposed to the risk that
changes in interest rates at which it
lends and those at which it borrows
may adversely affect its net interest
income and profitability.

This risk is managed within Board approved risk appetite limits with
comprehensive treasury polices in place to ensure that the risk posed
by changes and mismatches in interest rates are effectively managed.

Day-to-day management of interest rate risk within Board approved
limits is the responsibility of Treasury, with control and oversight
provided by ALCO.

The Group seeks to match the maturity profile of assets and liabilities
and uses financial instruments, such as interest rate swaps, to hedge
the exposure arising from repricing gaps.

Year-on-year
change

*

previous periods.

The Group’s overall market risk profile, relative to its balance sheet, has remained broadly
similar and therefore associated risk levels remain generally stable compared to

However, the rise in the Bank of England base rate to its highest level in over a decade have
increased volatility in pricing levels on both the asset and liability sides of the balance
sheet, requiring particular focus on risk management in this area.




PARAGON FINANCE PLC

PRINCIPAL RISKS AND MITIGATIONS (CONTINUED)

Credit Risk

Description Mitigation

Credit risk elements which could | The Group has a robust limit framework supported by comprehensive
expose the Group to the risk of | policies in place that set out detailed criteria which must be met
unexpected material losses include: | before loans are approved. Exceptions to credit policies require
approval by the Credit Risk function, operating under a mandate from

e  Customer risks through failure the Credit Committee.

to screen potential borrowers,
and manage repayments The Group uses a range of sources to inform expectations of key
external factors such as interest rate movements and house price

e Concentration risk in credit inflation which are in turn used to guide policy and underwriting.

portfolios through an uneven
distribution of exposures of | The Group also continues to exploit opportunities to diversify the
borrowers, asset classes, | range of its activities and income streams, consistent with its strategic
sectors or geographies objective of operating as a prudent, risk-focussed specialist lender.

e Reduction in value of collateral | The majority of the Group’s loans by value continue to be secured
owned by the Group, or | against UK residential property at conservative loan-to-value levels.
secured against debt owed to it | The primary collateral therefore forms part of a highly mature,

) sustainable market demonstrated over many decades of operation.
e Wholesale counterparty risk

Exposure to wholesale counterparty credit risk is limited to
counterparties that meet specific credit rating criteria per the Group’s
comprehensive  treasury policies. Exposure to approved
counterparties is monitored daily by senior management within the
Group’s Treasury function with all exposure managed within ALCO
approved limits.

e  Qutsourcer default risk

Ongoing monitoring of the credit rating and financial performance of
all outsourced relationships and critical suppliers is undertaken.

Year-on-year Prudent credit policies combined with the Group’s consistently high lending standards

change have ensured that customer loan repayments have been maintained in line with
expectations, and arrears and losses remain at historically low levels. Tracking of customer
risk profiles across lending areas show little indication of stress, and asset equity coverage
continues to provide significant credit risk mitigation.

f Whilst current loan performance remains exemplary, the Group continues to monitor the

potential future impact of the increasing interest rate environment and higher costs of
living and has reviewed and adjusted credit policy and affordability models accordingly. As
a result of these broader economic movements, in particular the rapid increase in market
interest rates, the credit risk profile has marginally increased compared to 30 September
2021.

10



PARAGON FINANCE PLC

PRINCIPAL RISKS AND MITIGATIONS (CONTINUED)

Model Risk

Description

Mitigation

Models are used across the Group to
inform financial decision making and
hence it is imperative that the
environment in which the models are
designed, implemented and operate
is subject to appropriate rigour.

As the use of internally developed models has increased across the
Group, a robust framework and governance has been developed to
manage the associated risks. This includes the MRC which oversees
the development, implementation and ongoing monitoring of models
across the Group.

The Model Risk Management Framework provides a structured and
disciplined approach to the management of model risk. This includes
clear development, implementation and ongoing oversight principles
together with the requirements for independent validation based on
model materiality criteria.

Year-on-year
change

g

It is recognised that the increasing use of internally developed models will drive a
commensurate risk to the Group. However, given the strength of the framework and
oversight processes, model risk remains within appetite and the outlook remains stable.
The Group is reviewing the contents of the recent PRA Consultation paper (CP 6/22) on
model risk management principles for banks to ensure it will be compliant with the
proposed Supervisory Statement when published.

Reputational Risk

Description

Mitigation

Maintenance of a strong reputation
across all  business lines and
operational activities is core to the
Group’s philosophy.

Detrimental reputational impacts
may result from crystallisation of
other principal risks, but also through
failure to safeguard the integrity of
the Group’s brand or failing to meet
external expectations in its business
practices.

The reputational impacts of any changes to strategy, pricing or
processes are explicitly considered in the decision-making process
and are reviewed by the Director of External Relations, and the Group
will not undertake any activity it considers might be damaging to its
reputation.

The Group has an experienced External Relations function which
manages all Group communications and ensures that the
reputational profile of the Group remains protected at all times.

All material risk events are reviewed for reputational impact and
mitigating actions are initiated as appropriate.

Year-on-year
change

g

The Group continues to manage its reputation effectively in all its dealings. Whilst it is
mindful that threats to its reputation can emanate from many sources, the Group
remains well-placed to respond quickly and efficiently to any potential reputational issue.

11




PARAGON FINANCE PLC

PRINCIPAL RISKS AND MITIGATIONS (CONTINUED)

Strategic Risk

Description Mitigation

The Group’s strategy as a specialist | The Group closely monitors economic developments in the UK and
lender is key to its operating model | overseas, with support from leading independent macro-economic
and business planning. However, | and other advisors.

there is a risk that changes to its
business model, or macroeconomic,
geopolitical, regulatory, competitive
or other external factors may impact
delivery of strategic objectives.

Stress testing is performed to assess its expected performance under
a range of operating conditions. This provides the Board with an
informed understanding and appreciation of the Group’s capacity to
withstand shocks of varying severities.

The Group continues to exploit opportunities to diversify the range of
its activities and income streams, consistent with its strategic
objective of operating as a prudent, risk focussed lender.

Year-on-year
change

X g

Prospects for the UK’s economic performance remain uncertain. Short-term disruption
from Covid has been replaced by a material increase in both the cost of living and input
costs for businesses, putting pressure on household and corporate disposable income.
Taken alongside a sharp reversal in monetary policy and political instability, the near-
term economic outlook remains uncertain while the medium and longer-term impacts of
Covid, together with the implications of the UK’s new trading relationships post-Brexit,
are still to be determined.

During the year the Group continued to make progress against its strategy, with
significant milestones reached in its digitalisation programme.

Whilst the Group has remained resilient throughout this prolonged period of economic
uncertainty, and activity levels have been strong, the potential for disruption as the
economy resets to higher interest rates presents a risk.

12




PARAGON FINANCE PLC

PRINCIPAL RISKS AND MITIGATIONS (CONTINUED)

Climate Risk

Description

Mitigation

The Group considers the impact of
climate change either directly on the
Group or indirectly through its third-
party relationships or its lending
activities.

This includes both the transitional risk
to its strategy and profile through
external measures to progress to a
low carbon environment and any
physical risks arising from changes to
the natural environment that could
impact the calculation and valuation
of assets and liabilities.

The Group proactively manages physical risk and has specific
underwriting policies aimed at the mitigation of, for example, risks
associated with flooding, coastal erosion and subsidence.

The potential for transition risk is monitored within the different
business lines, with external events prompting consideration of
amendments to credit policy and underwriting criteria.

Joining Bankers For Net Zero (‘B4NZ’) and establishing targets for
offsetting the Group’s operational footprint emissions are key
building blocks in embedding governance and oversight of the risks
from climate change. Longer term strategic planning will be informed
by ongoing and enhanced analysis, supported by scenario testing.

The Sustainability Committee provides comprehensive oversight of
climate initiatives across each business line, whilst the Credit
Committee monitors the performance of property collateral against
EPC data.

Year-on-year

change

@«

The Group has continued to make progress on its climate change agenda, with activity
focused on identifying implications across business lines and the signing up to B4NZ.

However, the levels of regulatory scrutiny and public interest in this area have continued
to increase during the period and therefore the overall risk is considered to have
increased over the year.

Conduct Risk

Description

Mitigation

The commitment to delivering good
customer outcomes is at the heart of
the Group’s culture and strategy.

Conduct risk arises where the culture
and behaviours fail to promote the
customer’s best interests and avoid
foreseeable consumer harm,
resulting in unfair outcomes for the
customer.

The management of conduct risk within the Group is tailored to the
specific product and customer type and includes dedicated quality and
control teams which validate process adherence, the delivery of good
customer outcomes and the appropriate management of those
customers showing signs of vulnerability.

All employees are required to undertake conduct risk related training.

The Group’s approach to employee remuneration means that very few
employees are included in financial incentive schemes. The incentive
scheme framework is reviewed by the CCC annually and individual
schemes require approval from the Chief People Officer, CFO and
Conduct and Compliance Director before implementation.

Year-on-year
change

@«

Whilst the Group is well-placed to provide appropriate support, the current economic
environment and cost of living crisis is likely to put a strain on some of the Group’s
customers, potentially increasing vulnerabilities.

In addition, the introduction of the FCA’s Consumer Duty raises the expectations of firms
to proactively seek to prevent causes of foreseeable harm.
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PRINCIPAL RISKS AND MITIGATIONS (CONTINUED)

Operational Risk

Description

Mitigation

Operational Risk arises across the
Group  through the possible
inadequacy or failure of internal
processes, people and systems or
from external events.

Operational risk is inherently diverse
in nature. All the Group’s activities
create various forms of operational

The Group has an established operational risk framework which
enables timely and accurate analysis of operational risk exposures and
drives accountability and remedial actions where issues are identified.

Management of operational risk is enabled through a comprehensive
framework of policies which are designed to ensure that all key
operational risks are managed consistently across the business. This
includes risk areas such as Change Management, Procurement, Data
Protection, Financial Crime and People.

risk which need to be managed . . L . . . .
g The Group is committed to ensuring it remains resilient