ARBUTHNOT BANKING GROUP PLC
25 March 2021

ARBUTHNOT BANKING GROUP (“Arbuthnot”, “the Group” or “ABG”)
Audited Final Results for the year to 31 December 2020

Strong financial resources have allowed the Group to accelerate strategy via acquisition.
Arbuthnot Banking Group today announces its audited results for the year ended 31 December 2020.
Arbuthnot Banking Group PLC is the holding company for Arbuthnot Latham & Co., Limited.

FINANCIAL HIGHLIGHTS
o  (Loss)/Profit Before Tax (£1.1m) (2019: £7.0m) — excluding acquisition costs, the business broke even in 2020*
Operating income steady at £72.5m (2019: £72.5m)
Earnings per share negative 8.9p (2019: 41.2p)
No dividend declared for 2020**
Net assets £194m (2019: £208m)
Net assets per share 1270p (2019: 1364p)
Total capital ratio 18.7% (2019: 17.3%)

OPERATIONAL HIGHLIGHTS

Arbuthnot Latham
e  Profit before tax and group recharges of £8.3m (2019: £16.2m), a decrease of 49%
Average net margin at 4.1% (2019: 4.5%)
Customer loans decreased 1% to £1,588m (2019: £1,599m)
Customer deposits increased 13% to £2,365m (2019: £2,085m)
Assets under management increased 4% to £1,147m (2019: £1,107m) driven by both strong net inflows and investment
performance
e  Arbuthnot Commercial Asset Based Lending profit has paid back start-up losses incurred; a strong year of progress saw it
grow customers by 60%, drawn balances by 50% and facility limits by 82% in 2020
e All employees successfully worked remotely as the Bank operated well during the pandemic
Installed new CRM system, linked to upgraded website in support of digital marketing initiatives

Agreed acquisition of commercial truck leasing business, Asset Alliance, which incurred £1m of transaction costs accounted
for in 2020***

During First Quarter 2021
o Completed sale of £55m residential mortgage portfolio generating a gain of £2.2m
e Took the decision to close Dubai representative office. Relationships will be managed from London
e Declared special dividend of 21p, paid on 19 March 2021, in respect of the withdrawn 2019 final dividend

Commenting on the results, Sir Henry Angest, Chairman and Chief Executive of Arbuthnot, said: “In a year in which the pandemic
and associated lockdowns impacted businesses, Arbuthnot delivered a resilient performance and continued to make good operational
progress. After a positive start to 2020, growth in lending balances and profits paused from the onset of the lockdown, as historically
low base rates and a prudent reduction in the Bank’s credit appetite took their toll. It was however pleasing to see that whilst our
growth may have paused, the bank did not. Our technology enabled us to serve clients remotely, whilst we also relaunched our website
linked to a newly-developed CRM system, and delivered a well-received evolution of the Arbuthnot Latham brand.

We also had considerable success in growing our client base, with the Bank opening a significant number of new accounts in 2020,
which in turn contributed to the good growth in deposits. This progress, together with growing demand for lending and the increased
diversity of our business following the acquisition of Asset Alliance, leaves us well placed to resume our growth.”



Note:  * The results include £1m of transaction costs related to acquisition of Asset Alliance.
*x On 18 February 2021 the Board declared a special dividend of 21p in lieu of the final dividend for 2019 that had
been withdrawn after guidance from the Regulators.
kK Clearance was received from the FCA on 2 March 2021 and the acquisition is expected to complete on 31 March
2021.

The Directors of the Company accept responsibility for the contents of this announcement.
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Consolidated statement of comprehensive income

Year ended 31 December

2020 2019
Note £000 £000

Interest income 8 75,082 76,870
Interest expense (17,024) (18,233)
Net interest income 58,058 58,637
Fee and commission income 9 14,735 13,935
Fee and commission expense (293) (107)
Net fee and commission income 14,442 13,828
Operating income 72,500 72,465
Net impairment loss on financial assets 10 (2,849) (867)
Other income 11 678 5,599
Operating expenses 12 (71,419) (70,186)
(Loss) / profit before tax (1,090) 7,011
Income tax expense 13 (242) (835)
(Loss) / profit after tax (1,332) 6,176
Other comprehensive income
Items that will not be reclassified to profit or loss
Changes in fair value of equity investments at fair value through other comprehensive income (12,826) 10,707
Tax on other comprehensive income (69) (77
Other comprehensive (loss) / income for the period, net of tax (12,895) 10,630
Total comprehensive (loss) / income for the period (14,227) 16,806
Earnings per share for profit attributable to the equity holders of the Company during the year
(expressed in pence per share):
Basic earnings per share 15 (8.9) 412
Diluted earnings per share 15 (8.9 41.2




Consolidated statement of financial position

At 31 December

2020 2019

Note £000 £000
ASSETS
Cash and balances at central banks 16 636,799 325,908
Loans and advances to banks 17 110,267 46,258
Debt securities at amortised cost 18 344,692 442,960
Assets classified as held for sale 19 3,285 7,617
Derivative financial instruments 20 1,843 1,804
Loans and advances to customers 21 1,587,849 1,599,053
Current tax asset 205 -
Other assets 23 96,288 86,443
Financial investments 24 18,495 30,919
Deferred tax asset 25 1,009 1,815
Intangible assets 26 23,646 20,082
Property, plant and equipment 27 4,905 5,813
Right-of-use assets 28 17,703 19,944
Investment property 29 6,550 6,763
Total assets 2,853,536 2,595,379
EQUITY AND LIABILITIES
Equity attributable to owners of the parent
Share capital 36 154 154
Retained earnings 37 207,839 209,171
Other reserves 37 (13,970) (990)
Total equity 194,023 208,335
LIABILITIES
Deposits from banks 30 230,090 230,421
Derivative financial instruments 20 649 319
Deposits from customers 31 2,365,207 2,084,903
Current tax liability - 633
Other liabilities 32 7,606 13,500
Lease liabilities 33 18,305 20,431
Debt securities in issue 34 37,656 36,837
Total liabilities 2,659,513 2,387,044
Total equity and liabilities 2,853,536 2,595,379




Chairman’s statement

Arbuthnot Banking Group (“ABG” or “The Group”) has reported a loss before tax of £1.1m in a year that has been like no other in
living memory. The Group had started the year on the front foot, with businesses enjoying the “Boris Bounce” after his emphatic
General Election victory in late 2019. Lending balances increased by £62m from the prior year end - and then the pandemic struck.

The base rate reduction on its own caused a decline in revenues of £10.3m and further growth opportunities were lost as the Group
tightened its lending criteria. This was both a precautionary measure, to limit the risks of the pandemic and to conserve capital for
opportunities that we believed might arise. This caused customer loan balances to fall over the remainder of the year, to end at
approximately the same level as the prior year. Thus, the Group has in fact missed a year of growth and its associated increased
revenue. The pandemic’s immediate impact on revenue has been in part offset by not awarding bonus payments to employees.

In my Chairman’s report of 2019, I noted that the Group was well placed in terms of capital and liquidity to take advantage of any
opportunities that the turmoil would present. I said this after noting that the Group prospered significantly following the financial
crisis at the end of the previous decade. The Group was at that time able to successfully complete several acquisitions, at values that
reflected the dislocation in the market, caused by the withdrawal of liquidity by the major banks to the non-bank lending market. Most
notable of these was the acquisition of Everyday Loans that the Group purchased for £1 and subsequently sold for a gain of £117m
three and a half years later. Therefore, I was pleased that we were able to exchange contracts in December of 2020, to acquire the
entire share capital of Asset Alliance Group Holdings Limited (“Asset Alliance”). I expect this acquisition to complete on 31 March
2021 as we have recently received approval from the regulatory bodies regarding our change of control application.

I am delighted that Willie Patterson, the CEO of Asset Alliance, and his Senior Management team will join the Group soon and I look
forward to working with them to grow the business, now that it will no longer be constrained by its previous funding limits.

Asset Alliance is a market leading provider of leasing solutions mainly in the commercial truck sector. This acquisition will continue
our strategy of diversification of Arbuthnot Latham & Co., Limited (““Arbuthnot Latham” or “the Bank™), while remaining true to our
core values that are embedded in our Private Bank.

Asset Alliance provides us another niche within the specialist Commercial Banking markets that we have been developing to
complement the Commercial Bank, Renaissance Asset Finance, Arbuthnot Commercial Asset Based Lending and Arbuthnot
Specialist Finance. These all combine to bring together the “Future State” vision that we are working towards, led by the core bank
which will maintain access to low-cost retail deposits that can be deployed through our higher yielding lending businesses.

Highlights
Despite the decline in profitability caused by the pandemic, I would like to note a number of highlights and also the continued
progress made by the Group during the year.

From the moment that the lockdown was declared the entire bank moved to remote working without missing a beat. Clients continued
to receive their bespoke personal service, payments continued to be transacted and investment decisions remained clear and decisive.
Meanwhile, fraud protection and second line monitoring maintained the safety and soundness of the operations of the Group.
Throughout the whole of this time the Group has played its role within society, not taking advantage of any of the Government’s
schemes and paying all of its liabilities, including all tax related items, on time. The Group was quickly accredited to the Government
sponsored lending schemes and extended £21m of Coronavirus Business Interruption Loans (“CBILs”) and £12m Bounce Back Loans
(“BBLs”) to our clients to help them navigate their way through the cash flow issues that lockdowns bring. We also assisted our
clients with payment holidays. We have supported employees and avoided using any of the furlough schemes. Their morale and
dedication to servicing our clients has remained at the highest level, despite the long days working remotely and alone.

The fact that all our employees were working remotely was not an impediment that was going to prevent our IT and change teams
from continuing to deliver on our ambitious programme of enhancing the Bank’s infrastructure and service propositions. In August,
we moved over to the newly implemented CRM systems provided by SalesForce. This Bank-wide effort now gives our services teams
the ability to view all our clients’ balances in one single place.

Finally, in December we switched our faster payment provider from Lloyds to NatWest, while at the same time extending our
proposition to allow clients to instruct and make payments at any hour of any day that they so choose. This was the last significant
enhancement needed to make our transactional banking capabilities equivalent of other market leading brands.

From the onset of the pandemic the business focused on maintaining its growth of deposits. While the recession was largely in the real
economy, we feared that it might quickly spread to the financial sector and create a liquidity squeeze. I have often commented that the
strength of a bank should not only be judged on its capital or quality of its loan book but by the solidity and diversity of its deposit
base. Thus, I have noted the creditable performance of the Bank in gathering deposits during the 2020. The end of the year deposit
balance showed growth of 13%, while at the same time the average cost of these deposits fell from 66bps to 54bps, which shows the



Bank has not chased deposits at any cost. This strength and diversification of the deposit base will enable us to continue our growth
trajectory once activity levels return.

Given the turmoil in the investment markets and uncertainty in the real economy I feel that the performance of our Investment
Management division should also be noted. The FTSE 100 index fell by 14% during 2020, however, our balance of Assets Under
Management increased by 4% suggesting that the investment performance outperformed the market even when excluding the net flow
of funds.

Brexit and Regulation

In my Chairman’s report for 2019 I noted that business activity had been reduced in the lead up to the General Election and the
implications that had for the conditions of the UK’s withdrawal from the European Union. It has always been clear to me that
businesses are mainly weighed down by a lack of clarity of the future when making investment decisions. The political situation had
created much uncertainty in the UK and across Europe. So I am now pleased that this uncertainty has been removed and it appears that
the UK has struck a good trade deal.

However, Brexit will only be successful if the Government is bold and takes full advantage of the freedoms gained. For a start, it must
substantially reduce the stifling bureaucracy and plethora of regulation that the UK has been forced to adopt over the years.

The Civil Service must also play their part in bringing about such transformation, a once in a lifetime opportunity. Out must go the
bad habit of gold plating every rule and every new regulation must be tested against a rigorous impact assessment and should have a
sunset clause. Furthermore, we should introduce a “one in, one out” principle to contain this proliferation of rules.

Board Changes and Personnel
During the year there were no changes to the Board. I would like to thank my colleagues on the Board for their continued helpful and
committed collaboration despite only being able to meet virtually.

As always, and especially this year, the progress of the Group reflects the hard work and commitment of all the members of staff. I
believe that all our employees have responded particularly well in these difficult circumstances in continuing to provide high quality
client service and in ensuring that their colleagues’ wellbeing was prioritised. On behalf of the Board I extend our thanks to all of them
for their dedicated efforts in 2020.

Dividend

The Board announced on 18 February 2021 that it intended to pay a special dividend of 21p in-lieu of the dividend relating to 2019
that was cancelled following strong guidance from the PRA. This dividend has already been paid and you should all be in receipt of
the monies.

Given the impact the pandemic has had on the Group’s earnings, the Board is not recommending a final dividend for the year of 2020,
but will assess the dividend strategy of the Group, as profitability is restored, in 2021.

Outlook

The macro economic outlook is currently uncertain, the rollout of the vaccine in the UK appears to be powering ahead like a
“speedboat” and soon all adults should have been offered the opportunity to protect themselves from the virus. The Government
recently published a roadmap out of the lockdown, but the emergence of new variants could change the data and put this at risk.

Any further delay will push back the recovery, which appears to be poised for a potentially strong rebound. However, in the
meantime, the Government appears committed to supporting the economy and, so far, the valuations and demand in our sectors of
business have held up.

The acquisition of Asset Alliance, a growing demand in our lending pipelines and the diversity of the Group places us in a good
position to deliver strong growth and results once the restrictions on the economy are lifted.



Strategic Report

Business Review

Arbuthnot Latham & Co., Ltd

2020 2019
Operating income £75.1m £74.2m
Other income £1.5m £5.0m
Operating expenses £65.5m £62.2m
Profit before tax (before Group recharges) £8.3m £16.2m
Customer loans £1,587.8m  £1,599.1m
Customer deposits £2,365.2m  £2,084.9m
Total assets £2,855.0m £2,584.7m
Assets under management £1,147.5m  £1,107.3m
Average net margin 4.1% 4.5%
Loan to deposit ratio 67.1% 76.7%

Arbuthnot Latham
Arbuthnot Latham & Co., Limited has reported a profit before tax and Group recharges of £8.3m (2019: £16.2m profit).

The decline in profit against the prior year can largely be attributed to two factors. Firstly, the fall in the Bank of England Base Rate
from 0.75% to a historic low of 0.1% in March resulted in a reduction of interest generated from the loan book of £6.7m as loans for
the majority of the portfolio repriced to lower rates. Secondly, this was compounded further by Arbuthnot Latham’s cautious approach
to liquidity; by maintaining high levels of cash reserves at the Bank of England as opposed to placing them in the higher yielding
wholesale money markets or operating at higher loan to deposit ratios. This strategy cost the Bank a further £3.6m. Whilst this
cautious approach means that we may forgo a small amount of potential revenues, it has protected the bank during periods of
economic uncertainty and we continue to favour maintaining strong capital and liquidity positions to generate and protect value over
the long-term. Additionally, in response to the emergence of the pandemic the Bank significantly reduced its credit appetite due to
uncertainty in the global economy. In the third quarter the Bank re-instated its credit appetite to pre-pandemic levels and re-entered the
lending markets, underwriting deals with strong fundamentals and where it could place certainty on valuations. As a result of the fall
in profitability, management has responded by not awarding any discretionary bonus payments to employees.

Other Income reduced by £3m from the prior year. In 2020 the Group started a significant refurbishment programme on one of its
properties carried as inventory, King Street, which is expected to complete in the middle of 2021. This resulted in reduced rental
income of £1.5m compared to the prior year. The prior year also included £1.5m for the adjustment of the RAF management earn out
liability.

Despite the reduced lending activity, the Bank grew its deposit balances by 13% in the year. A strong deposit base with balances in
excess of £2bn was maintained throughout 2020 with the Commercial business exceeding £1bn in deposits for the first time during the
year. Assets Under Management (“AUM”) also increased by 4% in the year.

The average net margin for the Bank fell by 40bps from 4.5% to 4.1%. This was as a result of reduced yields from lending linked to
BOE base rate, somewhat offset by the average cost of deposits falling from 0.66% to 0.54%.

In support of the Government’s unprecedented financial assistance package in response to the global pandemic, Arbuthnot Latham and
Arbuthnot Commercial Asset Based Lending (“ACABL”) became accredited lenders for the British Business Bank’s CBIL and BBL
schemes. A total of £20.8m of CBIL and £12.3m of BBL loans were issued across the Group during 2020 to 301 existing and new to
bank SME clients.

Credit provisions increased to £2.8m for the year (2019: £0.9m). £1.2m of the charge was in Renaissance Asset Finance (“RAF”)
mainly as a result of its exposure to the London Taxi market, which has experienced significant slow-down from the pandemic. In
response to wider economic uncertainty, the Bank also revised its future economic scenarios as part of its IFRS9 expected credit losses
assessment. The Bank has applied an average net decline of 5.5% compared to 1.8% in 2019 for its UK property-based lending, which
resulted in an increase in provisions of £0.3m.

The Bank’s strategy to maintain strong levels of capital and liquidity allowed it to take advantage of the opportunity to acquire Asset
Alliance, a business based in Wolverhampton that specialises in leasing commercial trucks, buses and coaches across various sectors,
with a current portfolio of around 4,000 vehicles. The Bank has received all necessary regulatory approval and the acquisition is
planned to complete on 31 March 2021.



During the year, the Bank also launched its rebranded website and observed internet traffic of up to 20,000 visitors a month. The
brand evolution and the current digital marketing campaign have been shown to boost the Bank in the search rankings and is
generating more client introductions to the business.

Banking

During the year the Group changed the way it manages and reports the Banking sector, combining the Private Banking and
Commercial Banking sector into a single Banking sector. This is the level at which management decisions are made and how the
Group will manage the overall business sectors going forward with the anticipated growth in subsidiary businesses.

The Private Bank’s loan book returned to growth in 2020 reporting a modest increase of 1.3% to finish the year at £576m. The Bank
continued to develop its strategy for a relationship-led service for clients who value the proposition. It continued to deepen existing
relationships, as well as acquiring new criteria clients, with the latter continuing at the same pace as pre-pandemic levels. The Bank
refused to compromise on its pricing models to attract new or retain existing lending, as well as taking a conservative stance on credit
decisions given the economic uncertainty.

Private Banking deposits increased 4% to £1,080m. Following the base rate reduction in 2020, the business deployed a strategy to
effectively manage the cost of deposits down whilst growing overall balances from existing and new clients.

The Commercial Bank loan book increased by 6% to £557m. This was against the backdrop of the pandemic and strategically moving
the emphasis away from commercial real estate towards professional buy to let landlords. At the outset of the pandemic the immediate
focus of the relationship teams was to support existing clients with payment deferrals or additional finance, to support them during
short-term difficulties. As part of its accreditation to the Government’s Coronavirus Business Support Schemes the business issued
278 BBL loans totalling £12.3m.

Commercial Banking deposits increased by £255m in 2020 to exceed £1bn and finish the year with balances totalling £1,079m. The
cost of deposits was closely managed by growing existing relationships as well as attracting new criteria clients to the Commercial
Bank.

Wealth Management
Assets under Management (“AUM?”) increased by 4% during 2020 in part due to record gross inflows nearly 10% higher than the prior
year and representing 14% of AUM at the start of the year.

Despite volatility in global equity markets, Wealth Management continued to attract new criteria clients requiring Wealth Planning
and Investment Management services. The Investment Management division saw net inflows of client assets (excluding market
movement) increase AUM to close the year at a record £1.15bn.

Wealth planning fees were £0.8m supporting £54m of gross AUM inflows. The business completed its first full year providing event
based financial planning with clients paying for each piece of specific advice on a transactional basis with no ongoing advice fees
attached.

The business continued to offer bespoke advice with client services delivered through virtual client meetings. The online client
experience has been well received and clients have responded positively with over 600 client consultations taking place in the year.

Investment returns for 2020 recovered steadily from the March lows, with strong gains in the final quarter. All investment services
recorded positive absolute returns for the calendar year.

The business also launched its Investor Visa Service in the fourth quarter, which comprised a series of risk managed discretionary
portfolios specifically designed to comply with the Home Office’s requirements for Tier 1 Investor Visas.

The number of Banking clients grew in 2020, with 789 new clients which was approximately the same level as seen in 2019.
Similarly, the number of Investment Management clients grew by 5.6% in the year.

Dubai
Following a strategic review of its international representation, the Bank concluded that in the current market the Dubai office no
longer fitted with its future growth plans and so consequently took the decision to close the Dubai office.

The business has generated a good volume of client relationships for the Bank. However, its contribution versus its high cost base
makes it unviable for the Bank’s future growth aspirations. Existing client assets have always been held in London and clients will
now be serviced from the London office. The office is scheduled to close at the end of May 2021.



Mortgage Portfolios

The Santiago mortgage portfolio acquired in August 2019 performed as expected, generating a gross yield of 3.5% consistent with the
prior year (2019: 3.8%). Customers taking advantage of payment holidays as a result of the pandemic peaked at 27% during the year,
falling to 1.7% at the year end.

After being approached by Charter Court Financial Services Limited (a subsidiary of OneSavings Bank), who provide the third party
servicing of the portfolio, the Bank decided to sell the Tay portfolio as the yield had declined and it was becoming uneconomical to
service. The sale completed on 26 February 2021 and generated a net gain of £2.2m for the 2021 financial year.

Renaissance Asset Finance (“RAF”)

Renaissance Asset finance reported a profit of £2.1m (2019: £1.9m). The combined effects of a decline in vehicle and capital
equipment demand from the SME sector, together with a tightened approach to risk resulted in customer loan balances falling to
£91.9m (2019: £102.2m) as amortisation of the existing loans exceeded new lending. It is expected that the decline will stabilise and
then reverse as increased levels of new business activity return and as business sectors such as those involved in food distribution,
internet delivery, the essential services and IT sectors experience an increased demand for asset finance facilities.

At the peak of the pandemic RAF saw 71% of its loan balances under forbearance measures. This fell to 16.7% at the year end. It is
apparent that business sectors such as the London taxi market, which alone accounts for 86% of loan balances under forbearance,
along with hospitality and media have been more impacted than others and are taking a longer time to recover. As a consequence,
credit provisions have increased to £1.2m for the year compared to £0.7m for the previous year due to increased IFRS 9 Stage 2
provisions.

Despite the reduction in loan book and additional provisions required under IFRS 9 the business remained profitable. Lead indicators
have continued to show good performance with no erosion of margin on new business written, remaining stable at 8% (2019: 8%).
Credit quality of new originations has improved due to a revised credit appetite and reduced competition from other asset finance
providers — especially those independent non-bank owned funders.

Arbuthnot Commercial Asset Based Lending (“ACABL”)
ACABL continued to generate monthly profits throughout 2020 and during the year recovered all start-up costs incurred since its
establishment in 2019.

The business completed 21 new transactions with facilities totalling £92m. In addition, following the accreditation by the British
Business Bank in June to provide CBILs, the business wrote 23 CBIL loans totalling £20.8m to both existing clients and as part of
financing structures to attract new clients.

The client base at the year end stood at 55, representing a 60% increase on 2019, with total facility limits of £244m, an 87% increase
against the prior year. Since inception, the business has generated clients from 29 different sectors, underlining the spread and diverse
nature of the book.

At the year end, the business reported drawn balances of £87.3m with a further £60.4m available for draw down. This is an increase of
50% from £103.4m at the end of 2019.

During the year, the business made 5,500 payments to clients totalling £750m, a 66% increase.

Maintaining a low client to portfolio manager ratio has enabled the team to support clients effectively throughout the pandemic,
responding quickly to individual circumstances and challenges, while ensuring prudent risk management. This personal, service-
driven approach is supported by an advanced technology-led front end system that has allowed clients to provide data from their
accounting systems daily, enabling them to view their available funds and draw down remotely, throughout the lockdown.

Arbuthnot Specialist Finance Limited (“ASFL”)
ASFL was only established in 2019 and then due to the economic environment resulting from the pandemic, ASFLs credit appetite
was severely curtailed, which significantly supressed new lending volumes.

The business restored its credit appetite early in the fourth quarter and received a strong level of new business enquiries month on
month, which converted into a pipeline of business expected to draw in early 2021.



Operations & Technology

As a result of the pandemic, the Bank responded with a rapid move to remote working in March 2020. Due to a number of years of
continuing investment in IT systems, with a focus on ensuring strong levels of resilience and the ability to respond quickly to
incidents, the Bank was able to move quickly to all employees working remotely.

The Bank continued to invest in new IT systems and upgrading the underlying IT infrastructure and networks. In July 2020 a new
Salesforce CRM platform was launched, providing employees with easier access to client information and providing automated case
management for a large number of the operational processes used to fulfil clients’ requests.

Despite the extended period of people working remotely, a high level of operational performance over the year continued to be
maintained, with an effective control environment and a strong focus on supporting clients through the significant period of disruption.

Non card payments increased by 13.1% and, as a result, the Bank processed nearly 390,000 transactions, which is attributed to
changes in customer behaviour as a result of the pandemic. Over 85% of these transactions were instructed via the online banking
system. Unsurprisingly, due to the more limited access to high street retailers, there were 126,796 fewer card transactions made in
2020 when compared to 2019 and spending levels on cards still show little sign of returning to pre-pandemic levels. To support card
holders, a new card app was launched in the Spring of 2020, providing clients with functionality to manage their cards online.

To improve the client experience when using online and mobile banking, an upgrade to the Mobile Banking App was delivered in the
Autumn of 2020 and in December the Bank upgraded its payment systems, enabling clients to send and receive faster payments at all
times, having previously only offered this service within traditional banking business hours. To support this, access to client support
teams was extended beyond standard banking hours.



Strategic Report - Financial Review

Arbuthnot Banking Group adopts a pragmatic approach to risk taking and seeks to maximise long term revenues and returns. Given
its relative size, it is nimble and able to remain entrepreneurial and capable of taking advantage of favourable market opportunities
when they arise.

The Group provides a range of financial services to clients and customers in its chosen markets of Banking, Wealth Management,
Asset Finance, Asset Based Lending and Specialist Finance. The Group’s revenues are derived from a combination of net interest
income from lending, deposit taking and treasury activities, fees for services provided and commission earned on assets under
management. The Group also earns rental income on its properties and receives dividends from financial investments.

Highlights
2020 2019
Summarised Income Statement £000 £000
Net interest income 58,058 58,637
Net fee and commission income 14,442 13,828
Operating income 72,500 72,465
Other income 678 5,599
Operating expenses (71,419) (70,186)
Impairment losses - loans and advances to customers (2,849) (867)
(Loss) / profit before tax (1,090) 7,011
Income tax expense (242) (835)
(Loss) / profit after tax (1,332) 6,176
Basic earnings per share (pence) (8.9) 412
Arbuthnot
. . - Arbuthnot Group Banking
Underlying profit/(loss) reconciliation Latham & Co. Centre Group
31 December 2020 £000 £000 £000
Profit before tax and group recharges 8,316 (9,406) (1,090)
Exceptional reduction in BoE Base Rate 10,335 - 10,335
Suspension of discretionary bonus payments (4,498) (1,611) (6,109)
Loss of STB dividend 168 1,360 1,528
Cost of establishing new ventures 1,012 - 1,012
Loss of rental income during refurbishment work 1,494 - 1,494
Costs relating to the acquisition of Asset Alliance 991 - 991
Underlying profit 17,818 (9,657) 8,161
Underlying basic earnings per share (pence) 572
Arbuthnot
. . L Arbuthnot Group Banking
Underlying profit reconciliation Latham & Co. Centre Group
31 December 2019 £000 £000 £000
Profit before tax and group recharges 16,156 (9,145) 7,011
Cost of establishing new ventures 1,208 - 1,208
RAF deferred consideration adjustment (1,495) - (1,495)
Subordinated debt charge as if applicable from 1 January 2019* B (924) (924)
Underlying profit 15,869 (10,069) 5,800
Underlying basic earnings per share (pence) 328

* - Subordinated debt charge accounted for as if from 1 January, rather than 3 June (date of issue).

The Group has reported a loss before tax of £1.1m (2019: profit of £7.0m). The underlying profit before tax was £8.2m (2019: profit
of £5.8m).



The results for the year were overshadowed by the impact of COVID-19, which negatively impacted the Group in four ways. Firstly,
the Bank of England Base Rate reduction from 0.75% to historical lows of 0.1% cost the Group an estimated £10.3m. The majority of
loans to customers repriced to lower rates reducing interest income by £6.7m. At the same time the Group continued its cautious
approach to liquidity, maintaining low loan to deposit ratios and keeping high levels of cash reserves at the Bank of England. At the
start of the pandemic, the Group made the conscious decision to further increase liquidity while economic uncertainty remains.
Surplus liquidity resources above the minimum Regulatory requirement increased from £300m at the end of March to in excess of
£600m at the end of December, which in turn exacerbated the impact of the reduction in the Bank of England Base Rate. The reduced
income on excess liquidity resources made up the remaining £3.6m of lost revenue.

Secondly, in response to the emergence of the pandemic, in the second quarter, the Bank significantly reduced its credit appetite due to
uncertainty in the global economy. As a result, the loan book remained flat from 2019 at £1.6bn.

Thirdly, credit provisions required under IFRS 9 increased by £2m from the prior year. £1.1m of the charge was recorded in
Renaissance Asset Finance, mainly as a result of its exposure to the London taxi market, as the sector experienced significant slow-
down due to the pandemic. Due to wider economic uncertainty caused by the COVID-19 outbreak, the probability weighting of the
future economic scenarios modelled in the IFRS 9 expected credit loss assessment were revised. This resulted in an average net
decline in property prices of 5.5% compared to 1.8% in 2019, increasing provisions by £0.3m.

Lastly, following the PRA’s statement in 2020, Secure Trust Bank did not pay a dividend in 2020, reducing income on our financial
investment by £1.5m compared to 2019.

As highlighted in the Interim Report, the Group has prudently implemented cost control measures to offset the lost revenue caused by
the pandemic, which included the cancellation of discretionary employee bonuses for 2020. However, no employees have been placed
on furlough or been made redundant in 2020.

Other than the impacts from COVID-19 on the Group listed above, there were also one-off items included that need further
explanation to understand the movement in the underlying results.

Further investment into ASFL lowered the reported profits by £1.0m (2019: £1.2m). The pandemic also significantly reduced credit
appetite in this business unit and as a result lending volumes were subdued and customer balances reduced by £1.4m from 2019. In the
fourth quarter credit appetite returned with strong levels of new business enquiries received, which converted into pipeline business
expected to draw in early 2021.

In 2020 the Group started a significant refurbishment programme on one of its properties carried as inventory, King Street, which is
expected to complete in the middle of 2021. This resulted in reduced rental income of £1.5m compared to the prior year.

Strong levels of capital and liquidity allowed the Group to take advantage of the opportunity to acquire Asset Alliance Group
Holdings Limited, which is expected to complete on 31 March 2021. This business is expected to significantly contribute to Group
profitability. The current year results include £1m of costs relating to the acquisition.

Finally, the prior year underlying profit reconciliation includes £1.5m relating to the adjustment of the RAF management earn out
liability and also a £0.9m reduction in profit to reflect the full year impact of the interest payable on the subordinated debt issued on 3
June 2019.

The Group’s Basic Earnings per share (“EPS”) was negative 8.9p (2019: positive 41.2p) or on an underlying basis the EPS was 57.2p
(2019: 32.8p).

Total operating income earned by the Group remained flat at £72.5m. The average net margin on lending was 4.1%, down from the
4.5% recorded in 2019. This was as a result of reduced yields on lending linked to the BoE base rate, partly offset by the cost of
deposits falling from 0.66% to 0.54%. Fees and commissions increased by £0.6m to £14.4m, due to growth in ACABL. During the
course of the year Assets Under Management (“AUM?”) increased £40m to £1.15bn (2019: £1.11bn).

The Group’s operating expenses increased by £1.2m or 2% from 2019. This is largely as a result of the full year impact from 2019
employee hires and 2020 employee hires, together with the acquisition costs of £1m associated with Asset Alliance Group Holdings
Limited.

Overall the return on equity for the Group was negative 0.6% (2019: positive 3.0%). The target return on equity remains in the mid-
teen range when the surplus capital has been deployed, the cost income ratio is reduced as the benefits of scale are realised by the
additional lending, and once the exceptional Base Rate cut is reversed.



Balance Sheet Strength

2020 2019
Summarised Balance Sheet £000 £000
Assets

Loans and advances to customers 1,587,849 1,599,053
Liquid assets 1,091,758 815,126
Other assets 173,929 181,200
Total assets 2,853,536 2,595,379
Liabilities

Customer deposits 2,365,207 2,084,903
Other liabilities 294,306 302,141
Total liabilities 2,659,513 2,387,044
Equity 194,023 208,335
Total equity and liabilities 2,853,536 2,595,379

Total assets increased to £2.9bn (2019: £2.6bn), which was mainly as a result of the growth of customer deposits with the resultant
excess funds placed on deposit at the Bank of England. The Group maintained its conservative funding policy of relying only on retail
deposits and targeting a loan to deposit ratio of between 65-80%. Included in other assets is the Group’s investment property, which is
held at fair value of £6.6m (2019: £6.8m). Also included in other assets are £88m of properties classified as inventory (2019: £75.2m).
These properties are being refurbished with a view to sell. Other assets and other liabilities also include £17.7m (2019: £19.4m) and
£18.3m (2019: £19.8m) respectively relating to right-of-use assets and lease liabilities. This is as the result of the implementation of
IFRS 16 (leases) in 2019.

The net assets of the Group now stand at £12.70 per share (2019: £13.64). The decrease is mainly attributable to the £13.2m fall in the
value of the Secure Trust Bank (“STB”) shares (held as a financial investment) recorded through Other Comprehensive Income.

Segmental Analysis
The segmental analysis is shown in more detail in Note 43. The Group is organised into seven operating segments as disclosed below:

1) Banking — Includes Private and Commercial Banking. Private Banking — Provides traditional private banking services as well
as offering financial planning and investment management services and includes services provided in the Dubai branch.
Commercial Banking — Provides bespoke commercial banking services and tailored secured lending against property
investments and other assets.

2) Mortgage Portfolios — Acquired mortgage portfolios.

3) RAF — Specialist asset finance lender mainly in high value cars but also business assets.

4) ACABL - Provides finance secured on either invoices, assets or stock of the borrower.

5) ASFL — Provides short term secured lending solutions to professional and entrepreneurial property investors.

6) All Other Divisions — All other smaller divisions and central costs in Arbuthnot Latham & Co., Ltd (Investment property and
Central unallocated items)

7) Group Centre — ABG Group management.

During the year the Group changed the way it manages and reports the Banking sector, combining the Private Banking and
Commercial Banking sector into a single Banking sector. This is the level at which management decisions are made and how the
Group will manage the overall business sectors going forward with the anticipated growth in subsidiary businesses. The comparative
numbers for the Banking division have therefore been restated to include Private and Commercial Banking.

The analysis presented below, and in the business review, is before any consolidation adjustments to reverse the impact of the
intergroup operating activities and also intergroup recharges and is a fair reflection of the way the Directors manage the Group.



Banking

2020 2019
Summarised Income Statement £000 £000
Net interest income 42,039 45,258
Net fee and commission income 11,369 11,801
Operating income 53,408 57,059
Operating expenses - direct costs (18,839) (21,910)
Operating expenses - indirect costs (30,668) (24,775)
Impairment losses - loans and advances to customers (1,576) (165)
Profit before tax 2,325 10,209

Banking reported a profit before tax of £2.3m (2019: £10.2m). This is a decrease of £7.9m or 77%. This decrease is largely due to
lower interest income earned on lending balances and excess customer deposits placed at the Bank of England, due to the reduction in
the Bank of England Base Rate.

AUM remained flat at £1.1bn and as a result, fee and commission income remained fairly flat year on year at £11.4m (2019: £11.8m).

An increase in indirect costs of £5.9m was partially offset by a decrease in direct costs as a result of the suspension of bonus payments
of £2.4m. Indirect costs from support departments increased due to the full year impact of 2019 and 2020 staff hires and the costs
associated with various IT projects. The average customer yield was 4.1% (2019: 4.5%).

The customer loan balances increased by £27m to £1,134m and customer deposits also increased to £1,904m (2019: £1,863m). The
average loan to value was 53.4% (2019: 54%).

The Dubai office is scheduled to close at the end of May following a strategic review. The business introduced a good number of new
client relationships to the Bank, but it was decided that the high cost base could be applied more effectively in other areas of the
Group to contribute towards the future growth plans.

Mortgage Portfolios

2020 2019
Summarised Income Statement £000 £000
Net interest income 5,951 4113
Operating income 5,951 4,113
Operating expenses - direct costs (1,624) (807)
Impairment losses - loans and advances to customers (115) -
Profit before tax 4,212 3,306

The Mortgage Portfolios reported a profit of £4.2m (2019: £3.3m). This is an increase on the prior year of 27%, mainly as a result of
the full year impact of the Santiago mortgage portfolio acquired in August 2019. The Santiago mortgage portfolio performed as
expected generating a gross yield of 3.5% (2019: 3.8%). Customers taking advantage of payment holidays as a result of COVID-19
peaked at 27% in the year and closed the year at 1.7%.

On 26 February 2021, the Group agreed terms to sell the Tay mortgage portfolio to a subsidiary of OneSavings Bank. The portfolio
was reaching the point of becoming subscale in terms of servicing and the yield had declined. The sale generated a net gain of £2.2m,
although future revenues will be forgone.

RAF

2020 2019
Summarised Income Statement £000 £000
Net interest income 6,021 5,873
Net fee and commission income 130 207
Operating income 6,151 6,080
Other income 73 64
Operating expenses - direct costs (2,975) (3,577)
Impairment losses - loans and advances (1,154) (708)

Profit before tax 2,095 1,859




Renaissance Asset Finance recorded a profit before tax of £2.1m (2019: £1.9m), which is an increase of 13% from the previous year
and includes a number of early redemption fees as loans were settled early as borrowers switched to the government lending schemes
to lower their cost of funding.

Net interest income increased by £0.1m while costs decreased by £0.6m. Impairments increased from £0.7m to £1.2m due to increased
IFRS 9 provisions, mainly as a result of the exposure to the London taxi market. Due to the pandemic loan balances under forbearance
measures peaked at 71% during the year and closed at 17% at year-end.

The customer loan balances decreased by 11% to close the year at £91.9m (2019: £102.9m) and the average yield for 2020 was 8.9%,
compared to 9.1% for 2019. The reduction in customer loan balances was the combined result of lower demand from the SME sector
together with revised credit appetite as a result of the pandemic. Reduced competition from other asset finance providers, the return of
business activity in affected sectors as well as new business activity from business sectors experiencing growth, for example food
distribution, internet delivery, the essential services and IT sectors, are all expected to stabilise and contribute to future growth of the
loan book.

Arbuthnot Commercial Asset Based Lending ("ACABL")

2020 2019
Summarised Income Statement £000 £000
Net interest income 2,732 1,345
Net fee and commission income 2,403 1,377
Operating income 5,135 2,722
Operating expenses - direct costs (3,130) (2,708)
Impairment losses - loans and advances to customers - 10
Profit / (loss) before tax 2,005 24

ACABL recorded a £2m profit before tax (2019: £24k) and also during the year achieved positive cumulative reserves.

Customer loan balances increased to £87.3m (2019: £75.9m) at the end of the year, with issued facilities increasing to £243.8m from
£130.1m in 2019.

Arbuthnot Specialist Finance ("ASFL")

2020 2019
Summarised Income Statement £000 £000
Net interest income 536 71
Net fee and commission income 3 -

Operating income 539 71
Operating expenses - direct costs (1,547) (1,275)
Impairment losses - loans and advances to customers 4 &)
Loss before tax (1,012) (1,208)

ASFL recorded a loss before tax of £1.0m (2019: loss of £1.2m), as the Group continues to fund the start-up costs for this business.
Customer loan balances closed the year at £6.0m (2019: £7.4m). Higher interest income from the full year impact of 2019 drawn

balances, was partly offset by increased costs. Reduced credit appetite due to the pandemic resulted in lower than expected customer
balances, but revised appetite in Q4 has led to increased business enquiries, which are expected to draw down in early 2021.

Other Divisions

2020 2019
Summarised Income Statement £000 £000
Net interest income 3,389 3,738
Net fee and commission income 537 443
Operating income 3,926 4,181
Other income 1,445 4,955
Operating expenses - direct costs (6,680) (7,170
(Loss) / Profit before tax (1,309) 1,966

The aggregated loss before tax of other divisions was £1.3m (2019: profit of £2.0m).



Reported within the other divisions in other income was rental income on our Property portfolio of £0.5m (2019: £2.1m). £1.5m of the
reduction in rental income from the prior year is due to the King Street property being vacant while extensive refurbishment works are
carried out. In the prior year other income also included a £1.5m adjustment to the RAF management earn out liability.

Group Centre

2020 2019
Summarised Income Statement £000 £000
Net interest income (146) (141)
Subordinated loan stock interest (2,464) (1,620)
Operating income (2,610) (1,761)
Other income - 1,420
Operating expenses (6,796) (8,804)
Loss before tax (9,406) (9,145)

The Group costs increased to £9.4m (2019: £9.1m). The full year impact of the subordinated loan issued in 2019, increased costs by
£0.8m.

No dividends were received from STB during the year due to the ongoing pandemic, which reduced other income by £1.4m.

The increased costs and loss of other income was partially offset by the suspension of bonuses, which reduced operating expenses by
£1.5m.

Capital

The Group’s capital management policy is focused on optimising shareholder value over the long term. There is a clear focus on
delivering organic growth and ensuring capital resources are sufficient to support planned levels of growth. The Board regularly
reviews the capital position.

The Group and the individual banking operation, are authorised by the Prudential Regulation Authority (“PRA”) and regulated by the
Financial Conduct Authority and the Prudential Regulation Authority and are subject to EU Capital Requirement Regulation (EU
No0.575/2013) (“CRR”) which forms part of the retained EU legislation (EU legislation which applied in the UK before 11.00 p.m. on
31 December 2020 has been retained in UK law as a form of domestic legislation known as ‘retained EU legislation’) and the PRA
Rulebook for CRR firms. One of the requirements for the Group and the individual banking operation is that capital resources must be
in excess of capital requirements at all times.

In accordance with the parameters set out in the PRA Rulebook, the Internal Capital Adequacy Assessment Process (“ICAAP”) is
embedded in the risk management framework of the Group. The ICAAP identifies and assesses the risks to the Group, considers how
these risks can be mitigated and demonstrates that the Group has sufficient resources, after mitigating actions, to withstand all
reasonable scenarios.

Not all material risks can be mitigated by capital, but where capital is appropriate the Board has adopted a “Pillar 1 plus” approach to
determine the level of capital the Group needs to hold. This method takes the Pillar 1 capital requirement for credit, market and
operational risk as a starting point, and then considers whether each of the calculations delivers a sufficient amount of capital to cover
risks to which the Group is, or could be, exposed. Where the Board considers that the Pillar 1 calculations do not adequately cover the
risks, an additional Pillar 2A capital requirement is applied. The PRA will set a Pillar 2A capital requirement in light of the
calculations included within the ICAAP. The Group’s Total Capital Requirement, as issued by the PRA, is the sum of the minimum
capital requirements under the CRR (Pillar 1) and the Pillar 2A requirement.

The ICAAP document will be updated at least annually, or more frequently if changes in the business, strategy, nature or scale of the
Group’s activities or operational environment suggest that the current level of capital resources are no longer adequate. The ICAAP
brings together the management framework (i.e. the policies, procedures, strategies, and systems that the Group has implemented to
identify, manage and mitigate its risks) and the financial disciplines of business planning and capital management. The Group's
regulated entity is also the principal trading subsidiary as detailed in Note 42.

The Group's regulatory capital is divided into two tiers:

* Common equity Tier 1 (“CET1”), which comprises shareholder funds less regulatory deductions for intangible assets, including
goodwill, deferred tax assets that do not arise from temporary differences, and, if in excess of the CRR thresholds, a portion of
the Group’s non-significant investment in a financial institution, Secure Trust Bank (“STB”).

* Tier 2 comprises qualifying subordinated loans.



Capital ratios are reviewed on a monthly basis to ensure that external requirements are adhered to. All regulated trading entities have
complied with all of the externally imposed capital requirements to which they are subject.

2020 2019
Capital ratios £000 £000
CET1 Capital Instruments* 195,979 219,627
Deductions (15,393) (41,983)
CET]1 Capital after Deductions 180,586 177,644
Tier 2 Capital 37,656 36,837
Own Funds 218,242 214,481
CET1 Capital Ratio (CET1 Capital/Total Risk Exposure) 15.4% 14.4%
Total Capital Ratio (Own Funds/Total Risk Exposure) 18.7% 17.3%

* Includes year-end audited result.

Risks and Uncertainties

The Group regards the monitoring and controlling of risks and uncertainties as a fundamental part of the management process.
Consequently, senior management are involved in the development of risk management policies and in monitoring their application.
A detailed description of the risk management framework and associated policies is set out in note 6.

The principal risks inherent in the Group’s business are reputational, macroeconomic and competitive environment, strategic, credit,
market, liquidity, operational, cyber, conduct and, regulatory and capital.

Reputational risk

Reputational risk is the risk to the Group from a failure to meet reasonable stakeholder expectations as a result of any event,
behaviour, action or inaction by ABG itself, its employees or those with whom it is associated. This includes the associated risk to
earnings, capital or liquidity.

ABG seeks to ensure that all of it businesses act consistently with the seven corporate principles as laid out on page 1 of the Annual
Report and Accounts. This is achieved through a central Risk Management framework and supporting policies, the application of a
three-lines of defence model across the Group and oversight by various committees. Employees are supported in training, studies and
other ways and encouraged to live out the cultural values within the Group of integrity, energy and drive, respect, collaboration and
empowerment. In applying the seven corporate principles, the risk of reputational damage is minimised as the Group serves its
shareholders, customers and employees with integrity and high ethical standards.

Macroeconomic and competitive environment
The Group is exposed to indirect risks that may arise from the macroeconomic and competitive environment.

Coronavirus

The COVID-19 pandemic has had, and continues to have, a material impact on all businesses around the world and the markets in
which they operate. There are a number of factors associated with the pandemic and its impact on global economies that could have a
material adverse effect on (among other things) the profitability, capital and liquidity of financial institutions.

To ensure an appropriate response to the pandemic, management scrutinised key risks emerging from the crisis and their impact on the
Group’s risk profile. The Board’s discussions focused on operational resilience, liquidity and funding considerations, customer
vulnerability, and the impact of material increases in forbearance requests on the Group’s credit portfolios and on its operational
capacity.

The pandemic has caused disruption to the Group’s clients, suppliers and employees globally. The markets in which the Group
operates have implemented severe restrictions on the movement of their respective populations, with a resultant significant impact on
economic activity. These restrictions are being determined by the governments of individual jurisdictions (including through the
implementation of emergency powers) and impacts (including the timing of implementation and any subsequent lifting of restrictions)
may vary from jurisdiction to jurisdiction.

Schemes have been initiated by the Bank of England, national governments and regulators to provide financial support to parts of the
economy most impacted by the COVID-19 pandemic. These schemes have been designed and implemented at pace, which has
allowed the Group to continue meeting clients’ requirements with employees monitoring operational issues which may arise in their
implementation.



Furthermore, the Group relies on models to support a broad range of business and risk management activities, including informing
business decisions and strategies, measuring and limiting risk, valuing exposures (including the calculation of impairment),
conducting stress testing and assessing capital adequacy. Management regularly meet to discuss the impact of COVID-19 and review
data to mitigate any potential negative effects.

The details of how these schemes will impact the Group’s clients in the long term remains uncertain at this stage. However, certain
actions (such as the introduction of payment holidays for certain lending products or the cancellation or waiver of fees associated with
certain products) may impact the effective interest rate earned on certain of the Group’s portfolios and fee income being earned on
certain products.

The significant business risks that may arise from the economic shock in addition to the reduction in interest rates as detailed in the

Strategic Report are:

a) Increased credit risk as borrowers are unable to continue to meet their interest obligations as they fall due. It is also currently
unclear precisely how the withdrawal of the Government’s announced package of measures will affect this clear risk.

b) The uncertainty in the economy could result in a significant fall in the collateral values of our security held against the loans. At
the beginning of the pandemic the Royal Institute of Charter Surveyors (“RICS”) issued a statement suggesting that any
valuations they may produce in the current environment would be subject to a warning that the values vary significantly.
However, property prices have held up and transaction volumes and other relevant evidence is starting to return to levels adequate
to base valuation opinions on. Also, the average loan to value of our property backed lending book is 53.4%, so to have a material
impact, this fall in collateral values would have to be severe and prolonged.

c¢) A prolonged reduction in business activity will affect our ability to generate new business opportunities, in which case
repayments in our current lending portfolios will be greater than new originations, which will lead to an overall fall in the Group’s
customer lending balances and the associated revenue that this generates. At the start of the pandemic the Group significantly
reduced its credit appetite due to uncertainty in the global economy, which resulted in the loan book remaining flat from the prior
year. However, since re-instating credit appetite to pre-pandemic levels in the third quarter, the Group has generated a significant
pipeline of business.

d) The economic shock could also lead to a fall in valuations in the Groups investment properties and those properties held in
inventory. As mentioned under point (b) above, transaction volumes are starting to return and property prices have held up since
the start of the pandemic more than a year ago.

e) As the revenues earned by the Group’s Investment Management business are directly linked to the balances managed on behalf of
our clients, any reduction in these values due to market movements will have a corresponding impact on these revenues. AUM
initially reduced to close the first half 3% down from what was reported at 31 December 2019, however, despite market volatility,
the Wealth Management team continued to attract criteria clients and AUMs closed the year 4% ahead of the prior year.

Brexit

The Brexit transition period came to an end on 31 December 2020 and the EU and UK agreed the Trade and Cooperation Agreement
on 24 December 2020, which is provisionally applicable from 1 January 2021. There is still some uncertainty around the long term
consequences of Brexit. The Group’s only overseas operation in Dubai is in the process of being closed, so the vast majority of the
Group’s income and expenditure is based in the UK. The Group will continue to monitor the implications of Brexit on the wider
economy as the future relationship with the EU develops.

Climate change

Climate change presents financial and reputational risks for the banking industry. The Board consider Climate change a material risk
as per the Board approved risk appetite framework which provides a structured approach to risk taking within agreed boundaries. The
assessment is proportional at present but will develop over time as the Group generates further resources and industry consensus
emerges. The assessment is maintained by the Chief Risk officer and has been informed by the ICAAP review and workshops for
employees.

Whilst it is difficult to assess how climate change will unfold, the Group is continually assessing various risk exposures. The UK has a
legally binding target to cut its greenhouse gas emissions to “net-zero” by 2050. There is growing consensus that an orderly transition
to a low-carbon economy will bring substantial adjustments to the global economy which will have financial implications while
bringing risks and opportunities.

The risk assessment process has been integrated into existing risk frameworks and will be governed through the various risk
governance structures including review and recommendations by the Arbuthnot Latham Risk Committee. Arbuthnot Latham has been
assessed against the Task Force on Climate-related Financial Disclosures’ (“TCFD”) recommended disclosures and where appropriate
the FCA/PRA guidance as per the Supervisory Statements.

In accordance with the requirements of the PRA’s Supervisory Statement ‘Enhancing banks’ and insurers’ approaches to managing
the financial risks from climate change’, the Group has allocated responsibility for identifying and managing the risks from climate
change to the relevant existing Senior Management Function. The Bank is continuously developing a suitable strategic approach to
climate change and the unique challenges it poses.



The FCA have issued ‘Climate Change and Green Finance: summary of responses and next steps’. In addition to the modelling of
various scenarios and various governance reviews, the Group will continue to monitor requirements through the relationship with UK
Finance.

Strategic risk

Strategic risk is the risk that the Group’s ability to achieve its corporate and strategic objectives may be compromised. This risk is
particularly important to the Group as it continues its growth strategy. However, the Group seeks to mitigate strategic risk by focusing
on a sustainable business model which is aligned to the Group’s business strategy. Also, the Board of Directors usually meets once a
year to hold a two day board meeting to ensure that the Group’s strategy is appropriate for the market and economy.

Credit risk

Credit risk is the risk that a counterparty (borrower) will be unable to pay amounts in full when due. This risk exists in Arbuthnot
Latham, which currently has a loan book of £1,588m (2019: £1,599m). The lending portfolio in Arbuthnot Latham is extended to
clients, the majority of which is secured against cash, property or other high quality assets. Credit risk is managed through the Credit
Committee of Arbuthnot Latham.

Market risk

Market risk arises in relation to movements in interest rates, currencies, property and equity markets. The Group’s treasury function
operates mainly to provide a service to clients and does not take significant unmatched positions in any market for its own account.
As a result, the Group’s exposure to adverse movements in interest rates and currencies is limited to interest earnings on its free cash
and interest rate re-pricing mismatches. The Group actively monitors its exposure to future changes in interest rates.

The Group is exposed to changes in the market value of its properties. The current carrying value of Investment Property is £6.6m and
properties classified as inventory are carried at £88m. Any changes in the market value of the property will be accounted for in the
Income Statement for the Investment Property and could also impact the carrying value of inventory, which is at the lower of cost and
net realisable value. As a result, it could have a significant impact on the profit or loss of the Group.

The Group has a 9.76% interest in Secure Trust Bank. This is currently recorded in the Group’s balance sheet as a Financial
Investment. The carrying value is adjusted to market value at each balance sheet date, according to the share price of Secure Trust
Bank. Any gains or losses that arise are recorded in Other Comprehensive Income.

Liquidity risk

Liquidity risk is the risk that the Group, although solvent, either does not have sufficient financial resources to enable it to meet its
obligations as they fall due, or can only secure such resources at an excessive cost. The Group takes a conservative approach to
managing its liquidity profile. Retail client deposits and drawings from the Bank of England Term Funding Scheme fund the Group.
The loan to deposit ratio is maintained at a prudent level, and consequently the Group maintains a high level of liquidity. The
Arbuthnot Latham Board annually approves the Internal Liquidity Adequacy Assessment Process (“ILAAP”). The Directors model
various stress scenarios and assess the resultant cash flows in order to evaluate the Group’s potential liquidity requirements. The
Directors firmly believe that sufficient liquid assets are held to enable the Group to meet its liabilities in a stressed environment.

Operational risk

Operational risk is the risk that the Group may be exposed to financial losses from conducting its business. The Group’s exposures to
operational risk include its Information Technology (“IT”) and Operations platforms. There are additional internal controls in these
processes that are designed to protect the Group from these risks. The Group’s overall approach to managing internal control and
financial reporting is described in the Corporate Governance section of the Annual Report.

During the year there was significant focus on the potential operational risks arising from the change in working practices due to the
pandemic, particularly the move to home-working in order to protect employees and support clients through the crisis. Management
attention also focused heavily on operational resilience to ensure that planning, controls and operational activities remained robust and
appropriate. The Bank ensured that all employees had access to equipment to complete their work with all employees working from
home for the majority of the year.

The Group’s control environment was continually monitored to ensure that the challenges posed by adapting to the impact of COVID-
19 were safely addressed. There was also continued oversight of the Group’s preparations for the end of the transition period,
following the UK’s exit from the EU, to ensure that processes and systems are appropriate to ensure continuity of service for
customers.

Cyber risk

Cyber risk is an increasing risk for the Group within its operational processes. It is the risk that the Group is subject to some form of
disruption arising from an interruption to its IT and data infrastructure. The Group regularly tests the infrastructure to ensure that it
remains robust to a range of threats, and has continuity of business plans in place including a disaster recovery plan.



Conduct risk

As a financial services provider we face conduct risk, including selling products to customers which do not meet their needs, failing to
deal with clients’ complaints effectively, not meeting clients’ expectations, and exhibiting behaviours which do not meet market or
regulatory standards.

The Group adopts a low risk appetite for any unfair customer outcomes. It maintains clear compliance guidelines and provides
ongoing training to all employees. Periodic spot checks, compliance monitoring and internal audits are performed to ensure these
guidelines are followed. The Group also has insurance policies in place to provide some cover for any claims that may arise.

Regulatory and capital risk

Regulatory and capital risk includes the risk that the Group will have insufficient capital resources to support the business and/or does
not comply with regulatory requirements. The Group adopts a conservative approach to managing its capital. The Board of Arbuthnot
Latham approves an ICAAP annually, which includes the performance of stringent stress tests to ensure that capital resources are
adequate over a three year horizon. Capital and liquidity ratios are regularly monitored against the Board’s approved risk appetite as
part of the risk management framework.

Regulatory change also exists as a risk to the Group’s business. Notwithstanding the assessments carried out by the Group to manage
the regulatory risk, it is not possible to predict how regulatory and legislative changes may alter and impact the business. Significant
and unforeseen regulatory changes may reduce the Group’s competitive situation and lower its profitability.

Stakeholder Engagement and S. 172 (1) Statement

This section of the Strategic Report describes how the Directors have had regard to the matters set out in section 172 (1) (a) to (f) of
the Companies Act 2006 when making decisions. It forms the Directors’ statement required by Arbuthnot Banking Group as a large-
sized company under section 414CZA of the Act.

The Directors have acted in a way that they considered, in good faith, to be most likely to promote the success of the Company for the
benefit of its members as a whole, and in doing so had regard, amongst other matters, to:

» the likely consequences of any decision in the long term;

» the interests of the Company's employees;

» the need to foster the Company's business relationships with suppliers, customers and others;

« the impact of the Company's operations on the community and the environment;

« the desirability of the Company maintaining a reputation for high standards of business conduct; and

» the need to act fairly as between members of the Company.

The stakeholders we consider in this regard are our shareholders, employees, customers, suppliers, regulators and the environment in
which we operate.

The Arbuthnot Principles and Values set out on page 1 explain the Board’s approach to its stakeholders. Details of how the Directors
had regard to the interests of its key stakeholders during the year are set out below, in the Group Directors Report on page 25 and in
the Corporate Governance Report on page 32.

Likely consequences of any decision in the long term

The Directors make their decisions to ensure that long-term prospects are not sacrificed for short term gain, reflecting the values and
support of Sir Henry Angest, Chairman and Chief Executive and majority shareholder, which have proved successful in creating and
maintaining value for all shareholders for over 40 years. This was demonstrated in the year by a number of Board decisions.

In November 2020, notwithstanding the uncertainties arising from the pandemic and Brexit, the Board approved the acquisition of
Asset Alliance Group Holdings. It judged this to be complementary to the Group’s strategy to diversify its income stream with higher
yielding assets, whilst not affecting its risk profile. It was also seen as a typical Arbuthnot opportunistic moment to buy a good
business, constrained by external uncertainties and by funding which the Bank is able to supply.

Secondly the Board reaffirmed its decision, taken as part of the annual budget, to maintain significant investment in modern
technology in order to grow the Group’s businesses, principally the new integrated Client Relationship Management (CRM) platform
introduced in July. Investment in technology continued with the roll out ahead of the first national lockdown of Microsoft 365,
including Teams for meetings, which enabled efficient remote working. Amortisation of this investment began at a time of pressure on
the Group’s profitability due to the shortfall in income resulting from the impact on margins of the Bank of England base rate cuts in
March 2020. Income was further reduced by the absence of growth in lending as a result of the decision to tighten credit appetites
which was relaxed in September once the impact of the unprecedented extent of Government intervention in the economy became
known. This typically cautious long-term approach led to a slower recovery from the damaging impact of the base rate cuts than
would have otherwise occurred, whilst also limiting the extent of bad debts.



A further illustration of the balancing of the interests of our stakeholders in their long-term interest was the decision to withdraw the
dividend declared in March 2020 in response to the statement by the PRA on deposit takers’ approach to dividends. Following the
relaxation of this position by the PRA in December 2020, advising that it is for bank boards to determine the appropriate level of
distributions, the Board decided in February 2021 to pay the withdrawn dividend which related to 2019 profits and also not to
recommend a final dividend for 2020. The Board will continue to consider any future dividends to shareholders in a prudent manner,
ensuring they are properly planned in line with business growth and potential bad debt experience.

Interests of the Company's employees

The Company has fewer than 20 employees, all of whom have direct access to Board members. As such, it has not been deemed
necessary to appoint an employee representative to the Board, nor a formal workforce advisory panel, nor a designated non-executive
Director. As explained in the section 172 (1) Statement of Arbuthnot Latham, the Company’s operating subsidiary, one of that
company’s non-executive directors and its Whistleblowing Champion, has been designated by its board as the director to engage with
the Group’s workforce. Employees are able to raise concerns in confidence with the HR Team, with grievances followed up in line
with a specified process which satisfies all legal requirements. There is also protection for employees deriving from the Public Interest
Disclosure Act 1998. Any material whistleblowing events are notified to the Board and to the applicable regulator.

The Board receives an update on human resource matters at each of its meetings. Early on in the pandemic, the decision was taken to
prioritise job retention and not to furlough any employees, whilst awarding no bonuses for 2020, in order to protect the business.
There were regular communications during the year including two Employee Surveys undertaken in order to support employees,
reassure them over job security and to seek their views on the eventual return to office working. Each survey showed high engagement
and positive responses, reflecting the efforts made to reassure employees by communicating the decisions made to look after them
during the period of remote working. In the first survey in April, 94% of employees responded with 90% satisfied. 89% per cent of
employees agreed that they had been provided with the necessary IT support to work remotely, within a reasonable timeframe. From
the comments received, there was a strong sense that communication had been clear, regular and consistent and had a strong focus on
employee wellbeing. There were similarly good responses to the second survey in September which included questions on interest in
remote working in future with 92% of employees proud to work for the Group, up from 83% in 2019.

Company's business relationships with suppliers, customers and others

The Directors attach great importance to good relations with customers and business partners. In particular, our clients are integral to
our business and forging and maintaining client relationships are core to Arbuthnot Latham’s business and crucial for client retention.
Regular contact was maintained with clients during the year providing support where possible, mainly by telephone following the
closure of offices and some via Microsoft Teams. In the summer months, our bankers were able to meet some clients in their gardens.
It was decided that the Bank should apply for approval into the Government Loan Schemes (BBLs and CBILs), administered by the
British Business Bank, as this was important in being able to meet client expectations.

As their needs and expectations change, clients now demand access to their bank and relationship managers through a variety of
channels and expect efficient and streamlined processes supported by state of the art technology. Hence the decision in 2019 to invest
in the adoption of modern and integrated CRM technology with the potential to improve significantly front-office operations and help
support existing and new clients better. This project was delivered during 2020 with all the training material both created and
consumed remotely.

In July the Board of Arbuthnot Latham approved a new relationship with a clearing bank as part of the move to an Extended Hours
Service which was launched in December whereby customers are now able to send and receive faster payments 24 hours a day, seven
days a week, with the Banking Support team on hand for longer to assist with online banking-related queries.

The Company is committed to following agreed supplier payment terms. There is a Supplier Management Framework in place
covering governance around the Company’s procurement and supplier management activities. For due diligence and compliance
purposes, suppliers are assessed through an external registration system. The Modern Slavery Statement, approved by the Board each
March as part of its annual review of the Company’s stance and approach to the Modern Slavery Act, explains the risk-based approach
that the Company has taken to give assurance that slavery and human trafficking are not taking place in its supply chains or any part of
its business.

Other stakeholders include the Company’s Regulators, the PRA and the FCA, with whom open and regular dialogue is maintained
including regular fortnightly calls by the Group Finance Director and Arbuthnot Latham’s Chief Risk Officer with the PRA
Supervisory team throughout the pandemic.

Impact of the Company's operations on the community and the environment

As a financial services company our impact on the environment is limited. Nevertheless, there is growing consensus that an orderly
transition to a low-carbon economy will bring structural adjustments to the global economy which will have financial implications,
bringing both risks and opportunities. Accordingly, in September, the Board of Arbuthnot Latham considered a report on the Strategic
Review of Climate Change Opportunities Report produced, following consideration by its executive directors of the Group’s strategic
response to climate change as part of the annual strategy and budget process. This year, the Board has approved a new energy and



carbon report meeting the requirements of the Streamlined Energy and Carbon Reporting standards, as set out on pages 26 and 27 of
the Directors Report.

Desirability of the Company maintaining a reputation for high standards of business conduct

The Directors believe that the Arbuthnot culture set out in the Arbuthnot Principles and Values on page 1 manifests itself at Board
level and in the external view of the Group as a whole. The importance of the Group’s reputation is considered at each Board meeting.
During the year these Principles were encapsulated in five Group values, embedded into day-to-day activities. These values are
integrity, respect, empowerment, energy and drive, and collaboration.

Acting fairly as between members of the Company

The majority shareholder, Sir Henry Angest, is the Company’s Chairman and Chief Executive. There is continuing engagement with
other major shareholders and the Directors make their decisions on behalf of all shareholders. In June, the Company made contact
with five institutional shareholders in order to understand why they had voted against the resolution at the AGM authorising the
making of political donations and incurring of political expenditure, as explained on page 32 of the Corporate Governance Report. The
Board continues to believe that it is in the interests of shareholders that it has the flexibility to make political donations in light of
prevailing political circumstances over the next few years. It was encouraged by the continued support of its major shareholders. It
welcomes engagement with them and will continue to maintain communications via one-to-one meetings as appropriate.



Group Directors’ Report

The Directors present their report for the year ended 31 December 2020.

Business Activities
The principal activities of the Group are banking and financial services. The business review and information about future
developments, key performance indicators and principal risks are contained in the Strategic Report on pages 4 to 22.

Corporate Governance
The Corporate Governance report on pages 29 to 36 contains information about the Group’s corporate governance arrangements,
including in relation to the Board’s application of the UK Corporate Governance Code.

Results and Dividends

The results for the year are shown on page 47 of the financial statements. The loss after tax for the year of £1.3m (2019: profit of
£6.2m) is included in reserves. The Directors do not recommend the payment of a final dividend (2019: Nil). Since no interim
dividend (2019: 16p) was paid in the year, this makes a total dividend per share for the year of Nil (2019: 16p). The second interim
dividend of 21p declared by the Directors in last year’s Annual Report was withdrawn on 2 April 2020, prior to the finalisation of the
resolutions in last year’s Notice of Meeting, following the publication by the Prudential Regulation Authority (“PRA”) of a statement
on deposit takers’ approach to dividends. This dividend of 21p per share was paid as a special interim dividend on 19 March, 2021,
following the PRA statement in December 2020, advising that it is for bank boards to determine the appropriate level of distributions
and removing its request not to make shareholder distributions.

Directors
The names of the Directors of the Company at the date of this report, together with biographical details, are given on page
##GBOARD of this Annual Report. All the Directors listed on those pages were directors of the Company throughout the year.

Mr. J.R. Cobb and Mr. [.A. Dewar being eligible, offer themselves for re-election under Article 78 of the Articles of Association. Mr.
Cobb has a service agreement terminable on twelve months’ notice. Mr. Dewar, an independent non-executive director, has a letter of
appointment terminable on three months’ notice.

Viability Statement

In accordance with the UK Corporate Governance Code, the Directors confirm that there is a reasonable expectation that the Group
will continue to operate and meet its liabilities, as they fall due, for the three-year period up to 31 December 2023. A period of three
years has been chosen because it is the period covered by the Group’s strategic planning cycle and also incorporated in the Individual
Capital Adequacy Assessment Process (“ICAAP”), which forecasts key capital requirements, expected changes in capital resources
and applies stress testing over that period.

The Directors’ assessment has been made with reference to:

« the Group’s current position and prospects — please see the Financial Review on pages 10 to 22;
« the Group’s key principles — please see Corporate Philosophy on page 1; and

« the Group’s risk management framework and associated policies, as explained in Note 6.

The Group’s strategy and three-year plan are evaluated and approved by the Directors annually. The plan considers the Group’s future
projections of profitability, cash flows, capital requirements and resources, and other key financial and regulatory ratios over the
period. The ICAAP is embedded in the risk management framework of the Group and is subject to ongoing updates and revisions
when necessary. The ICAAP process is used to stress the capital position of the Group over the three-year planning period. It is
updated at least annually as part of the business planning process.

Going Concern

After making appropriate enquiries which assessed strategy, profitability, funding, risk management (see Note 6 to the financial
statements) and capital resources (see Note 7), the directors are satisfied that the Company and the Group have adequate resources to
continue in operation for the foreseeable future. The financial statements are therefore prepared on the going concern basis.

Share Capital

The Company has in issue two classes of shares, Ordinary shares and Ordinary Non-Voting shares. The Non-Voting shares rank pari
passu with the Ordinary shares, including the right to receive the same dividends as the Ordinary shares, except that they do not have
the right to vote in shareholder meetings.

Authority to Purchase Shares

Shareholders will be asked to approve a Special Resolution renewing the authority of the Directors to make market purchases of
shares not exceeding 10% of the issued Ordinary and Ordinary Non-Voting share capital. The Directors will keep the position under
review in order to maximise the Company’s resources in the best interests of shareholders. Details of the resolution renewing this
authority are included in the Notice of Meeting on page ##NOAGM. During the year the Company purchased 7,730 Ordinary Non-



Voting shares to be held in Treasury. The maximum number of Treasury shares held at any time during the year was 390,274 Ordinary
shares and 19,040 Ordinary Non-Voting shares of 1p each.

Financial Risk Management
Details of how the Group manages risk are set out in in the Strategic Report and in Note 6 to the financial statements.

Directors’ Interests
The interests of current Directors and their families in the shares of the Company at the dates shown, together with the percentage of
the current issued share capital held (excluding treasury shares), were as follows:

1 January 31 December 24 March
Beneficial Interests - Ordinary shares 2020 2020 2021 %
Sir Henry Angest 8,351,401 8,351,401 8,351,401 56.1
N.P.G. Boardman - 7,270 11,348 0.1
J.R. Cobb 6,000 6,000 6,000 -
A.A. Salmon 51,699 51,699 51,699 0.3

1 January 31 December 24 March
Beneficial Interests - Ordinary Non-Voting shares 2020 2020 2021 %
Sir Henry Angest 83,513 83,513 86,674 64.9
J.R. Cobb 60 60 60 -
A.A. Salmon 516 516 516 0.4

Substantial Shareholders
The Company was aware at 8 March 2021 of the following substantial holdings in the Ordinary shares of the Company, other than
those held by one director shown above:

Ordinary
Holder Shares %
Liontrust Asset Management 1,464,851 9.8
Slater Investments 585,638 3.9
Mr. R Paston 529,130 3.6
Unicorn Asset Management 484,522 3.3
M&G Investment Management 482,010 3.2

Significant Contracts

No Director, either during or at the end of the financial year, was materially interested in any contract with the Company or any of its
subsidiaries, which was significant in relation to the Group’s business. At 31 December 2020, one Director had a loan from Arbuthnot
Latham & Co., Limited amounting to £501k (2019: £503k) and four directors had deposits with Arbuthnot Latham amounting to
£3,928k (2019: £3,065k), all on normal commercial terms as disclosed in Note 41 of the financial statements.

Directors’ Indemnities

The Company’s Articles of Association provide that, subject to the provisions of the Companies Act 2006, the Company may
indemnify any Director or former Director in respect of liabilities (and associated costs and expenses) incurred in connection with the
performance of their duties as a Director of the Company or any subsidiary and may purchase and maintain insurance against any such
liability. The Company maintained directors and officers liability insurance throughout the year.

Employee Engagement

The Company gives due consideration to the employment of disabled persons and is an equal opportunities employer. It also regularly
provides employees with information on matters of concern to them, consults on decisions likely to affect their interests and
encourages their involvement in the performance of the Company through regular communications and in other ways. Further
information on employee engagement is given in the Strategic Report on page 21.

Engagement with Suppliers, Customers and Others
Information on engagement with suppliers, customers and other stakeholders is given in the Strategic Report on pages 21 and 22 under
the S. 172 statement.



Streamlined Energy & Carbon Reporting

From 2020 large unquoted companies that have consumed more than certain amounts of energy in the reporting period are required to
include energy and carbon information. This requirement is due to the Companies (Directors’ Report) and Limited Liability
Partnerships (Energy and Carbon Report) Regulations 2018. These Regulations implement the Government’s policy on Streamlined
Energy and Carbon Reporting (SECR) to support businesses in understanding their Carbon emissions and to help them establish plans
to become Net Zero by 2050.

The Company has worked with a specialist energy management consultancy, Carbon Decoded, to gather the information to be
reported:

e All energy in line with Greenhouse Gas Reporting (GHG): Scope One — gas and owned transport, Scope Two - electricity and
Scope Three — non-owned transport used for business.

* An intensity metric to enable year on year improvements to be tracked.

* A brief methodology explaining information sources and calculations used.

*  The energy saving actions taken in the year to help the Group reduce its environmental impact.

Reporting Methodology

«  Data has been collected for electricity, gas and transport.

*  GHG Protocol Corporate Accounting and Reporting Standard has been followed where relevant.

»  Data was collected specifically for the purpose of SECR reporting.

«  The 2019 and 2020 Government conversion factors for company reporting were used for all calculations of carbon emissions.

«  Data was estimated where landlords do not provide separate energy data. This was based on floor areas and industry benchmarks.

The baseline year for comparison purposes to show improvements in emissions has been chosen as 2019 due to COVID-19
disruptions to the business in 2020.

2020 Baseline 2019

Carbon Carbon

Tonnes Intensity Tonnes Intensity
Scope One kWh tCO2e Ratio kWh tCO2e Ratio
Gas - Intensity Ratio kWh/m2 355,415 65 61.5 359,672 66 62.2
Company Vehicles 27,314 7 1.0 88,810 22 1.0
Total 382,729 72 448,482 88
Scope Two
Electricity kWh/m2 1,027,760 240 134.8 1,443,054 369 189.3
Total 1,027,760 240 1,443,054 369
Scope Three
Grey Fleet Vehicles 59,196 14 1.4 168,093 41 1.3
Total 59,196 14 168,093 41
Notes:

The reported 2020 figures are not representative of normal business energy use and the reductions compared to the 2019 figures do not
reflect actual energy savings, but are as a result of suspending work in office buildings to protect employees during the COVID-19
pandemic and the further decarbonisation of the UK electricity grid.

The figures reported have been calculated and independently verified by Carbon Decoded a specialist energy management
consultancy.

Intensity Ratio
The standard for office energy use is kilowatt-hour per square metre (kWh/m?). These results were compared to Action Energy’s
Energy Consumption Guide Benchmarks. Transport has been set at kilowatt-hour per mile (kWh/mile).

Energy Efficiency Actions

Progress was made in 2020 to understand where energy is specifically used and to increase the number of LED lights, though
assessing energy use has proved challenging, given that employees have been working remotely since March 2020. The Head Office
in Wilson Street contributes 70% electricity emissions or 167 tonnes of carbon and this is the area that will be the focus in 2021.

Political Donations
The Company made political donations of £10,000 to the Conservative Party during the year (2019: £77,000).



Branches outside of the UK
During the year Arbuthnot Latham & Co., Limited operated a branch in Dubai which is regulated by the Dubai Financial Services
Authority. This office is closing on 31 May 2021.

Events after the Balance Sheet Date
In addition to the special interim dividend payment set out above, details of other material post balance sheet events are given in Note
46.

Annual General Meeting (“AGM”)

The Company’s AGM will be held on Wednesday 26 May 2021 at which Ordinary Shareholders will be asked to vote on a number of
resolutions. Given the continuing restrictions due to the COVID-19 pandemic, the Board is proposing to hold the Meeting with the
minimum attendance required to form a quorum and with the format of the meeting being purely functional. It is assumed that it will
not be possible for shareholders to attend in person. Shareholders are requested therefore to submit their votes in respect of the
business to be discussed via proxy, appointing the Chairman of the meeting as their proxy. The resolutions, together with explanatory
notes about voting arrangements, are set out on pages 139 to 142.

Auditor
A resolution for the re-appointment of Mazars LLP as auditor will be proposed at the forthcoming AGM in accordance with section
489 of the Companies Act 2006.

Disclosure of Information to the Auditor

Each of the persons who are Directors at the date of approval of this Annual Report confirm that:

* so far as each director is aware, there is no relevant audit information of which the Company’s auditor is unaware; and

« they have taken all the steps they ought to have taken as a director to make themselves aware of any relevant audit
information and to establish that the Company’s auditor is aware of that information.

This confirmation is given and should be interpreted in accordance with the provisions of section 418 of the Companies Act 2006.

Statement of Directors’ Responsibilities in Respect of the Strategic Report and the Directors’ Report and the Financial
Statements

The Directors are responsible for preparing the Strategic Report, the Directors’ Report and the Financial Statements in accordance
with applicable law and regulations. Company Law requires the Directors to prepare Group and Parent Company Financial Statements
for each financial year. As required by the AIM Rules for Companies and in accordance with the Rules of the AQSE Growth Market,
they are required to prepare the Group Financial Statements in accordance with International Financial Reporting Standards (“IFRSs”)
in conformity with the requirements of the Companies Act 2006 and have elected to prepare the Parent Company Financial Statements
on the same basis.

Financial Statements

Under Company Law the Directors must not approve the Financial Statements unless they are satisfied that they give a true and fair
view of the state of affairs of the Group and the Company and of the Group profit or loss for that period. In preparing each of the
Group and Parent Company Financial Statements, the Directors are required to:

» select suitable accounting policies and then apply them consistently;

+  make judgements and estimates that are reasonable, relevant and reliable;

«  state whether they have been prepared in accordance with IFRSs in conformity with the requirements of the Companies Act 2006;

» assess the Group and Parent Company’s ability to continue as a going concern, disclosing, as applicable, matters related to going
concern; and

+ use the going concern basis of accounting unless they intend either to liquidate the Group or the Parent Company or to cease
operations, or have no realistic alternative but to do so.

The Directors are responsible for keeping adequate accounting records that are sufficient to show and explain the Parent Company’s
transactions and disclose with reasonable accuracy at any time the financial position of the Parent Company and enable them to ensure
that its Financial Statements comply with the Companies Act 2006. They are responsible for such internal control as they determine is
necessary to enable the preparation of financial statements that are free from material misstatement, whether due to fraud or error, and
have general responsibility for taking such steps as are reasonably open to them to safeguard the assets of the Company and to prevent
and detect fraud and other irregularities.

The Directors are responsible for the maintenance and integrity of the corporate and financial information included on the Company’s
website. Legislation in the UK governing the preparation and dissemination of Financial Statements may differ from legislation in
other jurisdictions.



The Directors confirm that the Annual Report and financial statements, taken as a whole, are fair, balanced and understandable and
provide the information necessary for shareholders to assess the Group and Parent Company’s position, performance, business model
and strategy.

By order of the Board

N D Jennings

Secretary
24 March 2021



Corporate Governance

Introduction and Overview

Arbuthnot Banking Group has a strong and effective corporate governance framework. The Board endorses the principles of openness,
integrity and accountability which underlie good governance and takes into account the provisions of the UK Corporate Governance
Code, published by the Financial Reporting Council in July 2018 (“the FRC Code”), in so far as they are considered applicable to and
appropriate for it, given its size and circumstances, and the role and overall shareholding of its majority shareholder. The Group’s
banking subsidiary, Arbuthnot Latham & Co., Limited, is authorised by the Prudential Regulatory Authority (the “PRA”) and
regulated by the Financial Conduct Authority (“FCA”) and by the PRA and its Dubai Branch is regulated by the Dubai Financial
Services Authority. One of its subsidiaries, Renaissance Asset Finance Limited, is regulated by the FCA. Accordingly, the Group
operates to the high standards of corporate accountability and regulatory compliance appropriate for such a business.

The Board has decided to report against the FRC Code. This decision was made in light of the requirement in the AIM Rules for
Companies that AIM listed companies state which corporate governance code they have decided to apply, how the company complies
with that code, and where it departs from its chosen code an explanation of the reasons for doing so. The Rules of the AQSE Growth
Market also require the Company to adopt, as far as possible, the principles and standards set down in a recognised UK corporate
governance code. This information is published on the Company’s website and the Company reviews it each year as part of its annual
reporting cycle. This section of the Annual Report summarises how the Company applies the FRC Code and in broad terms how it
has complied with its provisions throughout the year, giving explanations where it has chosen not to do so.

The Company is led by the Board which comprises seven members: the executive Chairman, two other executive directors, Andrew
Salmon and James Cobb, and four independent non-executive directors who thereby constitute at least half of the Board in line with
the Code. The Board sets the long-term focus and customer-oriented culture of the Group. The responsibilities of Sir Henry Angest as
Chairman include leading the Board, ensuring its effectiveness in all aspects of its role, ensuring effective communication with
shareholders, setting the Board’s agenda and ensuring that all Directors are encouraged to participate fully in the activities and
decision-making process of the Board.

Since 2016, when an independent Board Effectiveness Review was carried out by an external consultant, the annual Board
Effectiveness Review has been conducted internally. The 2020 evaluation took the form of a confidential questionnaire which
assessed the performance of the Board and its Committees. The questions were set to explore the themes developed over recent years,
including Board effectiveness, Board composition, Board dynamics, alignment of the Board and executive team, interaction with
major shareholders, induction, performance and training, Board Committees and the Secretariat. The feedback was collated by the
Company Secretary and discussed by the Board in November 2020 and proposed actions arising were considered in February 2021.
The responses were positive, confirming that the Board was of the view that it receives the correct level of insight into and oversight
of the Company, both directly to it and in terms of management information and oral updates provided during meetings. Directors also
agreed that the Arbuthnot culture set out in the Arbuthnot Principles and Values manifests itself at Board level and in the external
view of the Group as a whole.

Leadership and Purpose

The Board has for many years led a company which focuses on sustainability and growth over the longer-term with a culture to match.
Investment in resources has been strong and has continued where and as appropriate (including during the COVID-19 pandemic for
example), with the focus on the benefit this will bring to bear for stakeholders over time. The aim continues to be for a culture of
openness among the workforce which combines with the prudent and effective technological and individual controls in place across
the business to ensure strong risk management in the Company’s continued long-term success.

The Group’s cultural values were embedded during the year through a brand values document linking the Arbuthnot Principles to the
Group’s culture as a way of communicating culture across the business. This followed a formal rebranding process whereby these
cultural Principles are now encapsulated in five Group values, themselves embedded into day-to-day activities. These are integrity,
respect, empowerment, energy and drive, and collaboration.

The Board

A number of key decisions are reserved for the Board. The Schedule of Matters Reserved to the Board is reviewed annually and is
published on the Company’s website at http://www.arbuthnotgroup.com/corporate_governance.html. The Board met regularly
throughout the year, including since March 2020 via video conference. It held six scheduled meetings as well as three ad-hoc meetings
respectively to withdraw the second interim dividend, to approve the Notice of AGM and jointly with the Board of Arbuthnot Latham
to approve the acquisition of Asset Alliance Group Holdings Limited. It decided not to hold a separate off-site strategy meeting
because of its impracticability during the pandemic. Substantive agenda items have briefing papers, which are circulated in a timely
manner before each meeting. The Board ensures that it is supplied with all the information that it requires and requests in a form and
of a quality to fulfil its duties. Since February 2021, the Directors have participated in regular Board meetings of Arbuthnot Latham as
attendees.




The Board was kept fully informed of the arrangements made by management to run the business during the pandemic. In March 2020
the executive directors considered interim support and succession arrangements relating to Arbuthnot Latham directors and designated
holders of PRA/FCA approved Senior Management Functions during the COVID-19 outbreak, in anticipation of the likelihood that
travel would be restricted and that the Group would need to be managed and run remotely for an unspecified period of time. It was
determined to continue with the overall succession plan and at the peak of the first lockdown Arbuthnot Latham’s executive directors
held a daily call so that all would be fully appraised of the matters under consideration by the others within the executive team. This
was to ensure that had there been individual illness all relevant work could continue, calling on the services of other key staff within
the business. The Chairman and Chief Executive continued to be kept fully informed of all material matters through regular
discussions with senior management during the continuing period of remote working.

In addition to overseeing the management of the Group, the Board has determined certain items which are reserved for decision by
itself. These matters include approval of the Group’s long-term objectives and commercial strategy, ensuring a sound system of
internal control, risk management strategy, approval of major investments, acquisitions and disposals, any changes to the capital
structure and the overall review of corporate governance.

The Company Secretary is responsible for ensuring that the Board processes and procedures are appropriately followed and support
effective decision making. All directors have access to the Company Secretary’s advice and services. There is an agreed procedure for
directors to obtain independent professional advice in the course of their duties, if necessary, at the Company’s expense.

New directors receive induction training upon joining the Board, with individual listed company training provided by the Company’s
AIM Nominated Adviser and AQSE Corporate Adviser. Regulatory and compliance training is provided by the Group Head of
Compliance or by an external firm of lawyers. Risk management training is provided (including that in relation to the ICAAP and
ILAAP) by the Arbuthnot Latham Chief Risk Officer with an overview of credit and its associated risks and mitigation by the
Arbuthnot Latham Chief Credit Officer.

Overview of Compliance with the FRC Code, together with Exceptions

The Board focuses not only on the provisions of the Code but its principles, ensuring as follows:

+  The Company’s purpose, values and strategy as a prudently managed organisation align with its culture, with a focus on fairness
and long-term shareholder returns.

* The Board has an appropriate combination of executive and non-executive directors, who have both requisite knowledge and
understanding of the business and the time to commit to their specific roles.

+  The Board comprises directors with the necessary combination of skills to ensure the effective discharge of its obligations, with
an annual evaluation of the capability and effectiveness of each director as well as the Board as a composite whole; appropriate
succession plans are also in place and reviewed annually, or more frequently if appropriate.

e The Board and Audit Committee monitor the procedures in place to ensure the independence and effectiveness of both external
and internal auditors, and the risk governance framework of the Company, with all material matters highlighted to the relevant
forum (Board/Committee).

*  Remuneration policies and practices are designed to support strategy and promote long-term sustainable success, with a
Remuneration Committee in place to oversee director and senior management pay.

In respect of the Code’s specific provisions, an annual review is carried out, comparing the Company’s governance arrangements and
practices against them. Any divergences are noted, with relevant rationale considered carefully to determine whether it is appropriate.
Consideration is also given to guidance issued, which may require a review of the relevant reasoning intra-year.

In line with the FRC’s Guidance on Board Effectiveness, the Board additionally takes into account its suggestions of good practice
when applying the Code focusing on the five key principles specified in the Code.

Where the Company’s governance does not completely align with the Code, it is generally as a result of the role of its overall majority
shareholder, itself adding a level of protection to long-term shareholder interests, and it has had no negative impact on the Company.

All divergences from the Code, with an explanation of the reasons for doing so are set out below:

Provision 5 — The Board has regard to the interests of all its key stakeholders in its decision making. The Company has fewer than 20
employees, all of whom have direct access to Board members. As such, it has not been deemed necessary to appoint an employee
representative to the Board, nor a formal workforce advisory panel, nor a designated non-executive Director. As stated in the s.172
Statement on page 21, one of the non-executive directors of Arbuthnot Latham and its Whistleblowing Champion, has been designated
by its board as the director to engage with the Group’s workforce.

Provision 9 - Sir Henry Angest carries out the role of Chairman and Chief Executive, given his long-term interest as majority
shareholder, itself aligning with the interests of other shareholders. The Group Chief Operating Officer and the Group Finance
Director provide a strong, independent counterbalance, ensuring challenge and independence from a business perspective, against the
stakeholder focus of the Chairman carrying out his Chairman’s role. The Company follows the US model that is very successful in



ensuring commercial success with strong corporate governance and stakeholder awareness, having a shared Chairman and CEO, with
a separate, empowered, Chief Operating Officer.

Provision 10 — The Board considers Sir Christopher Meyer to be independent, notwithstanding his serving more than nine years, since
his views and any challenge to executive management remain firmly independent.

Provision 12 — The Board has not appointed a Senior Independent Director, as major shareholders talk openly with the Chairman, the
Group Chief Operating Officer and the Group Finance Director on request.

Provision 14 — Attendance at meetings is not reported since, should a Director be unable to attend a meeting, that Director receives
relevant papers in the normal manner and relays any comments in advance of the meeting to the Chairman. The same process applies
in respect of the Board Committees.

Provision 18 — For the purposes of stability and continuity, the Company continues to offer Directors for re-election on a three-year
rolling basis in accordance with the Company’s Articles of Association and company law. The Directors seeking re-election at the
2020 AGM are James Cobb and Ian Dewar, who have served on the Board for 12 years and 5% years respectively. The contribution of
Mr. Cobb as the Group Financial Director has been invaluable in managing the capital and liquidity requirements of the Group. He has
also played a pivotal role in sourcing and delivering the acquisitions that have shaped the strategy of the Group. Mr. Dewar, with a
wealth of experience as a partner in a major accounting firm, has successfully chaired the Audit Committee. Accordingly, the Board
fully supports the resolutions for their reappointment.

Provision 19 - Sir Henry Angest’s role as Chairman has extended over nine years and is expected to continue indefinitely, given his
key role as majority shareholder both in protecting the stability of his and other shareholder interests and in overseeing a balanced and
risk-managed approach to growing the business with a view to the longer-term. For this reason he is surrounded by a strong team of
non-executives who ensure the protection of all shareholders’ interests.

Provision 32 — Sir Henry Angest is Chairman of the Remuneration Committee, as is appropriate in the context of his majority
shareholding.

Internal Control and Financial Reporting

The Board of directors has overall responsibility for the Group’s system of internal control and for reviewing its effectiveness. Such a
system is designed to manage rather than eliminate risk of failure to achieve business objectives and can only provide reasonable, but
not absolute, assurance against the risk of material misstatement or loss.

The Directors and senior management of the Group review and approve the Group’s Risk Management Policy and Risk Appetite
framework. The Risk Management Policy describes and articulates the risk management and risk governance framework,
methodologies, processes and infrastructure required to ensure due attention to all material risks for Arbuthnot Latham, including
compliance with relevant regulatory requirements.

The Risk Appetite framework sets out the Board’s risk attitude for the principal risks through a series of qualitative statements and
quantitative risk tolerance metrics. These guide decision-making at all levels of the organisation and form the basis of risk reporting.
The key business risks and emerging risks are continuously identified, evaluated and managed by means of limits and controls at an
operational level by Arbuthnot Latham management, and are governed through Arbuthnot Latham committees. In November 2020,
the Board received a report from the Arbuthnot Latham Chief Risk Officer enabling it to carry out its annual review of the
effectiveness of the Group’s risk management and internal control systems. The report explained the Risk Management Policy,
together with principal risks, risk appetite, policies, three lines of defence, systems, processes, procedures and controls and a new risk
board dashboard.

Significant risks identified in connection with the development of new activities are subject to consideration by the Board. There are
well-established budgeting procedures in place and reports are presented regularly to the Board detailing the results, in relation to
Arbuthnot Latham, of each principal business unit, variances against budget and prior year, and other performance data. The Board
receives regular reports on any risk matters that need to be brought to its attention, enabling it to assess the Group’s emerging and
principal risks.

Shareholder Communications

The majority shareholder is Sir Henry Angest, Chairman and Chief Executive. The Company maintains communications with its
major external shareholders via one to one meetings, as appropriate, by the Chairman and Chief Executive, the Group Chief Operating
Officer or the Group Finance Director on governance and other matters. When practicable it also makes use of the AGM to
communicate with shareholders in person. The Company aims to present a balanced and understandable assessment in all its reports to
shareholders, its regulators, other stakeholders and the wider public. Key announcements and other information can be found at
www.arbuthnotgroup.com.



In accordance with the FRC Code, the Company made contact with five institutional shareholders in order to understand why they
voted against the resolution at the AGM held in June 2020 authorising the making of political donations and incurring of political
expenditure. The total votes received in favour of this resolution were 74.6% and the five institutional shareholders comprised almost
all of the significant minority of votes of those which it identified as not supporting the resolution. This resolution provided that, in the
four years beginning on 17 June 2020, the individual and aggregate amount donated or expended would not exceed £250,000. In 2019,
the Company made political donations of £77,000 to the Conservative Party in view of the significant adverse impact that a Labour
government would have had on the Group’s clients and business.

Two institutional shareholders did not take up the offer of a meeting with the Directors, one of which explained that their policy on
corporate governance is not to support resolutions in respect of political donations. Of the three shareholders with which the Company
engaged successfully, each of the respective fund managers expressed their support for the Company, but explained that they generally
follow the advice of their proxy voting advisers in respect of corporate governance matters and which, on this occasion, recommended
that they voted against the resolution. One institution, whilst understanding of the reasoning behind the proposal of the resolution,
indicated their own reluctance to support it due to their generally not liking companies in which they invest to make political
donations. Another suggested that, if given more of an explanation as to why the resolution was being proposed, they believed that a
proxy voting adviser might recommend support in which case they would likely vote in favour. In summary the response to the
consultation with the Company’s major institutional shareholders was that, given their commitment to follow “best practice” in
relation to corporate governance, they are reluctant unless there are special circumstances to go against their corporate
governance/proxy voting adviser’s recommendation as to how they vote. This was announced to the wider market in accordance with
the FRC Code.

The Board continues to believe that it is in the interests of shareholders that it has the flexibility to make political donations in
accordance with the Companies Act 2016, in light of prevailing political circumstances over the next few years. Going forward it will
seek to provide a more detailed explanation in relation to specific shareholder resolutions which corporate governance advisers are
likely to regard as non-conforming or outside best practice. The Board was encouraged by the continued support of its major
shareholders. It welcomes engagement with them and will continue to maintain communications via one-to-one meetings as
appropriate.

Board Committees

The Board has Audit, Nomination, Remuneration, Donations and Policy Committees, each with formally delegated duties and
responsibilities and with written terms of reference, which require consideration of the committee’s effectiveness. The Board keeps
the governance arrangements under review. Further information in relation to these committees is set out below and the terms of
reference of the Audit, Nomination and Remuneration Committees are published on the Company’s website. The Board maintains
direct responsibility for issues of Risk without the need for its own Risk Committee, since responsibility for large lending proposals is
a direct responsibility of its subsidiary, Arbuthnot Latham.

Audit Committee

Membership and meetings

Membership of the Audit Committee is restricted to non-executive Directors and comprises Ian Dewar (as Chairman), Sir Christopher
Meyer and Sir Alan Yarrow. Mr. Dewar has recent and relevant financial experience and the Committee as a whole has competence
relevant to the financial sector in which the Company operates. The Company Secretary acts as its Secretary. The Committee met four
times during the year.

The Audit Committee oversees, on behalf of the Board, financial reporting, the appropriateness and effectiveness of systems and
controls, the work of Internal Audit and the arrangements for and effectiveness of the external audit. The ultimate responsibility for
reviewing and approving the Annual Report and Accounts and the Interim Report lies with the Board. The Audit Committee also
reviews whistleblowing arrangements for employees to raise concerns in confidence.

External Audit

The external auditors, Mazars LLP, have held office since their appointment in 2019 following a competitive tender. The Committee
assesses the independence and objectivity, qualifications and effectiveness of the external auditors on an annual basis as well as
making a recommendation to the Board on their reappointment. The Committee received a report showing the level of non-audit
services provided by the external auditors during the year and members were satisfied that the extent and nature of these did not
compromise auditor independence. The Committee has concluded that Mazars are independent and that their audit is effective.

Activity in 2020

Internal Audit

On behalf of the Board, the Audit Committee monitors the effectiveness of systems and controls. To this end, Internal Audit provides
the Audit Committee and the Board with detailed independent and objective assurance on the effectiveness of governance, risk
management and internal controls. Since Arbuthnot Latham, the Company’s operating subsidiary, has its own Audit Committee, the



role of the Group Audit Committee is mainly supervisory in relation to internal audit matters, though it receives items of material note
deriving from Arbuthnot Latham’s internal audits, including an assessment of culture which forms part of every internal audit.

The Audit Committee approves the Internal Audit risk-based programme of work and monitors progress against the annual plan. The
Committee reviews Internal Audit resources and the arrangements that: ensure Internal Audit faces no restrictions or limitations to
conducting its work; that it continues to have unrestricted access to all personnel and information; and that Internal Audit remains
objective and independent from business management.

The Head of Internal Audit provides reports on the outcomes of Internal Audit work directly to the Committee and the Committee
monitors progress against actions identified in these reports.

The Committee received a self-assessment report on Internal Audit from the Head of Internal Audit in September 2020 and it is
satisfied with Internal Audit arrangements during 2020.

Integrity of Financial Statements and oversight of external audit
The Committee:

* Received and agreed the Audit Plan prepared by the external auditors;

*  Considered and formed a conclusion on the critical judgements underpinning the Financial Statements, as presented in papers
prepared by management. In respect of all of these critical judgements, the Committee concluded that the treatment in the
Financial Statements was appropriate.

*  Received reports from the external auditors on the matters arising from their work, the key issues and conclusions they had
reached;

*  Monitored arrangements put in place to ensure all the necessary work on the Financial Statements could be undertaken remotely
in light of the Government guidance to work from home;

e In addition the Committee reviewed closely the detailed work carried out by management in respect of Going Concern and
Viability in light of the impact on the business of the continued pandemic.

The reports from the external auditors include details of internal control matters that they have identified as part of the annual statutory
financial statements audit. Certain aspects of the system of internal control are also subject to regulatory supervision, the results of
which are monitored closely by the Committee and the Board. In addition, the Committee receives by exception reports on the ICAAP
and ILAAP which are key control documents that receive detailed consideration by the board of Arbuthnot Latham.

The Committee approved the terms of engagement and made a recommendation to the Board on the remuneration to be paid to the
external auditors in respect of their audit services.

Significant areas of judgement and estimation
The Audit Committee considered the following significant issues and accounting judgements and estimates in relation to the Financial
Statements:

Impairment of loans and advances to customers

The Committee reviewed presentations from management detailing the provisioning methodology across the Group as part of the full
year results process. The Committee considered and challenged the provisioning m