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Chief Executive’s
statement

What a business stands for has never been more important. The customers and communities we serve, and the

people who work for us, need confidence that their bank is acting to address issues that matter to them.
Therefore, being able to demonstrate the wider contribution that TSB makes to society is crucial to the continued

success of our business — and tackling climate change is a priority issue for all of TSB’s stakeholders.

The latest report from the UN’s Intergovernmental Panel on Climate Change! spells out in stark terms that
“deep, rapid and sustained reductions” in greenhouse gas emissions are needed to limit global warming, as set out
in the 2015 UN Paris Agreement2. It's incumbent on every business to make solid plans and take concerted action
now to address this — and that's precisely why we are publishing this report to update on TSB’s plan.

Doing better for the planet is a key element of our Do What Matters Plan which, in turn, is integral to TSB’s business strategy for the coming years.

As part of this, we are already reducing our own operational emissions. We have set an ambitious target to achieve net zero in our own operations by 2030 -
and are setting science-based targets to how we will meet this aim.

However, there is much further for us to go beyond our own buildings and operations. Today’s report highlights how, as part of the Net-Zero Banking
Alliance (NZBA)3, we're setting additional targets and commitments to reach net zero across our mortgage lending by 2050.

* UN's Intergovernmental Panelon Climate Change - ARG Synthesis Report Climate Change 2023

2 The Paris Agreement |United Nations

3 The Net-Zero Banking Alliance (NZBA) is an industry-led, UN-convened alliance of banks worldwide, all committed to aligning their lending and investment portfolios - their financed emissions - with pathways to net zero by 2050, or sooner.
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https://www.ipcc.ch/report/ar6/syr/
https://www.un.org/en/climatechange/paris-agreement
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Financed emissions
The formation of the NZBA, launched ahead of COP26 in Glasgow, underlines the collective strength of the financial services sector
in bringing about a reduction in financed emissions.

From our work in establishing TSB’s emissions footprint, we know the specific area where TSB can make the greatestimpact is in
helping our customers take action to improve the energy efficiency of their homes; the target we are setting covers 88% of our
total lending and investment portfolio. And tracking this aligns well with our purpose — Money Confidence. For everyone. Every day.
- as this can help reduce bills and build Money Confidence.

This report highlights that by setting a clear interim target for the financed emissions from our mortgage portfolio by 2030, we can
establish a credible bridgehead from which to advance towards net-zero emissions by 2050, in line with the Paris Agreement. We
will report annually, alongside our financial reporting, on progress in delivering reductions of our financed emissions.

Next steps

Inworking towards the NZBA targets we are publishing today, we will look to develop products and propositions that provide
Money Confidence and help our customers improve their home energy efficiency, with the key areas set out in this report. We plan
to publish more detailed plans in January 2024 and will ensure these remain fully aligned with the sustainability strategy of our
parent company, Sabadell.

However, we cannot proceed on this journey alone. We remain committed to be part of the collaboration between all sectors,
governments, and regulators to ensure that emissions data is accurate and reliable, and that there are affordable routes for

customers toimprove the energy efficiency of their homes.

We look forward to taking forward these ambitious plans as part of the NZBA and, in delivering against them, to demonstrate to all
our stakeholders in the years to come how TSB is doing what matters for the planet.

Robin Bulloch
Chief Executive Officer
15 August2023
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Setting the context

Greenhouse gas emissions from the UK’s residential housing stock account for
around 16% of the UK's emissions annually?; these emissions need to reduce to
zero by 2050 at the latest to meet the UK's legally binding net-zero target.4®

Measuring the emissions generated through our residential mortgage lending
and calculating an interim science-based target for 2030 is our starting point
for contributing towards the UK target.

To calculate our mortgage lending emissions, we have followed the methodology
set out by the Partnership for Carbon Accounting Financials (PCAF). The PCAF
methodology relies on data drawn from Energy Performance Certificates
(EPCs), as the most widely current available source of information on residential
property carbon emissions. However, there are several well-documented
limitations with EPC data,® leading to calls for better coverage of EPCs and for
EPCs to use new, more accurate metrics.” The Government has confirmed it is
currently working on proposals for improving EPC coverage and metrics.®

Our baseline, and consequently our 2030 target, are therefore only as accurate
as data and methodologies currently allow. As data availability and quality
improves, guidance and methodologies are updated, and as market practice,
regulation and legislation evolve, our emissions baseline and target will be
revised.

3 UK Greenhouse Gas Emissions 2021: summary (publishing.service.gov.uk)
4Climate Change Act2008 (legislation.gov.uk)

Reducing the UK’s housing emissions

Our intermediate target for 2030 Other information

Inthe near term, TSB will embark on understanding what customers most want
support with and raising their awareness of the benefits, and necessity, of home
energy improvements, with further details of our plans to meet those customer
needs set out in January 2024.

Our analysis shows that TSB action alone will not meet the science-based target.
It will also require concerted action from government and homeowners, over
which we have only limited control and influence. As a result, to make a
significant and timely impact, the work of TSB and other banks needs to be
supported by a wider set of actions to reduce the emissions from the UK's
housing stock by 2050. Based on analysis and market conditions, TSB has
identified that it has an opportunity to achieve a reduction from its current
emission level of 20.14 kgCO,/m?to between 16.11 - 14.97 kgCO,/m2 This
significantly advances TSB's position toward the 42% target reduction set under
NBZA. However, to reach the required emissions level of 11.75 kgCO,/m? will
need significant engagement from government and others to create the
environment for consumers to improve their properties.

We have set out below the government-led policy actions and the wider societal
shifts, particularly by homeowners, we believe are necessary, highlighting where
TSB can best influence those changes.

6PCAF UK 2020/21 Year 1Report of the UK Partnership for Carbon Accounting Financials

7MISSION ZERO - Independent Review of Net Zero (publishing.service.gov.uk)

8R ndin he In ndent Review of Net Zero’s Recommendation ishing.service.gov.uk


https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1134663/emissions-statistics-summary-2021.pdf
https://www.legislation.gov.uk/ukpga/2008/27/contents
https://www.theccc.org.uk/wp-content/uploads/2020/12/The-Sixth-Carbon-Budget-The-UKs-path-to-Net-Zero.pdf
https://carbonaccountingfinancials.com/files/downloads/pcaf-uk-2020-2021.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1128689/mission-zero-independent-review.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1147370/responding-to-independent-review-of-net-zero.pdf
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Reducing the UK's housing emissions

Achieving the science-based reduction in emissions from the UK'’s residential housing stock - at pace and scale - requires government-led policy actions, and wider
societal shifts, particularly by homeowners:

Systems-level changes Approach  Scope to influence

1. Retrofitting existing housing stock to improve Supportive Limited influence
insulation and install low-carbon heating systems
2. New housing built to net-zero standards Supportive Limited influence

3. Decarbonisation of the UK power grid Supportive No influence
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1. Retrofitting existing housing stock Increased customer awareness
To achieve net zero by 2050, the UK’s existing homes need to be adapted Lack of customer awareness is an often-cited reason for the limited take-up to date of
toimprove energy efficiency and run on low-carbon heating systems. energy-efficiency home improvements and low-carbon heating technologies.
Approximately 50% of the UK housing stock was constructed pre-1965
andis predominantly difficult and costly to retrofit. This presents a To increase awareness across our mortgage customers, TSB will look to:

significant challenge for customers and lenders.

* Provide training to customer-facing colleagues to support money confident
conversations about home energy efficiency and low carbon heating options

. » Deliver awareness campaigns, tools, and partnerships to build our customers’ climate

retrofits include: confidence and understanding of the value and marketability impacts of undertaking
improvements

* Leverage our mortgage broker network, through both industry and direct
engagement, toincrease our customers’ awareness®

Key interlinked actions to achieve the take-up at scale of needed

e Increasedcustomer awareness
» Fair and affordable finance
* Frictionless installation

To amplify impact, TSB will also look to support:

« Cross-sectoral collaborations such as the Energy Efficiency Taskforcel®andits
purpose of supporting a step change in the reduction of energy demand through
accelerated delivery of energy efficiency across the UK. One of the Taskforce’s
priority areas is toincrease consumer engagement in the delivery of existing and new
initiatives on energy efficiency and clean heat.

9 For example, through use of the Green Finance Institute's Broker's Handbook
10 Government announces team of leading experts to boost energy efficiency - GOV.UK (www.gov.uk))
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https://www.greenfinanceinstitute.co.uk/wp-content/uploads/2023/02/GFI-Brokers-handbook.pdf
https://www.gov.uk/government/news/government-announces-team-of-leading-experts-to-boost-energy-efficiency
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Fair and affordable finance
Once consumers are engaged in the need to make improvements to their homes, they require access to quality and
reasonably priced parts and labour, together with fair and affordable finance options to fund the costs of installation.

TSB will look to:

» Develop products, propositions and partnerships for customers wishing to invest in energy efficiency and low-carbon
heating improvements

+ Signpost eligible customers to available grants and subsidies (including the Great British Insulation Scheme and the
Boiler Upgrade Scheme)

» Engage with industry consultations and proposals such as the Green Finance Institute’s Property Linked Finance
Taskforcel!!

Progress will be accelerated by:

» Advancement in technology and reduction in cost of materials and installation

+ Government provision of targeted grants and subsidies, scaled depending on ability to pay, and delivered through
simplified application processes

* Ensuring industry solutions do not limit homeowners’ remortgaging options or create mortgage “climate” prisoners!?2

12 (a potential consequence if, for example, lending was to be limited to, or targeted at, homeowners with better EPC-rated properties).

(TS B


https://www.greenfinanceinstitute.co.uk/wp-content/uploads/2022/09/GFI-PLF-SUMMARY.pdf
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Frictionless installation
Consumer up-take of retrofits and low-carbon technologies will also only happen at scale when the process is seamless and convenient, with availability of skilled
tradespeople, reliable technology in all UK regions and friction points minimised.

TSB will look to: Further progress could be made by:

. Government and private sector collaboration in reskilling and retraining to
address the skills gap, ensuring there is labour force of sufficient scalein
the right trades and the right locations. This is a requirement to achieve
installation objectives such as the government’s target of 600,000 new
heat pumpinstallations per year by 2028

o Develop products and propositions to support small business
customers seeking to upskill and scale-up in energy efficient and
low-carbon technologies

o Seek to leverage partnerships that enable the introduction of
customers to trusted products, suppliers and installers

o Removal of other friction points, including minimal disruption to occupiers
(with a particular consideration of vulnerable customers)and pragmatic
approaches to planning permission (for example, for heat pumps or solar
panels, depending on their location)
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2. New housing built to net-zero standard

As well as retrofitting the UK’s existing homes, newly-built homes must be built to
net-zero standards; getting the design right from the outset is considerably cheaper
than retrofitting later.13 As TSB does not specialise in lending to housing developers
or for self-build, we have limited ability to impact and influence the design of new
housing stock.

TSB will look to:

* Provide products to customers wishing to purchase new-build homes
» Support lending to homes built using modern methods of construction
» Continue to monitor the quality of new-build output via engagement with the New Homes Quality Board, and through physical inspections of all new build lending

Significant progress will however only be made by:

* Delivery of the Government’s Future Homes Standard (due for introduction in 2025),14 and its ambition to build c300,000 new homes a year by the mid-2020s, as set out
in its Heat and Buildings Strategy.1®

13 UK housing: Fit for the future? - Climate Change Committee (theccc.org.uk)

15 HM Government - Heat and Buildings Strategy (publishing.service.gov.uk)


https://www.theccc.org.uk/publication/uk-housing-fit-for-the-future/
https://irp.cdn-website.com/bdbb2d99/files/uploaded/Ready%20for%20Zero%20-%20Evidence%20to%20inform%20the%202025%20Future%20Homes%20Standard%20-Task%20Group%20Report%20FINAL-%20280223-%20MID%20RES.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1044598/6.7408_BEIS_Clean_Heat_Heat___Buildings_Strategy_Stage_2_v5_WEB.pdf
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3. Decarbonisation of the power grid

As stated by the independent Climate Change Committee
(CCC),16 a decarbonised power system is the central
requirement for achieving net zero. In October 2021, the
Government committed to decarbonise the electricity supply
by 2035.

TSB alone has no direct influence on the speed at which the
grid is decarbonised, yet decarbonisation of the grid will have
significant impact on the financed emissions attributed to
TSB. Currently, EPC data (used to calculate our financed
emissions) does not (among other limitations) accurately
reflect emissions from homes on renewable tariffs. A
consequence of grid decarbonisation will be a reduction in
the emissions attributed to TSB’s mortgage lending as data
sources and methodologies are updated to reflect this
achievement.

Reducing the UK’s housing emissions
®

16 The Climate Change Committee is an independent, statutory body established under the Climate Change Act. “Deliverin

(TS B
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https://www.theccc.org.uk/publication/delivering-a-reliable-decarbonised-power-system/
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Our intermediate target for 2030 "

Our residential mortgage portfolio (which includes Core, Buy-to-Let and Whistletree loans) accounted for 88% of TSB's total lending and investment portfolio in 2022 and 84% of the financed emissions
for this period and has therefore been prioritised in our firstround of target setting.

The carbon emissions of our residential mortgage portfolio have been estimated using the Partnership for Carbon Accounting Financials (PCAF) methodology.” Where available, CO; emissions and floor
areaat property level have been obtained directly from the Energy Performance Certificate (EPC) as supplied by the qualifiedassessor. TSB has included emissions from expired EPCs that are more than
ten yearsold and also a small number of EPCs issued after 31 December 2022 as we believe this more accurately reflects individual property emissions than using modelled or average data. Where EPCs
were unavailable, estimations have been made using either postcode averages, or modelled data. When attributing emissions, loan-to-valuation adjustments have been applied to the total mortgage book
to most accurately reflect the CO, emissions that TSB finances. Attribution has been calculated at property level by dividing the outstanding amountat 31 December 2022 by the indexed valuation at 31
December 2021 (or the indexed valuation at31 December 2022 for propertieswithout indexed valuation data at 31 December 2021).

To ensure transparency in our disclosures, TSB also use the PCAF methodology to calculate a data quality (DQ) score for our financed emission calculations. Our 2022 residential mortgage emissions
score was DQ 3.33. Furtherinformation on TSB’s methodology and data can be foundon ISB.co.uk.

TSB appointed Ernst and Young LLP (EY) to provide limited independentassurance over our scope 3 financed (residential mortgage) emissions for the 12-month period ending 31 December 2022.
Assurance has not been provided over any prior year scope 3 financed emission disclosures. The assurance engagementwas planned and performed in accordance with the International Standard for
Assurance Engagements (ISAE) 3000, Assurance Engagements Other than Audits or Reviews of Historical Financial Information.'® A limited assurance report was issued and is available on TSB.co.uk. This
reportcontains details of the scope, respective responsibilities, work performed, limitations and conclusion.

Qur target has been calculated using the global and sector based International Energy Agency Below 2 degreesscenario (IEA ETP B2DS). This scenario limits global warming to 1.5°C by the end of the
century. Our 2030 target is based on physical emissions intensity reduction, in terms of kgCO, per m2, which allows us to measure progressin reducing our emissions regardless of the future size ofour
mortgage book. Our 2030 intermediate target forms part of our commitment to reduce the carbon emissions associated with our residential mortgage portfolio to net zero by 2050 or sooner. We do not
currently neutralise our financed emissions through the purchasing of carbon credits; we will review our position in line with recommended best practice as we approach 2050.

m 18 ISAE (UK) 3000 July 2020 (frc.org.uk)

12


https://www.tsb.co.uk/nzba-methodology.pdf
https://www.tsb.co.uk/files/tsb-fy-2022-assurance-report.pdf
https://carbonaccountingfinancials.com/files/downloads/PCAF-Global-GHG-Standard.pdf
https://eur03.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.frc.org.uk%2Fgetattachment%2F2dc92f3e-df64-47d8-a9de-0292795fc8c3%2FISAE-(UK)-3000-Jul-2020.pdf&data=05%7C01%7Ckirstie.ross%40tsb.co.uk%7C84a73ab378bc43829c8408db46645536%7C01fab9c05d9c432e825ce5a335d03cdd%7C0%7C0%7C638181169123927068%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=gcQO1KLFSsVj%2ByMPtY9GtDAkOBxRSeYJJH7M5yG4dYo%3D&reserved=0
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Contacts

For further information, please contact:

Communications and sustainability

George Gordon Kirstie Ross

Communications and Corporate Affairs Director Sustainability Lead

Phone: +44 (0)7825 680197 Phone: +44 (0)7796 048 337
Email: george.gordon@tsb.co.uk Email: kirstie.ross@tsb.co.uk
Supreet Thomas Kate Osiadacz

Head of Communications Head of Responsible Business
Phone: +44 (0)7519 502123 Phone: +44 (0)7834 946 606
Email: supreet.thomas@tsb.co.uk Email: katie.osiadacz@tsb.co.uk

Our intermediate target for 2030
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Legals and forward-looking statement

References in this Disclaimerto “TSB” are to TSB Banking Group Plc and its subsidiaries and affiliates, including TSB Bank plc.
The information contained in this document is provided as of the date of this document.

This document may contain or incorporate by reference public information which has not been separately reviewed, approved or endorsed by TSB and accordingly, no representation, warranty or undertaking, express or implied, is made
and no responsibility or liability is or will be made by TSB its advisers or representatives or any other person as to, and no reliance should be placed on the truth, fairness, accuracy, reasonableness, correctness or completeness of the
information or opinions contained herein (and whether any information has been omitted from the content). To the extent permitted by law, TSB and each of its directors, officers, employees, agents, advisers and representatives disclaims
all liability whatsoever (whether in negligence or otherwise) for any loss however arising directly or indirectly, from any use of this document or its contents or otherwise arising in connection with this document or any other uses. In
addition, certain industry, market and competitive position data contained in this document may come from official third-party sources. Third-party industry publications, studies and surveys generally state that the data contained therein
have been obtained from sources believed to be reliable, but that there is no guarantee of the accuracy or completeness of such data, and any such information may be incomplete or condensed.

No regard should be had to this document, norany reliance placed on any of the information contained herein, in connection with any investment decision in respect of any securities. The information in this document is not intended to be,
and must not be, relied upon as advice for making investment decisions and is not intended to provide the basis of any credit or any other third-party evaluation of any securities. This document is published solely for information purposes
and is not intended to be and should not be construed as providing legal, tax, regulatory, accounting, investment or financial advice. Nothing in this document shall constitute, nor form part ofand should not be construed as, an offer to sell
or solicitation or invitation of an offer to buy or subscribe for any security or other instrument of TSB or any of its subsidiaries or affiliates. Nothing contained herein shall form the basis of any contract agreement obligation or
commitment on the part of TSB whatsoever and it has not been approved by any security or other regulatory authority. The distribution of this document and of the information it contains may be subject of legal restrictions in some
countries. Persons who might come into possession of it must make all relevant enquiries and inform themselves about any applicable jurisdictional restrictions and comply with them. Failure to comply with any such restrictions may
constitute a violation of the securities laws of any jurisdiction. This document is not directed to, or intended for distribution to or use by, any person or entity that is a citizen or resident or located in any locality, state, country or other
jurisdiction where such distribution to or use by, any person or entity thatis a citizen or resident or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law
or regulation or which would require registration or licensing within such jurisdiction. TSB does not accept any liability to any person in relation to the distribution or possession of this documentin or from any jurisdiction.

This document may contain forward-looking statements. Forward-looking statements are sometimes, but not always, identified by their use of a date in the future or such words as ‘expect’, ‘estimate’, ‘project’, ‘anticipate’, ‘commit’, ‘believe’,
‘should’, ‘intend’, ‘plan’, ‘could’, ‘probability’, risk’, ‘Value-at-Risk (VaR), ‘target’, ‘goal’, ‘objective’, ‘may’, ‘endeavour’, ‘outlook’, ‘optimistic’, ‘prospects’ and similar expressions or variations on these expressions. These statements are based
on current expectations as at the date of this document but concern or may affect future matters, such as TSB's future economic results, business plans and current strategies. Forward-looking statements are subject to a number of risks
and uncertainties that might cause actual results and performance to differ materilly from any expected future results or performance expressed or implied by the forward-looking statements. Factors that could cause or contribute to
differencesin current expectations include, but are not limited to, legislative, political, fiscal and regulatory developments, accounting standards, competitive conditions, technological developments, interest and exchange rate fluctuations
and general economic conditions. The forward-looking statements contained in this document speak only as of the date of this document and TSB does not assume or undertake any obligation or responsibility to update any of the forward-
looking statements contained in this document, whetheras a result of new information, future events or otherwise, except to the extent legally required.

(TS B
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