Remuneration Report 2020

NORTHERN BANK LIMITED

INTRODUCTION

Northern Bank Limited t/a Danske Bank (the Bank] is one of the largest banks
in Northern Ireland and is an autonomous subsidiary of Danske Bank Group.
We have been helping people and business achieve their ambitions for over
200 years. Today we have around 1,400 employees and serve the needs of
our personal and business customers through our branches, our regional
business centres, telephone banking and a wide range of digital banking
channels.

We play a fundamental role in driving Northern Ireland’s growth by lending to
people and businesses. \\We also believe we have a fundamental responsibility
to ensure we are contributing to the wider society that we serve and the local
communities we are a part of. How we do business, is as important as the
business we do.

Our Visioniis to be recognised as the best bank by making more possible for
our customers, our colleagues, our partners and for society.

Like many of our customers the Bank has not been immune to the negative
financial impacts of the coronavirus pandemic. Combined with a record

low interest rate environment and Brexit uncertainty, 2020 proved to be

a particularly challenging year when our Operating Profit was down 36%
compared to 201 9. From the beginning of the pandemic we adopted a 'force
for good’ strategy to support our customers and to look after colleagues who
as key workers, have continued to provide reliable, trusted and responsive
banking services for our personal and business customers.

The financial sector is subject to increasing regulation on remuneration, i.e.
incentives to ‘bankers’. Most of this regulation is initiated to ensure public
trustin our sector and it strongly influences and governs how incentives can
be putinto practice.

Remuneration policy and practices evolve over time to reflect the Bank’s
changing priorities and the regulatory frameworks, however, it will always
adhere to the Bank’s objectives of good corporate governance and promoting
sound and effective risk management related to remuneration matters.



REMUNERATION
POLICY

GOVERNANCE AND
DECISION MAKING
PROCESSES

The Bank’'s Remuneration Paolicy supports the business strategy, objectives,
core values and long-term interests of the Bank and the shareholders of the
Danske Bank Group, of which the Bank is a part.

The Policy outlines the principles for remuneration of the Non-Executive
Directors, Executive Committee and other staff members, and it is consistent
with the Danske Bank remuneration policy.

Non-Executive Members of the Board of Directors who are not employed by
a Group Company (Board member] receive a fixed fee. Non-Executive Board
Members are not covered by incentive programmes and do not receive
performance-based remuneration.

The basic fee of a Board memberis set at a level that is in accordance with
the market and reflects the qualifications and contribution required in view of
the Bank and the Group'’s complexity, the extent of the responsibilities and the
number of Board meetings. No pension contributions are payable on Board
members’ fees.

The Board of the Bank has an established Remuneration Committee (RemCo).

The RemCois instrumentalin the Board's fulfiiment of its governance
responsibilities relating to the Bank's compliance with legal and regulatory
requirements with regard to the remuneration of employees and, in particular,
the alignment of performance related pay with the long-term interests of the
Bank and its policy on risk and stakeholders in the Bank.

The purpose of the Committee is to recommmend for the approval of the
Board the overarching principles and governance framework of the Bank’s
remuneration paolicy, and to approve the remuneration outcomes for
‘Code Staff’ - defined by the UK FCA / PRA Remuneration Code as ‘senior
management and other members of staff whose actions have a material
impact on the risk profile of the credit institution’.

The Chairman of the Committee and Committee members are appointed
by the Board and may be removed by the Board at any time. The Committee
is composed of no less than three members including the Chairman of the
Committee (the Chairman). The members of the Committee, including the
Chairman, are members of the Board who do not perform any executive
function. One member of the Committee is also a member of the Board Risk
Committee.

Members of the Committee during 2020 were as follows:

Name Membership Status
Gerald Gregory Appointed by the Board as a Memberin 2010 and
(Chairman) Chairman since September 201 8. He resigned his

Chairmanship on 9 December 2020.

Paul Rooney Member since March 2018 - resigned on
31 March 2020.

Martin Stewart Member since January 2020. Appointed by the
Board as Chairman, subject to regulatory approval,
on 9 December 2020.

Astrid Grey Member since February 2020.




Gerald Gregory is the Bank's Chairman. He has significant and detailed
experience in financial services having held a number of senior executive and
non-executive positions in the sector in the UK, including that of Managing
Director of a large Mutual.

Martin Stewart is a former Director of Banks, Building Societies and

Credit unions at the PRA. During his career he has led the redefinition and
implementation of the UK’s post-financial crisis prudential regulatory regime,
initially as Head of UK banks and Mutuals and then as Director of Banks,
Building Societies and Credit Unions at the PRA. He is a leading figure in UK
financial services with extensive business experience. In addition to the Bank
Board he is a Non-Executive Director and Chair of the Board Risk Committee
of Coventry Building Society.

Astrid Grey is a former senior executive of a large UK banking group and has
extensive United Kingdom (UK] and international knowledge and experience
of financial services, with particular regard to risk. In addition to the Bank
Board, Astrid is a non-executive director of Hampshire Trust Bank Plc

and Non-Executive Director and Chair of the Risk Committee of CAF Bank
Limited.

The Remuneration Committee as a whole has an experienced blend of
commercial, financial, leadership, regulation and risk expertise to assess the
issuesitis required to address. It has the support of a committee of specialists
from HR, Risk, Compliance, Finance and Legal Departments, which is chaired
by the HR Director. The Company Secretary, or appointed deputy, acts as
Secretary and attends all meetings.

The Chairman may invite any Director, executive, or Head of Internal Audit, to
attend and participate in any meeting(s) of the Committee as they may from
time-to-time consider desirable to assist the Committee in the attainment of
its purpose.

The Committee meets as often as necessary but not less than twice a year
and where appropriate meetings are arranged to tie in with the publication
of the Bank’s financial statements. During 2020, the Committee had three
scheduled meetings. Apologies were recorded on behalf of Mr Rooney for the
February meeting. The June and November meetings had 100% attendance.
In addition, Mlichael Black (NED) attended the meetingin June 2020, at the
invitation of the Chairman. In 2020, the Committee considered:

* The CRO's review of the risk that the performance management and
variable remuneration frameworks incentivise inappropriate behaviours
or culture;

e Theremuneration review for the CEO and his Direct reports (including the
variable pay awards under the Senior Management Bonus Programme
2019y

e Theremuneration review for the Code Staff including the variable pay
awards for employees outside ExCo that are eligible to participate in the
Bank’s variable pay arrangement;

* The Bank's Remuneration Report and Disclosure;

* The Gender Pay Gap Report. This Reportis not a statutory requirement in
Northern Ireland;

* Forapproval, the Bank’'s Remuneration Palicy;
* Thereview of the categorisation of Material Risk Takers;

¢ The review of the implementation of My Journey (The Bank’s performance
assessment framework]);



REMUNERATION
PRACTICES

REMUNERATION
PRINCIPLES

* Board and Executive Director Succession Planning;
¢ The review of Non-Executive Director fees;

e Thereview of pay progression for employees behind the median levels and
the cost of increasing staff minimum salary;

¢ The external review of the Committee Charter by EY to ensure alignment
with best practice;

¢ The need for a Nominations Committee to be established.

During 2020 PWC were appointed to conduct an independent effectiveness
review of the Committee. They reported to the Bank’s Board that the
Committee operates effectively with no significant areas for improvement
identified, and commented on the culture of open debate and challenge and
Committee’s efforts to implement strong and effective governance practices.

The Bank’s overall remuneration practices are anchored in the remuneration
policy, and current governance is mainly targeted towards the remuneration
of the Executive Committee of the Bank and those employees who have been
designated in accordance with regulation as Material Risk Takers, i.e. those
who take decisions that have the greatest impact on the Bank.

The Bank offers a competitive and market aligned remuneration package,
which is designed to ensure that the Bank is able to attract, develop and retain
high performing and motivated employees in a competitive market.

The various remuneration components are combined to ensure an
appropriate and balanced remuneration package that reflects the individual's
role within their business unit and the Bank, as well as the market. The
remuneration components are:

Fixed remuneration (including non-pensionable supplements)

Allemployees in the Bank receive a fixed salary, which may include non-
pensionable elements. This is determined on the basis of the role of the
individual employee and its relative position in the internal hierarchy; the Bank
uses a globally recognised job evaluation methodology to create an internal
hierarchy. The salary levelis reviewed annually with no guaranteed increase
for employees.

Variable remuneration

The Bank operates variable remuneration arrangements for all staff or
specific groups of staff to incentivise and reward individual and / or team
performance. These arrangements are Short Term Incentives, which are
designed to attract and retain high-performing employees who take an active
partin achieving the goals of the Bank while at the same time embedding
customer centric behaviours and balancing individual risk taking against
performance targets.

For the majority of employees the arrangements are team based linked to the
achievement of customer satisfaction, and are cash based.

Variable Pay for Senior Managers is based on the performance of the
Danske Bank Group, the Bank, and individual performance. Key Performance
Indicators include financial and non-financial targets and there is weighting
of each Indicator. Short term incentive awards are split between cash and
shares in the Danske Bank Group and 60% of the award is subject to three
year deferral.



RISK IMPACT OF
REMUNERATION

The financial targets of the Danske Bank Group and the Bank are measured
on the annual results audited by the Bank’s external auditors. Non-financial
targets are also measured by external parties, e.g. customer satisfaction. As
how we do business is as important as the business we do, individual targets
are qualitative as well as quantitative, e.g. personal and corporate conduct,
approach to risk, compliance with regulation and internal rules, as well as
overall value contribution.

Guaranteed Variable Remuneration is granted only in exceptional cases in the
first year after recruitment and is paid in line with the Regulator’s guidance on
such payments.

Benefits

Benefits, for example pension contributions, paid annual leave, sick pay, family
friendly flexibility and healthcare are offered to all employees. Certain benefits
are offered to different groups of employees e.g. Company cars or cash
equivalent, to ensure competitive remuneration packages to attract and retain
employees.

The primary risk related to the Bank's remunerationis the link with variable
remuneration. In conjunction with Danske Bank Group the Bank has deployed
different mechanisms to ensure that variable remuneration does not
incentivise excessive risk taking.

Thereis a sound performance framework for setting and assessing financial
and non-financial goals and communicating these goals to employees. At the
beginning of 2020 a new performance model, My Journey, was implemented.
This provides a framework that weights equally ‘How' an individual

achieves their goals with ‘What' they achieve. The framework is based on an
assessment of behaviours linked to our Core Values.

There is a well-balanced distribution between fixed and variable remuneration
and a maximum cap onincentives at 50% of base salary.

Performance based incentives for Senior Managers are split between cash
and shares; the shares constitute 50% of the total variable remuneration

and are restricted during a three year vesting period. There is also deferral of
variable remuneration to encourage sustainable and long-term value creation.
Variable remuneration (cash and shares) granted in one yearis divided into
40% paid initially and 60% deferred for three years.

Deferred shares are restricted from transaction for six months after
disbursement. The deferred remuneration is disbursed only to the extent

to which the criteria for the original granting are still fulfilled. Therefore,
disbursement may lapse in part or in full. In addition, disbursed and deferred
variable remuneration is subject to clawback, if there is evidence that the
granting of the remuneration was made on a false basis.

In 2020 no retained or deferred performance based remuneration was
forfeited, by any current or former employee.

Annually the Chief Risk Officer addresses the RemCo in respect of the risk
that the performance management and variable remuneration frameworks
incentivise inappropriate behaviours or foster the development of

negative culture within the Bank. His evaluation of the frameworks in place
during 2020 is that they were considered to be appropriate and that the
implementation of IMly Journey ensures a continued focus on employee
behaviour as well as output.

No awards will be made through any variable pay arrangement for
performance during 2020.



MATERIAL RISK The FCA aligns the remuneration provisions in their Handbook with the

TAKERS European Banking Authority (EBA] guidelines on sound remuneration policies.
The Bankis required to comply with Chapter 19D of the Senior Management
Arrangements, Systems and Controls ‘Dual-regulated firms Remuneration
Code’ (the Code).

The Bank has in place a procedure to identify employees ‘whose professional
activities have a material impact on the firm’s risk profile, including any
employee who is deemed to have a material impact on the firm’s risk profile in
accordance with Regulation (EU) 604/2014 of 4 March 2014 (Regulatory
Technical Standards) to identify staff who are material risk takers'.

This procedure involves the close co-operation between Senior Managers
within significant business units, HR and Risk and Compliance, and enables
the continuous evaluation of regulatory guidelines and business practices to
ensure an appropriate interpretation of such guidelines.

As of December 2020 the number of designated material risk takers was 133.

QUANTITATIVE For the purposes of providing this quantitative information, pursuant to BIPRU
INFORMATION 11.5.18, the Bank as a Retail Bank is considered as a single business unit.
RELATING TO 2020

The following remuneration components operated in the year ended

31 December 2020 and are included in the information:

* Fixed Remuneration (including non-pensionable supplements];

¢ \/ariable Remuneration;

* Pension Benefits; and

e Other Benefits.

Aggregate remuneration is shown below for Senior Management Function

holders (SMIFs) and Other Material Risk Takers (other staff in addition to SMFs
whose actions have a significant impact on the risk profile of the firm).

Aggregate Remuneration includes fixed remuneration, non-pensionable

supplements, variable remuneration, pension and other benefits and
severance payments.

Senior No. Other MRTs No. Total No.
Managers
Aggregate 3,737,257.67 18 9,715,772.39 129 13,453,030.06 147

Remuneration

Information in relation to the aggregate remuneration of all Bank employees can be found in the Report and
Financial Statements for Year Ended 31 December 2020.



