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Introduction

Building societies account for over £35bn, according to Bloomberg data, of publicly listed securities and
private placements issued through a wide range of financial instruments, from covered bonds to junior
capital.

They form an important and highly regulated part of the financial infrastructure in the UK with a major share
of the residential mortgage and savings market.

Yet they have a surprisingly low profile amongst sterling bond investors, despite the important role they fulfil
in the UK economy.

Our annual review of the market is designed to address this by providing investors with background
information on the sector and how it has performed in recent years. It is our hope it will encourage investors
to focus more attention on what we see as a neglected, but high-quality corner of the sterling market where
small and medium size building societies are paying a substantial premium to raise debt in the smaller
amounts they require.

A key theme we explore in this paper is M&A activity in the building society sector which contributed to
significant increases in assets in 2026, as we show in the charts below.

The Base Rate in the UK now stands at 3.75% at the time of writing of this report and the implied probability
of a rate hike in September is 64%. ECB has been one of the major central banks which increased the main
interest rates in June of this year. The probability of a FED rate hike in September is 100%. It is expected that
the ultra-low rates environment before December 2021 will not return. As a result, more building societies
may look for funding through the debt capital markets in the next 12 months but issuers will be having to
take price sensitive decision carefully considering all-in costs of refinancing/new issuance.

As we mentioned last year we still believe that, for investors, the sector offers better value than commercial
and challenger banks:

e Restrictions on product diversification may be a positive rather than a risk, as is regional focus.
e Prudential capital ratios tend to be higher due to lack of access to the equity market
e Smaller size of issuance means illiquidity premia are available

The downside for the sector is that the cost of junior debt means their growth potential is limited while they
face a highly competitive environment, requiring them to invest in digital infrastructure for efficient treasury
management and a more responsive and modern offering to attract customers.

Another important characteristic is that UK building societies are heavily concentrating their assets in UK
mortgage lending whereas other financials such as major banks and insurers have more diversified revenue
streams and asset compositions.

Last but not least, bonds of building societies might trade less frequently than larger banks in the UK such as
Barclays, HSBC etc.
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Background to the Sector

The building society movement consists of 42 organisations, spread widely across the UK, ranging in size from
national operations like Nationwide, with total assets of £368bn, over 21,000 employees and c.700 branches,
through regional or specialist lenders servicing specific or local markets, to Penrith Building Society with total

assets of £171m 20 employees and one branch.

They are all members of the Building Societies Association, a trade body representing their interests and

providing detailed information on the sector.

Details of all the societies are set out in Appendix 1 setting out the
latest total assets, CET 1 ratio, Net Interest Margin as well as Liquidity
Coverage Ratio.

Building societies enjoy a unique structure. They are mutual societies
owned by and accountable to their members, which are made up of
both borrowers and depositors.

Based on latest available data, there are 26m building society
members, amounting to just under 40% of the total UK population.

A geographic spread of head offices is set out to the right. This
highlights the regional focus of the societies and underlines the
important contribution they make to local infrastructure.
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As of 2025, building societies accounted for assets in excess of £660 bn, largely made up of residential

mortgages and funded principally through retail deposits:

e £483bn of residential mortgages, representing 27% of all UK mortgages which is a total figure of

£1,734.4bn according to Bank of England !

e Building societies and mutual-owned banks account for c.23% of all UK savings balances, totalling

£502bn according to the BSA?

More recently building societies, together with the mutual-owned banks, have continued to play a vital role
in supporting first-time buyers - in the six months to March 2026, they provided 61,730 mortgages to help
people onto the property ladder®. This accounts for almost a third of all lending to new homebuyers.

1 Mortgage Lenders and Administrators Statistics - 2025 Q4 | Bank of England

2 Building society sector grows as two banks are mutualised

3 Building societies back one-in-three first-time buyers and paid £2.1 billion more interest to savers
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https://www.bsa.org.uk/
https://www.bankofengland.co.uk/statistics/mortgage-lenders-and-administrators/2025/2025-q4
https://www.bsa.org.uk/media-centre/press-releases/building-society-sector-grows-as-two-banks-are-mutualised
https://www.bsa.org.uk/media-centre/press-releases/building-societies-back-one-in-three-first-time-buyers-and-paid-%C2%A32-1-billion-more-interest-to-savers

A breakdown of assets and liabilities is set out below:

£m 2018 2019 2020 2021 2022 2023 2024 2025
398,297 416,663 440,000 458,486 489,210 504,614 523,225 660,240
Total IR 169,199 178,362 191,959 203,572 216,856 232,720 251,308 292,363
excluding

Nationwide

Total TN 44,064 45,419 48,201 50,447 51,591 53,800 57,934 65,088
excluding five

largest societies

(em  [2018 Jao19 2020 2021 [2022 2023 [2024 [2025

269,061 280,859 294,758 313,657 342,199 352,265 380,446 413,008
shares

DI o] 120,883 126,889 135,066 143,344 164,232 165,123 187,080 205,580
shares excluding

Nationwide

Deposits from Repk:y) 34,027 36,270 38,934 40,335 40,956 45,699 51,394
shares excluding

five largest

Source: Building Societies Association and annual reports, BSA Yearbook 2025-26-digital-FINAL.pdf

The building society sector has expanded in terms of assets in the last 12 months with the acquisition of two
banks, Virgin Money and the private equity-owned Co-operative Bank. Coventry building society completed
the acquisition of The Co-operative Bank on January 1, 2025. Nationwide Building Society acquired Virgin
Money in October 2024, and officially completed the full legal transfer of its banking business in April 2026.

While building societies are heavily involved in both the residential and buy-to-let mortgage markets, a
number operate with either a strong regional focus or in specialist areas of lending (leading into retirement,
shared ownership) where local knowledge or expertise provides them with a competitive advantage over
larger bank lenders.

As mutual societies, they do not need to make distributions to members (other than CCDS holders).
Consequently, the reserves of the movement have grown steadily over the last 7 years (except in 2020 due to
provisions made against the impact of COVID-19) as is demonstrated below:

2019 2020 2022 2023 2024

Excluding Nationwide 9,872 10,223

Excluding 5 largest BS 2,699 2,774 2,999 3,132 3,365 3,651 3,785

Source: Annual reports. Includes General reserves only


https://www.bsa.org.uk/getmedia/b6a05770-d59d-454e-8a31-979cb49718e6/BSA_Yearbook_2025-26-digital-FINAL.pdf

Macroeconomic Environment

The UK economy remains subject to heightened market volatility, leading to frequent shifts in expectations
for the Bank of England's policy path. Recent developments in the Middle East have increasingly influenced
the inflation outlook and, in turn, the potential path of monetary policy. At present, market sentiment has
shifted to as many as two rate hikes by year-end, although, this appears unlikely given signs of slowing
economic activity and continued softening in labour market conditions. Oil hitting USD100 a barrel on 24" July
and the ongoing tensions in the Middle East make inflation and therefore monetary policy very difficult to
predict.

UK inflation has eased in recent months, however, it is widely expected to rise over the remainder of the year.
Although higher global energy prices have so far had a limited impact on UK headline inflation, continued
disruption to traffic in the Strait of Hormuz poses a significant upside risk, particularly as elevated energy and
fertiliser costs look increasingly likely to feed through to higher food prices in the months ahead.

Regulatory environment

Building societies are heavily regulated. The Prudential Regulation Authority (PRA) currently regulates building
societies, overseeing the sector on a continual basis, assessing their risk profile and their ability to navigate
risk. Its work is supported by the Financial Conduct Authority (FCA), which is the current conduct regulator for
building societies to ensure the market functions well.

They operate under the Building Societies Act 1986, which has been continuously amended and updated by
the Building Societies Act 1997, the Financial Services and Market Act 2000 and the Financial Services Act 2012.
The Building Societies Act 1986 sets out certain operational restrictions on building societies compared to
banks, including restricting building societies from operating in certain wholesale banking activities, such as
acting as a market maker, trading in certain markets, entering into certain transactions involving derivatives
and limiting the risks for which derivatives hedging may be used.

Building societies are “credit institutions” in EU terminology, like banks, and remain subject to the onshore UK
versions of the EU’s Capital Requirements Regulation until this is replaced in due course by PRA rules. They
are also subject to the CRR firms parts of the PRA Rulebook.

In recent years, there have been moves to simplify rules especially for smaller and less complex firms, and in
May this year, the PRA issued a consultation document designed to level the playing field in relation to their
supervisory approach to banks and building societies



A. Key operating ratios

In the European Economic Area, Basel lll reforms have been implemented through the Capital Requirements
Regulation (CRR) and the Capital Requirements Directive (CRD). Under this framework, building societies, as
with banks, must operate under certain capital requirements. This involves meeting minimum limits on certain
key ratios, including:

e Common Equity Tier 1 (CET1) ratio — regulatory minimum of 4.5% - remaining unchanged

o UK leverage ratio — regulatory minimum of 3.25% though regulators will reduce this metric to a 3.0%
minimum combined with a releasable 0.25% general leverage buffer — according to Fitch the change
will be limited in size and keep the UK leverage regime within the range of other jurisdictions globally*

e Liquidity Coverage Ratio (LCR) — regulatory minimum of 100% - remaining unchanged

B. Basel 3.1 implementation

The PRA published its final Basel 3.1 rules in January 2026, with implementation from 1 January 2027. The
framework changes how risks are measured and therefore affects capital allocation, governance and
reporting. The overall capital required across the banking system is not expected to increase materially.
According to PWC this equates to a Common Equity Tier 1 (CET1) ratio of approximately 11%, down from the
previous 14% benchmark®.

C. PRA Sourcebook Abolition & SDDT Framework

The PRA confirmed the abolition of many historical rules that have governed building societies — the so-called
"sourcebook" — representing a significant structural deregulation of the sector.

At the same time, the PRA is introducing the Small Domestic Deposit Takers (SDDT) framework, a tailored
prudential regime for smaller building societies.

4 UK Bank Capital Rules Set for Further Easing
5 FPC publishes capital review - PwC UK



https://www.fitchratings.com/research/banks/uk-bank-capital-rules-set-for-further-easing-17-07-2026
https://www.pwc.co.uk/industries/financial-services/understanding-regulatory-developments/fpc-publishes-capital-review.html

The performance of the sector

The building society sector was adversely affected by the difficult conditions of the financial markets during
the global financial crisis. This triggered a range of mergers and rescues in the industry to protect depositors

and ensure the continuing health of the sector.

Since then, the movement has evolved and expanded steadily. The figures below show the aggregate growth
of the sector over the last five years. In addition, we present figures excluding Nationwide and also the five

largest societies. This shows the inherent financial strength of the smaller operators in the sector.

A. Total assets

e From 2017 to 2025 the sector experienced continuous growth in total assets.

e Inclusive of all 42 societies, there has been growth in total assets from £416bn in 2019 to exceeding

£600bn in 2025. The CAGR over the period 2019 to 2025 stands at 8.0%.
e The bigincrease in 2025 is largely driven by Nationwide acquiring Virgin Money and Coventry
Building Society acquiring Co-op bank

e Excluding Nationwide, total assets increased by over £120bn over the last eight years from £178bn

in 2019 to £292bn in 2025.
e Total assets of building societies excluding the five largest societies have grown from £45.4bn in
2019 to £65bn in 2025 —a CAGR of 6.2%.
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Source: Building Societies Association, Allia C&C

== Total Assets (excl 5 largest)



B. Profit for the financial year

e  Profitability of the sector will be materially impacted by the direction of interest rates; and overall
performance will be obscured by mark to market profits/losses on derivatives held as a part of
prudential hedging.

e These have obscured the underlying profitability for operations which have remained robust

e Many building societies experienced falling profit for the financial year in 2025, though Coventry was
a notable exception to the trend. Nationwide recorded a decrease in profit due to the impact of its
acquisition of Virgin Money. During 2026 we noted the following trends:

o The decline in Nationwide’s profit for 2026 was primarily caused by distortions arising from a one-
off accounting gain in 2025 from the acquisition of Virgin Money and heavy investments in
customer cash distributions.

o Skipton Building Society recorded a slight fall in profit by more than £30.0m due to a squeeze on
profit margins from lower interest rates.

o Coventry Building Society’s profit increased significantly to just over £800m due to a gain of £584m
on the acquisition of The Co-operative Bank (‘the Bank’. This gain reflected the agreed purchase
consideration “being over 40% below the fair value of the net assets acquired.”

Profit for the Financial Year

4,000
3,371
3,500
3,000
2,500
& 2,000
1,500
937
1,000 5
0
2019 2020 2021 2022 2023 2024 2025
== Total Profit for Financial Year Total Profit for Financial Year (excl. Nationwide)

e Total Profit for Financial Year (excl. 5 largest)

Source: Allia C&C



C. Reserves

e As building societies do not make shareholder distributions, reserves have grown steadily over the
last seven years.

e The rate of growth slowed in 2020 but have quickly picked up in the years after 2020

e Total reserves stood at £33.92bn in 2025 vs just above £20bn in 2019

e Nationwide accounts for 52% of total reserves in 2025

e Reserves grew by 6.8% in 2025 vs 2024

Reserves
40.0K
33.9K
35.0K 31.8K
30.0K
€ 20.0k
« 13.6K 14.7K 16.2K
12.7K :
15.0K 9.9K 10.2K 11.3K
10.0K
. K 3.4K 3.7K 3.8K
5.0K 2.7K 2.8K 3.0K 3
0.0K
2019 2020 2021 2022 2023 2024 2025
e Total Reserves Total Reserves (excl. Nationwide) = Total Reserves (excl. 5 largest)

Source: Building Societies Association

D. Total deposits

e Total deposits include the total borrowings of each society plus the total amount of shares.

o Total deposits of the sector have increased by a CAGR of 7.5% over the last seven years or 54% in
total when comparing 2025 with 2019, with the 2025 figure including the absorbed Virgin Money
debt in Nationwide.

o Comparatively, total deposits of societies excluding the five largest have grown by 41% since 2019.

e This suggests that growth in deposits is not limited to the larger societies and is in fact sector-wide.



Deposits
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Source: Building Societies Association

E. Mortgage assets

e Across the sector, total mortgage assets increased from £333bn to £483bn between 2019 and 2025.

e There was a similar rate of growth when excluding Nationwide, with total mortgage assets
increasing by £59.9bn to £207bn from 2019 to 2025.

e Excluding the five largest societies, the rest of the sector maintained similar growth in mortgage
assets, increasing from £37bn in 2019 to £50bn in 2025.

Mortgage Assets

600,000
483K
500,000
369K 380K 397K
400,000 333K 345K 352K
& 300,000 -
171K 178K 193K
200,000 148K 156K 161K
100,000 38K 39K 40K 41K 42K 46K 51K
0
2019 2020 2021 2022 2023 2024 2025
e Total Mortgage Assets == Total Mortgage Assets (excl. Nationwide)

e Total Mortgage Assets (excl. 5 largest)

Source: Building Societies Association
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Key ratios for building societies

From information available through public sources, over the last seven years the sector has demonstrated:

e Strong and persistent earnings
e Steady capital accumulation

e Improving CET1 ratios

e Good liquidity

e High deposit/loan coverage

e Strong net interest margins

There are three key data points for investors: CET1 Ratio, the LCR and the net interest margin.
A. CET1 ratio

e The CET1 ratio is calculated as the total of CET1 capital divided by Risk Weighted Assets

e The CET1 ratio is higher than the levels generally enjoyed by non-building society competitors and
gradually improved from 2017-2021 but declined from 2021

e Inthe chart below we show the CET1 ratio for the sector, excluding Nationwide and excluding the five
largest building societies

e Thisshows asharp decline in the CET1 of Nationwide. Excluding this, the ratio fell in 2022 but remained
stable thereafter until 2025 when it registered another drop

e Nationwide’s CET1 ratio dropped from 26.5% in 2022 to 19.1% in 2025 (Most societies have December
year ends but Nationwide’s is March so March 2026 is labelled as 2025)

e The weighted average CET1 ratio excluding Nationwide for 2025 is 20.3%, slightly above Nationwide’s
19.1%

At the same time, there is some deterioration in the ratio excluding the top five building societies which hovers
just above 15%.

CET 1 Ratio
35
30
55 —/\
= \
20
15
10
2019 2020 2021 2022 2023 2024 2025
e A\verage Weighted Average
e \\/eighted Average (excl. Nationwide) Weighted Average (excl. 5 largest)

Source: Annual Reports, Allia C&C
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o Principality Building Society’s CET1 ratio dropped to 18.7% in 2025 vs 19.8% in 2024. Reasons for
this are “planned book growth, primarily within the residential mortgage sector”. The reduction

had also been expected due to the use of capital to “assist in the growth of the portfolio”

o Newcastle Building Society’s CET1 ratio reduced from 12.2% to 11.7% as the society increased its

lending levels which resulted in a “growth in risk weighted assets”

o Nottingham Building Society’s CET1 ratio as well as Monmouthshire Building Society’s CET1 ratio
are below the weighted average for the Group of building Societies (excl. five largest) at 14.1%

and 13.7%, respectively

B. Liquidity coverage ratio

e The LCR, a measure of short-term liquidity designed to ensure each building society maintains the
required amount of liquidity to survive under severe stress conditions for 30 days, is measured by

dividing high-quality liquid assets by total net cash flows over a 30-day stress period

e Liquidity improved in the period 2018 to 2021, after which it declined steadily — though still
remaining at very high levels

e The regulatory minimum is 100%; currently all 42 building societies comfortably exceed this

minimum value

e Nationwide’s LCR metric is 169% which is below the weighted average of 185%

e Coventry Building Society and Yorkshire Building Society have LCR above 200%

400
350
300
X 250
200
150

100

Liquidity Coverage Ratio

/\

2019 2020 2021 2022 2023 2024 2025
e A\verage Weighted Average
e \\/eighted Average (excl. Nationwide) Weighted Average (excl. 5 largest)

Source: Annual Reports, Allia C&C
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C. Net interest margin

e The net interest margin is the difference between the interest rate received from mortgage holders
and the interest rate paid to savers

e Net interest margin has moved above its pre-COVID-19 levels, with the weighted average at 1.49% in
2025

e Average net interest margin for the universe of UK building societies stands at 1.84% in 2025

e Net interest margin has gone down in 2025 vs 2024, predominantly across smaller building societies
by Asset size — West Bromwich’s NIM went down from 1.77% in 2024 to 1.56% in 2025; Cumberland
Building Society’s decreased from 2.61% in 2024 to 2.32% in 2025; and Saffron’s from 2.02% in 2024
to 1.88% in 2025

e Thisdrop in NIM is widespread and may reflect rising competition in the mortgage and deposit
market. Societies offered attractive saving rates at the aim of retaining funding (retail deposits are
the main funding tool for building societies) whilst deploying aggressive affordability-driven
incentives and relaxed lending criteria such as Nationwide allowing first-time buyers to borrow up to
6 times their income vs 4.0x to 4.5x for standard high street banks

o At the same time NIM figures are well above pre-Covid levels

® The reason NIMs have been squeezed since 2023 is due to the reduction in rates - which may be reversed in 2026
following conflict in Middle East

Net Interest Margin
2.20
2.00
1.80
1.60

%

1.40
1.20
1.00

0.80
2019 2020 2021 2022 2023 2024 2025

e A\verage Weighted Average

= \\/eighted Average (excl. Nationwide) Weighted Average (excl. 5 largest)

Source: Allia C&C
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Credit ratings

Of the 42 societies, six have one or more public ratings from Fitch, Moody’s and/or S&P. The top five in this
list constitute the largest five societies in the sector:

e Nationwide Building Society (A+/A1/AA- for the Senior Preferred) Nationwide credit ratings for its

other instruments are as follows:

Senior Short term Senior Outlook Latest
Preferred Non Update
Preferred
Standard & A+ A-1 BBB+ BBB BB+ Stable Sep 2025
Poor’s
Moody’s Al P-1 A3 Baal Baa3 Stable Mar 2026
Fitch AA- Fi1+ A BBB+ BBB- Stable May 2026
Ratings

Nationwide got upgraded by Fitch Ratings to AA- on the 12" May 2026. Fitch stated that the upgrade was due
to Fitch's updated Bank Rating Criteria. Fitch revised how it assesses banks' creditworthiness, particularly how
it incorporates resolution frameworks and loss-absorbing debt into ratings. Nationwide benefited because it
has a very large resolution debt buffer. Fitch stated that the upgrade "partly reflected" its assessment that
Nationwide maintains a very large resolution debt buffer. The short-term rating was also upgraded, from F1
to F1+.

e Coventry Building Society (A3 stable by Moody’s — was previously A2 rating under review / A- with a
negative outlook)

Long Term Baseline Short Senior Non AT1 Latest
Unsecured Credit term Preferred Update
Assessment
(BCA) / IDR
Moody’s A3 Baal P-2 Baa2 Bal Stable December
2025
Fitch A- A+ F1 A- BB+ Stable July 2026
Ratings

Fitch’s long term unsecured rating was upgraded from A- to A+ in July 2026. The baseline Credit Assessment
was upgraded to A+ from A-. The upgrade of Coventry Building Society's Long-Term Issuer Default Rating from
A- to A+ was primarily driven by Fitch's revised bank rating methodology, not by a fundamental change in
Coventry's standalone credit profile. Similar to Nationwide, Coventry benefited from a sector-wide
methodological change, but it also had institution-specific characteristics that allowed it to receive the
upgrade (large resolution debt buffer).

14



e Yorkshire Building Society (A2 stable outlook / A with a stable outlook).
e Skipton Building Society (A2 stable outlook / A with stable outlook). Ratings for the other instruments:

Senior Baseline Issuer Short Senior Outlook Latest
Preferred Credit Default term Non Update

Assessme Rating Preferred
nt (BCA)  (IDR)

Moody’s A2 A3 n/a P-1 Baal Stable July 2021
Fitch A n/a A F1 BBB+ Stable May 2026
Ratings

Issuer default rating moved to A from A- and the Senior Non Preferred rating changed to BBB+ from A- in
May 2026. This change was driven by Fitch's updated Bank Rating Criteria, which excluded senior
resolution debt from IDR reference obligations and recognized the society's strong resolution buffer.

At the same time Fitch Ratings downgraded Skipton Building Society's senior non-preferred debt to 'BBB+'
from 'A-' on May 12, 2026. This downgrade was caused by Fitch's updated Bank Rating Criteria, which
excluded senior resolution debt from reference obligations and reflected a revised view of lower recovery
expectations for this specific debt class.

e Leeds Building Society (A3 stable outlook / A stable outlook)

Fitch downgraded Leeds Building Society’s long term senior unsecured rating to ‘A-‘ from ‘A’. This was driven
by a change in the Bank of England's preferred resolution strategy for the society.

e  Principality Building Society

Senior Baseline Issuer Senior Outlook Latest
Preferred Credit Default Non Update

Assessme Rating Preferred
nt (BCA) (IDR)

Moody’s  Baal Baa2 n/a P-2 Baa3 Stable July 2024
Fitch BBB+ n/a BBB+ F2 BBB+ Stable July 2023
Ratings

15



Capital raising in the sterling market

Building societies are subject to detailed regulation and oversight on both wholesale debt and capital raising.
As a result, outside retail deposits, capital raising is restricted to the following instruments:

e Covered bonds

e Senior unsecured bonds

o Tier 2 debt

e Additional Tier 1 bonds (AT1)

e Permanent Interest Bearing Shares (PIBS), now no longer regulatory effective, and

e Junior Subordinated Quasi-Equity, Core Capital Deferred Shares (CCDS), which have replaced PIBS

The amounts they have raised through these instruments break down as follows, with the vast majority of
the senior debt coming from a few of the largest societies.

There is currently over £35bn of outstanding building society issuance in the sterling market. Nationwide

was the first building society to access the market in 1989 and is the largest single borrower.

Amount of Debt Number of Borrowers Number of Deals

(Em)

Senior Preferred/ Senior

Unsecured

2,958 3 8
105 4 6
1,194 3* 3*
35,236 12 89

*Cambridge Building Society also has a £15m private placement issued in CCDS structure which would
increase the total size of CCDSs to four

Source: Bloomberg

In 2026 some of the largest building societies including Nationwide, Leeds and Coventry issued the following
transactions:

e Some of the securities which Nationwide issued in the last twelve months include:
o £500m 5.167% Senior Non Preferred with a call in six years
o £100m FRN Senior Preferred
e Leeds Building Society issued £50m 6.25% Senior Non Preferred with a call in ten years

16



e Five covered deals were also brought to market — Coventry, Skipton, Leeds and Principality have
issued £750m, £500m, £500m and £500m, respectively. While Nationwide brought covered deals to
market worth £1.75bn

e Ecology Building Society has expanded its CCDS programme twice in the past year, increasing the
amount outstanding to £7.1m and then raising a further £2.9m, bringing their total CCDS
outstanding to £10m

e Leeds, Skipton, Coventry, and Principality all decided for their GBP issuance to be in covered/secured
format

e Floating-rate structures dominate the covered bond issuance reflecting demand from liability-driven
investors

o lLeeds £50m deal is a small likely private placement in senior non-preferred format

Public issuance across these societies indicates broad investor appetite spanning covered bonds, senior debt
and mutual capital instruments.

As noted above, Ecology Building Society increased its CCDS programme to £10m, with the latest tranche
uplifting their coupon to 11%. Allia C&C acted as sole adviser and arranger on the transaction. This
represents the first public capital issue from a mid/small society since the £40m AT1 issue for Newcastle in
late 2024, which was issued at a coupon of 14.0%. This highlights the underlying investor demand for junior
capital which can provide societies outside the five largest, such as Ecology, with additional capacity to
extend their lending activity if they can achieve desirable pricing. Similarly, this deal was supported by local
pension funds, institutions and high net worths illustrating the wide spectrum of investor interest in this
section of the credit market.

You can find further details on the Ecology transaction via this link - Allia C&C Arranges £2.9m CCDS for
Ecology Building Society, Taking Total to £10m - Allia C&C

On the next page we summarised the yields of major European Banks, Challenger Banks and Specialist Banks
Yields at Issue — Tier 2 Issues:
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® Seriesl ® Series2 @ Series3  eecceeees Linear (Series 3)

Series 1 consists of major European banks
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Series 3 consists of specialist banks and building societies
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® Series 1 @ Series 2 @ Series 3

Series 1 consists of major European banks
Series 2 consists of challenger banks
Series 3 consists of specialist banks and building societies

e Major banks continue to enjoy strong access to Tier 2 and AT1 markets, with issues from institutions
such as Close Brothers, Santander and Barclays this year.
o lllustrates strong market conditions that are supportive of bank capital issuance.
e Challenger and specialist banks have also remained active in the subordinated debt market.
o Notably, Starling Bank (Baa3 stable) issued £150m Tier 2 notes which were more than 2x
over-subscribed priced at 6.625% coupon, spread of 223.7bps over UK Gilts
Vanquis priced £100m of 11.5NC6.5 Tier 2 at a Coupon of 8.25%
Hampshire Trust Bank placed a £55m Tier 2 bond at a coupon of 8.125% or a spread of
372bps as well as a £45m PerpNC 09/31 AT1 at 10% Coupon or a 562bps spread. Hampshire
Trust Bank issued a 14% Tier 2 in June 2023 —the 2025 Tier 2 issue is 5.875% tighter than the
one in 2023 which is worth noting.
e 2026 has been a quiet year for Building Society capital issuance with this sector absent from the AT1
and Tier 2 capital markets. This likely reflects strong retail deposit funding and the relatively high
cost of junior capital funding for smaller building societies.
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Below we set out a sample of the issues by building societies in the sterling bond market, together with the
yields available as at 21 July 2026 (see Appendix 2 for a full list).

Maturity Amount Price Bid YTM Minimum
Outstanding (Yield) (%) Denoms
(€m)

Covered
Nationwide 4.25 16/12/2032 1,000 96.40 492 100,000
Coventry Floating 13/05/2029 750 100.09 4.12 100,000
Skipton Floating 22/06/2028 500 100.25 412 100,000
Yorkshire Floating 24/05/2029 750 100.21 4.11 100,000

Senior Preferred

Nationwide 6.125% 21/08/2028 700 102.29 4.95 100,000
Leeds 1.375% 06/10/2027 350 96.00 5.22 100,000
Coventry 5.875% 12/03/2030 500 101.56 5.46 100,000
Tier 2

Yorkshire 3.375% 13/09/2028 300 98.10 4.46 100,000
Leeds 3.750% 25/04/2029 8 96.07 5.12 100,000
Saffron 12.500% 19/10/2034 15 102.00 12.32 100,000
Coventry 11.750% 22/05/2034 200 113.44 9.56 100,000
AT1

Nationwide 7.875% Perpetual 700 104.57 7.73 200,000
Coventry 8.750% Perpetual 665 105.90 8.54 200,000
Newcastle 14.00% Perpetual 40 100.00 14.39 200,000
PIBS

Coventry 12.125% Perpetual 40 189.50 6.48 1,000
Nottingham 7.875% Perpetual 25 117.15 6.78 5,000
Newcastle 8.000% Perpetual 5 102.34 7.87 1,000
CCDS

Nationwide 10.250% Perpetual 1,056 128.72 7.98 25,000
West Brom 4.500% Perpetual 129 50.17 9.08 50,000
Ecology 11.000% Perpetual 10 100.00 11.00 5,000

Source: Bloomberg 21° July 2026
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Conclusion

The consolidation in the building society sector we observed in the building societies sector in the last three
years leads to increasing size and scale of the incumbents. The formal asset and business transfer from Virgin
Money to Nationwide Building Society officially took place on 2 April 2026, following court approval on 23
February 2026. This is also in the context of further M&A involving UK listed financials — Just Group acquired
by Brookfield and the private equity takeover of Hargreaves Lansdown following delisting of the shares. The
scale and cost synergies explain some of this M&A activity in addition to low UK valuations. Regulatory
compliance costs, technology investment requirements and costs related to cybersecurity are just a few of the
challenges faced by financial firms which explain some of the recent M&A. The desire for achieving greater
market share is also taken into consideration in transactions such as Virgin Money and Co-op Bank.

We continue to believe that building Societies are an established and closely regulated part of the financial
infrastructure in the United Kingdom.

They have enjoyed steady growth and profitability in recent years - and have weathered the problems of
COVID in good health. In addition, they benefit from a simple business model, strong financial ratios and stable
credit ratings.

While building societies make limited use of the institutional market for raising debt, they issue both covered
and senior securities which benefit from strong demand in the public bond market.

They also issue a wide range of Tier 2 and more heavily subordinated financial instruments. These attract
demand from a broad spread of investors. While there are still a significant number of PIBS outstanding and
in both retail and institutional hands, they are no longer regulatory efficient - with their place being taken by
issues of CCDS.

Allia C&C arranged an additional £7m of Core Capital Deferred Shares for Ecology Building Society taking the
total CCDS outstanding to £10m. The issue showed the strength and flexibility of the market for building
society CCDS, with the number and range of investors growing steadily as the transaction has increased in size.

Strong CET1 ratios vs commercial banks and the low-risk asset base on the books via residential mortgages
explain the appeal of building societies for bondholders. At the same time the yields offered on some of those
securities such as the Newcastle’s £40m 14% AT1 (now mid YTM is 13%) or Saffron” £15m 12.5% Tier 2 (now
ca. 11% YTM) looks disproportionate to risk given the regulatory support sitting behind the Building Society
sector in general and the characteristics we mentioned above. At the same time UK financials issued in 2026
achieved much tighter pricing - Paragon £200m 6.5% Tier 2, Vanquis £100m 8.25% Tier 2 and Liverpool
Victoria’s 7.625% £150m Tier 2. The lack of credit rating for Newcastle and Saffron could partially explain the
higher yields on offer but an investor should also keep in mind an inherent characteristic in the sector - the
likelihood of a building society being acquired by a stronger institution or another building society is
exceptionally high —we could point to Barnsley being taken over by Yorkshire Building Society in 2008 and the
Dunfermline acquisition by Nationwide.

If you wish to discuss further, please do not hesitate to contact Lyubomir Dilov at
lyubomir.dilov@alliacc.com or Mark Glowrey at mark.glowrey@alliacc.com
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Appendix 1: UK building societies and key statistics

Total Assets

(£'000)

CET1 Ratio

Net Interest
Margin

Liquidity Coverage Ratio (LCR)

Coventry
Yorkshire
Skipton

Leeds
Principality
West Bromwich
Newcastle
Nottingham
Cumberland
The Family
Progressive
Cambridge
Monmouthshire
Newbury
Saffron

Leek United
Furness
Hinckley & Rugby
Darlington

Ipswich/Suffolk

Marsden

367,877,000
88,239,000
66,330,300
40,744,200
31,962,400
13,943,700

6,361,800
7,011,900
5,436,300
3,329,085
2,935,520
2,279,591
2,120,502
1,719,248
1,747,291
1,544,810
1,451,802
1,482,685
881,305
1,024,440
959,641

864,375

19.1%

19.7%

18.8%

28.2%

25.5%

18.7%

17.1%

11.7%

14.1%

18.2%

17.8%

20.1%

* %k

13.7%

19.4%

15.3%

16.5%

16.0%

15.2%

* ¥

k%

20.5%

21

1.61%

1.22%

1.32%

1.29%

1.27%

1.21%

1.56%

1.49%

1.62%

2.32%

1.35%

1.49%

1.54%

1.90%

1.60%

1.88%

1.59%

1.60%

1.80%

2.19%

1.90%

2.00%

169%

230%

239%

178%

197%

168%

168%

180%

236%

217%

235%

k%

k%

k%

220%

194%

241%

193%

k%

172%

k%

342%




Melton Mowbray 758,644 13.6% 1.90% 393%
Scottish 866,476 17.3% 1.82% o
Market Harborough 808,369 20.1% 2.50% e
Dudley 625,013 14.8% 2.15% 162%
Tipton & Coseley 668,465 23.3% 1.91% *ok
Hanley Economic 489,107 16.4% 2.01% *x
Swansea 715,063 o 2.12% 238%
Mansfield, The 584,583 18.0% 2.34% *x
Loughborough 606,475 ol ok ko
Vernon 535,500 18.0% 2.13% 262%
Bath Investment 436,309 27.2% 2.55% 200%
Teachers 366,498 17.8% 2.11% 328%
Buckinghamshire 348,161 22.9% 2.00% o
Chorley & District, The 427,547 16.8% 1.82% *x
Stafford Railway, The 366,539 23.2% 1.98% 351%
Harpenden 462,964 *k 2.35% *x
Ecology, The 347,932 15.1%* o 810%
Beverley 225,637 ok 2.18% *x
Manchester *x *x *k *E
Earl Shilton 183,151 22.4% 2.15% *x
Penrith 171,118 19.3% 2.01% *ok

* Last available data. ** Not reported for more than two years.

Source: Building Societies Association (BSA) — assets figures are extract from BSA Yearbook 2024/25, Annual Reports, Allia
Cc&C
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Appendix 2: Sterling issuances

Issue Date

Maturity

Coupon

Amt Out

Nationwide Building Society 04/02/2025 [22/01/2028 Floating 500,000,000
Coventry Building Society 21/01/2025 [21/01/2030 Floating 600,000,000
Coventry Building Society 13/05/2026 [13/05/2029 4.125 750,000,000
Nationwide Building Society 21/10/2025 [21/10/2030 Floating 500,000,000
Nationwide Building Society 15/02/2022 [22/01/2027 Floating 600,000,000
Nationwide Building Society 14/01/2025 [14/01/2030 Floating 1,000,000,000
Skipton Building Society 20/05/2026 [22/04/2031 Floating 500,000,000
Nationwide Building Society 16/01/2026 [16/07/2029 Floating 750,000,000
Yorkshire Building Society 18/01/2022 [18/01/2027 Floating 500,000,000
Yorkshire Building Society 24/05/2024 [24/05/2029 Floating 750,000,000
Skipton Building Society 26/06/2023 [22/06/2028 Floating 500,000,000
Nationwide Building Society 16/01/2026 [16/12/2032 4.25 1,000,000,000
Coventry Building Society 22/09/2025 [22/09/2030 Floating 600,000,000
Coventry Building Society 14/03/2023 [14/03/2028 Floating 500,000,000
Leeds Building Society 29/09/2022 [15/09/2026 Floating 500,000,000
Leeds Building Society 04/04/2024 |04/04/2029 Floating 500,000,000
Nationwide Building Society 26/09/2023 [22/09/2028 Floating 500,000,000
Leeds Building Society 23/03/2026 (15/03/2031 Floating 500,000,000
Nationwide Building Society 24/02/2021 [24/02/2031 Floating 1,000,000,000
Skipton Building Society 09/09/2025 [22/08/2030 Floating 500,000,000
Nationwide Building Society 24/10/2023 [24/10/2030 Floating 750,000,000
Skipton Building Society 04/04/2022 [22/03/2027 Floating 500,000,000
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Leeds Building Society 17/05/2022 [15/05/2027 Floating 500,000,000
Principality Building Society 21/01/2026 [21/01/2031 Floating 500,000,000
Leeds Building Society 08/09/2025 [15/08/2030 Floating 500,000,000
Skipton Building Society 01/05/2025 [22/01/2030 Floating 500,000,000
Nationwide Building Society 08/06/2023 |08/06/2028 Floating 750,000,000
Coventry Building Society 20/11/2008 [24/10/2027 Floating 500,000,000
Yorkshire Building Society 23/05/2022 [23/05/2028 Floating 600,000,000
Coventry Building Society 02/04/2020 [02/04/2031 Floating 850,000,000
Yorkshire Building Society 30/03/2022 [(30/03/2027 Floating 600,000,000
Yorkshire Building Society 16/06/2023 [16/06/2028 Floating 500,000,000
Skipton Building Society 30/10/2023 [22/10/2028 Floating 500,000,000
Nationwide Building Society 27/10/2011 [27/10/2031 Floating| 50,000,000
Nationwide Building Society 27/10/2011 [27/10/2026 Floating 100,000,000
Coventry Building Society 01/07/2022 |01/12/2030 Floating| 500,000,000
Coventry Building Society 15/10/2020 [26/10/2030 Floating 500,000,000
Coventry Building Society 15/10/2020 [26/10/2030 Floating 500,000,000
Coventry Building Society 01/07/2022 |01/12/2030 Floating 500,000,000
Nationwide Building Society 27/10/2011 [27/10/2028 Floating 100,000,000
Total 22,350,000,000

Senior Unsecured

Issuer Name

Issue Date

Maturity

Leeds Building Society 30/01/2025 (30/01/2031 | 5.500000 300,000,000
Coventry Building Society 12/03/2024 (12/03/2030 5.875000 500,000,000
Leeds Building Society 08/07/2026 (08/07/2037 6.250000 50,000,000
Coventry Building Society 19/09/2024 (19/09/2028 5.579000 200,000,000
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Nationwide Building Society 13/01/2025 [13/01/2033 5.53 1,000,000,000
Nationwide Building Society 21/08/2023 [21/08/2028 6.13 700,000,000
Coventry Building Society 07/11/2023 [07/11/2027 7.00 77,668,000
Nationwide Building Society 12/01/2026 [12/12/2033 5.17 500,000,000
Yorkshire Building Society 12/09/2023 [12/09/2027 7.38 300,000,000
Skipton Building Society 25/04/2023 [25/04/2029 6.25 350,000,000
Yorkshire Building Society 11/04/2022 [11/10/2030 3.51 300,000,000
Nationwide Building Society 02/07/2025 (03/09/2027 4.00 400,000,000
Nationwide Building Society 07/12/2022 (07/12/2027 6.18 650,000,000
Yorkshire Building Society 15/05/2023 [15/11/2028 6.38 350,000,000
Principality Building Society 12/07/2023 [12/07/2028 8.63 300,000,000
Leeds Building Society 06/10/2021 (06/10/2027 1.38 350,000,000
Nationwide Building Society 20/01/2016 [20/01/2028 3.25 500,000,000
Coventry Building Society 27/04/2021 [20/12/2030 2.00 250,000,000
Yorkshire Building Society 15/09/2021 [15/09/2029 1.50 250,000,000
Nationwide Building Society 17/02/2026 [17/02/2031 Floating 100,000,000
Nationwide Building Society 10/08/2023 [10/08/2033 6.24 50,000,000
Nationwide Building Society 29/09/2023 [29/09/2036 6.12 20,000,000
Coventry Building Society 10/10/2023 [10/10/2036 6.92 50,000,000
Coventry Building Society 05/10/2023 [05/10/2033 6.50 95,000,000
Total 7,642,668,000
Issue Date Maturity
Nationwide Building Society 14/10/2025 (14/07/2036 5.50 400,000,000
Coventry Building Society 22/11/2023 [22/05/2034 11.75 200,000,000
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Saffron Building Society 19/04/2024 (19/10/2034 12.50 15,000,000
Yorkshire Building Society 13/09/2017 (13/09/2028 3.38 300,000,000
Newcastle Building Society 19/06/2024 [19/09/2034 12.25 20,000,000
Leeds Building Society 25/04/2018 [25/04/2029 3.75 8,040,000
West Bromwich Building Society[12/04/2018 [12/04/2038 11.00 5,201,900
Dunfermline Building Society ~ [31/03/2005 [31/03/2015 6.00 37,747,000
Total 985,988,900

Issue Date

Maturity

Nationwide Building Society 16/09/2024 |Perpetual 7.50 750,000,000
Nationwide Building Society 10/06/2025 |Perpetual 7.88 700,000,000
Coventry Building Society 11/06/2024 |Perpetual 8.75 665,000,000
Newcastle Building Society 06/12/2024 Perpetual 14.00 40,000,000
Nationwide Building Society 17/06/2020 |Perpetual 5.75 750,000,000
Nationwide Building Society 13/03/2000 |Perpetual 7.86 38,400,000
Newcastle Building Society 13/04/2005 |Perpetual 6.75 10,000,000
Nationwide Building Society 28/03/1994 [Perpetual Floating 4,811,000
Total 2,958,211,000

Issue Date

Maturity

Coventry Building Society 09/06/1992 [Perpetual 12.13 40,000,000
Nottingham Building Society ~ [14/06/2001 |Perpetual 7.88 25,000,000
Newcastle Building Society 29/10/1999 |Perpetual 8.00 5,000,000
Skipton Building Society 26/04/2000 |Perpetual 8.50 15,000,000
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Newcastle Building Society 22/06/1993 |Perpetual 10.75 10,000,000
Newcastle Building Society 15/09/1992 |Perpetual 12.63 10,000,000
Total 105,000,000

Issue Date

Maturity

Nationwide Building Society 06/12/2013 [Perpetual 10.25 1,055,550,000
West Bromwich Building Society[12/04/2018 [Perpetual 4.50 128,881,300
Ecology Building Society 15/09/2020 |Perpetual 11.00 10,000,000
Total 1,194,431,300
Total issuance 35,236,299,200

Source: Bloomberg 21 July
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Disclaimer

This document is a marketing communication and not investment research. It has not been prepared in accordance with
the legal requirements designed to promote the independence of investment research and is not subject to any
prohibition on dealing ahead of the dissemination of investment research. It offered free to all eligible clients of Allia C&C
Ltd.

Responsibility: This report has been independently produced by Allia C&C (“Allia C&C” or “we”). Allia C&C has not been
commissioned to produce this report and has received no fee for doing so.

Accuracy of content: All information used in the publication of this report has been compiled from publicly available
sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of this report and
have not sought for this information to be independently verified. Opinions contained in this report represent those of
the research department of Allia C&C at the time of publication. Forward-looking information or statements in this report
contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable,
and therefore involve known and unknown risks, uncertainties and other factors which may cause the actual results,
performance or achievements of their subject matter to be materially different from current expectations.

Exclusion of Liability: To the fullest extent allowed by law, Allia C&C shall not be liable for any direct, indirect or
consequential losses, loss of profits, damages, costs or expenses incurred or suffered by you arising out or in connection
with the access to, use of or reliance on any information contained on this note. No personalised advice: The information
that we provide should not be construed in any manner whatsoever as, personalised advice. Also, the information
provided by us should not be construed by any subscriber or prospective subscriber as Allia C&C's solicitation to effect,
or attempt to effect, any transaction in a security. The securities described in the report may not be eligible for sale in all
jurisdictions or to certain categories of investors.

Investment in securities mentioned: Allia C&C, its employees and staff, an associated company or some other person
connected with us may have an interest, relationship or arrangement that is material in relation to transactions or
investments referred to in this market commentary, subject to Allia C&C’s policies on personal dealing and conflicts of
interest.

Regulatory: This document is prepared and provided by Allia C&C for information purposes only and should not be
construed as an offer or solicitation for investment in any securities mentioned or in the topic of this document. A
marketing communication under FCA Rules, this document has not been prepared in accordance with the legal
requirements designed to promote the independence of investment research and is not subject to any prohibition on
dealing ahead of the dissemination of investment research. This document is being distributed in the United Kingdom
and is directed only at (i) persons having professional experience in matters relating to investments, i.e. investment
professionals within the meaning of Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion)
Order 2005, as amended (the ‘FPQ’) (ii) high net-worth companies, unincorporated associations or other bodies within
the meaning of Article 49 of the FPO and (iii) persons to whom it is otherwise lawful to distribute it. The investment or
investment activity to which this document relates is available only to such persons. It is not intended that this document
be distributed or passed on, directly or indirectly, to any other class of persons and in any event and under no
circumstances should persons of any other description rely on or act upon the contents of this document. This document
is being supplied to you solely for your information and may not be reproduced by, further distributed to or published in
whole or in part by, any other person.

Allia C & C Ltd is registered in England and Wales (no. 9997053). Authorised and regulated by the Financial Conduct
Authority. Registered office: Cheyne House, Crown Court, 62-63 Cheapside, London EC2V 6AX.

28



E: hello@alliacc.com
_?20 3039 3478

: alliacc.com

w

Cheyne House
Crown Court
62-63 Cheapside
London

EC2V 6AX

Allia c&C
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