
Cost control enhanced by
internet/direct distribution. Lower unit
costs, reduced capital costs - volume

growth and securitisation

The Virtuous Circle

Enhanced
eps growth

Improved returns

Enhanced
capital efficiency

High asset growth in
higher margin products, funded

partly by securitisation

Selected, competitive, higher
margin products based on low

cost production, product
innovation and risk enhancement

Company Strategy

Northern Rock is a specialised lender providing funds

for residential mortgages, secured commercial lending

and personal finance. We obtain funds from both on-shore

and off-shore personal savings, wholesale money markets and

from the securitisation of mortgage assets.

The Northern Rock strategy encompasses efficiency, growth

and value for both customers and shareholders. 

Efficiency is paramount to the Northern Rock business strategy.

Cost efficiency is enhanced by low cost, effective distribution

and enables competitive pricing. Capital efficiency is achieved

by optimising the use of debt and equity capital.

By growing lending and improving the mix of higher margin

products, Northern Rock aims to grow earnings and improve

returns to shareholders, at the same time as providing

innovative and consumer friendly products to our customers.
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Competition in our markets has continued to be fierce

and I am therefore pleased to report that Northern

Rock’s strong performance has seen profits and assets

increase to record levels. Our ability to continue to

deliver competitive products and high levels of service

to customers has also benefited from further gains in

efficiency, thereby reinforcing our position as the most

cost-efficient mortgage lender in the UK.

We remain confident that Northern Rock is well able to pursue its focused

strategy and thereby deliver value to shareholders; however, there is no room

for complacency in such keenly competitive markets, which of course provide

protection and indeed benefits for customers.  Northern Rock remains

committed to transparency and fairness in its dealings with customers.

For example, our Savings Pledge, which provides savers with advance written

notification of changes to their interest rates, remains at the very forefront of

customer care within the industry.

We welcome the fact that the Government has heeded the concerns of the

industry and extended proposals for mortgage regulation to include direct

regulation of mortgage advice and sales of mortgage loans by intermediaries.

We are pleased that the revised regulatory regime will no longer entail a

policing role for mortgage lenders.

Sir John Riddell, Bt.
Chairman’s Statement



The performance and record results achieved in 2001 are an endorsement of

the Company’s strategy of cost control, competitive products and growth in

high quality assets with effective risk management. This straightforward yet

highly effective strategy is sustainable and one that differentiates us from

our competitors.

Economic and Market Background

Against the background of a potential economic slowdown, reflecting

recessionary fears in the USA, interest rates during 2001 provided mixed

fortunes for borrowers and savers. There was consistently good news for

homebuyers, with seven successive reductions in the standard variable base

mortgage rate leading to very attractively priced mortgage products. Low

mortgage repayments and steady rather than spectacular house price

increases contributed to healthy, sustainable market conditions. Mortgage

affordability allied with realistic credit assessment provide safeguards against

the danger of borrowers overstretching their finances.

Savers, likewise, wished to hedge against reducing levels of interest rates

eroding their capital and income. We offered an attractive range of fixed rate,

tax efficient and stock market-linked products to maintain a strong presence in

the market for retail deposits.

Social Responsibility

I have no time for the argument that concentration on shareholder value

conflicts with the interests of other stakeholders. A single-minded drive to

increase shareholder value carries with it, necessarily, the primacy of first-class

service to the customer, and support for our workforce and for the North-East .

Needless to say, Northern Rock’s performance is dependent on its staff. Since

demutualisation in 1997 we have added 836 people to the payroll of our core

business to cope with its growth. We have continued to broaden our

recruitment and training policies, linking closely into Government and voluntary

agencies as well as schools and colleges in the North-East. Our “Academy”

approach has enabled us to draw from all sections of the community, including

the disabled and the long term unemployed and school leavers who might not

otherwise have benefited from the opportunity provided. As a result our staff

have been able to handle the very great increase in volume of business and to

respond rapidly to changes in the market over the past years.

4
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A total of 5% of the plc’s pre-tax profits each year are earmarked for The

Northern Rock Foundation; most of this is distributed in our North-East

heartland. The latest covenant of £14.8 million makes the total contribution to

the Foundation amount to £50.2 million since flotation and puts Northern Rock

among the major UK business givers.

A feature of the Foundation’s policy is that it matches all charitable giving by

the Company’s staff. This meant that the three charities chosen by the staff for

2001 shared over £116,000.

It was pleasing, therefore, to see Northern Rock selected for inclusion in the

FTSE4Good Index and the FTSE4Good Europe Index of socially responsible

companies.

Corporate Governance

We conform to best Corporate Governance practice in identifying and

controlling the risks to our business and the process is described in detail on

pages 13 to 17 in this Report and Accounts.

Dividend

Your Board is recommending a final dividend of 11.4 pence per share making a

total for the year of 17.1 pence - an increase of 10.3% on 2000.

Conclusion

Northern Rock has delivered against its strategy in 2001. I am grateful to my

Board colleagues, the management and the staff for their high standards of

effort and expertise, which ensure our efficiency and competitive edge. Like all

retail organisations, our success depends upon delivering high value products and

quality service in ways that suit our customers. We have embraced and

integrated technological advances, without sacrificing traditional service

standards. We believe we have delivered value to our customers and therefore

to our shareholders.

Chairman’s Statement (continued)
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Company Secretary

C Jobe, BA
Company Secretary

A J Applegarth, BA
Chief Executive 

The Board of Directors

There were 11 full Board Meetings during the financial year.

The number attended by each Director was as follows:

Non - Executive Directors

Sir John Riddell, Bt., CVO, MA,CA - Chairman 10

M W Ridley, BA, D.Phil - Deputy Chairman 1 1

Sir David Chapman, Bt., DL, B.Comm 10

N Pease, BA 8

Sir George Russell, CBE, D.Eng., BA 8

D Wanless, MA, FCIB, MIS 1 1

The Lord Howick of Glendale (retired 24 April 2001) 3

H R Hutton, OBE, MA (retired 24 April 2001) 4

J S Ward, OBE, DL, ACIB (retired 24 April 2001) 4

Executive Directors

A J Applegarth, BA 1 1

D F Baker, BSc, FCIB 10

R F Bennett, FCA, ACMA, IPFA 1 1

L P Finn, BA, FCIB (retired 24 April 2001) 2

C Jobe, BA - Company Secretary
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Sir John Riddell, Bt., CVO, MA, CA

The Chairman, Sir John Riddell, Bt. (aged 68),  after

qualifying as a chartered accountant served in the I.B.R.D. in

Washington DC (1969-1971) and in the First Boston Corporation

in New York, Tokyo and London (1972-1978).  He was

appointed director then deputy chairman of Credit Suisse

First Boston (1978-1995) and was for a period of 5 years

private secretary and treasurer to the Prince and Princess

of Wales.  Sir John is Chairman of both the Chairman’s

Committee and the Nominations Committee. Sir John was

appointed as a Non-Executive Director of Northern Rock in

1990. He is also a Trustee of the Northern Rock Pension Scheme.

M W Ridley, BA, D.Phil

The Deputy Chairman and Senior Non-Executive Director,

Matt Ridley (aged 44), was formerly American Editor of The

Economist and is a well-known scientific writer.  He is

Chairman of the International Centre for Life Trust.  His other

Non-Executive Directorships include Northern Investors

Company PLC, Northern 2 VCT plc, Lycett Browne-Swinburne

and Douglass Limited and P A Holdings Limited. Mr Ridley

joined the Board in 1994. He is Chairman of both the Audit

Committee and the Risk Committee and is a Member of the

Remuneration, Chairman’s and Nominations Committees.

A J Applegarth, BA

Adam Applegarth (aged 39), has worked for Northern Rock for

18 years and was  appointed as the Company’s Chief Executive

with effect from 1 March 2001.  He has been an Executive

Director for over 5 years. In his present role he has particular

responsibility for Information Technology, Sales and Marketing,

Public Relations and Institutional Relations. Mr Applegarth is a

governor of the Royal Grammar School, Newcastle upon Tyne.

Mr Applegarth is a Member of the Chairman’s Committee and

the Risk Committee.

D F Baker, BSc, FCIB

David Baker (aged 48), was appointed as the Company’s Chief

Operating Officer on 1 January 2001.  He is a Fellow of the

Chartered Institute of Bankers.  He has been an Executive

Director for over 5 years.  In his present role he is responsible

for the effective and efficient direction and management of

the Company’s operations and in particular, Mortgages,

Personal Lending, Commercial Lending, Savings, Personnel

and Training, Planning, Premises, Legal and Compliance and

the Retail Shareholder Register.  Mr Baker is Chairman of The

Newcastle Employment Bond Limited.   Mr Baker is a Member

of the Chairman’s Committee and the Risk Committee.  He is

also a Trustee of the Northern Rock Pension Scheme and of

The Northern Rock Foundation.

R F Bennett, FCA, ACMA, IPFA

The Group Finance Director, Bob Bennett (aged 54), is a

Chartered Accountant and has been an Executive Director of

Northern Rock for over 8 years.  In his present role, he is

responsible for Finance, Treasury, Securitisation, Internal

Audit, Risk Management and Corporate Finance.  Mr Bennett is

a Member of the Chairman’s Committee, and the Risk

Committee.  Mr Bennett is also a Trustee of the Northern Rock

Pension Scheme.

Sir David Chapman, Bt., DL, B.Comm

Sir David Chapman, Bt. (aged 60), was appointed to the Board

in 1994.  He is an Investment Banker and First Vice President of

Merrill Lynch International Bank Limited.  He is a former Board

Member of the London Stock Exchange and was a member of

the Greenbury Committee on Directors’ Remuneration. 

Sir David is a Non-Executive Director of a number of companies

including High Gosforth Park Limited, North East Regional

Investment Fund Limited, Northern Business Forum Limited

and Zytronic plc.  He is currently Chairman of the CBI - North-

East and President of the North-East Branch of the Securities

Institute.  Sir David is a Member of the Audit Committee,

Remuneration Committee and the Risk Committee.

N Pease, BA

Nichola Pease (aged 40), is Chief Executive of J O Hambro

Capital Management Limited and a Director of Balfour Capital

Limited and Grainger Trust PLC.  She is a former Managing

Director of Smith New Court Europe and Director of Smith

New Court plc.  She was also European Asset Portfolio

Manager for Rowe Price Fleming before joining J O Hambro

in 1998.  She joined the Board of Northern Rock in 1999. 

Ms Pease is a Member of both the Audit and Risk Committees. 

Sir George Russell, CBE, D. Eng., BA

Sir George Russell (aged 66), was until recently the Non-

Executive Chairman of 3i Group plc and Camelot Group plc

and is a Non-Executive Director of Taylor Woodrow plc.

Sir George joined the Board of Northern Rock in 1985.

Sir George is Chairman of the Remuneration Committee.

D Wanless, MA, FCIB, MIS 

Derek Wanless (aged 54), joined the Board as a Non-Executive

Director in 2000.  He was previously Group Chief Executive of

National Westminster Bank plc from 1992 – 1999.  He is

Chairman of the Financial Services National Training

Organisation and a Director of Forces Group Ltd and of

Business in the Community. He is a Commissioner with the

Statistics Commission and a Trustee of the National

Endowment for Science, Technology and the Arts.  Mr Wanless

is a Member of the Audit Committee, the Risk Committee, and

the Remuneration Committee.

The Board



Northern Rock regards adherence to the principles of

good corporate governance to be of the utmost

importance. The Board is accountable to Northern

Rock's shareholders for corporate governance, and the

following describes how Northern Rock applies the

principles and provisions contained in the Combined

Code of Corporate Governance (the Combined Code)

published in June 1998. The Listing Rules of the United

Kingdom Listing Authority require listed companies to

disclose how they comply with the Combined Code.

For the period 1 January 2001 to 31 December 2001 the

Group complied with all aspects of the Combined Code.

Board of Directors

The Board of Directors meets regularly throughout

the year and retains full and effective control over the

Group. Mr L P Finn stood down from his position as

Chief Executive on 28 February 2001 and retired from

the Board on 24 April 2001. Three Non-Executive

Directors also retired from the Board on 24 April 2001.

They were: Mr H R Hutton, Mr J S Ward and Lord

Howick. Following these retirements, the Board

comprised a Non-Executive Chairman, a Non-Executive

Deputy Chairman, a Chief Executive, two other

Executive Directors and four other Non-Executive

Directors. The Board is responsible for agreeing the

strategy and policies of Northern Rock, for monitoring

its performance and has a formal schedule of matters

reserved for its review and approval. Mr M W Ridley is

the Senior Independent Director.

It is the Company’s policy that every Director should

receive appropriate training on the first occasion that

he or she is appointed to the Board, and subsequently

as necessary. 

To enable the Board to function effectively, all

Directors have full and timely access to all information

which may be relevant to the discharge of their duties

and obligations. The Chairman ensures that all

Directors are properly briefed on issues arising at

Board Meetings and Directors are able to make further

enquiries as appropriate both from within the Group

and from external professional sources.

The Non-Executive Directors have experience in a

wide range of commercial and banking activities and

each of them is considered by the Board to be

independent of management and free from any

business or other relationship which could materially

interfere with the exercise of their independent

judgement. More than one third of the Board

comprises Non-Executive Directors.

To be independent, Northern Rock considers that,

a Non-Executive Director should not:

(i) be or have been an employee of Northern Rock; 

(ii) represent significant shareholders or other single

interest groups; 

(iii) receive an income from Northern Rock other than

interest on savings accounts, dividends on

shareholdings or his or her Director's fee; 

(iv) participate in Northern Rock's share option or

performance related remuneration schemes; 

(v) have conflicting directorships. Cross directorships

per se are not regarded as affecting a Director's

independence; or

(vi) have any other significant, financial or personal tie to

Northern Rock or its management which could interfere

with the Director's proper exercise of his or her duties

(including taking into account the interests of Northern

Rock's shareholders, employees and creditors).

Northern Rock's policy is that Non-Executive Directors

will stand down from office at the conclusion of the

next Annual General Meeting following their

seventieth birthday.

Authority for the execution of approved policies is

delegated to the Chief Executive and the Management

Board (which comprises the Chief Executive, the other

Executive Directors, the Company Secretary and four

other senior executives). 

All Directors have access to the advice and services of

the Company Secretary who is responsible for

ensuring that Board procedures and applicable rules

and regulations are observed. The Directors are able,

if necessary, to take independent professional advice

at Northern Rock's expense.

Appointments to the Board

Northern Rock's Articles of Association require that

each Director stands for re-election at least every

three years and that Directors appointed by the Board

should be subject to election by shareholders at the

first opportunity after their appointment. The

Directors to retire by rotation will be those in office

longest since their previous re-election.

Corporate Governance
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Board Committees

In accordance with the Combined Code and the best

principles of corporate governance, the Board has

established a number of committees which operate

within defined terms of reference as set out below.

The Chairman and membership of each committee

are set out on page 17.

Audit Committee

The Committee comprises four independent Non-

Executive Directors and meets at least four times each

year. It considers and (where appropriate) advises the

Board on all matters relating to regulatory, prudential

and accounting requirements that may affect the

Group, and reports to the Board on both financial and

non-financial controls. An important aspect of its role

is to ensure that an objective and professional

relationship is maintained with the external auditors.

The external auditors may attend all meetings and

have direct access to the Committee and its Chairman

at all times. The Chief Internal Auditor also has direct

access to the Committee and its Chairman. The

Executive Directors are not members of the

Committee but attend meetings of the Committee as

necessary to facilitate its business.

Risk Committee

The main role of the Risk Committee is to review, on

behalf of the Board, the key risks inherent in the

business and the system of control necessary to

manage such risks, and to present their findings to

the Board.

The Risk Committee meets on at least three occasions

each year. Its remit is:

- to advise the Board on risk management and to

foster a culture within the Group that emphasises

and demonstrates the benefits of a risk-based

approach to internal control and management of

the Group;

- to reinforce management's control consciousness

and make appropriate recommendations to the

Board on all significant matters relating to the

Group's risk strategy and policies;

- to keep under review the effectiveness of the

Group's risk management infrastructure. This

includes:

- an assessment of risk management procedures

(for the identification, measurement and control of

key risk exposures) in accordance with changes in

the operating environment;

- where appropriate, to consider Risk Audit reports on

the key business areas to assess the level of

business risk exposure; 

- to consider the major findings of any of the Financial

Services Authority and internal/external audit's risk

management reviews and management's response;

- to consider the risks of new ventures and other

strategic initiatives;

- to review the Group's credit risk, interest rate risk,

liquidity risk and operational risk exposures in

relation to the Board's risk appetite and the Group's

capital adequacy;

- to consider the development of Group risk

management and make appropriate

recommendations to the Board; and

- to consider whether the public disclosure of

information regarding the Group's risk management

policies and key risk exposures is in accordance with

the statutory requirements and financial reporting

standards.

The director of Audit and Risk reports on and

monitors risks throughout the Group and provides

further assurance that the internal audit coverage is

closely aligned to the significant risks identified by the

business. He reports to the Group Finance Director

and in addition reports to the Chairman, Chief

Executive and the Chairmen of both the Audit and

Risk Committees and attends both the Risk Committee

and the Audit Committee.

Chairman's Committee

The principal function of the Committee is to review

the Group's strategy and to consider any major

operational issues or proposals for significant new

initiatives which may arise.

Nominations Committee

The Committee comprises two independent Non-

Executive Directors and the Chief Executive. It

monitors and reviews the membership of, and

succession to, the Board of Directors. The Committee

considers and makes recommendations to the Board,

inter alia, on the identification and recruitment of

potential Executive and Non-Executive Directors,

taking into account the requirement for the members

Corporate Governance (continued)
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of the Board to have an appropriate range of skills and

experience to understand the activities of Northern

Rock and its subsidiary undertakings. 

Remuneration Committee

This Committee of independent Non-Executive

Directors is responsible for considering and advising

the Board on the remuneration policy for Executive

Directors. It determines on behalf of the Board the

salary levels of Executive Directors and takes

professional advice from both inside and outside

the Group.

Internal control

The Board of Directors is responsible for the Group’s

system of internal control and for reviewing its

effectiveness. The system of internal control is

designed to ensure effective and efficient operations

and compliance with laws and regulations. In

establishing this system, the Directors consider the

nature of the Group’s business, including the

materiality of the risks being run, the likelihood of a

loss being incurred and the costs of control and of

mitigation of likely losses. It follows, therefore, that

the system of internal control can only provide

reasonable, and not absolute, assurance:

- as to the reliability and integrity of management

information;

- that assets are safeguarded; and

- that fraud and other irregularities are prevented

and detected.

The Combined Code requires that the directors

review the effectiveness of the Group’s system of

internal controls, which includes financial, operational,

compliance and risk management controls.

In accordance with 'Internal Control: Guidance for

Directors on the Combined Code' (the Turnbull

guidance), the Board confirm that there is an ongoing

process for identifying, evaluating and managing the

significant risks faced by the Group, that has been in

place for the period 1 January 2001 to 31 December

2001 and up to the date of approval of the Annual

Report and Accounts, and that this process is regularly

reviewed by the Board and accords with the guidance.

The Board has reviewed the effectiveness of the

system of internal control. In particular, it has

reviewed and (where necessary) updated the process

for identifying and evaluating the significant risks

affecting the business and the policies and procedures

by which these risks are managed.

Management are responsible for the identification and

evaluation of significant risks applicable to their areas

of business together with the design and operation of

suitable internal controls. These risks are assessed on

a continual basis and may be associated with a variety

of internal or external sources including control

breakdowns, disruption in information systems,

competition, natural catastrophe and regulatory

requirements.

Internal audit provide a degree of assurance as to the

operation and validity of the system of internal

control. Planned corrective actions are independently

monitored for timely completion.

We are a well-controlled, risk averse business which

continues to adopt a prudent stance in the

management of risk faced by the business and which

uses appropriate hedging techniques to enhance

business performance. A detailed description of the

Group’s approach to financial risk management and

the related use of derivatives is set out in note 35 to

the accounts.

Material risk exposures are subject to policy

statements that set out the exposure limits of the risks

and the hedges and control techniques to be utilised. In

addition, regular reporting of all risk exposures is

enforced throughout the Group.

The Risk Committee, comprising of independent Non-

Executive and Executive Directors oversees risk

management and ensures that appropriate controls

are in place.  Details are set out above.

The Group is committed to developing and

maintaining a control-conscious culture in all areas.

This is achieved through a well-defined organisational

structure with clear reporting lines, and a

commitment to recruiting and training quality staff

governed by appropriate codes of conduct. In addition,

the Group maintains procedures manuals that detail

the procedures to control physical and logical access,

segregation of duties and credit, expenditure and

other authorisation limits. There are well-established

budgetary and strategic planning cycles, and the

Board reviews the results monthly against budgets,

forecasts and prior year actual results, together with

other key business measures.

Corporate Governance (continued)
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The Group has adopted a Code of Conduct which

provides practical guidance for all staff on our

business values and which forms a key element in the

way we do business. There are also supporting policies

and employee procedures regarding Public Interest

Disclosure.

The Chief Executive also reports to the Board on

behalf of the Management Board on significant

changes in the business and the external environment,

which affect significant risks. The Board also receives

monthly financial information, which includes key

performance and risk indicators. Where areas for

improvement in the system are identified, the Board

considers the recommendations made by the

Management Board, the Risk Committee and the Audit

Committee.

The effectiveness of the internal control system is

reviewed by the Audit Committee on behalf of the

Board. Additionally, the Audit Committee at each

meeting receives reports of reviews conducted

throughout the Group by internal audit and (each half

year) Group compliance functions together with

reports from the external auditors which detail any

significant control matters of which they are aware. It

is responsible for ensuring that appropriate corrective

action is taken where necessary.

The Committee also monitors the Group's compliance

with the Principles for Business, published by The

Financial Services Authority, comprising a statement of

the fundamental obligations of firms under the

regulatory system.

These mechanisms are intended to ensure that

Group performance is continually monitored, risks

identified in a timely manner, their financial

implications assessed, control procedures re-evaluated

and corrective actions agreed and implemented.

Communications

The Company regards communications with

shareholders as very important. A summary financial

statement is issued to all shareholders and a copy of

the annual report and accounts is available by written

request to the Company Secretary or from the

Northern Rock website: www.northernrock.co.uk.

The Company communicates regularly with its

shareholders who are given the opportunity to raise

matters for discussion at the Annual General Meeting.

The Company also deals with a number of written

enquiries from shareholders throughout the year.

Going Concern

The Directors are satisfied that the Company and the

Group have adequate resources to continue in

business for the foreseeable future. For this reason,

they continue to adopt the going concern basis in

preparing the accounts.

Statement of Directors' Responsibilities

The Companies Act 1985 requires the Directors to

prepare financial statements for each financial year

that give a true and fair view of the state of affairs of

the Company and the Group as at the end of the year

and of the profit or loss of the Group for the year.

The Directors consider that in preparing the financial

statements on pages 42 to 70, appropriate accounting

policies, consistently applied and supported by

reasonable and prudent judgements and estimates,

have been used and that applicable accounting

standards have been followed.

The Directors are responsible for ensuring that the

Group keeps accounting records that disclose with

reasonable accuracy at any time the Group's financial

position and that enable them to ensure that the

financial statements comply with the Companies Act

1985. They are also responsible for safeguarding the

assets of the Group and hence for taking reasonable

steps to prevent and detect fraud and other

irregularities.

The maintenance and integrity of the Northern Rock

plc website is the responsibility of the Directors; the

work carried out by the auditors does not involve

consideration of these matters and, accordingly, the

auditors accept no responsibility for any changes that

may have  occurred to the financial statements since

they were initially presented on the website.

Legislation in the United Kingdom governing the

preparation and dissemination of financial statements

may differ from legislation in other jurisdictions.

Corporate Governance (continued)



Committees

Membership of the Board's Committees is set out

opposite, incorporating changes made following the

retirement of Directors on 24 April 2001, referred to

on page 13.

Audit Committee

+ M W Ridley (Chairman)

+ Sir David Chapman, Bt.

+ N Pease

+ D Wanless

Chairman's Committee

+ Sir John Riddell, Bt. (Chairman)

+ M W Ridley

* A J Applegarth

* D F Baker

* R F Bennett

• C Jobe

Nominations Committee

+ Sir John Riddell, Bt. (Chairman)

+ M W Ridley

* A J Applegarth 

Remuneration Committee

+ Sir George Russell (Chairman)

+ Sir David Chapman, Bt.

+ M W Ridley

+ D Wanless 

Risk Committee

+ M W Ridley (Chairman)

+ Sir David Chapman, Bt.

+ N Pease

+ D Wanless 

* A J Applegarth

* D F Baker 

* R F Bennett

+ Non-Executive Director  * Executive Director  • Executive

Corporate Governance (continued)
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Summary

The Directors' Remuneration Report is presented to

shareholders by the Board and contains the following

information:

• A description of the role of the Remuneration

Committee;

• A summary of the Group’s Remuneration Policy;

• Details of the remuneration of each Director for

the preceding financial year; and

• Details of each Director’s interest in Ordinary

Shares in the Company.

This Report also sets out how the principles of the

Combined Code relating to Executive Director

remuneration are applied by the Group.

A resolution will be put to Shareholders at the Annual

General Meeting on 23 April 2002 inviting them to

consider and approve this Report.

The role of the Remuneration Committee 

The Remuneration Committee consists entirely of

independent Non-Executive Directors and comprises

Sir George Russell (Chairman), Sir David Chapman, Bt.,

Mr Matt Ridley and Mr Derek Wanless.  The

Remuneration Committee operates within agreed terms

of reference and has responsibility for making

recommendations to the Board on the Group's general

policy relating to executive remuneration. It also

determines, on behalf of the Board, specific

remuneration packages for the Executive Directors and

the performance remuneration of senior executives. 

The Remuneration Committee meets regularly and

takes professional advice from both inside and outside

the Group on the scale and composition of the total

remuneration package payable in comparable financial

institutions to people with similar qualifications, skills

and experience. 

Compliance 

The Group has complied with the Combined Code's

provisions relating to Directors' remuneration

throughout the year. 

Remuneration policy 

The Remuneration Committee believes that the

continuing improvement in performance of Northern

Rock depends on individual contributions made by the

Executive Directors. For this reason, the remuneration

policy provides competitive packages to motivate,

reward and retain Executive Directors of high

quality and to align their interests with those of

shareholders.

The Board has adopted, on the recommendation of

the Remuneration Committee, a remuneration policy

with the following objectives:

(i) the remuneration packages for Executive Directors

are designed to be competitive in terms of market

practice; 

(ii) remuneration should seek to align the interests of

Executive Directors with those of the shareholders

through the imposition of stretching corporate

performance targets on elements of their

remuneration, and the satisfaction of most short and

longer term incentives in the form of shares; 

(iii) to motivate for future achievement, a significant

proportion of remuneration should be based on

operational and financial performance both in the

short and long term together with the individual

contribution made by the Executive Directors. 

Elements of remuneration 

Remuneration comprises: basic salary, annual bonus,

pension benefits and benefits in kind. In addition,

Executive Directors and senior executives participate

in certain share based bonus schemes, comprising the

bonus matching plan, deferred share scheme and long

term incentive plan.

Basic salary 

The Committee's objective is that Executive Directors'

basic salaries should be paid at an appropriate level to

take account of both personal performance and of

salaries within a comparator group of financial

institutions. The Committee considers that exceptional

performance, whether individual or corporate, should

be rewarded through bonus and incentive schemes

rather than basic salary. 

Salaries are reviewed annually for each Executive

Director, and revised salaries took effect from

1 January 2002 as follows: 

A J Applegarth: £425,000 (2001 : £370,000)

(Appointed Chief Executive on 1 March 2001)

D F Baker: £315,000 (2001 : £288,000)

R F Bennett: £315,000 (2001 : £288,000)
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Bonus arrangements 

Short term cash bonus scheme

Throughout 2001, Northern Rock operated a short

term cash bonus scheme where payments are made on

an annual basis at the discretion of the Remuneration

Committee. All of the Executive Directors and 17 senior

executives participate in this scheme.

This cash bonus relates to year on year increases in

the Group's pre-tax profit on ordinary activities.

Payment of one third of the bonus will be subject to

the Remuneration Committee's view of the

participant's personal performance, whereas the

remaining two thirds relates to the performance of the

business. For 2001, actual performance exceeded

target and was capped which resulted in the maximum

amount, 50% of basic salary, becoming payable to

each participant in the scheme (as reduced by the

value of shares appropriated to participants in the all

employee Inland Revenue Approved Profit Sharing

Scheme, in respect of the financial year ended 31

December 2001, and which may not exceed 10% of

salary, subject to a maximum of £8,000).

Deferred share scheme

In addition, to encourage participants to stay with

Northern Rock and to identify with the interests of

shareholders by holding shares, an additional

deferred element to the annual bonus scheme

provides that an Executive Director or certain of the

senior executives who receive a bonus under the

short term cash bonus scheme may, at the absolute

discretion of the Remuneration Committee, be

granted an award of shares with a pre-tax value equal

to the pre-tax value of his bonus under the short

term cash bonus scheme.  A participant who is

granted an award must normally continue to hold

these shares and remain an employee of the Group

for a period of three years from the date of the award

in order to retain the full number of shares so

granted to him although shares will be released

earlier in certain "good leaver" circumstances.

Bonus matching plan

Participants are also encouraged to identify with the

interests of shareholders by investing some of their

own funds in Northern Rock.  Executive Directors (and

other senior executives invited by the Remuneration

Committee to participate) are entitled to elect for all

or part of the after-tax amount of their annual cash

bonus to be used to acquire shares which will be held

for a period of three years; alternatively they may

elect to deposit their own shares with an aggregate

value no greater than the cash amount of after-tax

bonus.  At the end of the three year period, provided

the particular participant has remained an employee

of the Group, the shares will be released to the

participant together with a number of additional

shares, on the basis (before adjustment for tax) of one

share free of charge for every one share left in trust

for three years.  Entitlement to the additional shares

will normally be lost if the participant leaves

employment except in certain "good leaver"

circumstances.

Bonus and share incentive scheme payments are not

taken into account for pension purposes. 

Long term incentives 

Executive Directors and 17 senior executives

participate in a long term incentive plan, which was

approved by shareholders in 1998. Awards have been

made in 1998 and each subsequent year thereafter.

The plan involves the grant of awards over Ordinary

Shares, which can only be released if demanding

performance targets are achieved and if the

participant remains in employment, except in certain

”good leaver” circumstances. The number of shares

comprised in an award is calculated by reference to a

percentage of salary.  Performance is measured over a

three year period on the basis of total shareholder

return, comparing the Group's performance to that of

the companies in the FTSE 350 index. There is also an

earnings per share threshold, which requires that the

Group's earnings per share growth over the three year

period must exceed the growth in the U.K. Retail Prices

Index by an average of at least 3% per annum. 

Awards granted in 1999 matured in February 2002

and led to the release to participants of 41.5% of the

shares comprised in each individual award, the award

having lapsed in respect of the balance of the shares

comprised in each award.

Other share schemes

Executive Directors are eligible to participate in the

Company Sharesave Scheme, a savings-related share

option scheme available to all employees. Executive

Directors are also eligible to participate in the
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Northern Rock Employee Share Option Scheme, an

Inland Revenue Approved Share Option Scheme

under which options were granted to substantially all

employees in June 1998. Under this scheme the

aggregate exercise value of unexercised options may

not exceed £30,000. 

Executive Directors are also eligible to participate in

the all employee Inland Revenue Approved Profit

Sharing Scheme (the "APSS"). The value of Ordinary

Shares appropriated to participants in any year may

not exceed 10% of salary, subject to a maximum of

£8,000.  Following a change in the legislation, the

final appropriation of shares under APSS will be made

in April 2002.  In future years the All-Employee Share

Ownership Plan, (now known as the Share Incentive

Plan where the maximum annual payment cannot

exceed £3,000) which was approved by shareholders

in 2001, will be operated in place of the APSS. These

schemes apply to all employees.

Any payment made under the Share Incentive Plan

together with any payment which might be due under

the short term cash bonus scheme, may not exceed

50% of basic salary.

The Board is satisfied that these schemes constitute a

well considered overall plan for Executive Directors'

and senior executives’ long-term remuneration. These

schemes are kept under regular review, to take

account of changing circumstances. 

Pension benefits 

Each of the Executive Directors participates in the

Northern Rock Pension Scheme, a contributory

pension scheme which provides a pension of up to two

thirds of pensionable salary on retirement, dependent

upon service. The scheme also provides for

dependants' pensions and lump sums on death in

service of four times basic salary. This pension and life

assurance is provided from the scheme (to the extent

permitted by legislation) and otherwise from separate

arrangements. 

In accordance with the terms agreed upon his

appointment as Group Finance Director, the Board has

approved the maintenance of pension and life

assurance benefits of Mr R F Bennett in respect of his

eligible earnings in excess of the earnings limit

imposed by the Finance Act 1989 and the provision of

benefits additional to the main scheme. Further details

are given on page 25.

Benefits in kind 

Each Executive Director is provided with company car

and medical insurance benefits. Each Executive

Director was, as an employee of Northern Rock

Building Society, entitled to participate in a

concessionary mortgage scheme at the discretion of

the Board. No further new loans may be made under

the scheme following conversion, but existing loans

are not affected. 

Directors' service contracts 

Each Executive Director's service contract can be

terminated by 12 months notice given to the Executive

Director at any time. Each Executive Director can

terminate his employment by giving 6 months notice.

The contracts provide for payment of liquidated

damages equal to 12 months salary and the value of

benefits (including the previous year's accrued bonus)

in the event that Northern Rock terminates the

contract other than on full notice. Under a

supplemental agreement each Executive Director,

would in the event of a change of control of Northern

Rock, be entitled to terminate his employment and

receive a payment calculated on the same basis as the

liquidated damages referred to above. 

Mr L P Finn, who it had been anticipated would retire

as Chief Executive on 31 December 2001, retired on 28

February 2001 and received a termination payment

equal to his contractual entitlements for the

remaining 10 months of 2001.  

Remuneration of Non-Executive Directors 

The remuneration of the Chairman and other Non-

Executive Directors is determined by the Board as a

whole on the basis of external independent advice.

The Chairman and Non-Executive Directors are

entitled to fees from the Group and they do not

participate in incentive schemes. Non-Executive

Directors appointed prior to 1994 are deferred

members of a non-contributory pension scheme

established by Northern Rock Building Society under

which pension entitlement accrued for each complete

year of qualifying service subject to a maximum of

60% of qualifying fees. This scheme ceased to accrue

benefits to deferred members after 30 June 1997.

The fee payable to the Chairman was increased to

£130,000 per annum with effect 1 January 2002

(previously £110,000) in recognition of the substantial

time devoted by the Chairman to the Company's affairs.
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Directors’ Individual Remuneration
Details of the Directors’ individual remuneration, share options and other shareholdings are set out below. 

Non-Executive Directors 2001 2000
£000 £000

*Sir John Riddell, Bt. (Chairman) 1 10 100
MW Ridley  (Deputy Chairman) 50 45
Sir David Chapman, Bt. 32 30
N Pease 32 25

*Sir George Russell 38 35
D Wanless (appointed 1 March 2000) 32 25

*The Lord Howick of Glendale (retired 24 April 2001) 9 25
*HR Hutton (retired 24 April 2001) 12 35
JS Ward (retired 24 April 2001) 1 1 30

*RH Dickinson (retired 25 April 2000) – 8

326 358

* Non-Executive Directors appointed prior to 1994 are deferred members of a non-contributory pension scheme
where pension entitlement accrued for each complete year of qualifying service subject to a maximum of 60% of
qualifying fees. For years of service after 30 June 1997, entitlement to pension benefits no longer accrue.

In addition to the above, payments were made in 2001 to the Directors who retired during the year as follows: 
The Lord Howick of Glendale £18,333; HR Hutton £18,333; JS Ward £18,333.

2001 2000
£000 £000

Directors' or past Directors' pensions 20 18

Chief Group Former
Chief Operating Finance Chief

Executive Directors Executive Officer Director Executive Total

AJ DF RF LP
Applegarth Baker Bennett Finn Total

£000 £000 £000 £000 £000

2001

Fees and salaries 343 275 279 62 959
Bonus 185 144 144 – 473

Total remuneration 528 419 423 62 1,432

Benefits 12 12 15 14 53

Total emoluments 540 431 438 76 1,485

2000

Fees and salaries 204 204 230 367 1,005
Bonus 99 99 1 12 173 483

Total remuneration 303 303 342 540 1,488

Benefits 12 12 14 19 57

Total emoluments 315 315 356 559 1,545

AJ Applegarth was appointed Chief Executive on 1 March 2001.

LP Finn retired as Chief Executive on 28 February 2001. In addition to the above, he received a termination
payment of £522,341, being an amount equal to his contractual entitlements for the remaining ten months of 2001.
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Bonus Matching Plan

Details of the Ordinary Shares over which the Directors have conditional rights under the Bonus Matching Plan by

year of grant are as follows:

Rights held Rights Rights Rights held

Date under Plan granted released under Plan

granted at 31 Dec 00 during 2001 during 2001 at 31 Dec 01

AJ Applegarth Mar 98 1,882 – (1,882) –

Feb 99 520 – – 520

Jan 00 3,240 – – 3,240

Feb 01 – 18,663 – 18,663

DF Baker Mar 98 2,016 – (2,016) –

Feb 99 520 – – 520

Jan 00 3,240 – – 3,240

Feb 01 – 19,658 – 19,658

RF Bennett Mar 98 2,260 – (2,260) –

Feb 99 1,563 – – 1,563

Jan 00 6,922 – – 6,922

Feb 01 – 22,273 – 22,273

LP Finn Mar 98 3,506 – (3,506) –

Feb 99 3,1 25 – – 3,125

Jan 00 10,650 – – 10,650

Feb 01 – 35,433 – 35,433

The cost of these awards is being charged to the profit and loss account over the three year period to which they

relate. In 2001, £183,101 was charged to the profit and loss account (2000 £54,231).

Rights granted in 1998 were released to participants during 2001. Their market value on the date of release was

465p per share. 

Further awards have been granted in January 2002 as follows: AJ Applegarth 23,723; DF Baker 21,621; RF Bennett

21,621.

Deferred Share Scheme

Details of the Ordinary Shares over which the Directors have conditional rights under the Deferred Share Scheme

by year of grant are as follows:

Rights held Rights Rights Rights held

Date under Scheme granted released under Scheme

granted at 31 Dec 00 during 2001 during 2001 at 31 Dec 01

AJ Applegarth Feb 01 – 19,658 – 19,658

DF Baker Feb 01 – 19,658 – 19,658

RF Bennett Feb 01 – 22,273 – 22,273

LP Finn Feb 01 – 35,433 (35,433) –

The cost of these awards is being charged to the profit and loss account over the three year period to which they

relate. In 2001, £150,384 was charged to the profit and loss account (2000 £nil).

As part of his termination arrangements Mr LP Finn received a payment of £164,769 on account of his contractual

deferred share bonus entitlement for 2001.

Further awards have been granted in January 2002 as follows: AJ Applegarth 27,778; DF Baker 21,622;

RF Bennett 21,622.
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Long Term Incentive Plan

Details of the Ordinary Shares over which the Directors have conditional rights under the Long Term Incentive Plan

by year of grant are as follows:

Rights held Rights Rights Rights held

Date under Plan at granted lapsed under Plan at

granted 31 Dec 00 during 2001 during 2001 31 Dec 01

AJ Applegarth Apr 98 32,105 – (32,105) –

Feb 99 38,31 1 – – 38,31 1

Jan 00 62,025 – – 62,025

Feb 01 – 44,516 – 44,516

DF Baker Apr 98 32,105 – (32,105) –

Feb 99 38,31 1 – – 38,31 1

Jan 00 62,025 – – 62,025

Feb 01 – 44,516 – 44,516

RF Bennett Apr 98 34,152 – (34,152) –

Feb 99 44,490 – – 44,490

Jan 00 70,443 – – 70,443

Feb 01 – 50,436 – 50,436

LP Finn Apr 98 50,532 – (50,532) –

Feb 99 7 1,267 – – 71,267

Jan 00 1 12,816 – (37,606) 75,210

Feb 01 – 80,240 (53,494) 26,746

The cost of conditional awards is charged to the profit and loss account over the three year performance period to

which they relate after taking account of the probability of performance criteria being met. In 2001, £1,629,632 was

charged to the profit and loss account (2000 £nil).

The gross awards granted in 1999 shown above, matured in February 2002 and led to the release to participants of

41.5% of shares originally awarded. The balance of shares awarded in 1999 have lapsed. Subject to the

performance criteria being met, other awards may be exercised during the three month periods commencing

on the third anniversary of the award dates. The awards will lapse if they are not exercised during these times.

As part of his termination arrangements Mr LP Finn received a payment of £150,000 on account of his LTIP

entitlement. The number of shares released to Mr LP Finn on maturity of the 1999 awards has been reduced

accordingly to take account of this.

Rights lapsed during 2001 represent:

- awards granted in 1998 matured in April 2001 but did not lead to any release to participants

- awards granted to Mr LP Finn in 2000 and 2001 have been reduced to two thirds and one third respectively of his

original entitlements for those years.

Further awards have been granted in January 2002 as follows: AJ Applegarth 63,814; DF Baker 47,297;

RF Bennett 47,297.
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Pension Scheme

Executive Directors participate in the Company’s defined benefit pension arrangement, which provides members

with pensions of 1/60th of final pensionable earnings for each year of pensionable service and requires members

to pay contributions at the rate of 5% of pensionable earnings.

In accordance with the Listing Rules of the United Kingdom Listing Authority the following table shows the

Company’s and members’ contributions, the increase in accrued entitlement during the year and the accrued

entitlement at the end of the year:

Additional

pension

Years Company’s Member’s Accrued Accrued earned during

and months contributions contributions entitlement entitlement 2001 in

Age at of service during during at 31 Dec 00 at 31 Dec 01 excess of

Name 31 Dec 01 at 31 Dec 01 2001 2001 (per annum) (per annum) inflation

£ £ £ £ £

AJ Applegarth 39 18 yrs 2 mths 47,31 1 17,142 58,232 104,050 43,896

DF Baker 48 24 yrs 7 mths 37,881 13,725 9 1,109 128,279 34,163

RF Bennett 54 8 yrs 2 mths 13,041 4,725 62,730 66,780 1,980
(see below)

During the period up to his retirement on 28 February 2001, Mr LP Finn, having passed the age of 60, continued to

receive a pension from the pension scheme.  The Company also paid contributions to a personal pension

arrangement for the period of his employment after age 60 with a contribution rate of 15% of pensionable salary

per annum being paid.  The Company continued to maintain life assurance cover of four times salary for the period

of his employment.

The additional pension earned during the year allows for 3.3% statutory revaluation on the accrued pension at

31 December 2000.

The normal retirement age under the pension scheme is 60 which enables members to achieve the maximum

pension of two thirds of their salary at normal retirement age after 40 years service.

For death before retirement whilst in service, a capital sum equal to four times the annual rate of basic earnings

excluding Director’s fees is payable plus a return of member’s contributions. In addition, a pension of 50% of the

member’s prospective pension at the age of 60, based on pensionable earnings at death, is payable to a surviving

spouse providing the couple were married before retirement. On death before retirement after leaving the scheme

a benefit of 50% of the member’s deferred pension, revalued to the date of death, is payable to a surviving

spouse. For death in retirement, a spouse’s pension of 50% of the member’s pre-commutation pension is payable.

In certain circumstances a children’s allowance is payable, usually up to the age of 18 (or up to age 21 if they

remain in full-time education).

Subject to the Trustees’ approval early retirement may be granted from the age of 50, or at any age due to ill

health. The pension is calculated at the date of retirement based on accrued pensionable service and final

pensionable earnings at that date. The pension will then be actuarially reduced to take account of early payment

by an amount of 0.25% for each complete month before normal retirement date. The Company and the Trustees

have agreed that if Mr Applegarth or Mr Baker (having attained age 55) retire with the consent of the Company,

they will receive immediate payment of their accrued pension without the application of an actuarial reduction.

If Mr Applegarth or Mr Baker elect to retire after attaining age 55 without the consent of the Company they will

receive an immediate pension being the accrued deferred pension reduced by 3% for each year or proportionate

part thereof by which retirement precedes age 60.
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Post retirement increases to pensions arising from membership of the defined benefit scheme are guaranteed

each year at the rate of 3% per annum compound, subject to any guaranteed minimum pension. Pension benefits

accrued after 5 April 1997 are guaranteed to increase in line with inflation, to a maximum of 5% per annum.

In addition to the normal scheme increases, and subject to the Fund having adequate resources, the Trustees may

award further discretionary increases each April.

Members of the scheme have the option to pay additional voluntary contributions to secure additional benefits

within regulatory limits, to which the Company does not contribute. These are not included in the table above.

The Company also operates an unapproved unfunded arrangement for Mr RF Bennett (which is provided for in the

Company’s accounts and maintains previous pension entitlement from previous employment) to provide additional

benefits to the main scheme. The unfunded arrangement is designed to ensure that the individual (or his spouse)

will receive the level of pension benefit in respect of his eligible earnings in excess of the pensions "earnings cap",

currently £95,400 per annum, which are not pensioned by the Northern Rock Pension Scheme. Mr Bennett

contributes 5% of his basic salary including those earnings in excess of the earnings cap. Mr Bennett’s pension will

accrue at the rate of 1⁄36th of pensionable earnings for each year (and pro rata for each part year) of pensionable

service from 1 November 1993 (date joined pension scheme). In addition, all pension calculations shall include

pensionable service brought forward from previous employers of 19 years 5 months at a rate of accrual of 1⁄60th

per annum and 5 years 1 month at a rate of accrual of 1⁄36th per annum.

The total of the pension provided for Mr Bennett at normal retirement date or at any age after his 55th birthday,

where the retirement is by mutual consent or at the Company’s request, shall be the maximum of two thirds of his

uncapped final pensionable earnings. On retirement after attaining age 50 and prior to age 55, by mutual consent,

or at the Company’s request, Mr Bennett can elect to receive an immediate pension being the accrued deferred

pension with a maximum of two thirds of his uncapped final pensionable earnings reduced by 3% for each year

(and proportionate for each part thereof) by which retirement precedes age 55. If retirement occurs between the

ages of 50 to 60 without the consent of the Company, he may elect to receive an immediate pension being the

accrued deferred pension with a maximum of two thirds of his uncapped final pensionable earnings reduced by

3% for each year (and proportionate for each part thereof) by which retirement precedes age 60. The aggregate

of pension increases to be provided whether in deferment or in payment shall be the greater of 5% per annum or

RPI if less, subject to any guaranteed minimum pension and the increases as granted by the Trustees of the

scheme inclusive of any discretionary increases.

Should Mr Bennett die in service or in receipt of benefits under the Company’s Permanent Health Insurance

Scheme prior to age 60, a lump sum shall be paid of four times his earnings at death plus a return of his

contributions. In addition, if he leaves a surviving spouse she shall receive a pension of four ninths of his uncapped

final pensionable earnings. Any child or children under the age of 25 receiving full-time education would receive an

allowance of one half of the entitlement of the surviving spouse. Should Mr Bennett die whilst in receipt of a

pension prior to his attainment of age 60, a lump sum of four times his earnings at retirement shall be payable.

On death in receipt of a pension, any surviving spouse would receive a pension of two thirds of the pension

Mr Bennett would have been receiving at death, ignoring any pension commuted for a tax free cash sum.

Any income tax or other related tax due on the Company’s contribution to the unfunded arrangement which, under

an uncapped arrangement, would not have been paid by Mr Bennett, will be borne by the Company up to two thirds

of the contribution amount. In addition, any income tax or related tax due on the cash sum commutation will be

borne by the Company up to two thirds of the commutation amount.

Arising from Mr Bennett’s unfunded arrangement (in addition to the Company’s scheme benefit) he has an

estimated accrued annual entitlement at 31 December 2001 of £126,440. This is based on his total pensionable

service of 8 years 2 months and his pensionable service of 19 years 5 months at the rate of accrual of 1⁄60th per

annum and 5 years 1 month at the rate of accrual of 1⁄36th per annum and his pensionable earnings above the

earnings cap. The contributions cost during the year in respect of this unfunded arrangement amounted to

£57,220 for the Company and £9,230 for Mr Bennett.

There were no other significant contracts between the Company or its subsidiaries and any of the Directors of the

Company during the year, other than the Executive Directors' service contracts.
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Directors’ interests in shares

The following Directors held a beneficial interest in the Company’s Ordinary Shares:

Contingent Interests

At 26 Feb 02 At 31 Dec 01 At 31 Dec 00 At 26 Feb 02 At 31 Dec 01 At 31 Dec 00

Number Number Number Number Number Number

Sir John Riddell, Bt. 10,000 10,000 10,000 – – –

MW Ridley 12,200 12,200 12,200 – – –

AJ Applegarth 37,687 26,583 23, 1 51 263,417 186,933 138,083

DF Baker 38,456 28,605 24,549 239,637 187,928 138,217

RF Bennett 47,432 40,1 59 35,968 262,887 218,400 159,830

Sir David Chapman, Bt. 5,620 5,620 6,870 – – –

N Pease 8,350 8,350 8,350 – – –

Sir George Russell 36,755 36,755 36,755 – – –

D Wanless 20,500 20,500 20,000 – – –

Contingent interests represent Ordinary Shares over which the Directors have conditional rights under the Bonus

Matching Plan, the Deferred Share Scheme and the Long Term Incentive Plan which is subject to stringent

performance criteria being met as described above.  Contingent interests on 26 February 2002 include awards

made since 31 December 2001 under the Bonus Matching Plan, the Deferred Share Scheme and the Long Term

Incentive Plan for periods commencing on or after 1 January 2002.

Movements in options to subscribe for Ordinary Shares in the Company in which the Directors have an interest

during the period 1 January 2001 to 31 December 2001 are as follows:

Exercise Date

At 1 Jan 01 Exercised Forfeited At 31 Dec 01 price from which Expiry

£ exercisable date

AJ Applegarth Sharesave Scheme 2 7,848 – – 7,848 2.15 1/5/05 1/11/05
Share Option Scheme 4,854 – – 4,854 6.18 1/6/01 1/6/08

DF Baker Sharesave Scheme 2 7,848 – – 7,848 2.15 1/5/05 1/11/05
Share Option Scheme 4,854 – – 4,854 6.18 1/6/01 1/6/08

RF Bennett Sharesave Scheme 2 4,505 – – 4,505 2.15 1/5/03 1/11/03
Share Option Scheme 4,854 – – 4,854 6.18 1/6/01 1/6/08

LP Finn Sharesave Scheme 2 4,505 (1,899) (2,606) – n/a n/a n/a
Share Option Scheme 4,854 – – 4,854 6.18 28/2/01 27/2/02

In accordance with the rules of the Sharesave Scheme, following his retirement Mr LP Finn was entitled to exercise

options with amounts saved up to retirement. 1,899 options were exercised on 28 August 2001 resulting in a gain

of £7,871 being the difference between the market value of the shares at the date of exercise and the option price

of £2.15. The remaining options lapsed and Mr LP Finn is no longer a member of the Scheme.

In accordance with the rules of the Employee Share Option Scheme, following his retirement Mr LP Finn was

entitled to exercise his options during the 12 months commencing from his retirement date. 4,854 options were

exercised on 25 January 2002 resulting in a gain of £3,155 being the difference between the market value of the

shares at the date of exercise and the option price of £6.18
The Executive Directors are deemed to have an interest as potential beneficiaries in shares held by trusts for
various executive and other employee share schemes at 31 December 2001 as follows:

- Northern Rock Employee Trust holds 3,451,466 shares (31 December 2000 321,513 shares)
- Northern Rock Qualifying Employee Share Ownership Trust holds 2,808,182 shares (31 December 2000

2,900,000 shares)

The specific individual interests of Executive Directors are shown in the tables above.
The market price of the Company’s Ordinary Shares at 31 December 2001 was 631p. During 2001 the price has
ranged from a low of 432p to a high of 641p.
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Environmental Issues

Policy

At Northern Rock we are committed to ensuring that

environmental awareness and best practice form an

integral part of our corporate thinking and we have

adopted the following policy to reflect this:

• To incorporate environmental considerations into our

business planning and decision making.

• To re-use, recycle or wherever possible reduce waste.

• To consider environmental issues in our purchasing

and lending policies.

• To monitor regularly and record our performance.

• To invest in community environmental issues,

ensuring that all such issues are to the benefit of

the community.

• To monitor, control and record our energy use and to

seek to reduce consumption levels.

External Recognition

Our commitment to good environmental management,

which we believe makes sound business sense, has

been formally recognised by a number of external

bodies:

FTSE4Good - included in UK, European

and Global indices.

BiE Index - significantly improved 

rating in the year 2001

evaluation exercise.

Manifest - improved ‘Green Card’ rating.

Products and Policy

In addition to our Home Equity Release Mortgage

(HERM), which guarantees elderly customers

occupancy of their property for life, Northern Rock has

launched a number of internet based products which

offer on-line administration and decision making.

We continue to offer customers advice on energy

saving initiatives within the home and a campaign

undertaken during 2001 with Northumbria Energy

Efficiency Advice Centre resulted in 2,400 advice

packs being requested.

Lending policy in relation to our commercial mortgage

book continues to incorporate an environmental

risk management framework for all new and

existing loans.

Training and Awareness

Internal promotion and awareness of responsibilities

continues to be a key aspect of our drive to

incorporate environmental and social issues into all

aspects of business life.

Our network of "Green Representatives" was extended

to all remote distribution sites meaning that all areas

of the Company have a direct link into environmental

performance.

Energy

We have again purchased a substantial part (65%)

of our electricity demand from renewable sources.

As a consequence this has further reduced our CO2

production to a level equivalent to 0.87 tonnes per

member of staff, a 40% reduction on 2000 figures.  

Waste and Recycling

The results of an external audit identified that 62% of

all waste outputs from Head Office sites were recycled

during the year.  In addition, a system for recording

waste was introduced to the distribution network.

Building Design

Work is now well underway with our new Head Office

development and a final ”Building Research

Establishment Environmental Assessment Method”

assessment is awaited. 

The design team are confident that an "excellent"

rating is achievable.

Water

We have monitored water consumption for a complete

year for the first time and our average consumption

level per employee, per working day matches the DETR

Water Reporting Guidelines benchmark figure of 0.05m3.

In previous years we produced a detailed Environmental Report and this year its coverage has been extended to

include Corporate and Social issues.

This report, renamed Community Report, is available on request from the Company Secretary and there follows a

brief summary.

Community Report
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Transport

During the year we reviewed our car fleet purchasing

policy and fully integrated environmental

considerations into the process.  As a result our total

CO2 emissions from car usage has fallen by 13.7% and

from all forms of transport by 12.9%.

At Head Office we have also invested in a car sharing

software package which will hopefully reduce the

volume of traffic approaching our site at peak times.

Health and Safety

A number of areas of our operation were reviewed

during the year to ensure all risk assessments and

staff training requirements were identified.

Approximately 10% of the work force were given

training in a variety of issues and a framework for a

major training exercise to be undertaken in 2002

established. 

Disability Discrimination

A review group meets regularly to ensure that

Northern Rock does not discriminate against disabled

staff or customers. 

A specialist consultant has also been working with our

design team to ensure that our new Head Office

premises (which are in the process of development)

are fully accessible and compliant with regulations.

Community Report (continued) 

Employment Issues

Northern Rock has approximately 3,400 employees working throughout the UK and our People Plan reflects

commitment to equality across all aspects of working life.

Recruitment Policy
As a Disability Symbol user we employ a number of
disabled employees and offer them full support and
training.  We have partnerships with the Employment
Service, City Councils and training providers to offer
pre-employment training programmes to those people
in deprived parts of our community.  Our grading in
"Opportunity Now", the organisation that looks at
ways to improve gender equality in the work place,
has risen from bronze to silver during 2001 and we are
committed to achieving further improvement in the
coming years.  We also run a "modern apprenticeship
programme" which gives school leavers on-the-job
training and an education package which leads to an NVQ.

Work-Life Balance
As a supportive employer we have a range of family
friendly policies including career breaks, home
working and flexible study leave.  We have employed
the services of a consultant to identify more
imaginative approaches to our working practices.

Education and Training
On-going education and training is a key aspect of our
staff development programme. During the year we
supported over 500 employees in a range of
development activities which range from NVQs to
Management Development courses.  

Employee Involvement

We regard all of our employees as partners in the

business and actively encourage them to contribute

ideas, via our Quality Every Day programme, that will

help us achieve our strategic objectives.

The input we receive from our employees, managers

and trade union representatives is recognised as vital

in helping our personnel professionals monitor, amend

and implement organisational practices.

Community Projects

In addition to The Northern Rock Foundation, which

makes grants to charities and disadvantaged people,

primarily in the North-East, Northern Rock and its

employees were actively involved in a number of

fundraising and community projects.
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The Northern Rock Foundation's fourth year of

operation brought the total given in grants over its

life to more than £35 million. A further 408 grants

were made - over 33% more than in 2000.  The

Foundation, created when Northern Rock converted

from a building society into a public limited company,

has now become one of the most significant funders

of social and cultural developments in the North-East.

Northern Rock covenants 5% of its pre-tax profit each

year to the Foundation.  The Foundation holds a special

category of shares which are non-dividend bearing and

non-voting.  In the event of a change of control of the

Company (over which the Foundation has no influence),

the covenant would cease. The Foundation's shares

would then convert into 15% of the Company's

Ordinary Shares.  In this way, an endowment would be

created to enable it to fulfil its purpose in perpetuity.

The Company has donated more than £42 million to

the Foundation since its launch, with a further £7.8

million to be paid in May 2002 as the balance of its

contribution from Northern Rock plc's 2001 profits.

These amounts and the percentage of profit they

represent make Northern Rock plc the second most

generous corporate donor in the UK.

The Foundation's Trustees were anxious to assist the

region in its battle against the effects of Foot and

Mouth Disease, which was particularly virulent in the

North-East and Cumbria.  They offered initially

£1 million towards survival and recovery programmes.

A further £400,000 was later added as the epidemic

deepened. Because of the Foundation's assistance,

several important cultural and heritage sites were able

to remain open and carry on their work, despite losses

from low visitor numbers.  Among these are the

Wordsworth Trust and Vindolanda. Other grants

provided stress and debt counselling for hard pressed

farmers and helped support new initiatives to revive

the rural economy.

In addition to these exceptional measures, the

Trustees maintained a steady and consistent series of

programmes intended to address the causes and

consequences of disadvantage over time in order to

lead to genuine relief and development.  Their new

programme for Urban and Rural Regeneration is

expected to have lasting results for the communities

that benefit.  Previous investment in coalfields

communities is now bearing fruit and, as a

consequence, an annually increasing number of

people and communities have reason to be grateful

to Northern Rock for creating the Foundation.

Among the more unusual initiatives that the

Foundation took in 2001 was the launch of a new

literary award scheme: The Northern Rock Foundation

Writers' Awards.  Beginning in 2002, a three year

bursary, worth £60,000 in total, will be offered annually

to an established North-East writer to enable him or her

to give up other paid employment and to concentrate

wholly on writing.  We are grateful to the distinguished

panel of judges who will choose the first winner in

March 2002.  They are: the Poet Laureate, Andrew

Motion; novelists Pat Barker and Helen Dunmore; poet,

Jo Shapcott; and Peter Kemp, Fiction Editor, The

Sunday Times and regular radio broadcaster.

As the Trustees enter their fifth year of grant making

they will take the opportunity to look critically and

constructively at their work and to revise their

funding programmes.  While they may continue to

fund generously in certain areas they are also keen to

diversify and to ensure that their grants benefit as

many people in the North-East as possible.

Grant Programmes 2001 approved amounts

The Northern Rock Foundation
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Operating and Financial Review

Overview

Reported and underlying profit before tax for the year amounted to £295.2 million, an increase of 18.0% over the

reported figure for 2000. On an underlying basis, profit before tax increased by 16.6%, profit after tax increased

by 17.5% to £205.9 million and return on equity increased to 19.4% (2000 – 18.9%).  A reconciliation between

reported and underlying results for 2000 together with actual results for 2001 is set out in the table below:

2001 2000

Reported Reported Adjustments Underlying

and underlying (as restated)1 (as restated)1

£m £m £m £m

Total income 495.1 414.2 - 414.2

Administrative expenses

Operating (139.6) (122.4) - (122.4)

Covenant to The Northern Rock  Foundation (14.8) (12.5) (0.1)2 (12.6)

Total administrative expenses (154.4) (134.9) (0.1) (135.0)

Depreciation (9.5) (8.2) - (8.2)

Operating expenses (163.9) (143.1) (0.1) (143.2)

Provisions (36.0) (17.9) - (17.9)

Operating profit 295.2 253.2 (0.1) 253.1

Provision for loss on disposal of care homes - (3.1) 3.1 -

Profit on ordinary activities before tax 295.2 250.1 3.0 253.1

Tax on profit on ordinary activities (89.3) (67.4) (10.4)3 (77.8)

Profit on ordinary activities after tax 205.9 182.7 (7.4) 175.3

Appropriation attributable to non-equity interests (13.1) (3.2) - (3.2)

Profit attributable to ordinary shareholders 192.8 179.5 (7.4) 172.1

Notes:

1. The 2000 results have been restated following the adoption of FRS 19 – Deferred Tax (see below).

2. The 2000 covenant to The Northern Rock Foundation has been adjusted for the effect of  the loss on disposal

of care homes.

3. The £10.4 million tax credit in 2000 relates to tax allowances on the costs of conversion which were

previously disallowed.

Earnings per share has grown to 46.2p in 2001, an increase of 13.2% compared with the restated underlying

earnings per share of 40.8p in 2000.

Assets under management, including securitised mortgage balances, at 31 December 2001 amounted to £31.1

billion, an increase of 25.2% (31 December 2000 £24.9 billion). The balance sheet, after deducting the bonds

issued to find the mortgage securitisations (shown as non-recourse finance deducted from assets), has grown

by 17.1% to £26.4 billion (31 December 2000 - £22.6 billion).

Operating and Financial Review
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Total income

2001 2000

£m £m

Net interest income 324.6 278.9

Other income 170.5 135.3

Total income 495.1 414.2

Total income : mean total assets 2.02% 1.94%

Total income : mean assets under management 1.77% 1.82%

Total income as a proportion of mean total assets has improved to 2.02% compared with 1.94% in 2000. In line with

the rapid growth in assets under management and the increased use of securitisation where funding costs are higher,

the ratio of total income to mean total assets under management eased to 1.77% compared with 1.82% in 2000.

Margins 2001 2000

Net interest income recorded: £m £m

On the face of the profit and loss account 324.6 278.9

In the special purpose securitisation companies 40.2 14.4

364.8 293.3

Net interest margin 1.33% 1.30%

Net interest spread 1.12% 1.07%

Group interest margin and spread are calculated taking into account interest recorded in the profit and loss

account together with that reported in the special purpose securitisation companies and income from equity

shares and other variable yield securities.  Similarly, average interest earning assets and average interest bearing

liabilities include items on balance sheet and also in the balance sheets of the securitisation companies and

interest earning assets include equity shares and other variable yield securities.  

Margin of 1.33% and spread of 1.12% in 2001 compared favourably with figures of 1.30% and 1.07% respectively for

2000.  Margin and spread have benefited mainly from the change in asset mix and to a lesser extent from falling

interest rates.  The change in  product mix continues the trend seen in 2000.  Increased volumes of higher margin

personal lending, both secured and unsecured, and continued growth in commercial lending have contributed to

this.  In addition, our “lifestyle” mortgage products, including “together” and HERM, have enabled us to continue

volume lending while reducing the level of incentives given away to win new business. 

Operating and Financial Review (continued)
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Operating expenses

(excluding the covenant to The Northern Rock Foundation)

2001 2000

£m £m

Staff costs 74.6 58.3

Other expenses 65.0 64.1

Total administration expenses 139.6 122.4

Depreciation 9.5 8.2

Total operating expenses 149.1 130.6

Rigorous cost control and investment for the future is essential to maintain Northern Rock’s ability to grow and improve

customer service.  In 2001 our cost growth was 14.2% compared with growth in assets under management of 25.2%

and income growth of 19.5%.

Our ratio of cost to assets under management improved to 0.53% from 0.57% in 2000 and our cost to income

ratio improved to 30.1% from 31.5%. Consequently, our record of cost efficiency providing a key competitive

advantage was enhanced further.

The Northern Rock Foundation

Northern Rock donates 5% of pre tax profit to The Northern Rock Foundation under a deed of covenant.  Such

donations are used to support community and charitable causes mainly, but not exclusively, in the North-East of

England.  The donation from 2001 profits amounts to £14.8 million (2000 - £12.5 million).

Provisions for bad and doubtful debts

Residential mortgage arrears continue to improve.  At 31 December 2001 2,525 accounts were three months or

more in arrears representing only 0.6% of all mortgage accounts, less than half of the UK average and a 6%

improvement compared with 12 months ago.  The "together" secured advances payment performance was similar

to the whole mortgage book with three months plus arrears at 0.7%.  At 31 December 2001 only 202 properties

were in possession compared with 288 at the end of 2000.

Other loan portfolios continue to perform extremely well, with only 0.7% of our commercial loans (2000 - 0.6%)

and 1.4% of our personal unsecured loans (2000 - 1.4%) three months or more in arrears. The "together" unsecured

loans continue to perform significantly better than traditional personal unsecured loans with only 0.9% three

months or more in arrears at 31 December 2001.

The total charge for provisions for bad and doubtful debts amounted to £34.5 million for the year (2000 - £16.9 million)

representing 0.18% of mean advances to customers  (2000 - 0.10%). The combination of low interest rates, low

arrears and house price inflation have resulted in a reduction in the specific provisions required for residential

mortgages. Provisions for the other secured lending portfolio have been maintained consistent with views on

economic conditions for this sector.

The growth in provision balances against our personal credit portfolios reflects growth in balances, the economic

environment and the maturing nature of the portfolio.  The mix between general and specific provisions remains

consistent with last year, with write offs being incurred as anticipated.  

Operating and Financial Review (continued)
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Operating and Financial Review (continued)

Taxation

Northern Rock has adopted Financial Reporting Standard 19 – Deferred Tax for the year ended 31 December 2001.

The result of the change in policy in 2001 is to increase the tax on profit on ordinary activities by £9.8 million,

resulting in a decrease in profit after tax of the same amount.  The previous year’s financial statements have been

restated leading to an increase in other assets of £10.0 million at 31 December 2000.  Tax on profit on ordinary

activities for the year ended 31 December 2000 has decreased by £0.7 million to £67.4 million, resulting in an

increase in profit after tax of the same amount.

The corporation tax charge for the year as a percentage of profit before tax was 30.3%, compared with the

corporation tax rate for the year of 30%.  The difference is explained as follows:

%

Corporation tax rate for 2001 30.0

Effect of non-allowable provisions and other timing differences 0.1

Adjustment to prior year tax provisions 0.2

Effective tax rate 30.3

Lending

During 2001 Northern Rock has again achieved record levels of new lending business.  Total gross lending was

£8,853 million, an increase of 39.2% (2000 - £6,362 million), with net lending of £5,127 million, an increase of

41.6% (2000 - £3,621 million). 

The residential lending market remained buoyant during 2001 with house price inflation moderating as the year

progressed to levels that are becoming more sustainable.  Reductions in interest rates to their lowest for 40 years

enhanced mortgage affordability, while realistic credit assessment provided safeguards against the dangers of

borrowers overstretching their finances.  Competition remained intense throughout the year, mainly from

established lenders. We achieved gross residential lending of £6,901 million (2000 - £5,102 million) and net lending

of £3,817 million (2000 - £2,662 million), in line with stated targets and representing increases of 35.3% and

43.4% respectively.  Net residential lending represents an estimated market share of 7.1% (2000 - 6.5%), over

twice our opening share of stock of 3.5%.  

We maintained a consistent approach to credit risk with 73% of our residential lending at or below 90% loan to

value compared with 62% in 2000;  68% of new customers had a proven track record, only 14% of new loans were

over £150,000 and we maintained a national geographic spread of lending.  

We continue to expand our range of residential loan products.  Mortgage customers are increasingly attracted to

modern flexible products as well as traditional price-led mortgages.  Our "together" family of products, which

combines a secured and unsecured loan all at one interest rate and one monthly payment, remained popular. New

business volumes for "together" products amounted to £3.4 billion of which £2.8 billion were advances secured on

residential property representing 41% of new residential lending.  During the year we further strengthened the

"together" range with the launch of "together connections" allowing interest offset from associated customer savings

and current account balances. This new product has achieved advances of £400 million since its launch in May 2001.  

Our Home Equity Release Mortgage, aimed at older customers who wish to utilise equity in their homes to improve

their quality of life, accounted for £144 million or 2% of new residential lending.  This product, which offers

valuable safeguards and guarantees, is becoming increasingly popular and we anticipate further growth in this

type of loan.

Of our traditional mortgage products, fixed-rate mortgages remained the most popular with 28% of new lending

accounted for by short term fixed products, up to two years, and 17% by longer term fixes up to a maximum of

seven years.



Despite increasing competition and a deliberate slowdown in lending in the second half due to market conditions,

secured commercial lending performed well for the year with net advances of £245 million (2000 - £267 million).

Growth of lending in this area is likely to be moderate until market conditions improve. We will not seek

volume at the expense of quality.

Demand for personal credit also remained strong during 2001.  Our unsecured portfolios comprising

personal unsecured loans and credit cards, buoyed by the success of  "together", have seen good growth

resulting in net lending of £1,065 million (2000 - £692 million).  Of this net lending, £585 million (2000 -

£272 million) related to our "together" unsecured products. At 31 December 2001 our unsecured lending

balances were £2,080 million (2000 - £1,015 million) of which 44.5% (2000 - 33.5%) represented

"together" unsecured advances.

Retail Funding

The net inflow of retail funds for the year amounted to a record £1,318 million, including interest credited of

£400 million, resulting in retail deposits of £13.4 billion at 31 December 2001.  Fixed rate bonds and ISA

products accounted for the majority of new onshore deposits as savers looked to protect their income against

declining interest rates.  Such contractual accounts not only provide clarity and transparency to our

customers, they also improve the management of the retail book by reducing liquidity and volatility. Our

recently launched, fully transactional, on-line tracker account has performed well, attracting almost £200

million by the year end. 

Our offshore funding operations continued to fund positively, with a net inflow of funds of £349 million

in Guernsey and £123 million in Ireland. We believe that there are opportunities in the medium term in

continental Europe to further develop our offshore operations, probably through e-commerce.

Non Retail Funding

Total new non retail funding for the year amounted to £2.3 billion with total non retail balances at 31

December 2001 amounting to £10.4 billion.  We will continue to utilise our non retail funding programmes

especially in Europe and the United States and have recently begun to see renewed investor interest from the

Far East which we will develop further in 2002.

Already in 2002 we have raised $1.5 billion under our US Medium Term Note programme.

Securitisation

Northern Rock remained at the forefront of securitisation of residential mortgages during 2001 completing

two issues during the year raising £3.0 billion.  The programme will continue to be developed with further

issues during 2002.  Securitisation provides an alternative source of funding which underpins our growth

strategy and enhances capital efficiency. At 31 December 2001 securitised assets under management

amounted to £4.9 billion (2000 - £2.4 billion), representing 21.5% (2000 - 12.8%) of our total mortgage

portfolio.

Distribution and Processing

Northern Rock maintained a very strong presence in the intermediary market, which accounts for 70% of our

residential lending, being attracted by our products, the efficiency of our centralised Decision Call Centre and

good relationships at both corporate and local level with large intermediary clubs.  We welcome the news that

the Government has heeded the concerns of mortgage lenders and extended proposals for mortgage regulation

to include direct regulation of mortgage advice and sales of mortgage loans by intermediaries.  This should

benefit customers and removes the prospect of a potentially expensive policing role for lenders.

Our intermediary network is supplemented by our direct lending channels, in particular NR Direct which

manages both telephone and web originated business as well as our customer retention programme. 

Operating and Financial Review (continued)
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Total new applications originated by NR Direct amounted to £1.3 billion. E-commerce accounted for 10% of all

loan applications, continuing to be skewed to unsecured lending rather than mortgages which are more time

consuming to complete.

Towards the end of 2001 we took an 8.5% stake in "Mortgage Brain" in conjunction with a consortium of other

major mortgage lenders.  "Mortgage Brain" provides an electronic mortgage trading platform which will

further strengthen our links with the intermediary market.

We continue to invest in systems and people to ensure that we can support our lending targets. In addition, by

the end of 2002 we will have completed the construction of extensions to our Gosforth head office site

accommodating 1,600 work stations, allowing relocation of staff from off-site locations plus additional space for

expansion. 

Dividends

The proposed final dividend is 11.4p per share payable on 31 May 2002 to shareholders on the register on

26 April 2002.  This results in a total dividend payable for the year of 17.1p per share, a 10.3% increase over

the 2000 dividend of 15.5p per share.  

Operating and Financial Review (continued)


