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UK Export
Finance

Who we are

UK Export Finance (UKEF) is the UK’s export credit agency and a government department,
working as an integral part of the strategy and operations of the Department for International Trade.

UKEF is the operating name of the Export Credits Guarantee Department (the department).

Our mission

To ensure that no viable UK export fails for lack of finance or insurance from the private sector,
while operating at no net cost to the taxpayer.

We help UK companies:

® win export contracts by providing attractive financing terms to their buyers
e fulfil export contracts by supporting working capital loans and contract bonds
e get paid for export contracts by providing insurance against buyer default

How we do it

We provide insurance, guarantees and loans, where the private sector won'’t, backed by the strength
of the government’s balance sheet. We also help companies find support from the private sector.

Our work means that:

e more UK companies realise their ambitions for international growth
e more jobs in the UK are supported
e overall UK exports are higher

We seek to complement, not compete with, the private sector and work with around 90 private
credit insurers and lenders. We help to make exports happen which might otherwise not, helping
UK exporters and their supply chains grow their business overseas. In this way, we provide security
of support through economic cycles and market disruptions.
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Ministers’ foreword

We are pleased to present the UK Export Finance (UKEF) Annual Report and Accounts for 2017-18.

This is a hugely exciting time for UK trade. Our priority in government, at home and abroad,

is to identify international opportunities for UK businesses, and to make sure that we are doing
all we can to support them as they look to realise these opportunities. UKEF is at the heart of
our strategy to achieve this.

HM Government’s ambition for the UK’s export credit agency is set out in UKEF’s Business Plan
for 2017-20. This was the first year of the plan, and has in many ways been a landmark one for
the department.

Underlining the scale of our ambition, we have increased — in many cases doubled — our market
limit for some 100 countries over the year, and expanded the range of pre-approved local currencies
in which we can provide support to a world-leading 62.

This year, we saw the first transaction under this expanded offering, supporting in Mexican pesos
the export of 90 iconic red double-decker buses, manufactured by Alexander Dennis, for Mexico
City’s Paseo de la Reforma route. And this is not the only pioneering contract we have financed.
Critical power projects in Irag, aircraft to South Korea, and entertainment venues in the UAE are just
a few of the global opportunities British companies are realising with our help.

As a result of a series of major enhancements to UKEF’s products, smaller exporters, as well as their
suppliers, can now access UKEF guarantees directly from their banks, while UK investors looking to
establish operations abroad can benefit from a refreshed overseas investment insurance product. And
UKEF has continued to build its digital capability, with a range of new internal and customer—facing tools.

Following the creation of the Department for International Trade in 2016, UKEF is now fully aligned
with its strategy and operations, allowing us to provide more co-ordinated support to exporters.

Looking forward, UKEF will play a central part in the government’s Export Strategy, to be published
this year. We will continue to put UKEF at the centre of a single UK offer for international projects, and

Rt Hon.

Dr Liam Fox MP
Secretary of State

for International Trade
and President of the
Board of Trade

Baroness Fairhead
Minister of State

for Trade and
Export Promotion

will build on UKEF’s successful programme of supplier fairs to ensure UK companies win this business.

This pioneering approach is already bringing hundreds of millions of pounds of incremental revenue to
UK suppliers, and has the ability to do even more.

It is a notable coincidence that, as the UK takes up its independent position on the world stage in
2019, UKEF, the world’s first export credit agency, will mark its 100th anniversary. As we celebrate
these historic moments, we look forward to continuing to ensure that UKEF is at the heart of trade
promotion, building on this proud heritage to help realise the government’s vision of a Global Britain.

Rt Hon. Dr Liam Fox MP
Secretary of State for International Trade
and President of the Board of Trade

Baroness Fairhead
Minister of State for Trade and Export Promotion

12 June 2018
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Chair’s report

This report covers my first full year as Chair of the Board of UK Export Finance (UKEF), having
joined mid-way through 2016-17. It is a great privilege to be leading UKEF at a time when the
opportunity for world-class UK goods and services exports, and therefore the need for world-
class trade support to match, has never been greater. As Chair, my role is to lead the Board

in providing guidance on strategy, on safeguarding our reputation and supporting the Chief
Executive and his team.

I would like to thank my fellow non-executive Board members for their diligence and commitment

this year. We are very fortunate to have such a wealth of expertise on the UKEF Board, with senior
executive and non-executive experience across the public and private sectors. And | would like to
thank Louis Taylor and all UKEF’s staff for their continued hard work this year — this report really

is a testament to their success.

In particular, | would like to take the opportunity to thank Eric Peacock CMG, our long-serving
non-executive who finished his term in December 2017. On behalf of the Board, | thank him for
the dedication, energy and wise counsel he has brought to his role over the years he served. | am
very happy to welcome Shalini Khemka to the Board as Eric’s successor.

This was the first year of our Business Plan for 2017-20, and | was thrilled that UKEF was awarded
the title of ‘Best export credit agency’ for 2017 by leading trade journals, Global Trade Review and
Euromoney’s Trade Finance. These accolades recognise a year of innovation and excellence from
UKEF, which has seen us establish our ‘leading with finance’ approach — bringing major international
businesses to the UK and connecting these with the UK supply chain through our supplier fairs — as
well as improving access to trade finance support for smaller companies through our partnership with
banks and trade associations. To make our vision for 2020 a reality, we have also strengthened our
senior leadership team and invested in our systems and processes to improve our operations.

We will not stop here. We have an ambitious and exciting programme for 2018-19. Working with
colleagues across the Department for International Trade, we will continue to improve our offering
to our customers, and strive to fulfil our mission to ensure that no viable UK export fails for lack
of finance or insurance.

Noél Harwerth
Chair
12 June 2018

Noél Harwerth
Chair




Performance




10 | UK Export Finance Annual Report and Accounts 2017-18

Chief Executive’s report

The government’s vision for a Global Britain requires us to be an export credit agency with
global reach and ambitions; our Business Plan for 2017-20, published in July after the 2017
General Election, sets out our strategy to achieve this.

We started the year by announcing support for landmark projects in UAE and Mexico. We ended
the year having increased the number of local currencies we can support to 62, from the Panamanian
balboa to the Polish zloty.

Louis Taylor
In between we welcomed new customers for our aerospace business, supporting the UK supply chains Chief Executive

for Boeing, GE Aviation, Rolls Royce, Airbus and Bombardier. We grew our partnership with high street Officer

banks by introducing streamlined new processes for smaller transactions. We continued to support
historically high numbers of companies, including the first ever use of a UKEF product to support companies
in export supply chains.

We continued in our commitment to helping the Government of Iraq with post-conflict infrastructure
development, supporting the construction and upgrade of several gas-fired power plants with turbines
from the UK that will help to alleviate severe energy shortages across the country. We continued to support
UK-led construction projects in Dubai, and in Uganda our support will see a Uganda/UK consortium
construct the country’s second international airport at Kabaale.

Although in headline terms our business issued is lower than last year’s at £2.5 billion, our commitments' -
which reflect activity in the year - are high, at £3 billion, and our pipeline for the year ahead has never been
stronger. The number of individual facilities issued remains steady, and in addition to the 191 companies
(slightly down from last year) we supported directly or helped to find finance from the private sector, we have
connected nearly 400 companies with export opportunities. The number of UK companies we are actively
engaged with has also increased, following the Chancellor of the Exchequer’s announcement in the Autumn
Budget of a specific allocation from the GREAT campaign funding to enhance marketing of UKEF services.

As the UK negotiates its departure from the European Union, we are putting in place measures to support
UK exporters through Brexit and beyond, as well as helping them to make the most of new trading
relationships. Following the Autumn Statement in 2016, we have this year significantly increased our capacity
for over 100 markets, as well as implementing our increased risk appetite limit. Other measures are available
should a further increase in capacity be needed. Leaving the EU will not affect the credit-worthiness of our
overseas customers, nor the liquidity of the private market, so will not have a fundamental impact on the way
we manage our business.

Behind the scenes we continued to invest in our people, systems and processes to become a more scalable
organisation, able to support higher volumes of business as required by market conditions and demand and
leveraging our position as part of a “One-Department for International Trade” offering to UK business. We have
also supported the development of HM Government's Export Strategy, due to be published soon, which will
have UKEF at its heart.

We welcomed Shalini Khemka to the UKEF Board, and John Morrison and Roseline Wanijiru to the Export
Guarantees Advisory Council. The full composition of our Board is shown on page 74 and membership of
the Council is on page 70. The year also saw the retirement of David Havelock CBE; | would like to thank
David for his nearly 13 years leading our Credit Risk Group. His expert and judicious approach is evidenced
by a period of historically low unrecovered losses, as reported within this report and annual reports past.

1 Commitments are cases not yet the subject of an issued and effective guarantee, but for which UKEF has
communicated its intention, before a specified date and subject to conditions, to provide support.
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UKEF’s role in the government’s Export Strategy

Since supporting our first export in 1919, we have provided finance to trading partners on a
simple condition: that they buy proportionately from the UK. Today UKEF remains a valuable
source of export finance for international buyers developing infrastructure or making other large
investments. This is why we have nearly £30 billion of finance available to support international
procurement from the UK, to add to the £23 billion we have already committed.

But while the UK enjoys a reputation for quality and reliability, we realise international buyers don’t
always understand the depth and breadth of the potential UK supply chain. We also know many
of the smaller companies in which they are interested can struggle for visibility in new markets.

The Export Strategy, due to be published later in the year, will set out the Department for
International Trade’s offer of trade support globally and across the UK, of which UKEF is at the
heart. Together, we send a unified and powerful message to overseas buyers: we can help you
access high-quality UK companies alongside an attractive finance package that allows you to
buy British, pay local, in your own currency and on competitive terms.

Working with regional and event teams across the Department for International Trade and with
private sector partners allows us to make this commitment. WWhenever we make a finance offer
to a buyer, we can offer a comprehensive menu of potential UK suppliers at the same time, not
only large lead contractors but companies of all sizes, including hard-to-find specialist suppliers
of niche products or services.

To date this commitment has already resulted in five supplier fair events, attended by over 600
UK companies, that are expected to add nearly £2 billion in UK contracts. As the delivery of the
Export Strategy gathers pace, we expect the benefits to grow significantly.

Measuring our success

The volume of business that UKEF supports year-on-year is a measure of private sector liquidity
and risk appetite, as much as of our activity and success. We complement, rather than compete
with, the financial and insurance support provided from the private sector. If support is available
from a commercial bank or insurer, we do not seek to displace this. In many cases, we will work
with companies and financial service providers to find a solution from the commercial sector
(which we report as a ‘private market assist’).

Our interventions:

o fill market gaps
e provide additional export value for the UK economy
e support growth in overseas markets for the individual companies that benefit

Our support is provided on the following terms (see pages 48 to 51 for more detail):

e we charge a premium to reflect the risk we assume

e commercial rates of interest are charged on the lending we support, at a rate reflecting
UK government risk

e the premium we charge must cover our anticipated long-term losses, as well as our
operating costs

e we aim to operate at no net cost to the taxpayer over business cycles
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We have reviewed our performance against the key deliverables set out in our 2017-20 business plan.

These support our strategic aims:

Agile and adaptable: to be an agile department, able to address the challenges to UK exporters

throughout the economic cycle.

Competitive offering: to be active in ensuring that we are one of the most competitive export credit

agencies in the global marketplace.

Customer service and awareness: to provide a high-quality service to our customers that is

proactive, flexible and efficient with a focus on solutions and innovation.

Our organisation: to be a great place to work, where teams work across functions easily and towards

common goals.

Our achievements in 2017-18 against our Business Plan for 2017-20

Agile and adaptable

Digitised workflow capability to process requests for support more
quickly and efficiently

Implemented; ongoing
development

A “Team UK” approach: an expression of interest for each relevant
High Value Campaign (HVC), so consortia of UK exporters can bid
alongside a concrete offer of financing

Partially implemented

An enhanced approach to risk management following the doubling
of risk appetite and market limits

Implemented; our risk
management is detailed on
pages 40 to 59

Competitive offering

Widened eligibility for our trade finance products

Implemented; ongoing
development (see page 31)

il

A refreshed Overseas Investment Insurance product

Implemented

A wholesale product review to test UKEF’s proposition against
evolving customer needs

Initiated and ongoing

Customer service and awareness

New partnership with banks to improve access to selected trade
finance products

Implemented; ongoing
development

58

Digital service allowing banks and exporters to apply for short-term
products online

Implemented; ongoing
development

20 finance specialists based in key overseas markets

Initiated and ongoing

Exploitation of new digital capability to increase the volume and
relevance of marketing activity

Ongoing; UKEF is now a core

GREAT campaign partner

Great place to work

A more flexible approach to deployment of staff resources to
match shifting patterns of demand and support effective staff
development

s

Ongoing; our people
management is detailed on
pages 89 to 101
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Businesses supported

We directly supported 191 companies in 2017-18. The maximum liability on all new business was £2.5 billion?.
Our shorter-term trade finance products supported £466 milion of export contracts won by UK businesses.

Value of business issued and committed

(£m)
3500

3000

M Value of guarantees,
insurance policies

2500

and direct loans
issued and effective

2000 Value of
commitments
1500 | as at 31 March
1000 I
500
0

2013-14

2014-15 2015-16 2016-17 2017-18

Number of UK companies directly supported

300
M Number of

exporters

250 directly supported

200 | | Pri\{ate market
assists

2013-14 2014-15 2015-16 2016-17 2017-18
Sectors Company size
@ Manufacturing @ SMEs

@ \Wholesale and
retail trade

Larger exporters

@ Construction

@ Professional,
scientific and
technical activities

@ Administrative
and support
service activities

@ Information and
communication

Other, including
education and water

2 This figure shows issued and effective business. It does not include amounts counter-guaranteed or reinsured by another
official export credit agency where UKEF was acting as lead ECA on a jointly supported transaction. It does include business
supported where the private reinsurance market was subsequently used to offset risk for active portfolio management
purposes. It includes £666 million in the form of direct loans and scheduled interest, which is accounted for on a different basis.
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Destination for exports supported in 2017-18

Darker shading
indicates higher value

of UKEF support
Product use by our maximum liability Product use by number of facilities
1% @ Buyer credit
guarantee
@ Insurance

@ Bond or export
working capital
support

Direct loan
to buyer

“UK Export Finance is a part of the Department for
International Trade of which | am extremely proud. There
are few other countries where businesses are offered
such a generous and accessible financial support for
their exporting activities.”

- The Rt Hon Liam Fox MP

Secretary of State for International Trade and President of the Board of Trade

“Our new bank partnership is designed with UKEF’s
smaller customers in mind. We’ve also made this available
to companies that are not themselves exporting, but
supplying to exporters, because we recognise the huge

contributions of the UK domestic supply chain.”
- Baroness Fairhead CBE
Minister of State for Trade and Export Promotion




Highlights in 2017-18

We were named best export
credit agency for 2017 by Global
Trade Review and Euromoney’s
Trade Finance

We became a Civil Service high
performing department based on
our staff engagement survey score,
which was in the top 20% across
government and agencies

N1 KO

2N

We increased by up to 100% our
maximum cover limit for more than
100 individual markets — including
India, Malaysia, Mexico,

South Africa and the United
Arab Emirates

We increased the number of pre-
approved local currencies in which
UKEF can offer support from

40 to 62

We introduced a partnership with
5 high street banks to allow them
to provide UKEF support to SMEs
without a separate application

S| B &

We completed our first ever
facility for a company that is not
itself exporting, but is supplying to
an exporter

N B

We saw a further increase in our
direct lending business, introduced
in 2014, with £666 million of loans
made to overseas buyers of UK
exports, representing 51% of total
lending to date

ol

We connected nearly 400 UK
companies with 7 multinational
contractors for specific
infrastructure projects as they
sought UK suppliers due to
UKEF’s financial involvement

We completed our first ever buyer
credit guarantee for a loan in
Mexican pesos

We supported the delivery of
Bombardier C Series aircraft to
Korean Airlines: the first C Series
sale to an Asian airline, and the
first UKEF-backed finance for
Bombardier, supporting investment
and jobs in Northern Ireland

1

We made our largest ever direct
loan to an African government,
supporting the construction of
Kabaale Airport in Uganda

We supported more than £466
million of new UK export
contracts with our trade finance
and insurance products, meaning
we have now helped make more
than £4.1 billion of UK exports
happen since these products were
introduced in 2011
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Finances

UKEF achieved a net operating income of £5 million for the year ended 31 March 2018 compared with
£149 million for the year to 31 March 2017. The decrease was largely the result of a foreign exchange
(FX) loss of £65 million for 2017-18 compared with a gain of £57 million in 2016-17. As UKEF is not
authorised by HM Treasury to hedge foreign currency exposure, a more meaningful bottom line is an
FX-adjusted net operating income figure. On an FX-adjusted basis the net operating income for 2017-
18 was £70 million compared with £92 million for the year to 31 March 2017. The remainder of the
decrease relates to claims credit, i.e. changes in provision rates on unrecovered claims.

We met all our financial objectives, which are set for us by HM Treasury. Page 23 sets out our results
against our financial objectives and pages 60 to 64 provide a comprehensive report of our financial
performance.

Supporting exports through the business cycle

Many of the loans we support by providing guarantees will be repaid over more than 10 years and,
in the event of defaults, we will seek to make recoveries. This means that final business losses,
as a result of unrecovered claims paid, can take many years to crystallise.

In this regard our role is best assessed ‘through the business cycle’, as our business levels and

claims rise and fall depending on the impact of market disruptions on UK trade. For example, claims
payments and recoveries reported in a single year actually reflect business written over a longer stretch
of time. Claims paid this year relate to business issued over a 15-year period, between 2001 and
2016. The 6 new claims that arose this year stem from business issued since 2012. Overall, this year,
our performance in managing financial risk remains strong. But it is our management of risk through
business cycles that is most important. See page 40 for a more detailed commentary on how we have
managed financial risk.

Performance assessment
Assessing our performance should take into account:

¢ the overall volume of our support (as reported on page 22)

e our ability to provide this support while covering our operating costs and losses

e the potential demand for our services, as required to complement but not compete with the
private sector

Bridging the gap
Our potential market share is partially determined by external factors over which UKEF has no control:

¢ the regulatory and economic environment and the demand for finance and insurance to support
UK exports

e the ability of commercial credit insurers and finance providers to meet the market’s demand for
finance

It is also partially determined by factors over which UKEF has a degree of control:

e awareness among exporters of UKEF’s ability to help and the willingness of our commercial
partners (for example, banks and brokers) to use and promote our services

e our pricing of risk, reflected in the premium and/or interest we charge

e whether we have the product range required to fill particular market gaps
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How UKEF fills market gaps: exports to Ukraine

With the instability in Ukraine since 2014, commercial trade credit insurance for exports to
Ukraine became harder to access. In response UKEF has assumed more risk on buyers in
Ukraine (in doing so supporting UK exports to these markets). This has helped maintain UK-
Ukrainian trade, particularly for exports of fish from Scotland.

Increasing UKEF support for exports across Ukraine

(£'000) (Number of facilities)
1200 40
85
1000 P Value of UKEF
30 support
800 |
25 — Number of UKEF
600 | | 20 facilities
400 [ | 19
10
200 | | | | | 5
0 | | | 0
2014-15 2015-16 2016-17 2017-18
Awareness

Getting our support to the right companies, at the right time, continues to be a significant focus,
particularly for our trade finance products. We remain, to a large extent, reliant on banks, insurance
brokers and other private sector and government networks to introduce business to us.

We have designed, tested and launched a targeted marketing campaign to widen take-up of UKEF
support. We will build on this in the next financial year, following the 2017 Budget announcement
of a dedicated UKEF campaign under the wider GREAT strategy.

The campaign targets companies most likely to benefit from UKEF’s support and features UKEF
customers sharing the transformative impact UKEF support has had on their export business.

Internationally, we have so far appointed 6 finance specialists based in key overseas markets (Brazil,
Ghana, Indonesia, Turkey and two posts in UAE). They will each lead engagement with local buyers,
project sponsors and associated stakeholder networks to develop UK export growth in these markets
and surrounding regions with the offer of UKEF-supported finance.

We continue to:

e engage banks by offering training to their frontline staff on how they can work with UKEF
to better support their clients

e work with colleagues across the Department for International Trade to embed our finance
offer within the broader offer of trade and investment support

e offer training to staff across the Department for International Trade in the UK and overseas
on UKEF’s financing options

e work with trade associations and membership organisations to amplify our offer

There is a review of our work with partners on pages 38 to 39.
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Pricing of risk

We support UK exporter competitiveness through the lowest premium rates permissible, subject to
meeting our financial objectives and aligning with our international obligations, most notably the minimum
rates set out by the OECD. Our pricing methodology is described in more detail on pages 48 to 51.

How we protect the taxpayer

We price risk to enable us to operate at no net cost to the taxpayer over time.

Our aim is to break even over business cycles. To help make sure that we do, every month we
calculate the premium we earn and weigh it up against an estimate of all the potential costs

and losses for the business supported.

We measure this over different 3-year periods. The diagram below shows the result based on
actuals for 2015-16 to 2017-18. The costs have 3 components:

£ a statistical estimate of potential losses that cannot be recovered
£ administration costs

£ a further amount to allow for a portion of unexpected losses
2015 to 2018

This measure, called a pricing adequacy index, provides assurance that our pricing is sufficient

Premium received (£Em)? Calculation of costs (£m)

390

141

91

Better than break even A

to meet all potential costs for the business supported. The position this year has not moved
significantly from 2016-17, but moved slightly away from break even.

Product range

UKEF’s broad product range, strong guarantee, flexible foreign content rules and innovative approach are
all advantages for UK exporters. Feedback from trade bodies such as the British Exporters’ Association
(BExA), and trade press such as Global Trade Review and TXF: Trade & Export Finance recognises

these strengths. The strength of our guarantee in financial markets continues to be assured by our
longstanding status as a ministerial government department with access to the Consolidated Fund.

3 The premium amount for 2015-18 applied to our pricing adequacy index differs from the accounted premium reported
on page 112. This is because the accounted premium:
 does not include premium from direct lending, which is amortised as interest income
® uses an exchange rate fixed at the time premium is received (rather than month-end rates)
* includes only the premium earned in the period (rather than the entire premium expected over the life of the business issued)
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We continue to explore potential product developments where there is unmet but viable demand,
including for smaller exporters that, due to their size, are often unable to access the trade finance
support of their bank. The Chancellor of the Exchequer announced in the 2017 Autumn Budget a new
supply chain finance product to be introduced in coming months, in addition to the new bank partnership
model for distribution and widened eligibility for trade finance.

Comparing UKEF with other export credit agencies

We assess the strength of our support primarily through listening to our customers and comparing our
capabilities against other leading export credit agencies from around the world. Every year we undertake
a comparison exercise to review our offering against those of other export credit agencies. We also
benefit from external scrutiny provided by the export credit agency benchmarking report produced each
year by BEXA. Our product range has evolved considerably since BExA's first benchmarking report in
2010, when we scored 4 out of 10, compared to 9 out of 10 for the last 4 years.

Other performance factors

Risk management
Managing risk is at the heart of our business model. In addition to the management of credit risks, we
face a variety of other risks (financial, operational, strategic and legal) from external and internal sources.

As an export credit agency our credit risk portfolio will tend to be characterised by:

a higher risk profile than commercial lenders or insurers

a strong emerging market risk component

long risk horizons

occasional risk concentrations (sectoral and/or geographic)

In this context, the low volume of new claims in each of the past 5 years, from a portfolio of around
£20 billion at risk, demonstrates a strong capability in managing credit risk.

Taking the last 5 years, the average claims paid as a proportion of the average amount at risk would
be 0.037% or:

£1 for every £2,681 at risk.

We typically seek to recover claims we have paid, so any final loss calculation may not become clear
for many years, until recovery action is concluded. A detailed explanation of how we manage our
financial risks is on pages 40 to 59.

We are also committed to managing operational risk, which involves the possibility of error, oversight
or control failure leading to financial loss (other than as a result of properly managed exposure to credit
risk), or a failure to properly discharge our obligations.

To manage these risks, we are committed to maintaining a culture of awareness and openness,
enabling risks to be recognised, evaluated and mitigated.

Our most significant strategic risks at present arise mainly from our need to:

e operate in a continuously shifting global trade policy environment

* respond appropriately when counterparties appear not to have met their obligations in relation
to anti-bribery and corruption policies

e attract and retain the right people where salary levels lag behind private sector financial services
and other public-sector comparators

There is a detailed description of the most significant operational risks facing our business and
mitigating measures in the governance statement on pages 76 to 85.
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Operational efficiency and effectiveness

We have a continuing programme of investment in digital technology and services to improve the
efficiency of our case processing and customer relationship management, and to prepare for an
increased uptake of our products and services.

The 2015 Spending Review committed us to cost savings of 15% by 2020, but these can be
reinvested to support measures to transform the business and drive efficiency. These transformative
measures are:

e Technology change, to improve the reliability, scalability and capability of our IT systems,
including the exploitation of Management Information (Ml) and a move towards a ‘digital-by-
default’ approach, and to reduce operational risk

e Service redesign, including improvements to product access for customers and processing by
UKEF

e Organisation and workforce change, including introducing a new operating model for UKEF’s
Business Group to achieve more efficient use of our talent across sectors and products right
through the cycle, and the introduction of an enhanced business development function

Progress on implementing these changes is reported on page 39.

The year ahead

As we enter 2018-19, the second year of our three-year business planning cycle, our focus is simple:
on our customers, both new and established.

Growing our business

As a core GREAT campaign partner, and following the establishment of an enhanced business
development, marketing and commmunications function, we will develop our relationships with our
customers in the UK and around the world to drive business volumes and value.

In 2018-19, we will:
e | aunch a UK and international marketing campaign under the GREAT umbrella to connect
with new customers and increase understanding of UKEF support
e Develop and roll out more widely our supplier fair programme to maximise the benefits
of UKEF support for the UK supply chain

Enhancing our products

Building on the enhancements delivered this year to our trade finance and Overseas Investment
Insurance products, our Business Plan commits us to a continuing evolution of our products in line
with market intelligence and industry best practice.

In 2018-19, we will:
e Complete a comprehensive review of all of our products, working with a wide range of
stakeholders, to identify improvements to help us use them more effectively and flexibly
e Continue to identify new product opportunities to take full advantage of UKEF’s statutory powers
in support of UK exports while protecting taxpayers’ interests
e Introduce new and revised products to deliver what our customers need

Improving our digital services
Developing digital services to meet our customers’ and staff’s needs is a core priority for UKEF,
improving our operational effectiveness and transforming our users’ experience.

In 2018-19, we will:
e Continue to develop our digital services including our web presence and tools to improve user
experience and support business development
e Further improve UKEF’s data, systems and processes to support robust, transparent and
efficient decision making and reporting
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A great place to work
Our ambition is to have the most engaged workforce in the Civil Service, continuing to improve our employee engagement,
build a diverse workforce and help our staff develop their careers.

In 2018-19, we will:
e Build on recent successes to diversify our workforce including meeting the targets set out in the Women in Finance
Charter
e Embed the operating model we put in place following our transformation programme, supporting staff with a unique
and comprehensive learning and development offer

UKEF message house

UKEF’s message house sets out the vision, mission, strategy and priorities of our Business Plan, as well as the spirit
and values with which we will achieve these:

To be the best ECA

Vision
Agile and Competitive Customer service A great place
Strategy adaptable offering and awareness to work

Performance Efficiency Competence Teamwork Brand
Broader and Continuously Develop our Generously Build our
deeper delivery of improve the way talent and collaborate with reputation and
our mission we work leadership stakeholders stakeholder

capability awareness

Expert Engaged and inclusive Enterprising

| am content that this, and the performance reports that follow, are a fair and balanced account of our performance
in the year.

Louis Taylor
Chief Executive and Accounting Officer
12 June 2018
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Performance overview

Financial overview - 5 year summary

2017-18 2016-17 2015-16 2014-15 2013-14
£m £m £m £m £m
Business supported 2,530 2,966 1,793 2,730 2,272
Premium income 108 102 73 104 120
Claims paid 2 8 5 6 13
Net operating income o 149 106 129 50
Non-financial indicators - 5 year summary
2017-18 2016-17 2015-16 2014-15 2013-14
Total exporters supported, of which: 191 221 279 226 130
direct support under a UKEF product 145 148 176 160 130
private market assist 45 71 100 66  not recorded
direct support and private market assist 1 2 S 0  not recorded
Facilities issued 580 483 593 588 619
Introductions to other sources of support 1,328 2,267 1,778 1,339  not recorded

4 The fall in net operating income was largely due to foreign exchange losses in 2017-18. See page 60 for further detail.
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Financial objectives

Objective and description

Results

Maximum commitment

This measure places a cap on the maximum amount of
nominal risk exposure (ie the total amount of taxpayers’
money that may be put at risk by UKEF).

Met

The highest recorded maximum exposure in the year was

£28.5 billion, against a notional maximum commitment
at the time of £61.6 billion (when adjusted for foreign
exchange movements).

Risk appetite limit

This limit places a constraint on UKEF’s appetite for risk
at the 99.1 percentile of UKEF’s estimated 10-year loss
distribution.

Met

UKEF’s 99.1 percentile of the 10-year loss distribution did

not exceed £1.4 billion against a maximum permissible
level of £5 billion.

Reserve index

This index ensures that UKEF has accumulated, over
time, sufficient revenue to cover possible losses, to a
77.5% level of confidence.

Met
The reserve index did not fall below 4.28 in the year,
against a target minimum of 1.00.

Pricing adequacy index

This index tests whether, over time, UKEF earns sufficient premium income to cover all its risk and operating costs.

It is measured over 3 different periods:

(i) past 2 years and present year.

Met
This index at 31 March 2018 was 1.51, against a target
minimum of 1.00.

(i) previous, present and next year.

Met
This index did not fall below 1.49, against a monthly
target minimum of 1.00.

(ili) present year and next 2 years.

Met
This index did not fall below 1.47, against a monthly
target minimum of 1.00.

Premium to risk ratio

This measure ensures that each year UKEF charges
enough premium to cover the cost of risk, together with
a sufficient margin to contribute a material amount to
administrative costs.

Met
This ratio did not fall below 2.33, against a target
minimum of 1.35.

Pages 40 to 59 set out more detail on these objectives.

Note: These financial objectives apply to business issued since 1991. There are no specific financial
objectives in respect of outstanding exposures on business supported before 1991 other than to
recover amounts due in respect of claims paid, in a manner that optimises the return to taxpayer,
while taking account of the government’s policy on debt forgiveness.



24 | UK Export Finance Annual Report and Accounts 2017-18

EFconomic snapshot

Global growth - a synchronised upswing with a note of caution

Global economic activity has remained robust, with both advanced and emerging markets continuing
to perform well. Global trade and investment have picked up, commodity prices are recovering,
business confidence has generally improved, financing conditions remain relatively attractive in the face
of subdued inflation and unemployment rates have fallen. In January, the IMF upgraded its forecasts
for world economic growth for the period up to 2019, describing the current situation as the ‘broadest
synchronised global growth upsurge since 2010.

Global economic activity
GDP growth (% change year-on-year)
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Source: IMF World Economic Outlook (WEQ) — April 2018

The US, already near full employment, is expected to exceed its potential growth rate fuelled by tax cuts and
other fiscal measures. Many of the euro area economies, especially Germany, Italy, and the Netherlands,
have seen strong momentum in domestic demand.

However, this positive picture should not disguise continued challenges for advanced economies, notably weak
productivity, ageing populations and the risk of governments adopting protectionist policies.

Emerging and developing markets - well-grounded growth

Output growth in emerging markets is expected to reach nearly 4.9% in 2018 compared with 4.8% in
2017. Commaodity exporters have fared particularly well as metals and oil prices have averaged over 20%
higher in 2017 compared to 2016.

Asia contributes around half of global growth, with Asian emerging markets continuing to register strong
growth at around 6.5%. The modest slowdown in China (6.9% in 2017 to 6.6% forecast for 2018) is linked
in part to its rebalancing policy of transitioning from investment to services and private consumption as well
as slowing credit expansion. Asia’s economic prospects could be significantly impacted by US tariffs as
many of the goods concerned involve supply chains that stretch across the region, particularly Vietnam,
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Malaysia and the Philippines. As export-led economies, a potential escalation of trade tensions represents the most significant near-
term risk for the region. With a relatively closed economy India’s growth (6.7% in 2017 to 7.4% forecast for 2018) is more insulated.

In Latin America and the Caribbean, the recovery in growth (from 1.3% in 2017 to 2.0% forecast for 2018 and 2.8% for
2019) primarily reflects an improved outlook for Mexico (benefiting from stronger US demand) and recovery in Brazil. Despite
improving commaodity prices, Venezuela continues to struggle on the back of falling oil production.

Growth in the Middle East and North Africa is also expected to pick up in 2018 (3.2%) and 2019 (3.6%), from 2.2% in 2017,
as higher oil prices spur a recovery in domestic demand, including in the region’s dominant economy, Saudi Arabia.
Geopolitical and regional tensions remain risk factors that could interrupt the oil-led recovery.

Sub-Saharan Africa growth (from 2.8% in 2017 to 3.4% forecast for 2018 and 3.7% for 2019) reflects Nigeria’s recovery from
recession and South Africa’s expected upturn in the wake of a return of confidence and investment following the smooth
transfer of presidential power.

Overall, this is an encouraging outlook for the world economy, particularly for emerging markets — UKEF’s primary focus —
and indicates a positive outlook for the Department’s business.

[t remains important to maintain vigilance; the IMF warns that ‘the overarching risk [to economic growth] is complacency.” While
growth looks generally well grounded, leverage remains extremely high. According to the IMF, total global public and private debt
has reached an all-time high of $164 trillion — up 40% on its 2007 level. At the same time concerns over potential asset bubbles
—the S&P 500 has risen over 1560% since 2009 - the prospect of higher interest rates and tighter financing conditions, allied to
limited fiscal space to counter a downturn or economic shocks, also need to be borne in mind looking forward.

Commodity prices - oil price upturn

The agreement between members of the Organization of the Petroleum Exporting Countries (OPEC) and key non-cartel oil
producers to constrain production, implemented in January 2017 and further extended to the end of 2018, has seen oil prices
rebound. In addition, the US’ withdrawal from the Joint Comprehensive Plan of Action with Iran added further pressure to
prices, which increased to around US$80 a barrel in May 2018. OPEC and non-OPEC production cuts and demand growth
are leading to the long-awaited rebalancing of the market. However, OPEC faces a tricky exit from cuts next year at a time of
resurgent US shale production, which looks likely to make the US the largest oil producer in the world by 2020.

While market fundamentals will continue to drive oil prices, geopoalitical factors raise the risk of instability and supply
disruptions. Indeed, the poalitical risk premium in oil prices will feature more prominently as lower OECD oil inventories
will be less able to alleviate supply shocks.

Oil prices
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Metal prices, as measured by the London Metal Exchange Index (LMEX), rose through 2017 in tandem with the global upswing,
coupled with demand from the proposed $1 trillion infrastructure spending programme in the US. The LMEX dropped following
the announcement of tariffs, which have the potential to dent global demand. On the other hand, the expectation of increased
infrastructure investment in the US alongside the global economic uptick could help to boost prices further.

Gold prices have recorded significant gains; as a safe-haven asset, prices tend to move in line with volatility expectations,
and reflect geopolitical tensions and financial market uncertainty.

Metals

(Index 1994=1000) (US$/t 0z)
4000 2000
3600 1800

8200 /\'Av‘ \/\/\/\/\/// 1000
2800 \V/\ /\ /\/ 1400

X S A AN
2400 AN VW AN 1200

2000 1000
Jan 13 June 13 Jan 14 June 14 Jan 15 June 15 Jan 16 June 16 Jan 17 June 17 Jan 18

— Metals (L1) — Gold (R1)

Financial markets conditions

Global financial markets continue to perform well, bolstered by expanding economic activity in an environment of low inflation
and still-accommodative monetary policy from key central banks which is perpetuating the search for yield. Aimost all assets

are posting strong gains, with equity markets recently hitting record highs, and corporate bond yields still at relatively low levels.
However, with the US Federal Reserve in tightening mode and the European Central Bank (ECB) possibly looking to end its asset
purchase programme in the near term, liquidity is becoming constrained with consequential impact on pricing.

Highlighting the improving outlook for emerging markets, the J.P. Morgan Emerging Market Bond Index Plus (EMBI+) (which
measures the performance of international government bonds issued by emerging market countries) continued rising through
2017. However, more recently, the spread has started to increase due to economic uncertainty in some emerging markets, such
as Argentina and Turkey.

Emerging Market Bond Index Plus (EMBI+)
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US moves to normalise monetary policy have raised concerns over a potential reversal of capital flows from emerging
markets if policy interest rates move up sharply and substantially. However, clear and timely communication from the central
banks of advanced economies have so far helped to minimise uncertainty.

The Chicago Board Options Exchange Volatility Index (VIX), a popular measure of the stock market’s perception of future
volatility, remained on a downward trend in 2017, although it has since risen due to concerns about protectionist policies.
The absolute value as well as the trajectory of the index can be used as one gauge of investors’ risk expectations.

Chicago Board Options Exchange Volatility Index (VIX)
(Index)
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UK economy

The UK economy grew by 1.8% in 2017, slightly higher than the 1.7% estimated in the IMF's January 2018 World Economic
Outlook (WEQ). Although the IMF anticipates moderate weakening in 2018 (1.6%) and 2019 (1.5%), unemployment remains low
(below 4.5%) and the pound generally appreciated over 2017. The depreciation of the dollar has been a major factor in this.

UKEF stands ready to support the UK corporate sector, particularly smaller companies, through trade finance products
such as working capital and bond support. These products can help exporters to exploit fully the opportunities available
to them, especially where uncertainty is limiting credit availability.

Outlook for 2018-19

The outlook for the global economy remains broadly positive, although a number of downside risks persist including
protectionist policies.

Rising global activity is likely to be a positive spur to UK exports and in turn support UKEF’s business volumes. Global
infrastructure requirements remain significant and export credit agencies will be required to play a significant role in
supporting long-term financing to address funding gaps, especially where private sector provision may be lacking owing to
rising uncertainty and/or new international banking regulations. There continues to be an important role for UKEF to help
companies seize export opportunities worldwide by deploying its capital and funding capacity.
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How we operate

UKEF’s statutory purpose is to support UK exports and overseas investments.
We do so principally by providing:

e guarantees to banks and investors in the debt capital markets in respect of medium- to long-
term loans to overseas buyers who purchase goods and services from UK exporters

¢ lending directly to overseas buyers who purchase goods and services from UK exporters

e guarantees to banks to support working capital financing and the raising of contract bonds
on behalf of exporters

e trade credit insurance to exporters against the risks of non-payment for amounts owed under
export contracts

e political risk insurance for investments made overseas

UKEF supports exports of all types of goods, services and intangibles, and can help businesses
of all sizes that seek protection from the financial risks of exporting.

In doing this, our role is to complement the private market: we seek to support exports that might
otherwise not happen, thereby supporting UK exporters and their supply chains. The space in which
we operate is largely determined by the willingness and capacity of the private market to assume
financial risks in support of exports at any given time. We are also bound by EU restrictions on
member governments supporting short-term export credit insurance for exports to EU countries
(currently excluding Greece) and rich Organisation for Economic Co-Operation and Development
(OECD) countries (for example, the US).

The financial liabilities we assume when supporting exports involve a transfer of risk from the private to
public sector. Direct lending involves upfront public expenditure (repayable over time) while other financial
liabilities represent contingent public expenditure — that is, taxpayer funding is required only in the event
of claims being made on insurance policies or guarantees provided to banks. When claims are made,
we instigate appropriate recovery action on a case-by-case basis or, where there is a sovereign default,
through the Paris Club of official creditors to recoup the relevant payments.

UKEF operates under the consent of HM Treasury, which sets financial objectives that we must achieve.
These, and the credit risk and pricing policies we operate to meet them, are set out on pages 40 to 59.

We also operate under international (principally OECD) agreements that seek to create a ‘level playing field’
by setting terms under which export credit agencies can support exports. However, not all export credit
agencies are party to these international agreements and competition for UK exporters is increasingly from
non-OECD countries whose export credit agencies are not bound by these agreements.

Principles applied by UKEF
On individual cases, we aim to:

e provide a quality of service that is proactive, flexible and efficient, with a focus on solution
and innovation

e take account of factors beyond the purely financial, and of relevant government policies
in respect of environmental, social and human rights risks, debt sustainability, and bribery
and corruption
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Generally, we aim to:

e publish guidance for applicants on the processes and factors we take into account in considering
applications

e achieve fairer competition by seeking to establish a ‘level playing field’ internationally
through obtaining multilateral agreements in export credit policies and practices

e recover the maximum amount of debt in respect of claims paid, taking account of the
government’s policy on debt forgiveness

e abide by such codes of practice and guidelines on consultation as may be published
by the government from time to time

® be a great place to work, recruiting, developing and retaining the people we need to achieve
our Business Plan objectives

Our export solutions

Our support for UK exports can be categorised as long-term (export credit) and short-term support
(trade finance).

Export credit support typically covers exports of capital/semi-capital goods and related services,

for example large projects or high value machinery. Due to the high values involved (normally £5 million
to more than £1 billion), overseas buyers frequently require loans (usually repayable over 5-10 years,
or longer) to finance the purchase of such supplies from UK exporters. We provide support under our
finance products (such as buyer credit guarantees) to banks that provide export credit loans, thereby
covering the risk of default by borrowers. Alternatively, we can lend to buyers directly.

Trade finance support typically covers consumer or intermediate goods and services, for example,
consumer durables or light manufactured goods. These goods are typically sold on short credit terms (up to
1 year), which exposes exporters to (a) risk of non-payment, and/or (b) the need to finance working capital
(pre-shipment financing) and the credit period (post-shipment financing). We have products designed to
meet these challenges which are available to exporters and in some cases to their direct suppliers.

Export solutions

5 B Export credit solutions ® Providing guarantees to banks on the e Buyer credit facility .

g g Supporting finance for loans they give to overseas buyers to e Supplier credit facility g I
.l overseas buyers of UK exports purchase goods and services from e Direct lending % §
g the UK e Lines of credit >5
5 '; ¢ Direct lending to overseas buyers so e Export refinancing g 5
> ~ that they have the funds to purchase facility o=c
o= : =

S goods and services from the UK

% [l Trade finance solutions ® Reducing or removing the risk of e Export insurance

[l : : -~ Q
I Supporting UK exporters non-payment by overseas buyers * Bond insurance gE
£ ;‘ ® Helping to support a bond required * Bond support © %
E g under the terms of a contract o | etter of credit z z
5 S e Supporting working capital ® Export working capital g 2
52 52
c o L
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Investment

Access to UK Export Finance’s products and services can provide an incentive for companies to base
their international business in UK, supporting foreign direct investment (FDI) into the UK.

We can also support overseas direct investment by insuring UK investors’ overseas projects against certain
political risks, helping to secure inward flows of dividends and gains to UK frontline overseas investments.
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Our support for exports

Businesses supported

Exporters supported 191
Value of support provided £2.5 billion
Destination countries 76
Largest single facility £271 million (buyer credit) Gordon Wesh
Smallest case £1,565 (bond support) gﬁzgisr's Group
Most popular product Bond support (67 companies)
Highest value product Buyer credit (£1.3 billion)
Making trade finance more accessible
UKEF’s short-term trade finance support allows exporters to access finance from their banks to support
export activity where otherwise they may not be able to. In many cases, this will be the critical factor that
allows an exporter to fulfil their contract.
Support is available in the form of guarantees under our bond support and export working capital
support schemes. We also provide insurance for exporters, principally against the risk of non-payment,
where the commercial market cannot provide cover.
Export insurance: top 10 markets by value in 2017-18
ﬂ Venezuela
9 Bangladesh
5 9 Nigeria
#7 O Greece
< 6 Belarus
48 O ranama
% ¥ e Ukraine
10 5
] e Lebanon
8 * ' © ~bu Dhabi
3 @ Pakistan
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In 2017-18, UKEF supported contracts worth £466 million through our trade finance and insurance
products, as well as helping 46 companies obtain the finance or insurance they needed from private
providers.

Since 2011, when our trade finance products were introduced, we have supported £4.1 billion in
export contracts.

This financial year, we delivered two important innovations to improve businesses’ access to trade
finance:

e QOur new bank partnership delivery model
e Widened eligibility for direct suppliers to exporters

Bank delivery model
In October 2017, UKEF launched its new partnership with banks to streamline the process for
providing UKEF-backed trade finance support to smaller customers.

Within pre-determined eligibility criteria and for support up to £2 million per counterparty, companies
can now access our bond and export working capital support directly from their banks, without the
need to apply to UKEF separately.

These products are now delivered through a trade finance digital service that the exporter’s bank can use.

In this first phase, the participating banks are Barclays, HSBC, Lloyds/Bank of Scotland, RBS/
NatWest/Ulster Bank and Santander.

This new partnership is an important way in which we can make our trade finance more accessible
and its delivery more efficient — a central commitment in UKEF’s Business Plan.

Supporting companies in exporters’ supply chains

At the same time, UKEF expanded eligibility for some of its trade finance products, allowing UK
companies supplying goods and services to an exporter to access UKEF guarantees on working
capital loans and contract bonds.

This means that companies in the supply chain can now access support from UKEF through their
banks for the first time, helping them to become part of major export contracts and spreading the
benefits of trade to smaller companies — another of our Business Plan commitments.

Overseas investment insurance: supporting business to invest aboard

In October 2017, UKEF launched an enhanced overseas investment insurance (Oll) policy, as we
committed to do in our Business Plan. This improved product gives UK businesses access to
improved long-term cover against a wider set of risks on their overseas investments, for example
terrorism.

Our product has been designed to offer support where the private insurance market doesn’t have
the capacity to provide political risk cover on normal terms, for example, where the private sector has
reached country and sector exposure limits, or cannot provide cover for very long-term projects.
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Export credits: helping UK businesses compete successfully in the global
market place

Export credit business supported (medium/long-term) 2017-18

UKEF maximum

Sector liability, £m
@ Aerospace 1,053

Civil - direct loans 666
@ Civil - guarantees 556
@ Defence 167

7%

Export credit support is when UKEF guarantees commercial finance or provides a loan used
to purchase goods and services from the UK.

Interest in UKEF’s guarantee and direct lending products remains high due to:

¢ reduced risk appetite and lending capacity for longer tenors among banks
e other governments’ budgetary constraints due to low commodity prices
and ambitious infrastructure investment

Sector support

Civil, infrastructure and energy

Construction and energy continue to be significant sectors for UKEF; these projects formed 94%
of exposure across deals transacted in the civil, infrastructure and energy area for 2017-18 when
measured by maximum liability. Construction in particular has risen as a proportion of our portfolio.

UKEF guaranteed
a £375,000

loan to support
Midlands-based
Garrandale’s export
contract providing
train maintenance
equipment to the
Sydney Metro
Northwest project




Performance | 33

Three landmark transactions showed the role UKEF is playing to support international demand for UK
transport infrastructure expertise.

The first was buyer credit support for a 1 billion Mexican peso loan for the export of 90 low-emission
red double-decker buses made by Alexander Dennis for Mexico City’s Bus Rapid Transit network —
the first Mexican peso transaction we have supported under our expanded local currency financing
offering.

Dr Liam Fox,
Secretary of State
for International
Trade, alongside an
Alexander Dennis
bus on Mexico City’s
Paseo de la Reforma

We also provided a direct loan of €270m to support a Colas UK contract to build a runway and
associated facilities for a new international airport at Kabaale in Uganda. This was UKEF’s largest
direct loan to a sub-Saharan African government and represents a major breakthrough in a priority
region.

In Ghana, we are supporting the expansion of Kumasi Airport, improving transport links to Ghana’s
second city to encourage trade and tourism. We have provided a €65 million buyer credit to finance a
contract with Contracta UK and more than 20 UK sub-contractors.

Geographically the UAE accounted for over half of civil, infrastructure and energy transactions by
maximum liability for 2017-18.

Major transactions included support for several construction projects in the UAE, for example $220
million in support for the construction of the Dubai Arena, a state-of-the-art 17,000-seat multipurpose
entertainment venue which Kier has designed and built.

There has also been significant activity in other key priority markets, for example Irag. Here, we have
supported several power projects, helping the Government of Iraq to deliver critical post-conflict
infrastructure development.

A developing trend is the increase in trans