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CHAIRMAN'S OVERVIEW

EXPERTISE. APPLIED.

Aldermore is a new name in British Banking.

The Governor of the Bank of England recently recognised that, despite improved credit conditions, the large banks continue to
have negative net lending, and that people running small and medium sized businesses are under great pressure. So when | was
invited to take on the role of Chairman of Aldermore Bank, | was pleased to be associated with a dynamic new name in British
Banking, where a small well capitalised bank, with excelient liguidity and a total absence of the prablems of the large incumbents,
would be able to lend to smali and medium sized businesses and homsawners, and be involved in helping UK plc get back on its

feet.

[ am delighied to tell you that after four months in the role, | befieve this is the reality of what we have in Aldermore.

The Bank manages to principles which underpin everything we do:

¢« We adhere fo our chosen service fines by offering real expertise and value in niches,
e We adopt oulstanding and reliable Risk Management and Governance precedures.

e We recruit exceptional Banking professionals, and seasoned non-executive directors,
«  We will always remain properly capitalised.

¢ We strive {o be efficient, straightforward, expert and dynamic.

in 2010, in a transformational year, the Bank has again demonstrated its commitment to these principles:

In our Mortgages Division, a Residential Mortgage business has been built from scratch and launched in May, offering home
loans to credit worthy customers, increasingly focused on niches which the large established mortgage providers are ignoering; for
example first time buyers, the armed forces and other key workers. The Bank has also established a strong presence in the buy-

io-let market.

The Commercial Mortgage business continues its resurgence, and deservedly won industry awards — both as the “Best
Commercial Lendar in 20107, and “Best Specialist Lender 2010”. it is developing very attractive propositions for the professional
Residential Investment segment, with bespoke, expert underwriting skills applied to the mainstream commercial segments. The
business is also providing desperately needed capital finance to SMEs to be able to purchase their own {rading premises.

Withinn our Commercial Finance Division, the most mature business in the Bank, Invoice Finance, has flourished under
Aldermore's ownership. [t is a highly service-led business, which operates at the heart of the business communities up and down
the country. The Invoice Finance business offers significant sector expertise to a vast array of businesses inchuding those
operating in manufacturing, precision engineering and road haulage and was recently commended as “Best Factoring and Invoice
Discounting Provider” in the Business Moneyfacts Awards.

The Asset Finance business has also been building scale and strength in its leasing products, using its highfy skilled underwriters
to tailor deals for SMEs. We are now building out in a number of industry sectors, with highly expert staff tailoring solutions to
Materiais Handling, Construction and Professionals, as weil as a successful Broker Based SME business. The integration of
praduct offerings between Asset Finance, invoice Finance, and Commercial Mortgages, is fiourishing and new customers have
already besn secured by delivering a combination of all three products. Aldermore is the answer to many business problems,

where we are seen as real industry experts, with a product set to match.
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The Deposits businass continues to leverage our highly-automated servicing platform te defiver a consistently good return for the
UK saver. Compstitive interest rates and simple and transparent products, backed by our friendly and efficient customer service,
have proved a winning combination in growing the business. Indeed, our customer refention has hesn high and feedback
overwhelmingly positive so it was no surprise that we were Highly Commended as "Fixed Rate Account Provider” in the 2010
Moneyfacts Awards and that we won the Moneyfacts “Best 1SA Provider 2011" award, as voted by consumers. Al of this is
clearly an extraordinary achievement for a "new” Bank.

Being regulated by the UK Financial Services Authority, Aldermore’s depositors benefit from the Financial Services
Compensation Scheme which guarantees deposits up o £85,000. But it is clear that what is really bringing deposit customers to
the Bank is good value for money, and straightforward uncomplicated products. The customer feedback has been fantastic on a
sarvice which allows customers to deal with us in a way which suits them. Also our ne-nonsense products, with no hidden terms

or conditicns, have heen a huge success.

And whilst the Financial Services Compensation Scheme is of real reassurance to many of our customers, it is of course the
directors' mission to ensure it is never required. The Board diligently manages the business of the Bank, applying sophisticated
techniques and standards, despite our size. We continue to lend within our risk appetite, and loan portfolios continue to perform
better than our expectations.

Indeed, when it comes to regulation, we have adopted a number of principles which the larger banks are asked to implement —
notably in the area of compensation where all employees with variable compensation have risk metrics attached to their
performance objectives and those very few employees with variable pay in excess of 33% of their compensation have part of their

compensation deferred over several years.

All of the Executive Management and some other senior staff have their compensation substantially tied to the long term fortunes
of the bank, and thus are incentivized to make sure that they are prepared to live with the consequences of decisions they make
now, well into the future. This helps underpin a risk management culture at the most senior level of the bank, which provides the
ultimate protection to our depositors.

The Roard has been further strengthened in 2011 with the addition of Jayne Almond as a non-executive director. With Jayne's
experience of retail banking, we now have experienced high quality non-executive directors reflecting all of our business lines, to

provide both challenge and support to the Board.

Under the leadership of Phillip Monks, 2010 has been a year of significant achievement, driving the balance sheet to over £750m.
These accounts demonstrate success in building up our business, but stifl only provide a glimpse of the true capability and
ambition of the Bank. The sustainability of the Bank is never far from our minds, and manifests itself in a number of ways:

s  Our technology platform is state of the art, delivering great customer service but also cost efficiency which allows us to
deliver keen pricing to customers.

« We are building a digital banking platform which allows customers to find us, talk to us, and transact with us.

o We vaiue service and expertise because we know cur customers want it.

« We do not have the legacy issues of the large banks - no toxic assets, no old inflexible systems, no outdated sales
practices, and no pricing structures which prevent us from offering both existing and new customers the best deals in the
market.

«  QOur business is truly being built with sustainability at its core.
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Finally, | turn to the most important ingredient of our success — the people who work for us and who are experts in their field. This
team of experienced executives, managers and staff brings expertise, strategic vision and a sirong risk management ethic which
prevails throughout the DNA of Aldermore. |t is also very satisfying to be creating many new jobs, as we continue to build the
skills and capability which wili allow the Bank to continue to grow safely in the future,

Aldermore may be a new g itish Bankjrg tdday, but it will be a great name in British Banking in years to come.

&7 David Arculus
Chairman
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DIRECTORS’ REPORT

For the year ended 31 December 2010,

Financial Statemenis
The Directors present their report and the financial statements of Aldermore Bank PLC (‘Aldermore’) for the year ended 31

December 2010,

Capital injections

AC Acquisitions Limited is the ultimate holding company of the group containing Aldermore. During 2010 capital injections were
made by AnaCap Financial Partners L.P., AnaCap Financial Partners [I L.P. and AnaCap Derby Co-Investment (No. 1) L.P. During
the year ended 31 December 2010 a totai of £48. 3million was invested in Aldermore by AC Acquisitions Limited via subscription
of equity share capital in the intermediate holding company Aldermore Holdings Ltd which in turn invested in equity share capital

of Aldermaore.

On 21 February 2011 AnaCap Financial Partners L.P., AnaCap Financial Partners Hl L.P. and AnaCap Derby Co-lnvestment (No.
1) L.P. invested a further £16.4m in the ulimate parent AC Acquisitions Limited. This in turn has been invested in Aldermore Bank

PLC via a subscription of ordinary share capital.

At the balance sheet date, the Bank has included in "prepayments and accrued income” £1.0m spent on external fees in relation
to costs incurred in 2010 as part of a capital raising exercise, which began in September 2010. The process invoived appointing
external advisors to manage the capital raising process to conciusion. Al directly incremental costs to issuing the capital would
normally be debited to share premiurm when the capital is raised, but the process has yet to conclude. Based on the strong
interest in investing in the Bank, and the advanced stages which the process has got to, the directors are of the opinion that the
Bank will be successful in raising further capital and will at that time transfer these incremental costs to share premium against

the capital raised. The process is expected to conciude in the first half of 2011.

Principal Activities and Business Review

Aldermore is authorized to accept deposits under the Financial Services & Markets Act 2000 and the principal activities of
Aldermore during 2010 were the provision of banking and related services. The strategic objective of Aldermore is to be a
nrovider of secured financial products to the SME and residential mortgage markets, funded by capital and retaii depasils.

The operating loss before taxation for the year ended 31 December 2010 was £8.8m. The loss is a direct resuft of significant
investment across the business in infrastructure, systems and recruitment to enable future growth and scale to be achieved. The
number of employees at 31 December 2010 was 377, a significant increase on 31 December 2009 of 258.

Tier 4 and 2 capitat at 31 December 2010 was £85m. The barnk had a capital adequacy ratio of 116.4%

On 2 March 2010 Aldermore acquired the assets and employees of Heritable Asset Finance for £23m. On the 30 June 2010
Aldermore Bank PLC acquired a residential mortgage porifolio from Merrill Lynch International Bank Limited for £24.9m,

Liquidity
Year-end cash and government bills totaled £219.2m glving a liquidity ratio (Cash divided by Deposit balances) of 34.5%.
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DIRECTORS' REPORT (continued)
Investment in the Business Systems and Support Structure

Fixed asset additions in the year of £2.9m were mainly focused on new [T systems and infrastructure. This investment is ongoing
and the business is forecast to spend over £4m during 20%1 on enharncing the technology infrastructure further.

Commercial Finance Division
Asset Finance - During 2010, Aldermore grew its asset finance business through origination of leases to the public sector,
professions, corporate and SME sectors. At present Aldermore sources new business from specialist brokers, but plans to seek

vendor partnerships to help diversify distribution.

Invoice Finance - Aldermore provides working capital finance, with the principal preduct lines being invoice discounting and
factoring products to UK SMEs.

Mortgages Division

Commercial Mortgages - Aldermore is now an established UK SME commercial mortgage lender offering specialist products and
solutions via intermediaries. Aldermore has a conservative approach io underwriting commercial properly loans, fimiting
underwriting to select customers with good credit quality and interest cover. Lending is first charge, iow LTV, primarily against
commercialindustriai premises, professionally managed residential buy to let, and retail premises.

Residential Mortgages — the Bank faunched this new business in May 2010, using intermediary distsibution, conservatively
underwriting loans against owner occupied and buy to let properties, with low LTVs. Customers have good credit ratings and
interest cover characteristics and the business is underpinned by a high quality technology platform.

Property Development and Bridging Finance - The Bank has decided to cease this type of lending in 2010 due tfo the cperation

being sub-scale. No further business is being written. Existing facilities have continued to draw down and the overall porifolic will

begin to run off later in 2011,

Summary of lending asset values by Division

Division As at 31 December 2010 As at 31 December 2609 Net Change
£000 £006 £°000
Commercial Finance 169,197 101,887 67,310
Mortgages 305,755 58,687 247,088
Total 474,952 160,574 314,378
Other Assets

Aldermore has a small porifolio of asset backed secuwrities. These investments are in AAA rated bonds secured on UK originated
assets. All investments are in Sterling; no foreign currency bonds were bought. As at 31 December 2010 the book value of these
investments was £35.8m. The portfolio has a significant fevel of credit enhancement, providing substantial principal protection

against losses.
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DIRECTORS' REPORT {continued)

Customer Deposits

The primary source of funding for Aldermore is from retail deposits. Retall deposit products are offered to the general public via the
internet, post, and telephone, The recent growth in asseis has been funded through the deposits base. Deposit balances have
increased from £229.6m at 31 December 2009 {o £634m at 31 December 2010.

Going Concemn

As referred to in Note 1{b), the Directors have made a full assessment of the current state of the batance sheet of Aldermore and the
longer term strategy of the business. Capital and liquidity plans have been reviewed and subject to stressed assumptions. Although
loss making during the year ended 31 December 2010, the Directors believe that Aldermore has sufficient resources, both actual and
committed, to continue lending and deposit taking throughout 2011 and to continue its expansion. Aldermore has firm backing from
its investors to enable it fo maintain the regulatory capitai requirements as set out by the Financial Services Authority, and strong

interest in contributing further capital continues o be shown by poterttial new investors.

Aldermore is forecasting to become profit making in the second half of 2011,

Principal Risks and Uncertainties

A core chiective for Aldermore is the effective management of risk. Given the nature of the activities undertaken, the principal
risks faced are gredit risk, market risk, liquidity risk, interest rate risk and operational risk. Each risk has a detailed documented
policy and is overseen by a robust governance process including regular and detailed management information. Aldermore has a
Chief Risk Officer who is responsible for ensuring each risk is adequately monitered, managed and mitigated. A detailed analysis
of ail key risks has been documented in the Internal Capital Adequacy Assessment Process repert, recently approved by the
Board.

The Board has ultimate responsibility for setting the firm's strategy, risk appetite and control framework and key risks are
reviewed at the monthly board meeting.

Aldermore has an Audit & Risk Commitiee which meets on a quarterly basis. The Commitiee monitors and considers the internal
control environment focusing on operational risks, internal and external audits and compliance matters.

Credit Risk

Cradit risk is the risk of principal loss arising from defaults and losses in the event of default under mortgage, lease and loan
contracts, Credit risks are managed through the use of a detailed lending criteria, careful assessment and suitable product
structures, The business has credit policies for each line of business which defails the approach to lending. Each lending division
has a Risk Director who is responsible for managing credit risk within the business lines and there is a dedicated team within
each business which assesses credit risk. Group Risk has oversight of credit management and lending activities.

The Management Credit Committee is responsible for reviewing credit policy issues, such as provisioning and lending policies
and recommending these to the Board or Board Credit Committee. To monitor key performance areas and asset quality, the
Committee meets monthly and reviews credit management information, portfolic performance reports and provisioning analysis.
The Management Credit Commiitee is responsible for approving credit proposals that have been presented to it by the business
fines within its delegated authority.
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DIRECTORS' REPORT (continued)

The Board Credit Committea meets on a quarterly basis to agree policy issues, such as provisioning and lending policies which
have heen proposed by the Management Credit Committee. The Commitiee also reviews management information and carefully

monitors the pertfolic performance and lending environment,

Market Risk

Aldermore does not carry oui proprietary trading or hold any positions that would require to be marked to market, nor does it have
any intention in the foreseeable future. Any investments in assets or equily are not actively fraded.

interest Rate Risk

interest rate risk is the risk of loss through un-hedged or mismatched asset and liability positions sensitive tc changes in interest
rates. Where possible the Bank seeks to match the interest rate structure of assets with liabilities, or deposits, creating a natural
hedge. Where this is not possible Aldermore will enter into swap agreements to convert fixed interest rate liabilities into variable
rate liabilities, which are then matched with variable interest rate assets.

Liouidity Risk

Liguidity risk is the risk that Aldermore is not able to meet its financial obligations as they fall due, or can do so only at excessive
cost. Aldermore maintains a liquidity buffer of UK Government Treasury Bills, which is monitored on a regular basis to ensure
there are sufficient liquid assets at all times o cover cash flow imbalances and fluctuations in funding and to enable the Bank to
meet alt financial obligations and support the asset growth, The Asset & Liability Committee meets on a monthly basis to consider
market, interest rate and liquidity risks, and to ensure that the firm adheres to the interest rate risk and liquidity policies and
objectives set down by the Board. 1§ also has responsibility for ensuring that the policies that are implemented are adequate to

meet operational, prudential and regulatory requirements.

Operstional Risk

Operational risk is the risk of loss resulting from inadequate or failed internal processes, people and systems or from external
events. This risk includes [T, information security, project, outsourcing, tax, legal, fraud and compliance risks. Aldermore aims to
accept a low level of operational risk. Through the establishment and investment in sound systems, controls and audit functions,
the Bank minimises operational failures, The Operating Committee meets monthly to ensure that a quality and robust IT,
operations and compliance service are delivered at ali times and is capable of supporting the changing business requirements of
Aldermore. i has responsibility for monitoring all the key operational risks facing the organisation, including compliance and
operationai risks. As part of the Group Risk function, the bank has an Operational Risk Manager who has specific responsibility

for managing operalional risks.

Other Risks

To manage business, operational and regulatory risks, Aldermors has a sound risk management framework and governance
stsucture in place. Committees have been established to monitor operational performance, credit risk and also audit and risk
matters. The Compliance and Internal Audit depariments alse help to review and monitor operational and regulatory issues to
help ensure the Bank is operating in accordance with internal policies and procedures and provide assurance to the Board. The

Bank has a business continuity plan in place.

Further information on risk management is contained within note 33.
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DIRECTORS’ REPORT (continued)

Performance Analysis based on Key Performance indicators
The foliowing metrics represent the core key performance indicators for the Bank, comparatives are not shown due to the

material change in the business in the period:

Total Capital Adequacy Ratio at 31 December 2610 116.4%

Client Asset growth between 31 December 2009 and 31 December 2010 195% (£314.4m)
Retail Deposit growth between 31 December 2009 and 31 December 2010 176% (E405.1m)
Liguidity ratio at 31 December 2010 34.5%

Loss for year ended 31 December 2010 £8.8m

Resuits and Dividends
The results for the year are set out in the profit and loss account on page 15.

No dividends are paid or payable in respect of the year ended 31 December 2010 (year ended 31 December 2008: nif).

Payment Policy
It is Aldermore’s policy to pay suppliers as they fall due, in accordance with the negotiated terms of business. Aldermore had
trade creditors at 31 December 2010 of £1,562,000 {31 December 2009: £2,019,000). The trade creditor days figure was 35 at

31 December 2010.

Equal Opportunities for Disabled People
Aldermore is committed to ensuring that disabled people are afforded equality of opportunity in respect of entering and continuing
employment within the business. This includes all stages from recruitment and selection, terms and conditions of employment,

access to training and career development.

Staff Communication

Aldermore provides regular updates to all empleyees and in 2010 held a conference for all staff. The multi-media communication

framework continues fo evolve and staff meetings regularly take place.

10
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BIRECTORS’ REPORT (continued)

Directors
The Directors during the year ended {o 31 December 2010 were as follows:

Phillip Monks

Mark Stephens

Peter Canwright

Finlay McFadyen

John Cailender

Paut Myers

Stephen Barry

Sir David Arcuius (appointed 19 October 2010}
John Baines (appointed 12 October 2010}
lan Wilkins {appointed 12 November 2010)
JR Rhodes (resigned 20 April 2010)

Mark Molyneux {resigned 18 October 2010}

Certain Directors benefited from qualifying third party indemnity provisions in place during the year ended 31 December 2010 and
at the date of this report.

Political and Charitable Donations
Aldermore made no political or charitable donations in the year ended 31 December 2010 (period ended 31 December 2008: Nil).

11
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Statement of Director’'s responsibilities in respect of the Director's report and financial statements

The directors are responsible for preparing the Directors’ Report and the financial statements in accordance with applicable law

and regulations.

Company law requires the directors to prepare financial statements for each financial year. Under that law they have elected tc
nrepare the financial statements in accordance with UK Accounting Standards and applicabie law (UK Generally Accepted
Accounting Practice). Under company law the directors must not approve the financial statements unless they are satisfied that
they give a true and fair view of the state of affairs of the company and of the profit or loss of the company for that period. tn

preparing these financial statements, the directors are required to:

« Select suitable accounting policies and then apply them consistently;

- Make judgements and estimates that are reasonable and prudent;

» State whether applicable UK Accounting Standards have been followed, subject to any material departures disclosed
and explained in the financiat statements; and

» Prepare the financial statements on the going concern basis uniess it is inappropriate to presume that the company will

continue in business.

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain the company's
tfransactions and disclose with reasonable accuracy at any time the financial position of the company and enable them fo ensure
that the financial statements comply with the Companies Act 2008, They have general responsibility for taking such steps as are
reasonably open to them to safeguard the assets of the company and fo prevent and detect fraud and other irregularities.

The directors are responsible for the maintenarnice and integrity of the corporate and financial information included on the

company's website, Legislation in the UK governing the preparation and dissemination of financial statements may differ from
fegislation in other jurisdictions.

This report was approved by the Board on 20 April 2011 and was signed on iis behaH by:
M““\

CEOQ

12
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Independent Auditor's report to the members of Aldermore Bank PLC

We have audited the financial statements of Aldermore Bank PLC for the year ended 31 December 2010 set out on pages 1510 42,
The financial reporting framework that has been applied in their preparation is applicable law and UK Accounting Standards (UK

Generally Accepted Accounting Practice).

This report is made solely to the company's members, as a body, in accordance with Chapter 3 of Part 16 of the Companies Act
2008. Qur audit work has been underiaken so that we might state to the company's members those matters we are required to state
to them in an auditor's report and for no other purpose. To the fullest extent permitied by law, we do not accept or assume
responsibility to anyone other than the company and the company's members, as a body, for cur audit wark, for this report, or for the

opinions we have formed.

Respective responsibilities of directors and auditor

As explained more fully in the Directors' Responsibilifies Statement sef out on page 12, the direclors are responsible for the
preparation of the financial statemenis and for being satisfied that they give a true and fair view. Our responsibility is to audit, and
express an opinion on, the financial statements in accordance with applicable law and Infernational Standards on Auditing (UK and
Ireland). Those standards require us to comply with the Auditing Practices Board's (APB's) Ethical Standards for Auditors.

Scope of the audit of the financial statements

A description of the scope of an audit of financial sfatements is provided on the APB's website at

wwiw fre.ora.ukfapb/scopelprivate. cim.

Opinion on financial statements

in our opinion the financial statements:
. give a true and fair view of the state of the company’s affairs as at 31 December 2010 and of its loss for the year then ended;
« have been proparly prepared in accordance with UK Generally Accepted Accounting Praclice; and
« have been prepared in accordance with the requirements of the Companies Act 2006.

Opinion on other matter prescribed by the Companies Act 2006

In our opinion the information given in the Directors’ Report for the financial year for which the financial statements are prepared is

consistent with the financial statements.

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to report {o you if, in our

opinion:

. adequate accounting records have not been kept, or returns adequate for our audit have not been received from branches
not visited by us; or

. the financial statements are not in agreement with the accounting records and returns; or

. certain disciosures of directors' remuneration specified by law are not made; or

e we have not received ali the information and explanations we require for our audit.

13
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Independent Auditor's report to the members of Aldermore Bank PLC (continued)

Ji Eflacott (Senior Statutory Auditor}
For and on behalfl of KPMG Audit Pic, Statutory Audilor
Chartered Accountanis

i

1 The Embankment
Neville Street
Leeds

LSt 4DWY

20 April 2011

14
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Profit and loss account
For the year ended 31 December 2010

Notes

interest receivable 3
interest payable 4
Net interest income

Fees and commissions receivable 5
Fees and commissions payable 6
Other operating income 7
Operating income

Administrative expenses 11
Depreciation and amortisation 12
Provision for bad and doubtful debts 16
{ oss on ordinary activities before taxation 13
Taxation on loss on ordinary activities 14

L.oss on ordinary activities after taxation

The notes and information on pages 18 {o 42 form part of these financial statements

There are no recognised gains and losses other than the loss for the year.

15

Nine months

Year ended ended
31 December 31 December
2010 2009
£'000 £'000
24 474 5975
(12,497) (4,060)
11,977 1,815
12,264 1,446
(3,075) (192)
7.080 895
28,246 4 084
(34,295) (11,865)
{1,267) (459)
(1,480 (4,636)
{8,806) (12,8986)
- {82)
{8,808} (12,978)
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Balance Sheet
As at 31 December 2010

Assets:

Loans and advances to banks

Repayabie on demand

With agreed maturity dates or notice periods

L.oans and advances to customers
Asset backed securities

Tangible fixed assets

intangible assets

Other assets

Prepayments and accrued income

Total assels

Liabilities:

Customers accounts

Repayable on demand

With agreed maturity dates or notice periods

Other liabilities

Accruals and deferred income

Total Liabilities

Called up share capital
Share premium account
Profit and loss account

Equify shareholders’ funds

Tetal liabilities and equity shareholders’ funds

Memorandum items

Contingent abilities

Commitments

16

Notes

15
15

16
17
19
20
21
22

23
23

24
25

26
27
27

28

30
30

31 December

31 December

2010 2009
£'000 £'000
148,522 51,886
89,824 31,600
216,346 83,486
474,952 160,574
35,803 37,361
3,781 1,850
8,361 7.833
4,318 1173
5,771 2,542
752,332 294,719
25976 442
808,743 229,138
834,719 229,580
7,881 7,035
18,105 5,002
660,705 241,617
3,300 3.300
94,725 47,394
{6,398) 2,408
91,627 53,102
752,332 294,719
148,088 21,191
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These financial statements-were approved by the board of Directors on 20 Aprit 2611 and were signed on its behalf by:

& \\
]

-

Philfip Monks
CEO e

s
Registered Number: 00947662

The notes and information on pages 18 to 42 form part of the financial statements
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Motes to the Financial Statements

1 Accounting policies

a} Accounting basis

The financial statements are prepared under the historical cost convention and are in accordance with applicable United Kingdom
law, Accounting Standards (United Kingdom Generally Accepted Accounting Practice), and relevant British Banker's Association

and Finance and Leasing Association Statements of Recommended Practice, which have been applied consistently.

b} Going concermn

The financial statements have been prepared on a going concemn basis. The Directors believe that they have a reasonable
expectation that Aldermore has adequate resources to continue trade at current levels for the 12 months from the date these
financial statements are approved. Aldermore has a robust balance sheet, a strong platform for growth and is actively supported by
its investors. On this basis the Directors believe that it is appropriate to prepare the financial statements on a going concem basis.

¢) Finance leases and hire purchase agreements
Interest receivable from finance leases and hire purchase agreements is credited to the profit and loss account to give a constant
pericdic rate of return on the net cash investment.

nvestments in finance leases and hire purchase agreements are shown in the balance sheet as assets and represent the fotal

rentals receivable less the income allocated to future periods.

d) Loan agreements
Interest receivable from fixed profile loan agreements is credited to the profit and loss account to give a constant periodic rate of

returt on the net cash investment over the life of the loan agreement. Interest fram revolving foans is credited on an accrued basis.

Loan assels in the balance sheet represent the amount of total repayments receivable less the income allocated to future periods.

&) Invoice financing
Income comprises the fair value receivable for the provision of invoice financing services, net of value-added tax, and is

recognised as follows:

B Interest income

Aldermore charges its clients interest each day on the balance of their outstanding foan. This interest income is recognised
in the profit and loss account as it is added to the clients’ borrowings. interest recognition is normaily suspended once a

customers loan is impaired and/or three months or greater in arrears.
i) Fee and related income

Aldermore charges its clients a factoring fee for managing their sales ledgers. This fee is recognised on a straight line basis
over the period in which the ledger management service is provided. Other fee income, which includes disbursements, is
credited to the profit and loss account when the service has been provided or the disbursement expenditure incurred.

iiiy Other payables

Other payables primarily refate to a tability for cash receipts from non-debters, which are held on the company’s balance
sheet until the expiry of the six-year period during which the party making the receipt can seek reimbursement. Any
unclaimed receipts subseguent to the expiry date are recognised as income.

18
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Notes to the Financial Statements (continued)

1 Accounting policies (continued;)

f} Provisions for lcan losses

Provisions for finance agreements and loan losses are based on a year end appraisal of recoverability of all advances.

Specific provision is made against exposures which have been identified as bad or doubtful to reduce the carrying amount, including
interest in arrears. A discount is alsc applied to the estimated realisable value following a forced sale. Bad debts are written-off in

part or in whole when the extent of ioss has been confirmed and there is no realistic prospect of recovery.

A general provision has been applied to ioan balances not specifically provided for. Potential exposures are provided for against the
clean book based the expected losses of each relevant line of business. The losses are provided for as a percentage for of the loan

book. This percentage is reviewed and adjusted accordingly as experience and economic and market cenditions change.

g} Consofidation
Aldermore has taken advantage of the exemption, allowed under section 400 of the Companies Act 2006, not to prepare group
accounts as it is wholly owned subsidiary of Aldermore Bank Holdings Limited a company incorporated in England and Wales and is

inciuded in the consolidated accounts of the ultimate parent AC Acquisitions Limited.

f} Tangible fixed assels and depreciation
Tangible fixed assets, other than freehold land, are stated at cost less accumulated depreciation and any provision for impairment,
Depreciation is provided on all tangible fixed assets, other than equipment held for use in operating leases, at rates calcuiated to

write off the cost of each asset on a straight-iine basis over its expected useful life, as follows:

Fixtures, fittings and equipment - 5 years
Computers - 4 years
Motor vehicles - 5 years
Freehold buildings - 50 years

Equipment held for use in operating leases is written down to its estimated residual value on a straight-fine basis over the period of

the underlying lease agreement.

i) Fees and commissions recefvable and payable
Fees and commissions receivable and payable directly incremental to a ioan are amortised over the period of the loan to a
maximum of five years.

[} Rentals receivable under operating leases

Rental income from operating leases is recognised on a straight line basis over the lease term of the relevant lease.
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MNotes to the Financial Statements {continued)

1 Accounting policies (continued)

k} Foreign currencies
Transactions in foreign currencies are recorded using the rate of exchange ruling at the date of the transaction. Assets and liabilities
held at the balance sheet date are transiated into sterting at the exchange rates ruling at the balance sheet date. Exchange

differences are charged or credited to the profit and joss account,

1) Taxation
Corporate tax payable is provided on taxable profits at the current rate, as reduced by losses surrendered by group underiakings at

nil cost.

Deferred taxation is recognised in respect of all timing differences that have originated but not reversed at the balance sheet date
where fransactions or evenis that result in an obligation to pay more tax in the future or a right to pay fess tax in the future have
ocourred at the Balance Sheet date. Timing differences are differences between Aldermore's taxable profits and its results as stated
in the financial statements that arise from the inclusion of gains and losses in iax assessments in periods different from those in

which they are recognised in the financial staiements,

A net deferred tax asset is regarded as recoverable and therefore recognised only when, on the basis of ali available evidence, it can
be regarded as more likely than not there will be suitable taxable profits from which the future of the underlying timing differences can
be deducted. To date, no deferred tax asset has been recognised as there is insufficient certainty over the abiity to use the amounis

in the future.

Deferred tax is measured at the average tax rates that are expected to apply in the periods in which the timing differences are
expected to reverse based on tax rates and laws that have been enacted or substantially enacted by the Balance Sheet date.

Deferred tax is measured on a non-discounted basis.

m) Pension costs
The cost of providing retirement pensions is charged to the profit and loss account at the amount of the defined contributions payable
for each year. Differences between contributions payable and those actually paid are shown as accruals or prepayments. The

Company has no defined benefit pension schems.

n) Segmental information

In the opinion of the Directors, Aldermore has two main lines of business in a variety of geographical lecations within the UK. The

performance of the Mortgages and Commercial Finance divisions is shown in note 2.

o} Equily shares and assef backed secunfies

Shares and securities intended for use on a continuing basis in Aldermore's activities are classified as investment securities. Such

shares and securities are stated at cost less provision for any impairment in value,

Asset backed securities are investments held to maturity. Where they have been purchased at a discount the discount is accreted
in line with the capital payments received. A fair value review is undertaken periodically to ensure that the assets are shown at

their correct value. The amortisation of premium and discounts is included in interest income.
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Notes to the Financial Statements {continuad)

1 Accounting policies (continued)
B} Impainment of assels

The carrying amounts of the Group's assets are reviewed for impairment when events or changes in circumstances indicate that the
carrying amount of the fixed asset may not be recoverable. If any such indication exists, the asset's recoverable amount is estimated.

An impairment loss is recognised whenever the carrying amount of an asset or its income-generating unit exceeds s recoverable
amount. Impairment losses are recognised in the profit and loss account uniess it arises on a previously revalued fixed asset. An
impairment loss on a revalued fixed asset is recognised in the profit and loss account if it is caused by a clear consumption of
economic benefits. Otherwise impairmentis are recognised in the statement of total recognised gains and losses untit the camying

amount reaches the asset's depreciated historic cost.

Impairment losses recognised in respect of income-generating units are allocated first 1o reduce the carrying amount of any goodwilt
atlocated to income-generating units, then to any capitalised intangible asset and finally to the carrying amount of the tangible assets
in the unit on a pro rata or more appropriate basis. An income generating unit is the smallest identifiable group of assets that

generates income that is largely independent of the income streams from other assets or groups of assets.

Calcutation of recoverable amount

The tecoverable amount of fixed assets is the greater of their net realisable value and value in use. In assessing value in use, the
expected future cash flows are discounted to their present value using a pre-tax discount rate that reflects current market
assessments of the rate of return expected on an equally risky investment. For an asset that does not generate fargely independent

income streams, the recoverable amount is determined for the income-generating unit 1o which the asset belongs.
Reversals of impainment

An impairment loss is reversed on intangible assets and goodwill orly if subsequent external events reverse the effect of the criginal
event which caused the recognition of the impairment or the loss arose on an intangible asset with a readily asceriainable market
value and that market value has increased above the impaired carrying amount.  For other fixed asssts where the recoverable
amount increases as a result of a change in economic conditions or in the expected use of the asset then the resuliant reversal of
the impairment foss should be recognised in the current period.

An impairment loss is reversed only to the extent that the asset's carrying amount does not exceed the carrying amount that would
have baen determined, net of depreciation or amortisation, if no impairment loss had been recognised.

g) Goodwill

Goodwi!l arising on acquisiions prior fo 31 December 1997 was set off directly against reserves. Goodwill previously efiminated

against reserves has not been reinstated on implementation of FRS 10

Positive goodwill atising on acquisitions since 1 January 1998 is capitalised, classified as an asset on the balance sheet and
amortised on a straight line basis over its useful economic life up to a presumed maximum of 20 years. it is reviewed for impairment
at the end of the first full financiat year foliowing the acquisition and in other periods if events or changes in circumstances indicate

that the camying value may not be recoverable.

if a business is subsequently sold or closed, any goodwill arising on acquisition that was written off directly to reserves or that has not
been amortised through the profit and joss account is taken into account in determining the profit or loss on sale or closure.
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Notes to the Financial Statements (continued)

1 Accounting policies (continued)

1) Fair value adiustments on acquisifion

The fair vaiue adjustment arising on acguisition: is unwound in the profit and loss account withit interest receivable over the expected
remaining life of the instrument to which it relates. At each reporting date, an assessment is made as to whether there is any
indication that the amount of adjustment unwound is inappropriate given the expected remaining Hife any potential impairment.

5) Leasing — as lessee

Leases of property, plant and equipment where Aldermore has substantially ali the risks and rewards of ownership are classified as
finance leases. Assets held under finance leases or hire purchase confracts are capitalised on inception of the agreement at an
amournt equal to their fair value or, if lower, the present value of the minimum lease payments. The interest element of the lease cost
is charged to the profit and loss account, within other operating expenses, over the lease period so as to produce a constant periodic
rate of interest on the remaining balance of the liability for each period. Liabilities under finance leases and hire purchase contracts

are included within other liabilities in the balance shest.

Property, plant and equipment acquired under finance leases or hire purchase contracts is depreciated over the shorter of the period

of the agreement and the estimated useful lives of the assets.

Leases where the lessor retains substantially all the risks and rewards of ownership are classified as operating leases. Payments
made under operating leases, net of any incentives received from the lessor, are charged to the profit and loss account, within other
operating expenses or staff costs (in case of company cars), on a straight line basis over the period of the lease.

i) Cash flow

Aldermore has taken advantage of the exemption in Financiai Reporting Standard No. 1 (Revised 1996) from the requirement to
produce a cash flow statement on the grounds that it is 2 subsidiary undertaking where 90 percent of the voting rights are confrolled

within the Group.

u} Derivatives

Derivatives are enterad into which are solely interest rate swaps. Derivatives are entered into for the purpose of hedging risk from
potential movements in interest rates inherent in the company's non-trading assets and liabilities. A derivative is designated as
non-trading where there is an offset between the effects of potential movements in market rates of the derivative and the
designated asset or fiability being hedged. Non-trading derivatives are reviewed regularly for their effectiveness as hedges. Non-
trading derivatives are accounted for on an accruals basis, consistent with the asset or liability being hedged. Income and
expenses on non-trading derivatives are recognised as they crystallise as an adjustment to interest.
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Notes to the Financial Statements (continued)

2 Segmental information

Commercial Mortgages Other Total
Finance

£'000 £'000 £'000 £'000

Net interest income 9,392 3,684 (1,099) 11,977
Net fees and other income 18,729 603 {63) 16,269
Operating income 25121 4,287 (1.162) 28,246
Costs (19,617} (8,813) (8,622) {37,052}
Segmental profit/(loss) before taxation 5,504 {4,526) (9,784) (8,806}
Loans and advances to cusiomers 169,197 305,755 - 474,952

During the 2010 the business was restructured into two main segments — Commercial Finance and Morigages. Commercial
Finance consists of asset finance and invoice finance business lines with the Morigages Division comprises of residential and
commercial lending. The remainder of the business, mainly central support functions is included in ‘Other’. Segmental information
is provided for 2010 only. In 2008 costs were not apportionad in a similar way to allow for a comparison. Costs include
depreciation charges and provision for bad and doubtful debts,

3 Interest Receivable Nine months
Year ended ended

31 December 31 December

2010 2009

£000 £'000

Loans fo customers 23,531 5,507
Deposit interest 943 468
24 474 5975
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Notes fo the Financial Statements {continued)

4 Interest Payable

Retail deposits

Other

5 Fees and Commissions receivabie

Invoice finance fees
Mortgage arrangement fees

Other

6 Fees and Commissions payable

Broker commissions

QOther

7 Other operating income

Other invoice finance income

24

Nine months

Year ended ended
31 December 31 December
2010 2009

£'000 £000

12,490 4,080

7 -

12,497 4,060

Nine months

Year ended ended
31 December 31 December
2010 2009

£000 £000

10,761 1,170

551 137

952 139

12,264 1,448

Nine months

Year ended ended
31 December 31 December
2010 2009

£000 £°000

1,519 192

1,556 -

3,075 192

Nine months

Year ended ended
31 December 31 December
2010 2009

£'000 £000

7,080 895

7,080 895
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Notes to the Financial Statements (continued)

8 Staff costs Nine months
Year ended ended
31 December 31 December

2010 2009

£'000 £'000

Wages and salaries 16,791 3,444
Sacial security costs 1,779 461
Other pension costs 404 104
18,974 4,009

The average number of persons employed by the company during the year, including nen-executive Directors, was 318 {period
ended 31 December 2009: 72).

8 Directors’ emoluments Nine months

Year ended ended
31 December 31 December
2010 2009
£000 £'000

The remuneration of the Direclors of the company was:
Emoluments {including benefifs in kind) 1,312 889
Bank contributions fo Directors' individuai personal pension plans 10 12
Share inceniives - 123
1,322 1,024

The company made payments fo one Direcior's individual personal pension plan during the period (year ended 31 December 2009
4)

During 2009 certain Direciors were given the option to purchase shares at a discount to market value. These discounted shares
vested immediately giving rise to a charge of £123k. DP Monks received 1,415,897 shares at a discount.

Highest paid director

The above amounts for remuneration include the following in respect of the highest paid Nine months
director as follows: Year ended ended
31 December 31 December

2010 2009

£000 £000

Emotuments 312 169
Bank contributions to Director's individuai personal pension plan 10 1M
322 180

10 Pension and other post-retirement benefit commitmenis

Defined Contributions

Aldermore operates two defined contribution pension schemes. The assets of the schemes are held separately from those of
Aldermore in independently administered funds. Pension contributions of £403,617 (nine months ended 31 December 2008:
£103,243) were charged o the profit and loss account during the period in respeact of these schemes. Aldermore made payments
amounting to £19,0681 (period ended 31 December 2009: £20,342) to certain empioyees’ individual personal pension plans during
the period. There were outstanding contributions of £78,609 at the yearend (31 December 2009: £24,706).
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Notes to the Financial Statements (continued)

11 Administrative expenses

Staff costs

Office costs

Information technology

Legai and professional and other services
Other

12 Depreciation and amortisation

Depreciation

Amortisation of goodwill

13 Loss on ordinary activities before taxation

This is arrived at after charging/{crediting):
Operating lease rentals

Profit on sale of fixed assets

Interest payabie on

- deposits by banks

- customer accounts

Fees payable to the company’s auditors for audit services
Fees payable to the company’s auditors for tax services
Fees payabie to the company’s auditors for other services

Exchange differences
Loss on sale of assels to former director

26

Nine months

Year ended ended
31 December 31 December
2010 2009

£°000 £'000
18,974 4,009
2,132 494

2,126 933

5,230 3,694

5,833 2,735
34,295 11,885
Nine months

Year ended ended
31 December 31 December
2010 2009

£000 £'000

810 315

457 144

1,267 459

Nine months

Year ended ended
31 December 31 December
2010 2009

£°000 £000

429 118

- {5)

(7 4

12,504 4,056

159 151

42 38

84 58

(40) {10

- 131
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Notes to the Finaneial Statements {continued)

14 Taxation

Nine months

Year ended ended

31 December 31 December

2010 2009

(i) Analysis of tax charge on ordinary activities: £000 £'000

Current tax on profits of the year - -

Total current tax (creditY/charge - N
Deferred tax:

Crigination and reversal of iming differences - 82

- 82

Taxation on {loss) on ordinary activities

{i#} Factors affecting tax charge for the current year:

The tax assessed for the year is different to that resulting from applying the standard rate of corporation tax in the UK of

28% (December 2009; 28%). The differences are explained below:

Nine months
Year ended ended
31 December 31 December
2010 2008
£000 £'000
{Loss) on ordinary activities before tax (8,805) (12,896)
Tax at 28% thereon {2,465) (3,811)
Effects of;
Movaments on provisions 227 387
Expenses not deductible for tax purposes 185 145
Capital allowances iess than depreciation 56 95
i osses carried forward 1,997 7,314
Deferred tax assets transferred in - (4.479)
- 149

Depreciation writlen back

Current fax (credit)/charge for year
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Notes to the Financial Statements (continued)

14 Taxation (continued)

(i) Deferred tax asset

Movement on deferred taxation balance in the year

Opening balance

{Charge}/credit to profit and loss account

Closing balance

Year ended
31 December
2010

£000

Nine months
ended

31 December
2008

£000

82
(82)

A net deferred tax asset is regarded as recoverable and therefore recognised only when, on the basis of all available evidence,

it can be regarded as more likely than not there will be suitable taxable profits from which the future of the undedying timing

differences can be deducted. To date, no deferred tax asset has been recognised as there is insufficient certainty over the

ability to use the amounts in the future.

(iv) Analysis of recognised deferred tax balance
Capital allowances less than depreciation

Short term timing differences

Closing balance

(v) Analysis of unrecognised defetred {ax balance

Capital allowances less than depreciation
Other timing differences

Losses carried forward

Closing balance not recognised

28

Nine months

Year ended ended
31 December 31 Pecember

2010 2009

£'000 £'000

Nine months

Year ended ended
31 December 31 December

2010 2009
£000 £'000

266 210

615 388

9,311 7,314

10,192 7.912
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Notes {o the Financial Statements (continued)

15 l.oans and advances to banks

Repayable on demand
Repayable in not more than three months

Thera were ne general or specific doubtful debt provisions against deposits with banks.

16 Loans and advances to customers

Repayable in not more than three months

Repayable in more than three months but not more than one year
Repayable in more than one year but not more than five years
Repayable in more than five years

Specific and general doubtful debi provisions

Amounts include:
Repayable on demand or at short notice

Non-performing loans and advances o customers:
- loans and advances before provisions

- loans and advances after provisions

$pecific and general doubiful debt provisions

Year ended 31 December 2010

31 December 2009

Purchases as part of acguisition
Written off

Charge to profit and loss account

31 December 2010

29

31 December

31 December

2010 2008
£'000 £000
149,522 51,886
69,824 31,600
219,348 83,486

31 December

31 December

2010 2008

£000 £7000

137,423 109,810

40,350 15,799

70,180 16,193

244,563 30,488

(14,564) (11,6986)

474,852 160,574

136,302 104,348

22,489 25,376

10,016 14,615

Specific General Total
£'000 £000 £7000
10,761 935 11,696
3,410 - 3,410
(2,032) - {2,032)
335 1,155 1,490
12,474 2,090 14,564
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Notes to the Financial Statements {continued}

16 Loans and advances to customers (continued)

Specific General Total
Period ended 31 December 2009 £'000 £000 £:000
31 March 2009 3,585 - 3,595
Purchases as part of acquisition 7,103 255 7,358
Wiitten off (3,893) - (3,893)
Charge to profit and foss account 3,956 680 4,636
31 December 2009 10,761 935 11,696

31 December 31 December

2010 2009

Loans and advances to customers comprise: £'000 £'000
invoice financing 104,264 76,712
tnvestment in finance leases 64,933 8,542
investment in hire purchase agreements - 10,108
189,197 98,362

Secured loans 305,755 62,212
474,952 160,574

Loans include residential mortgage balances that were acquired from Merrifl Lynch on 30 June 2010. The value of loans acquired
was £31.241.480. As at 31 December 2010 a fair value adjustment reducing these assets by £4,315,638 had been recognised in
these financial staternents. nvestment in finance leases include balances that were acquired from Heritable on 2 March 2010, The
vaiue of joans acquired was £25,673,090. As at 31 December 2010 a fair value adjustment reducing these assets by £1,334,436 had

been recognised in these financial statements.

In respect of finance leases and hire purchase agreements, details of the original cost of assets acquired during the pericd and the
gross amount of rentals receivable in the period are analysed as follows:

Assets purchased Rentals receivable

31 December 31 December 31 December 31 December

2010 2009 2010 2008

£000 £'000 £'000 £000

Finance leases 18,212 8,035 11,574 1,322
Hire purchase agreemenis 46,132 6,280 27,890 1,645
54,344 16,215 39,464 2,967

There is no residual value in relation to these leases.
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17 Asset backed securities

Asset backead securities at cost
Cost

1 January

Additions

Capital repayments

31 December

Discount on purchase

1 January

Additions to discount on purchase
Accretion of discount on purchase

31 December

Book value

31 December

18 Investment in subsidiaries

Holdings of more than 20%

31 December

31 December

Aldermore holds mare than 20% of the share capital of the following companies. They are all dormant subsidiaries.

Company

Principai subsidiary undertakings are as follows:

Absolute Invoice Finance Moldings Limited

Base Commercial Mottgages Holdings Limited

Aldermore Nominees Limited {formerly Ruffler Bank
Nominees Limited}

31

Principal
activity

Dormant

Dormant

Dormant

Country of

Incorporation

2010 2009
£:000 £'000
42,679 -
13,512 46,953
(158,271) (4,274)
40,920 42 879
5,318 -
1,138 5,792
(1,340) (474)
5117 5,318
35,803 37,361
Shares %o
Held
Ordinary 100
Ordinary 100
Ordinary 100
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Notes o the Financial Statements (continued)

18 Tangible fixed assets

Fixtures
fittings and Motor
equipment Computers vehicles Total
£'000 £000 £'000 £'000

Cost or valuation
1 January 2010 832 1,681 230 2,743
Additions 381 2,473 - 2,854
Disposais - - (207) (207)
31 December 2010 1,213 4,154 23 5,380
Depreciation
1 January 2610 407 368 20 793
Disposals - - & 8
Charge for the period 210 603 {3) 810
31 December 2010 817 969 23 1,609
Net book value
31 December 2010 596 3,185 - 3,781
31 December 2009 425 1,315 210 1,850

Future capital expenditure

At 31 December 2010 there was £4,500,000 capital expenditure authorised but not contracted for or contracted but not provided for
(31 December 2009: £2,100,000).
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20 Intangible assets Goodwill
Year ended
31 December
2010
£600
Cost:
At 1 January 2010 7777
Hindsight adjustment 1,185
Ai 31 December 2010 8,962
Amortisation:
At 1 January 2010 144
Provided during the period 457
At 31 December 2016 601
Net book value at 31 December 2010 8,361
Net book value at 31 December 2009 7,633

Goodwill arising on the acquisition of Base Commercial Morigages Hoidings Limited and goodwill arising on the

acguisition of Absolute Invoice Finance Holdings Limited is being amortised evenly over their presumed useful economic

life of 20 years.

The hindsight adiustments o the fair value of net assets acquired on 17 November 2009 of Absolute invoice Finance (Holdings}

Limited are as follows:

Provisional Hindsight Fair value to

fair value fo period the

the Company  adjustments Company

2009 2010 2010

£000 £0600 £000

Fixed assets 115 - 1158
Debtors 82,970 (1,052) 81,918
Cash 10,560 - 10,560
Creditors falling due within one year {71,420) (133) (71,553}
Net assets 22225 (1,185) 21,040
Consideration 25,442 - 25,442
Goodwill 3.217 1,185 4,402
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20 Intangible assets (continued)

The hindsight adjustments to the goodwill are in respect of the net assets of Absolute Invoice Finance Holdings Limited at

acquisition. The adjusiments reflect greater information that has come to light during the year as regards the recoverability of

loans and the tax positiorn.

21 Other assets

Corporation tax
Other

22 Prepayments and accrued income

Accrued income
Prepaid broker fees

Other prepaymenis

23 Customer accounts

Repayabie on demand

Repayable in not more than three months but not on demand
Repayable in more than three months but not more than one year

Repayable in more than one year but not more than five years

34

31 December

31 December

2010 2009
£'000 £000
343 343

3,875 83C
4,318 1173

31 December

31 Becember

2010 2009

£'000 £°000
2270 1,027
2,404 518
1,097 986
5771 2,542

31 December

31 December

2010 2009
£'000 £000
25,876 442
42,991 42 907
243,507 39,065
322,245 147,163
608,743 229,138
634,719 229,580
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Notes to the Financial Statements (continued)

24 Other liabilities

Trade creditors
Other taxation and social securily costs
Fee creditors

Obligaticns under finance [eases
Unaliocated cash
Other

25 Accruals and deferred income

Accrued interest payable 1o deposit holders
Prepaid arrangement fees
FSCS provision

Accruals

26 Share capital

Authorised share capital
Ordinary shares of £1 each
At 1 January 2010

Issued during the pericd

Total

There is one class of share, ordinary shares,

36

31 December

31 December

2040 2009
£'000 £000
1,562 2,019
857 1,080
467 139

- 233
2277 1,448
3,018 2,136
7,681 7,035

31 December

31 December

2010 2008
£000 £000
5,741 1,447
3,716 464

426 128

8,222 2,963

18,105 5,002

31 December

31 December

2010 2009
£:006 £'000
5,000 5,000
5,000 5,000
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28 Share capital {continued)

Alfotted, called up and fully paid
Qrdinary shares of £1 each

At 1 danuary 2010

Issued during the pericd

Total

21 December
2010
£'000

3,300

3,300

31 December
2009
£000

2,500
30C

3,30C

Curing the year three £1 ordinary shares were issued for £16,099,047 each crealing £48,257,13% share premium. At 31™ December

2010 aliotted, called up and fully paid shares totalled 3,300,003.

27 Reconciliation of movements in reserves

1 January 2010

Loss for the period

Share issued during period
Capital raising costs

31 December 2010

28 Reconciliation of movemenis in shareholders’ funds

Loss for the period

Shares issued in the period

Share premium

Capital raising costs

Net additions/{deductions) to shareholders’ funds

Opening sharehoiders’ funds

Closing shareholders’ funds
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Share premium Profit and
account loss account
£'000 £'000

47,394 2,408
- (8,806)

48,297 -

(966) -
94,725 (6,398)

Nine months

Year ended ended
31 December 31 December
2010 20098

£000 £000

(8,806) (12,978}

- 800

48,297 47,384

(968) -

38,525 35,216

53,102 17,886

91,627 53,102
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29 Financial commitments

At 31 December 2010 the company was committed to making the following payments under non-cancellable operating leases in

the year to 31 December 2010,
Land and Buiidings

Nine months

Year ended ended
31 December 31 December
2010 2008
Land and buildings
Operating leases which expire: £000 £000
In tess than one year 32 24
Between two and five years 449 359
In over five years 523 209
1,004 602

At the year ended 31 December 2010 Aldermore had 91 cars under lease, The majority of these feases are due o expire in 2014,

30 Memorandum ifems

At 31 December 2010 Aldermore had contingent liabilities of £Nil (December 2009: £Nif).

At 31 December 2010 Aldsrmore had undrawn commitments of £148,088,451 (December 2009: £21,191,000). These relate to

irrevocable lines of credit granted o customers.

31 Assets and liabilities denominated in foreign currency

As at 31 December 2010, there were assets of £34,957 (December 2008: £889,809) and liabilities of £588,328 (December 2008:
£1,752 000} denominated in Euwros. There were assets of £211,654 (December 2009 £101,765) and liabilities of £6562,087
{December 2009 : nil} denominated in US Dollars. There were no other foreign currency assets or liabilities at the balance sheet

date.

32 Related parties

Aldermare has taken advantage of the exemption conferred by Financial Reporting Standards 8 ‘Related Party Disclosures’ not to
disclose transactions with members of the group headed by AC Acquisitions Limited on the grounds that at least 90% of the voiing

righis are controlled within that group and the company is included ir consolidated financial statements,

Certain Directors and shareholders of the immediate parent underfaking and Directors of the company, in their capacities as
individuals, trustees, Directors of other companies or members of pension schemes, are interested in deposit and lcan account with
and fees paid to the company, such accounts and services have been operated by the company on commercial terms and

conditions.

The company is uliimately controlled by AnaCap Financial Partners LP and AnaCap Financial Partners I} LP who are the main

shareholders. The following agreements are in place with companies under their commaon control.
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32 Related parties {continued)

Aldermore Bank PLC provides a £5m Block Discounting facility to Syscap Limited. The facility commenced on the 14 Seplember
2008 is secured by underlying blocks of short term loans primarily te solicitor's practices which are funded at a discount to the face
vaiue of the loans, The facility is priced at 5% over 8 month Libor and committed over a 1 year period with appropriate conditions

relating to performance, non-performing deal substitution rights and defautt provisions.

Third party business is introduced to Aldermore Bapk PLC by Syscap Limiled, under various Programme Agreements, including a
Wholesale Funding Facility entered into on 28 September 2009 but these do not result in any lending by Aidermore Bank PLC to
Syscap Limited.

33 Financial instruments

Aldermore's financial instruments comprise borrowings from banks, customer deposits, loans o customers and cash held at banks.
All these arise as a result of Aldermore’s normal operations. Aldermore does not enter transactions for speculative purposes and
accordingly a note of instruments held for trading has not been provided. From time to time, Aldermore may use interest rate

derivatives such as swaps to manage part of its interest rate risk.

The main risks arising from Aldermore’s financial instruments are credit risk, liquidity risk and interest rate risk. The Directors review

and agree policies for managing each of these risks and these are summarised as follows.
Credit risk

Credit risk is the risk that a loss may occur from the failure of another party to perform according to the terms of a contract. Cradit risk
is the principal risk encountered by Aldermore. Credit risk principally arises from lending activities, but can also arise from other on
and off batance sheet activities such as the issue of guarantees. Aldermore manages its credit risk by limiting its exposure to certain
sectors of business, by carrying out appropriate checks on its customers and taking appropriate security to protect itself in the event
of a default. All exposures are allocated a risk grading which are revised guarterly by the Board in conjunction with a review of
specific provisions, Should any event occur between these reviews which indicates a provision is clearly needed then a provision wili

be made without waiting for the quarterly review process.

Liquidity risk

Liguidity risk is the risk that an entity encounters difficulty in realising assets or otherwise raising funds to meet commitments
associated with liabilities or financial obligations. There is a requirement to keep a balance between the funding maturity profile and
the funding requirements derived from the run off of the loans receivable. Although Aldermore is significantly funded from
sharehclder's funds, the gap between the deposit maturity profile and the loanbook maturity profile is kept to within agreed limits.
Aldermore has uncommitted overdraft facilities. Aldermore has always met its own and FSA requirements with significant headroom.

Aldermore monitors closely the profile of deposits and has the flexibility to quickly amend the interest rates on offer to rebalance the

profile of deposits in the prevailing market conditions.
Fair Value Disclosure

Aldermore does nat trade in financial instruments. Set out below is a comparison of book values and fair valugs of Aldermore's

financial fabilities and non-trading derivatives used for hedging and funding purposes.
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33 Financial Instruments (continued)

Asset Book Value 371 Fair Value 31 Book Value 31 Fair Value 31
December 2010 December 2010 December 2009 December 2009
£000 £000 £000 £000

On balance sheet instruments
Asset Backed Securities 35,803 37,100 37.361 38,509
Off balance sheet instruments

Interest rate swaps 2,087 4 504 - 1,032

Total 37,880 41,604 37,361 39,641

Gains and losses arising from derivatives used to hedge financial risks are not recognised within interest receivable until the
exposure that is being hedged is itself recognised. Unrealised gains arising from derivatives and the movements therein are

shown in the table below. There were no unrealised losses during the period.

Unrecognised

gains
£000
Unrecognised at the start of the period 1,032
Gains arising during the year 3,472
Gains recognised during the year (2,087}
Unrecognised gains at the end of year 2,417
Expected to be realised in the year ending 31 December 2011 741
Expected to be realised after 31 December 2011 1,676
2417

The sterling nominal value of interest rate swaps at 31 December 2010 totalled £646 million (31 December 2009: £124 mitlion).
The swap maturities match the maturity of the instruments being hedged with a maximum maturity cf 5 years.

Market values have been used to determine the fair value of all swaps. The fair values of all other items have been calcuiated by
discounting expected future cash flows at prevailing interest rates.
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33 Financial Instruments {continued)

interest rate risk

Interest rate risk is the risk that the value of a financial instrurment will fluctuate because of changes in market interest rates.

Aldermare finances its loan book from its capital base and customer deposits. At present & minority of Aldermore’s lending to

customers is at fixed rates or subject to & minimum fixed rate (set with reference fo the market at the time the loan is made) whilst in

excess of 87% of customer’s deposits are &t fixed rates. At present Aldermore has a deposit base with an average maturity in excess

of 2 years, and has a minimat level of controlled maturity mismatching. The table below summarises the repricing mismatches on

Aldermore’s non-frading book as at 31 December 2010. ltems are allocated to time bands by reference to the earlier of the nexi

confractual interest rate repricing date and the maturity date.

The table below summarises the repricing mismaiches on Aldermore's non-trading book as at 31 December 2010,

31 December 2010
Loans & advances

to banks

Asset backed securities

Loans & advances to customers

Other assets

Total assets

Customer accounts
Other liabilities
Shareholders funds

Total kabilities

Off balance sheet items
interest rate sensitivity gap

Cumulative gap

40

Maore than
three More than
months six  More than
but not months one year
Notmore more than but not but not Kon-
than three six morethan morethan More than interest
months mornths one year five years  five years bearing Total
£000 £'000 £'000 £:000 £000 £000 £°600
219,346 - - - - - 218,346
35,803 - - - - - 35,803
309,555 71,591 19,346 73,840 620 - 474 952
- - - - - 22,231 22,231
564,704 71,591 19,346 73,840 520 22,231 752,332
67,8687 30,888 212,619 322,246 999 - 634,719
25,088 25,986
- - - - - 91,627 91,627
67,967 30,888 212,619 322,246 999 117,613 752,332
(494,780) 17,000 218,000 259,780 - - -
1,957 57,703 24 727 11,374 (379) (95,382) -
1,957 59,660 84,387 95,761 95,382 - -
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33 Financial Instruments {continued)

The tabte below summarises the repricing mismatches on Aldermore’s non-trading book as at 31 December 2008,

More than
three  More than
months six  More than
but not months one year
Not more  more than but not but not Non-
than three six morethan morethan More than interest

months months one year five years five years bearing Total
31 December 2009 £°000 £000 £000 £000 £°0600 £000 £000
f oans & advances 83,486 - - - - - 83,486
to banks
Asset backed securities 37,361 - - - - - 37.361
Loans & advances to 136,594 8,816 4,425 10,695 44 - 180,574
customers
Other assets - - - - - 13,298 13,298
Total assets 257,441 8,816 4,425 10,695 44 13,298 294,719
Customer accounts 43,347 3,641 35,428 147,164 - - 229 580
Giher iiabilities - - - - - 12,037 12,037
Sharehclders funds - - - - - 53,102 53,102
Total liabilities 43,347 3,641 35,428 147,164 - 65,138 264 719
Off balance sheet items - - - - - - .
Interest rate sensitivity gap 214,094 5175 (31,003) (136,469} 44 (51,841) -
Cumulative gap 214,094 219,269 188,266 51,797 51,841 - -

A positive interest rate sensitivity gap exists when more assets than liabilities reprice during a given period. A positive gap position

tends 10 benefit net interest income in an environment where interest rates are rising. However, the actual effect will depend on a

number of factors including actual repayment dates and Interest rate sensitivities within the banding periods.

34 Uitimate parent undertaking

The ultimate parent company is AC Acquisitions Limited, a private limited company incorporated in England and Wales. This
company is controlied by AnaCap Derby co-investment (No.1) L.P. (35%) — which is an investment of Morgan Stanley, AnaCap
Financial Partners Il LP {30%)} and AnaCap Financial Pariners L.P. (33%). The immediate parent undertaking is Aldermore Heldings
Limited, a private limited company incorporated in England and Wales. Consolidated accounts are produced by AC Acquisitions

Limited and copies are available to the public from the company’s registered office at Stamford House, 27A Fioral Street, London,

WC2E SEZ or Companies House, London.
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35 Post balance sheet events

On the 28 February 2011 AnaCap Derby Co-Investment (No. 1) L.P. and Anacap Financial Partners Il L.P. invested & further £16.3m
in the ultimate parent AC Acquisitions Limited. This has been invested in Aldermore Bank PLC via a subscription of ordinary share
capital.
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