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We are Aldermore

Aldermore helgs customers seek
and seize oggortunities in their

professional and personal lives.

We provide business financing to
support the growth of UK small
and medium sized enterprises
(SMEs) and we support investors
and home-buyers with

mortgage finance on property.
With our dynamic online savings
proposition, we are able to offer
competitive lending rates to

our customers.

We're not like traditional high-
street banks. We go beyond their
one-size fits all approach by
understanding our customers’
circumstances and by making sure
we offer a high quality service.

Following a cash offer of 313 pence
per ordinary share for the Group
in November 2017 by First Rand,
South Africa’s largest financial
services institution by market
capitalisation, we joined the
FirstRand Group on 14 March 2018.

yodaidiSajens
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We are driven every single day to help people
seek and seize opportunities...
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During the past 18 months we have been

helping our custometrs...

Simply Lunch, a family owned chilled ‘Food 2 Go' supplier,
pridesitself on providing pre-packed sandwiches, salads and
hot-eats made from locally-sourced fresh food. The company,
founded over 30 years agoin a burger vanin Croydon, now
employs 200 people and has an unrivalled reputation for
customer service and has attracted many accolades, including
winning the prestigious Gold Q award for best overall product
for their vegetarianrange of sandwiches.

Having worked with Aldermore since 2015, the family's
appetite for expansion continues. The growth and
development of its chilled food range has seen Simply Lunch
receive c£1.3 million of funding, enabling the company to
strengthenits focus on client satisfaction through innovation
and expand its customer base, resulting in a boost to their
fresh produce sales.

“For us to grow our business further,
we needed to work with a financial
partner that understood our ambitious
growth plans. Aldermore has helped
us in anumber of ways over the
years, from invoice financing to asset
financing, providing funds, motor
finance and machinery. The Bank’s
flexible approach to financing is what
makes our partnership such a success.
The Aldermore team has taken the time
tolearn who we are as a business and it
is committed to accompanying us on our
growth journey.”

Sam Page,
CEO, Simply Lunch

yodaidiSajens
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We focus on the service we grovide toour

intermediary partners...

The opportunity

Brokers are a vital element of Aldermore’s business model
and we are committed to continuously improving the

service we offer to brokers and building the strength of our
relationships. We do this in part through our Broker Academy
in Business Finance.

What we did

During the period, we ran two unique Broker Academies,
including six sessions delivered to over 100 attendees, with
90% of places filled within three days! Training covered sales
skills, broking principles and regulatory issues and provided
directly relevant insight for brokersin their day jobs.

The outcome
The Academies were a great success, with over 90%
of brokers rating the training as either 6 or 7 out of 7,

commenting that it was a “fantastic course”, “interesting" and
with “great material".

We are proud of this success and the continued investment
Aldermore makes to support our intermediary partners.

Turning our commitment

into a Partnership

During the period, we acquired a 48%
share of AFS Group, whichis anetwork of
brokers supporting lending to SMEs and
businesses across the UK. Their product
offering is very comprehensive and
includes asset finance, invoice finance and
working capital, commercial mortgages,
property development and business
loans, complementing our Business
Finance offering.

We've worked closely with AFS Groupin
the asset finance market for many years,
so we know the company andits network
very well. As such, itis a good fit and our
relationship is stronger and deeper following
thisinvestment.

AFS GROUP
A\

ED Read more on how this impacts our financial
statements on page 100
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and we have been working on how we

embed our culture...

The opportunity

We believe our cultureis animportant part of our customer
and colleague experience. By actively thinking about and
engaging our staff with our culture, we have created an
environment that puts the customer first and reinforces
behaviours and values that we all share.

What we did

We engaged colleagues across multiple locations in a “Big
Conversation”, to build a shared understanding of Aldermore's
culture and strategic vision.

The outcome

Employees share our customer vision and are excited to be
involvedin delivering it. The "Big Conversation" validates
our DNA , helping us to develop ‘behavioural guiderails’ to
maximise our customer experience.

Focus on diversity

Our customers share a go-getter attitude which transcends
race, ethnicity, gender, sexual orientation or background.

We share that view and are focusing on making Aldermore an
inclusive workplace.

We've launched our inclusion@Aldermore network and
released our first Gender Pay Gap report.

yodaidiSajens
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Business overview

Market size! £bn and estimated market share %
We operate as
N . Asset Finance BTL Mortgages? Owner Occupied Mortgages?
a sgecmllst player
in large markets...

.Wwe are diversified Lending portfolio £bn Funding base £bn
across both lendling
and funding portfolios...

%
Asset Finance Retail deposits
Invoice Finance SME deposits
SME Commercial Mortgages Corporate deposits m
Buy-to-Let Government schemes
Residential Mortgages Other wholesale
*3
..we offer well-secured Customer numbers
- - 130k 160k 195k 220k 238k
lending and savings
-
acCross a sl‘OWIHE
customer base...
2013 2014 2015 2016 June 2018
3 Underlying*return on equity %/ Return on equity%*
..which generate stron§ ying! ity % ity
20.6
u u 19.7
risk-adjusted returns... 7Sy 2
151 135 13.9
16 1.6
* Key performanceindicators. j
" Source: Council of Mortgage Lenders, De Montfort University, FLA,
2013 2014 2015 2016 June 2018

Aldermore estimates.

2 Market size and market share by originations for the 18 month period from [ Underlying returnonequity’* Bl Return on equity%*
January 2017 to June 2018.

3 Referto glossary on page 127 for definitions and calculations.

4 Refer toreconciliation of underlying profit before tax to statutory profit
before tax onpage 17.
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Financial highlights

"The 18 months to ]'une Loans and advances to customers £bn*' Customer deposits £bn*’
2018 has seen another 34 | 48 | 61 | 75 | 90 35 | 45 | 57 | 67 | 18
strong financial
performance for
the Group.”

+20 +17-

June 2018 June 2018

e

Net interest margin %"’ Underlying? cost/income ratio %*"**

> 30 34 36 35 35 66 60 51 45 46

James Mack,
Chief Financial Officer

18 month period 18 month period

toJune2018 toJune 2018

m Read more about the financial performance
on pages 16 to 18

Cost of risk (bps)*! Reported profit before tax £m*’'

42 23 19 23 16 257 | 503 | 947 | 1287 | 195.0

o 007 _m +52y

2013 | 2014 | 2015 | 2016 |18 monthperiod
toJune 2018

18 month period
toJune2018

* Key performanceindicators.
"?Refer to glossary on page 127 for definitions and calculations.
3 Refer toreconciliation of underlying profit before tax to statutory profit before tax on page 17.

4 Statutory costincomeratio: 54% (2016: 46%).

yodaidiSajens
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Chairman’s statement

“As a Board, we are pleased with Aldermore’s
continuing progress and growing franchise
strength, recognised in the acquisition
of the Group by FirstRand.”

Pat Butler,
Chairman

Overview

Iam honoured to take the role of Chair
at Aldermore, and pleased to report
thatin the 18 month period to 30 June
2018 the Group continued to advance
our strategic aims of providing banking
services that are customer driven,
simply delivered and securely managed.
We also extended our track record of
profitable organic growth and robust
credit control across the diversified loan
portfolio, growing the overall book by
20% and earning an underlying ROE"2

of 17.2%.

Joining the FirstRand Group
InNovember 2017, we received a cash
offer for the Bank of 313 pence per
ordinary share from FirstRand, South
Africa's largest financial services
institution by market capitalisation?.
The FirstRand offer was acceptedin
December 2017 by the shareholders
and completedin March 2018 with
the Group delisting from the London
Stock Exchange.

In deciding to recommend the offer to
our shareholders, the Board considered
our current performance, our business
plans and the economic outlook, and
concluded that it was an attractive
opportunity for shareholders to realise
animmediate and certain value uplift
that would have taken time to unlock as
a standalone company.

We also concluded that there was
apowerful strategic and cultural fit
between Aldermore and the FirstRand
Group that would enable us to
accelerate and extend our ambitions
for the business. We are confident
that with FirstRand's support and
experience, and the broader footprint
that comes fromits UK MotoNovo
business, Aldermore can bring

even more forceful challenge to the
incumbents in the UK banking sector
in the coming years, for the benefit

of our customers, colleagues and
wider stakeholders.
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An evolving and uncertain Directors, Alan Pullinger, Chief During the period, we reported our %
landscape Ex.ecutl|ve O]l‘ﬂcer, .and4Harry Kellan, Gender Pay Gap and lam encoluraged g
n

Aldermore’s progress over the ;hlef Financial Officer*. | would alslo by the steps we hav.e taklenltomcreasle 3
last 18 months has been against a like to thank Johan Burger, Executive female representation within our senior 2

background of continued changein the
UK banking sector. As we look forward,
increasing competition, concerns
about Brexit and the UK's macro-
economic prospects, a slowing of the
housing market, continued regulatory
change and the onward march of
technology contribute to an uncertain
environment of both challenge and
opportunity. Financial technology

in particular is transforming the
sector, giving customers greater
access, control and choice, as well as
enabling more efficient platforms.
Aldermore's clear commitment to
innovation and customer-centricity,
combined with FirstRand's proven track
record of supporting the creation of
successful and disruptive businesses,
positions us well to take advantage of
these changes.

Maintaining strong

governance

Although no longer alisted company
we are committed to maintaining

the highest standards of corporate
governance, and we believe that we
will be well placed to adopt the Wates
principles for large private companies
as they emerge in December 2018.

I am committed to ensuring that the
Board has theright balance of skills and
experience to meet the challenges and
opportunities ahead, and following the
acquisition by FirstRand, a number of
changes have been made for the next
phase of Aldermore's development.
We are delighted to welcome to the
Board, the FirstRand representative

' ROE fromreported profits was 13.9% (2016:17.2%).

Director and former Chief Executive
Officer of FirstRand, who joined the
Aldermore Board on completion of

the sale on 14 March 2018, and who
stood down from his position as Non-
Executive Director of the Board on
31August 2018. Both Alan and Harry
bring a wealth of banking experience
and have been at the forefront of
innovation in the South African market.

I would like to thank Robert Sharpe,
who stepped down from the Board in
October 2017, and Chris Patrick, who
stepped down following the completion
of the acquisition as arepresentative
of our former principal shareholder,
AnaCap Financial Partners LLP. I would
also like to extend my gratitude to
AnaCap and to all of our shareholders
for their support on our journey so far.

| would also like to thank all of the Board
members for leading the Group through
the acquisition and in particular Danuta
Gray, for her impeccable leadership

as Interim Chairman, her invaluable
support to me as | took on the Chair
role, and her continued contribution as
Senior Independent Director.

United by our purpose

I'have found Aldermore to be an
organisation of committed and expert
professionals, unified by a passion

to deliver ‘banking as it should be' to
businesses, homeowners, landlords
and savers. We cherish this common
purpose and aim to create an engaging
and entrepreneurial culture where
individuals of allbackgrounds canbe
successfulinits pursuit.

2 Refer to glossary on page 127 for definitions and calculations.

3 Asat30June2018.

4 JohanBurger stood down as aNon-Executive Director on 31August 2018 and will be replaced
by Harry Kellan (CFO of FirstRand Limited) subject to necessary regulatory approvals.

leadership population. We are proud
signatories of the Womenin Finance
Charter and, while thereis always more
to do, we have taken many actions to
ensure that women are not only better
represented but better supported
within Aldermore.

Outlook

| am excited to be working with the
entrepreneurial team at Aldermore

and by the new possibilities presented
tous as part of the FirstRand Group.
We are not immune to the challenges of
the economic, political, and regulatory
climate we now face, but I am confident
that we have the agility to seize the
opportunities that this climate will also
bring. Fundamentally, we believe there
will continued demand for the specialist
banking services we offer, particularly
when deployed in new and disruptive
ways, that put customers first and
everyone at Aldermore remains
passionate about challenging the status
quo in UK banking.

I would like to congratulate the Board,
the Executive team and every colleague
past and present who has contributed
to Aldermore's success so far.

Come &
_—

Pat Butler,
Chairman
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Market overview

Macro-economy

Aldermore’s business, all of its staff and the majority of our
customers are basedin the UK. As aresult, what happensin
the economy here affects us. The pricing of loans, mortgages
and savings products are generally impacted by any changes
in the Bank of England base rate. Confidence in economic
growth can also impact demand for houses or investment
funding for businesses.

This period

During the period the economy has remained resilient, despite
the ongoing uncertainty posed by Brexit negotiations. A pick
up ininflation led to the firstincrease in the Bank of England
baseratein adecade andrates furtherincreased on 2 August
2018 to 75bps. The mortgage market has started to slow.
However, unemployment continues to remain at historic lows
and the outlook for GDP remains for nominal growth of 2%in
the medium term.

Key impact

Whilst our SME Future Attitudes report indicates that
customers maintain a positive outlook for their businesses,
amore muted GDP outlook implies slower growth in lending
markets. This may increase competitive pressure in our
markets and sharpen the focus to further diversify.

_

=

R
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Legal and regulation

Bankingis a highly regulated market. The two UK financial
servicesregulators, the PRA and the FCA, areresponsible
for effective prudential management and fair conduct
respectively. These bodies jointly ensure that local and
Europeanlaw is applied to the UK banking industry.

This period

The PRA introduced customer affordability testing, effective
from the start of the 2017, as well as changes to underwriting
for professional landlords (with four or more properties) which
cameinto effectin September 2017.

Key impact

Government and regulatory interventions in the Buy-to-Let
market are expected to contribute to a12% contractionin
the size of the overall market to £36 billion (from £41billion in
2016) according to UK Finance. The market is also expected
to professionalise, as investors develop property portfolios
and use incorporated structures or special purchase vehicles
(SPVs) to buy property. Aldermore and other specialists
already have strong relationships with professional landlords
but may seeincreased competition from new entrantsinto
this area of the market.
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Competition

Since the global financial crisis, both the regulators and the
Competition and Markets Authority have sought healthy
competition and fair customer outcomes in the UK financial
services industry. Post the crisis, many institutions stopped
servicing groups of customers, particularly small and medium
sized businesses and first-time homebuyers. By serving
these unmet needs, Aldermore has continued to grow.

This period

Competition has continued to intensify in the business finance
and mortgage markets in which Aldermore operates, as new
entrants seek to take advantage of the challenger niche
established by early entrants such as Aldermore.

Key impact

The heightened competitive pressure further reinforces the
need for lenders to offer a differentiated product and service
proposition and secure effective distribution channels to
support growth and customer retention. Aldermore has
continued to perform strongly during the period and continues
toinvest to maintainits competitive position.

yodaidiSajens

Customer behaviour

Large branch networks and standardised single-channel
service are outdated in UK banking. Customers and
intermediaries are increasingly using online and digital
services and desire more flexibility from savings and lending
products. The response to this trend has been the emergence
and growth of new entrants to the banking sector such

as Aldermore.

This period

Aldermore has remained alert to the changing preferences

of customers in managing their financing needs. Our retail
savings proposition has moved 100% online for new accounts,
reflecting the way the majority of customers choose to do
business with us. The Business Finance division continues to
invest in technology to improve the customer journey.

Key impact

Our specialist underwriting expertise and focus on putting
the customer at the forefront of what we do enables us

to continue helping more customers to seek and seize
opportunitiesin their professional and personal lives leading
to our continued growth. We continue to invest in servicing to
customers and brokers and this is reflected in the high levels
of customer advocacy we continue to receive.
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Our business model

Our foundations We differentiate
inform our across the
business model value chain
Wearea 1 2 3
jalistlend Exceptionalservice = Technology Award winning
qYE=E en. =s indistribution enabled specialist savings franchise
fand un:erwr;ter underwriting
ocused in select
Ket We go above Our human Our savings franchise
Lt G and beyond underwriters is cutting-edge.
to add value to our understand that not Giving retail and
broker relationships, allcustomerslook the  business customers
whichrepresent c80%  same and use their the flexibility to
of our distribution, experience to make choose their own
Our DNA:tobe Strongand Our expertise whether through safe underwriting deposit terms and the
reliable, expert, effective inrisk speed of serviceorour  decisions ratherthan  security of knowing
dynamicand governance management training academies. adoptinga’‘computer  they willalways get a
straightforward . We also have simple says yesorno' competitive return
inforfns provides helpssecure the direct propositions to attitude. without having to
. oversight sustainability support customers. shop around.
everything . . q
and direction of our business
thatwedo
Originations Net lending Deposits
E£bn E£bn E£bn
26 | 32 | 47 61| 75 | 9.0 57 | 67 | 78
We aremodern,
scalable and
completely
focused 2015 | 2016 | 18 2015 | 2016 | June 2015 | 2016 | June
inthe UK month 2018 2018
period
to
June
M Read more about 0 Read more about 2018
our governance from our risks from
page 26 page 35
Our foundations How we differentiate Our credit experts help to ensure that

We operatein select areas of the UK
banking market, chosen specifically for
their size, attractive returns and strong
collateral characteristics including
Asset Finance, Invoice Finance, SME
Commercial Mortgages, Buy-to-Let
and Residential Mortgages. During the
period, we restructured the business
into Business Finance whichincludes
Asset Finance, Invoice Finance and

SME Commercial Mortgages and Retail
Finance which includes Buy-to-Let
Mortgages, Residential Owner Occupied
Mortgages and Savings. Our DNAis
built around helping our customers to
seize opportunities. We use our modern
systems tointelligently support our
specialist underwriters to make quick
and informed lending decisions.

Our business model is differentiated
across each aspect of the value chain.
Our commitment to award-winning
customer service with our broker
partners (read more on page 16) and
direct customers has supported
origination of £4.7 billion during the

18 months to 30 June 2018, with total
lending now reaching £9.0 billion
(31December 2016: £7.5 billion) as more
customers choose Aldermore.

Our lending continues to be primarily
funded by retail and business customer
savings, with total deposits reaching
£7.8 billion as at 30 June 2018, with the
remainder being funded predominantly
by the Term Funding Scheme.

Our dynamic online proposition
continues toreceive industry
recognition and delight customers.

' Referto glossary on page 127 for definitions and calculations.

lending decisions are aligned to our
prudent risk appetite. They use their
experience to manage risk across our
diversified portfolio which, as well

as the benign credit environment,
supports low levels of impairment as
reflectedin our cost of risk at 16bps for
the period to 30 June 2018.

Our robust approach torisk
management extends to our prudent
approach to capital and liquidity
management. Our total statutory
capital ratio has fallen slightly during
the period to 15.1% (31December
2016:15.6%), and our statutory
CET1ratiohasimprovedto12.3%
(31December 2016: 11.5%).
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And generate superior
returns and outcomes
for all our stakeholders

4 5

yodaidiSajens

D .
Excellencein credit Prudent capital and eposits
risk and portfolio liquidity management
management illustrative
We are expertsin Having built the Bank in
understanding the the aftermath of the - = - - =
risks associated with financial crisis,
lending. We have a we understand the
prudent risk appetite importance of
andhavebuiltahighly ~ maintaining a robust
diversified business capital position and
across our chosen maintaining sufficient
marke§ and W't,hln cas.h reservesat Wemakeloans Wepay Ourincomeis Ifacustomer Operating What
pOrthhO.S, enslurlng low alltimes. tocustomers intereston thebalanceof wereunable expenses remains
levels of impairment. that generate  customer these two tomake areincurred is profit —
interest and deposits and theirloan inrunning after we pay
feeincome other sources repayments,  thebank our taxes
of funding we wouldincur
. . animpairment
Cost of risk! CETlratio P
bps %
Our customers
Our people
2015 | 2016 | 18 2015 | 2016 | 18 . )
month month Our communities and environment
period period
to to
June June
2018 2018 D] More about our D] Our financial
corporate responsibility statements start
on page 24 on page 60

Strong outcomes for
stakeholders

Our differentiated business model
enables us to generate strong
outcomes for stakeholders, generating
continued profitability with an
underlying return on equity? of 17.2%
(31December 2016:17.9%). We have
also continued toinvest in the business
toimprove customer experience,
enhance employee engagement and
give back to our communities. You can
read more on this on pages 24 to 25.

" Referto glossary on page 127 for definitions and calculations.
2 ROE fromreported profits: 13.9% (2016:17.2%).



14 Aldermore Group PLC Reportand Accounts 2017/18

Strategicreport

Chief Executive Officer’'s review

“I'mincredibly proud to have achieved
another significant milestonein
Aldermore’s journey and very
excited about our future as part of the

FirstRand Group.”

Phillip Monks,
Chief Executive Officer

A remarkable journey

We set outin 2009 to provide areal
alternative to customers that would
challenge the status quo in UK banking
andit's been aremarkable journey.
We now have 1,000 colleagues
serving around 238,000 customers.
Together we have built one of the UK's
leading specialist banks, with lending
to smallbusinesses and individuals
totalling £9.0 billion and total assets of
£10.4 billion as of 30 June 2018.

The acquisition by FirstRandis a
testament to our consistent track
record of delivery, recognition

of our unique operating model,

market positioning and confidence

in our sustainable growth strategy.
Throughits own portfolio of leading
financial services franchises, the
FirstRand Group has demonstrated

its ability to successfully integrate
entrepreneurial businesses. We believe
thereis a strong strategic and cultural
fit and a shared sense of ambition which
will benefit our customers, colleagues
and wider stakeholders.

Becoming part of the FirstRand Group,
with the backing of their considerable
resources and wider capabilities will
give us greater ammunition to deliver
on our combined strategy and expand
its scope. We are also currently working
tointegrate MotoNovo Finance, one

of the UK's leading independent motor
finance companies, into the Aldermore
Group. This will enhance and extend our
reach, further expanding the products
and services we offer both business
and retail customers.

Our vision has always been to bring
more competition to UK banking.
Operating as aleading specialist bank
in carefully selected marketsis an
approach that has resonated well with
our customers. Our success has been
built on offering excellent service and
straightforward products to smalland
medium-sized enterprises (SMEs),
homeowners, landlords and individuals.
We challenge the status quo and
empower people to seek and seize
opportunities in their professional and
personallives by providing ‘banking as it
should be'.

We livein a digital era with a passion

for diversificationin both our lending
and deposit franchises, and we benefit
from a concentration of expertise to
support the varied needs of our diverse
customer base. We do this through
direct relationships with our customers
and through our carefully selected
network of specialist intermediaries.

Customer focus drives

another strong performance
Itis with great pride that we are
reporting another strong set of results
which continues to build on our track
record. It's a further validation of our
focus on customers as individuals, going
beyond the one size fits all approach.
This has driven strong customer
growth with net loans to customers
increasing by 20% to £9.0 billion over
the 18 month period.
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Our organic engine delivered £4.7 billion Our loan growth continues to be Maintaining our strategic 2
of origination and enabled us to record primarily funded by our award-winning focus and outlook é
an underlying profit before tax of deposit franchise. The performance As we seek to expand the business a)
' 1]

£232m'and a17.2% underlying?return of our savings business s driven by our strategic priorities will continue 2

on equity?.

It has been a year of investing in our
business, building future capability,
ensuring regulatory compliance with
IFRS9 and GDPR while also improving
our customer propositions resulting
in our cost/income ratioincreasing by
1.4% as expected.

During the period, we streamlined

our organisation under two distinct
customer-facing businesses - Business
Finance and Retail Finance to further
support our strategic development.
Business Finance focuses on Asset,
Invoice, Commercial Mortgages

while Retail Finance incorporates our
Mortgages and Savings businesses.

In Asset Finance we have leveraged
our market leading broker distribution
model and deepened our relationship
via a strategicinvestmentin AFS
Group, aleading asset and commercial
finance introducer. Successin the
broker channel, as well as further
leveraging our wholesale capabilities,
has enabled us to grow net lending by
17% to £1.8 billion during the period.
Across SME Commercial Mortgages,
we have reinvigorated our proposition
for UK investors and SMEs, which saw
Asset Finance balances growing 4% to
£966m.

The strength of our Buy-to-Let
proposition and specialist underwriting
capabilities enabled us to continue
to capitalise on the trend for
increasing professionalisationin the
market, supporting robust growth
in maintaining balances of 33% to
£4.4 billion. Residential Mortgages
remained stable at £1.5 billion, due
to slower overall market growth and
increased competition.

' Statutory profit before tax £195.3 million
(2016: £128.7 million).

2 Refer to glossary onpage 127 for definitions
and calculations.

our straightforward and transparent
proposition which drove anincreasein
deposits of 17% to £7.8 billion, as well as
being awarded ‘Best Cash ISA Provider™
and '‘Best Business Savings Bank
Account’in 2017.

We have continued to invest to achieve
increased effectiveness across our
operations and we expect the benefits
of this to berealised in future years.

Ongoing colleague
commitment

Our progress and future ambitionis only
possible as a result of the hard work and
dedication of our people. | would like to
thank my colleagues across Aldermore
for the precocious entrepreneurial and
disruptive spark that they bring to work
each day. Without their commitment,
their expertise and support they
provide to our customers, we would

not have achieved this strong set of
results. Our latest colleague survey
results showed that we achieved

an Employee Net Promoter Score
(eNPS) which compares well against
industry standards.

As we embark upon anew era within
the broader FirstRand Group, I look
forward to working with our new parent
company and welcoming colleagues
from MotoNovo Finance as we continue
our shared journey to disrupt the UK
banking market.

| would also like to express my
sincere thanks to Danuta Gray for
allher support as Interim Chairman
and extend a warm welcome to Pat
Butler who joined as our Chairmanin
March 2018.

3 ROE from reported profits: 13.9% (2016:17.2%).
4 Businesscomparison.com 2017.
> Money Net awards 2017.

to be delivering profitable growth,
increasing efficiency over time and
maintaining our robust approach to
risk management.

We remain cautiously optimistic on our
outlook owing to the macro and political
environment, including the uncertainty
surrounding the impact of the UK
leaving the European Union. However, |
strongly believe that with the enlarged
Aldermore Group under FirstRand
ownership, we have the opportunity

to deliver the most compelling story
and potential of any UK bank. We have
gained greater firepower to accelerate
our strategic developments to enable
us to continue serving and growing our
customer base.

I would like to thank our customers,
colleagues and former shareholders for
all their support and llook forward with
confidence as the next chapter of the
Aldermore story begins.

The strategicreport on pages 1to 25
was approved by the Board and signed
onits behalf by:

)

Phillip Monks,
Chief Executive Officer
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Chief Financial Officer’s review

James Mack,
Chief Financial Officer

Aldermore has changed its financial year end to 30 June to aligh with FirstRand
Group. As aresult of the change in the year end, Aldermore presents below an

18 month reporting period to 30 June 2018. Comparatives have not been restated
and % are shown as 18 months vs 12 months except where stated that they are
annualised. As highlighted by Phillip on page 15, during the period we restructured
the business into Business Finance which includes Asset Finance, Invoice Finance
and SME Commercial Mortgages and Retail Finance (made up of Residential Owner
Occupied Mortgages, Buy-to-Let Mortgages and Savings). From a financial
perspective however Savings continues to be reported with the rest of the funding
base within Central Functions.

30June 31 December

2018 2016 %
Balance sheet — key items* £m £m change
Netloans 8,990.5 74773 20
Cash andinvestments 1,397.7 848.1 65
Other assets 44.5 55.8 (20)
Total assets 10,432.7 8,381.2 24
Customer deposits 7,776.3 6,673.7 17
Wholesale funding 1,811.5 982.2 84
Other liabilities 86.9 99.3 (12)
Totalliabilities 9,674.7 7,755.2 25
Ordinary shareholders' equity 684.0 552.0 24
AT1 capital 74.0 74.0 -
Equity 758.0 626.0 21
Totalliabilities and equity 10,432.7 8,381.2 24
Key metrics
Net loan growth (Em) 1,513 1,333 14
Loanto deposit ratio (%) 116% 112%
Liquid assets / deposits (%) 18% 13%
Fully loaded CRD IV CET1 capital ratio (%) 12.3% 11.5% 0.8

T Refer to glossary on page 127 for definitions and calculations.

Loans to customers up 20%
Net loans to customers reached

£9.0 billion (31December

2016: £7.5 billion) as the number of our
customersreached 90,000 (31December
2016:83,300). Loans saw double digit
growth across both divisions with
Business Finance up 16% to £3.1billion
and Retail Finance up 23% to £5.9 billion.
Thisincrease was predominantly
driven by strong origination across all
divisions at £4.7 billion. This high level

of originations was partly offset by
£3.2billion of redemptions.

Deposit-led funding model
We continue to support our asset growth
through diversified, deposit-led funding,.
Deposits were up 17% to £7.8 billion
(31December 2016: £6.7 billion) as

we remain committed to growing the
deposits franchise in Personal, SME

and Corporate markets through our
exceptional customer service and
competitive rate offering. At the end

of the period, we had over 148,000
customers, anincrease of 6% on
December 2016. Wholesale funding

was up 84% to £1.8 billion (31December
2016: £982 million) as we took advantage
of the Bank of England's four-year Term
Funding Scheme at base rate which
closedinFebruary 2018. At the end of
June 2018, we had £1.7 billion drawn
under this scheme. Thisreplaced funding
which we had previously taken out with
the Bank of England under the Funding
for Lending Scheme (31December

2016: £650 million), with the final
repayment being made in August 2017.
InMay 2017, we also exercised our option
to callthe £40 million Tier 2 Notes issued
in 2012 at par value.

Operating income up 75% to
£467 million (31 December
2016: £267 million)

During the period, interestincome grew
by 69% to £602 million (31December
2016: £358 million) reflecting net loan
growth. Our gross interest margin

of 4.9% (2016: 5.3%) fell slightly in

a highly competitive environment.
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Income statement — key items
Netinterestincome
Otherincome
Operatingincome
Underlying expenses
Impairments

Share of profit of associate
Underlying profit before tax
FirstRand transaction costs
FirstRandintegration costs
Impairment of intangibles and goodwill
Statutory profit before tax
Tax

Profits after tax

Interest expenseroseby 45% to £172m.
We continued to benefit fromdiversified
funding and access tolower cost
Government schemes (now closed to
further provision of funding), reducing
our cost of funds to 1.4% (2016:1.7%).
Asaresult, the Group's netinterest
incomeincreased by 80% to £430 million
(2016:£239.4 million) while the net
interest marginremained stable at 3.5%
(2016:3.5%).Net fee and other operating
incomerose by 33%.Feeincome growth
has slowed due to the market shift towards
feefree valuation productsinmortgages.

Continued investment

Operating expensesincreasedto

£253 million (2016: 123 million) reflecting
ongoing investment in the business
including regulatory developments such
as GDPR andinour overall IT capabilities
and growthin our teams as well as
significant expenditure primarily reflecting
the FirstRand acquisition. Excluding

£36.4 million for FirstRand transaction
costs, integration costs and impairment of
intangible assets following animpairment
review (2016: goodwillimpairment

of £4.1million), underlying operating
expenses grew 82% to £216 million

(2016: £119 million). This resultedinan
underlying cost / incomeratio of 46%
(2016: 45%) largely due to continued
investment in our business and people.

Period ended 30 Year ended 31
June2018 December 2016 %
£m £m change
430.0 2394 80
374 281 33
467.4 2675 75
(216.5) (119.2) (82)
(19.5) (15.5) (26)
0.3 0.0 -
231.7 1328 74
(19.8) 0.0 -
(2.4) 0.0 -
(14.2) (41) (246)
195.3 1287 52
(56.7) (35.2) (61)
138.6 93.5 48

Cost of risk remains low
at16bps

We maintain arobust approachtorisk
management and this, combined witha
continued benign credit environment, has
resultedin our cost of risk remaining low
at 0.16% (2016:0.23%). Credit impairment
charges for the 18 month period to 30 June
2018 increasedby 26% to £19.5 million
(2016: £15.5 million), reflecting the growth
of theloanbook and anincreaseinasmall
number of specifically impairedloansin
Asset Finance.

Reported profits up by 52%
Profit before tax was up 52% to £195.3
million (31December 2016: £128.7 million)
driven by higher interestincome
reflecting asset growth, partially offset
by increased expenses. Thisresultedin
anROE of 13.9% (2016:17.2%). This mainly
reflected higher expenditure due to
ongoing investment in the business for
regulatory programmes andin our people
andIT capabilities during the period.

A robust capital position

Asat 30 June 2018, the Group
maintained arobust capital

position with a fully loaded

CRD IV total statutory capital

ratio of 15.1% (31December
2016:15.6%) and a statutory CET1ratio
0f 12.3% (31December 2016: 11.5%).
Theincreases over the periodreflect
the profit after tax of £138.6 million
offset by growth in Risk Weighted
Assets (RWASs) of £865.1million and two
post-tax AT1coupons totalling £13m,
payable annually in April.

We are well placed for the transition
to the new accounting requirements
of IFRS 9 which became effective

for us from 1July. The programme
involved significant effort from

teams across the Group and was
subject to external challenge and
review. The successful delivery of

the programme enables us to move
closer to the sophistication needed for
an Internal Ratings-Based approach
(IRB) to capital which may assist us in
mitigating some of therisk of changes
in future capital requirements. We are
continuing to monitor the cost and
benefits associated to moving to an IRB
approach, as theregulatory changes
and timeframes for implementation
become clearer.

Alternative profit measure reconciliation to Statutory Profit £m Em

Underlying profit before tax

FirstRand transaction costs
FirstRandintegration costs
Impairment of intangibles and goodwill
Statutory profit before tax

" Referto glossary on page 127 for definitions and calculations.

Period ended 30 Year ended 31
June2018 December 2016
231.7 132.8
(19.8) -
(2.4) -

(14.2) (4.1)
195.3 128.7

yodaidiSajens
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Chief Financial Officer’s review

continued

Capital position

Common equity Tier 1 capital
Additional Tier 1 capital

Tier 2 capital

Total capital

Risk Weighted Assets (RWAS)

Fully loaded CRD IV capital ratios (%)
CET1ratio (%)

Total capital ratio (%)
Leverage ratio (%)

Outlook

Going forward, we expect to see
increased competition in terms of
number of new entrants to the market
as well asin pricing. We have yet to
see the fullimpact of the Bank of
England Base Rate increase of 25bps
on 2 August and macro-economic
uncertainty around Brexit continues.
Despite this, we remain confident about
the future and continue to expect low
double digit growthin net loans from
our existing businesses and within our
current risk appetite.

On joining the FirstRand Group,
Aldermore has expandedits UK
responsibilities and we look forward
to working with our colleagues from
MotoNovo Financein the coming
financial year.

T Refer to glossary on page 127 for definitions
and calculations.

2 ROE fromreported profits: 13.9% (2016:17.2%).

30June 31 December
2018 2016 %o
£m £m change
669.6 525.8 27
74.0 74.0 -
77.4 1131 (32)
821.0 7129 15
5,441.2 4,576.1 19
12.3% 11.5% 0.8%
15.1% 15.6% (0.5)%
7.0% 70% 0.1%

Alternative Performance

Measures

These financial statements have
been preparedin accordance with
International Financial Reporting
Standards (IFRS). Aspects of the results
are adjusted for certainitems, which
are described below, to reflect how
the Executive assesses the Group's
underlying performance without
distortions caused by items that are
not reflective of the Group's ongoing
business activities. The following
items have been excluded from
underlying profits:

- FirstRand transaction costs

These costsrelate to the acquisition
of Aldermore by FirstRand Group
and primarily consist of broker and
legal expenses. Further details of
transaction costs can be foundin
note 10.

- FirstRandintegration costs

These costsrelate to the work
tointegrate Aldermoreinto the
FirstRand Group.

Impairment of intangibles

The £14.2m impairment of
intangibles costsin the period
ended 30 June 2018 result from an
impairment review. See note 24 for
further details.

- Impairment of goodwill

The £4.1mimpairmentin 2016

relates to goodwill on the acquisition
of Absolute Invoice Finance (Holdings)
Limited. Further details can be found
innote 24.

James Mack,
Chief Financial Officer
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Business Finance
18 monthsto 2
June 2018 2016 Movement 5
£m £m Yo UF'-:
T T Net loans to customers 3,072.8 2,6574 16 §
Organicorigination 2,345.3 1,471.0 59 3
i Operating income 221.3 129.3 71
< Administrative expenses (43.6) (26.3) 66
& Impairment losses (13.1) (10.2) 28
e Segmentalresults 164.6 92.8 77
;. Net interest margin (%) 4.5 4.4 0.1
Cost of risk (%) 0.30 041 011
Highlights Performance Administrative expenses were

- Organic origination increased
59% to £2.3 hillion (31 December
2016: £1.3 billion)

- Netlending to customersup
16% to £3.1 billion (31 December
2016: £1.7 billion)

- Segmentalresultsup 77% to
£164.6 million (2016: £52.1 million)

- Launch of Specialist Car Finance
team connecting all parts of the
service chain to provide a faster,
customer focused, expertise-
led service

- Launch of Football Finance with
£50 million of balances by the end
of the period

During the period, the Group
restructured its operating model
,where previously the business

was divided into Business Finance,
Mortgages and Savings, the divisions
are now allocated to two distinct
customer facing businesses; Business
Finance (made up of Asset Finance,
Invoice Finance and Commercial
Mortgages) and Retail Finance (made
up of Residential Owner Occupied
Mortgages, Buy-to-Let Mortgages and
Savings). From a financial perspective
however Savings continues to be
reported with the rest of the funding
base within Central Functions.

" Source:FLA.

2 BasedonFLAIT equipment and business
equipment stats.

Business Finance loan balances were
up by 16% to £3.1billion (31December
2016: £2.7 billion) and originations were
up by 59% to £2.3 billion (31December
2016: £1.5 billion) reflecting strong
growth particularly in Asset Finance
(AF) and Invoice Finance (IF). In AF,

net lending was up 17% to £1.8 billion
(31December 2016: £1.6 billion) and
originations up by 73% to £1.7 billion
(31December 2016: £1billion) reflecting
our market leading share of the broker
market (net lending up 15%) supported
by the launch of our dedicated car
finance team together with the
continued success of our wholesale
channel (net lending up 35%). Our Asset
Finance franchise now extends to
around 52,000 UK businesses. InIF,
netloans are up by 72% to £0.3 billion
(31December 2016: £0.2 billion) driven
by strong performance in Specialist
Finance. Commercial Real Estate net
lending has remained stable with a
focus on therefresh of the product and
propositionincluding reinstatement of
appetite post the EU referendum.

Net interest margin (NIM) broadly flat
despite increased competition as we
benefited fromlower funding costs
coupled with a change in product mix
within Invoice Finance towards higher
yielding products.

up by 66% to £43.6 million

(2016: £26.3 million) predominantly
due to the current period covering

18 months and increased investment
to support growth. Cost of Risk

has reduced to 0.3% (2016: 0.4%)

due to abenign credit environment
supported by animprovedrisk profile
in the Invoice Finance customer base.
Segmental profitis up by £72 million
(77%) driven predominantly by the
larger book size and the extended
period, but with a broadly stable NIM.

Market and Strategy

The total Asset Finance market was
worth about £31billion'in 2017, growing
c10% year on year. Aldermore operates
as aleader within the £5.8 billion
broker segment (which grew by c16%)
commanding a c14% market share.

We will seek to protect this position
through on-going investment in our
digital capability, aimed at enhancing
our service offering, making it simpler
for brokers to deal with us, especially
inless complex transactional cases.
Going forward, we will look to use this
technology to help customersin other
markets, particularly the c£9 billion
vendor finance market. Within Asset
Finance, Aldermore specialisesin
complex and structured deals, which
play to our specialist underwriting
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Business Finance

continued

advantage, but also focus on smaller
ticket, margin enhancing deals such as
"soft assets" where the market grew
c15% to £1billion? year on year.

The IF market grew c5% to £23 billion
in 2017, and whilst market growthin
Aldermore’s primary target range (£0-
£10 million) was lower at c3% it remains
an attractive c£6 billion market?.

Over the same period, Aldermore’s
netloans grew c72%, outperforming
the market and increasing our market
share from 0.69% to 0.87%. Whilst the
total value of loans in the market grew,
the number of UK businesses using

IF finance was stable throughout

2017 withless than 8,000 businesses
changing funder in 2017 demonstrating
theincreasing competitiveness across
existing providers and their desire to
retain clients.

The SME Commercial Mortgages
market was worth c£45 billion in
originations during 2017, of which
Aldermorerepresented 0.3%, focused
on multi-let commercialinvestment
property loans and property
development to experienced

regional developers.

' Source:FLA.

Despite very active competition

and widening appetites, Aldermore
differentiates through specialist
underwriting capability and a best-
in-class service proposition, enabling
us to generate strong margins.

Our commercial underwriters work
handin hand with customers and our
approved panel of specialist brokers
tounderstand the property use, the
tenant covenant and the local market
dynamics to underwrite effectively,
providing a bespoke service and
tailored funding solution. We increased
our maximum loan size for property
development loans to £25 million

and we will constantly review our
proposition to expand our offering
within our existing risk appetite to meet
customer needs.

The market is expected to remain highly
competitive with anincreasing number
of new entrants. Within Asset Finance,
we will seek to maintain our number
one positionin the broker market with
further investment particularly in our
digital capability. In Invoice Finance

we plan to further refresh our product
offering and proposition as we have
with our Football Finance offering and
dedicated Specialist Car Finance team.
Within SME Commercial Mortgages, we
will continue to exploit our specialist
underwriting advantage in structuring
deals to multi-let commercial
investment and experienced regional
property developers.

2 BasedonFLAIT equipment and business equipment stats.

3 Source: ABFA.
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Retail Finance

11

Highlights

- Organic origination increased
33% to £2.3billion (31 December
2016: £1.8 billion)

- Netlending to customers up
23% to £5.9 billion (31 December
2016: £4.8 billion)

- Segment result up 68% to
£214.8 million (31 December
2016: £128.2 million)

- Winner of best service from
aBuy-to-Letlender for
the third consecutive year
(Business Moneyfacts)

Net loans to customers
Organicorigination
Operatingincome
Administrative expenses
Impairment losses
Segmentalresults

Net interest margin (%)
Cost of risk (%)

Performance

Retail Finance loan balances grew

23% to £5.9 billion (31December

2016: £4.8 billion) with originations up
by a thirdin the period to £2.3 billion
(31December 2016: £1.8 billion),
despite anincreasingly competitive
market. Growth was supported by
strong originationsin Buy-to-Let as
we released a number of limited edition
products. As the Buy-to-Let market
has moved more towards Specialist and
Limited Company borrowers following
tax changes, we have consolidated
specialist Buy-to-Let operationsinto
Wilmslow and increased capacity in
the underwriting team. The benefits
from this are already being realised,
with reduced application turnaround
times and a simplified end to end
process for brokers. We have also
recently refreshed the specialist Buy-
to-Let product offering giving rise

to amarked upliftin activity with the
number of applications doubling since
July 2017. We have continued to focus
our efforts onretaining customers
which hasresultedin areductionin
redemptions as a proportion of opening
balances to 17% (2016: 20%).Residential
Owner Occupied mortgage balances
have remained flat at £1.5 billion
(31December 2016: £1.5 billion).

18 monthsto
June 2018 2016 Movement
£m £m %o
5,917.7 4,819.9 23
2,3344 1,755.2 33
246.4 148.7 66
(25.3) (15.2) 66
(6.4) (5.3) 21
214.8 1282 68
3.0 3.2 (0.2)
0.08 0.12 0.04

This primarily reflects a spikein
redemptions in the middle of 2017, due
to the maturing of two year fixed Help
to Buy loans which had originated when
the product was first launched.

Netinterestincome was up

74%to £240.5m(31December

2016: £140 million) largely driven by
growthinloan balances while the net
interest margin remains broadly stable
with only amarginal decline compared
to prior year despite increasing market
pressure. Inline with market trends,
we are offering more fee free products
while our increased retention strategy
has seen a declinein early redemption
charges. Administrative expenses
were higher than 2016 at £25.3 million
(2016: £15.2 million) predominantly
due to the current period covering

18 months as well as increased
investment in our people to support the
growthin the business. Cost of risk fell
t0 0.08 % (2016: 0.12%), demonstrating
carefulrisk management across the
Mortgages portfolio as well as a benign
credit environment.

yodaidiSajens
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Retail Finance
continued

Market and Strategy
Aldermore continues to have a
strong reputationin the market as
aBuy-to-Letlender. Around 85%
of organic originations come via the
broker channel.

Buy-to-Let market originations fell 12%
to £36 billion across the market during
this period. Changes in stamp duty
rules and increased regulationin this
sector drove a number of landlords to
consider their options with aresultant
shift towards professional landlords
playing in this market. Aldermore's
share of originations increased to
3.53% (2016: 3.18%). The market

also continued to move towards
remortgage, increasing to 68% of all
market originations (2016: 62%).

Residential Owner Occupied Mortgages
Market originations increased 10% to
£214 billionin 2017, with Aldermore’s
share falling slightly to 0.20%

(2016: 0.24%). This reduction was
primarily due to the Group's decision to
rebalance the proportion of higher LTV
lending in the portfolio towards the end
of 2017.

However, we continue to find niches
where we benefit from our expert
underwriters and earn appropriate
returns. For example we have recently
expanded our product offering in the
market with the launch of Cascade and
Later Life Lending. Cascade will give us
the ability to lend to customers who we
may not have traditionally been able
tolend to by offering tiered pricing to
customers with less than perfect credit
records. Later Life Lending will open up
another customer segment that the
market believes willbecome bigger

in the next decade with people aged

65 and over representing the fastest
growing segment of UK population.
Theretirement market was worth

£65 billionin 2017 and s predicted to
reach £142 billion by 2027. Both of these
new propositions are likely to attracta
higher margin than our current product
set and havereceived positive market
sentiment so far.

We expect the Buy-to-Let market
toremainrelatively flat or fall slightly
over the next year, whilst growth

in the Residential Owner Occupied
Mortgages market is now slowing
compared to 2017. Established lenders
have started to enter areas of market
which Aldermore and its peers

have traditionally served, resulting

in somerate pressure and an
increasein the offering of fee free
products. We believe that with our
distinctive offering and our strength
in underwriting and understanding of
customer needs, we will continue to
thrive. We will also focus on special
propositionsin the segments where
we operate to best serve the needs of
our customers. Future expectations of
further bank baserateincreases are
anticipated ,over and above the further
25 basis pointsrisein the Baserate to
0.75% on 2 August 2018, means the
outlook for saversis positive.
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Central Functions
18 months 2
period to 30 =
June 2018 2016 Movement u%w
£m £m % p
T T Netinterestincome (3.5) (10.2) 66 §
| Net fees and other income 3.3 (0.3) n/a
Operating income (0.2) (10.5) (98)
L : Administrative expenses (147.4) (77.7) (90)
f 1= Non-underlying expenses (36.4) (4.2) (788)
i Share of profit of associate 0.3 — —
j:! Segmentalloss (183.7) (92.3) (99)

Highlights

- Retail deposits up by 8% to
£5.2 billion (31 December
2016: £4.8 billion)

- SME deposits up by 21% to
£2.0billion (31 December
2016: £1.7 billion)

- Corporate depositsup by 137%
to £615 million (31 December
2016: £260 million)

Central Functionsincludes the

Group's Treasury function and

Savings businesses, as well as

common costs which are not directly
attributable to the operating segments.
Common costsinclude central support
function costs such as Finance,

IT, Legal and Compliance, Risk and
Human Resources.

Performance
Netinterestincomeincludes the
interest expense relating to the Tier

2 Notes and part of theincome or
expense arising from derivatives held
at fair value in hedging relationships,
neither of which are recharged to
segments. Thereductioninnet
interest expense mainly relates to
movementsin the fair value of financial
instruments andrelated hedge
accounting adjustments.

Net fees and other income
predominantly includes the net
expense or income from derivatives
not currently recognised as beingin
hedging relationships and gains or
losses on disposals of available for sale
debt securities.

Central administrative expenses
(excluding exceptional items)

increased by 90% to £147.4 million
(2016: £77.7 million) due to the current
period covering 18 months as well as the

continuing investment in the business
including regulatory developments
such as GDPR andin our overall

IT capabilities.

Non-underlying items of £36.4 million
for the 18 month period to 30 June
2018 include the material costs for
both the FirstRand transaction, the
ongoing integration programme and
intangible impairments (2016: Goodwill
£41millionimpairment).

The segmentalresult was a charge
of £183.7 million (2016: charge of
£92.3 million).

Market and Strategy

The UK savings market remained
buoyant throughout the period despite
the continued low rate environment,
On 2 August 2018, the Bank of England
increased the Bank Base Rate to
0.75%, the highest ratein almost a
decade. However, competition for
deposits remained low due to the

Bank of England funding schemes,
with the Term Funding Scheme
available to financial institutions until
February 2018. Our funding strategy
remains deposit-led whilst we actively
manage wholesale sources, such

as Government and Central Bank
schemes, to provide diversification and
drive an efficient cost of funds.
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Corporate responsibility

Our overriding principleis to support
the people of Britain to seek and seize
opportunitiesin their professional and
personallives. Through our business
operations, Aldermore enhances and
touches thelives of customers, local
communities and our own people.

We know that itisimportant wherever
we operate to do this responsibly,
giving back and taking a collaborative
approach with our stakeholders.

We believe that a business cannot
deliver sustainable long-termreturns
without considering its wider impact
onsociety.

Our people

Our people are the foundation of our
business and underpin our business
strategy. Recognising, valuing and
rewarding our people's contribution to
our success is central to our philosophy.
We have therefore continued to

place significant focus on building

a great place to work, including

how we encourage diversity in our
workplace, engaging our colleagues by
encouraging everyone in continually
improving our business.

During the past financial year we have
taken arange of steps to ensure that
our employees are systematically
provided with information on matters of
concernto them:

Examples include monthly Group-wide
colleague newsletters, intranet articles
andregular face to face briefings from
senior leaders at many of our sites.

We regularly consult our employees
to ascertain their views onarange
of issues. Activitiesinclude an
annual employee survey, colleague
focus and network groups, "Big
Conversation Teamtalks".

We encourage and support our
colleagues'involvementinthe
organisation’'s performance through a
competitive performance related pay
and bonus structure. We also make

all colleagues aware of the financial
performance and economic factors
affecting the company by ensuring
they are briefed on a quarterly basis.
We adopt a multi-channel approach to
ensure that the informationis provided
in a format which our colleagues value.

1. We are committed to

diversity in the workplace
Committed to equal opportunities
for all our people, irrespective of
gender, race, colour, age, disability,
sexual orientation or marital or civil
partner status;

Ran our first Inclusion week which
involved a number of activities across
the Bank; and two national campaigns
— mental health awareness and

deaf awareness.

2. Weinclude our peoplein

the future of our business
- Throughout the period we embedded
the Big Conversation, the Aldermore
way of involving everyonein
the continuous improvement of
our business;

- Through the Big Conversation our
managers at all levels facilitate
conversations with their teams
about strategically important
themes. Inthese conversations we
surfaceimprovementideas which
are trialled andimplementedona
team level, then shared via an online
collaboration platform. Through the
Big Conversation system, all our
colleagues are included and involved
inimproving the performance of
our business;

To date this approach has generated
over 500 new ideas from colleagues
toimprove our business and built a
culture of continuous improvement
helping to shape purposeful
conversations and change mindsets;

Since the end of 2016 we have trained
over 240 people managers and 30
culture champions across the Bank
to deliver this Big Conversation
approach; and

Our 2017 employee engagement
survey which gave our employees
the opportunity tolet us know how
they are feeling and what we can
improve. Theresults of the survey
showed our overall Employee Net
Promoter Score (eNPS) increase from
-4to+5.

3. We support the
professional development
and recognition of
our people

Introduced the new Elevate
programme, a bank wide
development programme for
those colleagues who aspire
tobe managers, 77 Aldermore
colleagues enrolled so far with 61
already graduated;

- 12 Aldermore colleagues graduated
from our Next Generation Leaders
Programmein 2017,

Enrolled 197 managers on our
Empowered Managers course, a
bank wide programme to develop
our existing middle management
population; and

Launched "The More Awards”

our colleague recognition awards
enhancing our approach to
recognising employees. Through the
period 2017/2018 we saw 146 peer
to peer nominations through both
the old and new employee
recognition scheme.
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Below are our employee statistics for December 2016 and June 2018. Human Rights and %

June December Modern Slavery Act u§_
2018 2016 As a UK Bank with a growing number 2

Number of employees 950 901 of international suppliers, Aldermore g

Number of female employees 431 401 recognises that thereis arisk (however

% of female employees 45% 45% small) for slavery or human trafficking

| am proud to work for Aldermore (Big Conversation survey tooccurinits supply chains. We have

December 2017) 76% taken the following steps to ensure

How likely isit that you would recommend Aldermore as a slavery ar.1d human traffidfing ha.ve .not

place to work to a friend and colleague? (Big Conversation occurredinour supply chain: reviewing

survey December 2017) +5' and revising our procurement policies;

% of new joiners who came through our refer afriend scheme 24% 22% changing our due diligence processes;
conducting arisk assessment with due
regard to the sector and geographical

"2 . locations in which our suppliers operate.

Our communities We give back to the PP P

The SMEs, landlords, homeowners communities where The Group engages withits suppliers

and savers that we support,inturn
support the communities in which they
live and work. We understand that we
have aresponsibility to give back to
these communities.

We are also cognisant of the effects

of our actions on the environment and
ensure that these are managedina

way that limits these impacts. We use
recycled paper for printing and have
recycling facilities located in all offices
in support of our commitment to reduce
the amount of waste we sent to land fill.

We play our partasa
responsible member of the

banklng community
- Actively involved withindustry
bodies including the UK Finance, FLA,
andIMLA; and

- Continued as amember of the
Banking Standards Board.

we operate
Our employees vote annually on
a Charity of the Year they wish to
support.In 2017 this charity was
Sands, the still birth and neonatal
death charity. Colleagues raised
£14,042 for Sands and £12,172 for
Headway, the braininjury charity who
we support every year in memory of
an Aldermore colleague;

In 2018, Aldermore’s Charity of

the YearisIndependent Age, a
national charity which provides free
information and advice for older
people and their families on care

and support, money and benefits,
and health and mobility. A number of
activities have taken place already in
2018 to support this charity; and

In 2018, Aldermore also operates a
pound for pound charity matching
scheme for employees. Many of our
peopleraise funds for their charity of
choice and as aresponsible business
we want to lend a hand and support
our employees. We therefore will
match whatever a colleague raises
for charity up to a maximum of £250.

to seek assurance about their anti-
slavery and human trafficking policies
and whether they are taking steps to
prevent slavery and human trafficking
in their respective businesses and
supply chains.

Anti-Bribery

The Group has an Anti-Bribery and
Corruption Policy whichis reviewed
annually by the Board to ensureitis
fit for purpose and which applies to
all Directors, employees, contractors
and third party outsource providers.
The Bank promotes a culture of
awareness and understanding at
alllevels and mandatory training

is provided.

" Thescore shownreflects anetrating for
promoters minus detractors.
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Board of Directors
o Member of the Audit Committee
e Member of the Corporate Governance
and Nomination Committee
o Member of the Remuneration Committee
e Member of the Risk Committee
e Denotes Committee Chair
PatButler Phillip Monks OBE James Mack _
Chairman Chief Executive Officer Chief Financial Officer \
Appointed: Appointed: Appointed:
January 2018 May 2009 September 20132
Board Committee membership:
06
Relevant skills, strengths and experience: Relevant skills, strengths and experience: Relevant skills, strengths and experience:
Pat brings extensive financial services experience Phillipis the founding CEO of Aldermore and has James brings significant financial experience
totheBoard, gained through both his executive along-standing track recordin championing tothe Group, having spent six years at Skipton
andnon-executive careers. He has previously smalland medium-sized businesses and British Building Society in capital markets, finance and
servedas aNon-Executive Director of Bank of economic growth. His banking career spans more audit, where he wasinstrumentalinleading .
Ireland Group PLC and Bank of Ireland (UK) PLC thanthree decades, andincludes establishing themerger with Scarborough Building Society. o
and was a partner at The Resolution Group, which and serving as CEO of Europe Arab Bank PLC, James began his career with KPMG LLP where B
conductsinvestment andrestructuring activities over 20 years at Barclays PLC, wherehe held a he spent 11yearsin the firm's financial services g
infinancial services. Pat has also chaired the variety of senior corporate and private banking audit practice. it
Investment CommittleelofBritish Busingss Bank roIes,incIudingICEIO ofGerrarq Invgstment Principal external appointments: ]
Investments Ltd, whichis the commercial arm of Management Limited, Managing Director of None 3
the British Business Bank. Prior to that, he spent Barclays Corporate Bankingin London, the o
anumber of years at McKinsey & Company Inc Midlands and South East, and Head of Barclays 2
where he held senior roles, including leading the Private Bankin Geneva.
Europe, Mlddle.East anld Afrlcal Retall Financial Principal external appointments:
Services Practice. Patis a qualified accountant and .
. Member of the FCA Smaller Business
aFellow of Chartered Accountantsinlreland. "
Practitioner Panel
Principal external appointments:
Non-Executive Director and Chairman
of the Audit Committee of Hikma
Pharmaceuticals PLC
Non-Executive Director and Chairman of the
Risk Committee of Ardonagh Group Limited
Christine Palmer Danuta Gray JohanBurger
Chief Risk Officer ﬁ Senior Independent Director Non-Executive Director
[ 7% W
Joined the Group: \ Appointed: Appointed:
May 2016 v September 2014 March 2018

Relevant skills, strengths and experience:
Christine has almost 30 years' experiencein
risk management, corporate and commercial
banking, having heldroles at ING Bank N.V.,
where she spent eight years across London
and Amsterdam, Ernst & Young LLP and The
Royal Bank of Scotland Group PLC. Her career
at RBS spanned almost 14 years, during which
time she held anumber of senior positionsin
the Risk functionincluding Divisional Chief Risk
Officer and senior credit risk roles. She was most
recently GlobalHead of Operational Risk and
Director of Risk Services.

Principal external appointments:
None

Board Committee membership:

00

Relevant skills, strengths and experience:
Danuta brings significant leadership experience
having spent nine years as CEO of Telefonica
O2inlreland.Her career in telecommunications
spans over 20 years, during which time she held
numerous senior roles at BT Group PLC, gaining
experience inmarketing, customer service,
communications, technology and sales, and
leading andimplementing change. She has also
servedas aNon-Executive Director of Paddy
Power Betfair PLC, Page Group PLC, Irish Life &
Permanent PLC and Aer Lingus Group PLC.

Principal external appointments:

- Non-Executive Director of Direct Line
Insurance Group PLC
Non-Executive Director and Chairman of the
Remuneration Committee of Old Mutual PLC

Member of the Defence Board of the Ministry
of Defence

Pat was appointed as an Independent Non-Executive Director in January 2018. He assumed the role of Chairmanin March 2018.

James was appointed to the Board of Aldermore Bank PLCinJune 2013 and the Board of Aldermore Group PLCin September 2013.

Relevant skills, strengths and experience:
Johanbrings over 30 years' experienceinthe
bankingindustry to the Board of Aldermore
Group PLC. He joined Rand Merchant Bankin
1986, where he performed anumber of roles
beforebeing appointed Financial Director in 1995.
Following the formation of FirstRand Limited

in 1998, he was appointed Financial Director of
the FirstRand Banking Group andin 2002 was
appointed CFO of the FirstRand Group. In addition
tohisrole as Group CFO, Johan was appointed as
Group COOin2009 and Deputy CEOin October
2013, before holding therole of CEO from
October 2015 untilMarch 2018. Prior to joining
FirstRand Limited, Johan trained with Coopers &
Lybrand (now PwC) and qualified as a Chartered
Accountantin1984.

Principal external appointments:
Executive Director of FirstRand Limited and
FirstRand Bank Limited?
Non-Executive Director of Rand Merchant
Investment Holdings Limited

Non-Executive Director of RMB
Holdings Limited

Johan stepped down as Chief Executive Officer of FirstRand Limited and FirstRand Bank Limited on 31March 2018. Johan remains an Executive Director of FirstRand Limited and FirstRand Bank Limited until

31August 2018 and, subject to regulatory approval, will then transition to being aNon-Executive Director of FirstRand Limited and FirstRand Bank Limited. Johan will also step down as aNon-Executive Director
of the Group on 31August 2018 and will be replaced by Harry Kellan (CFO of FirstRand Limited) subject to necessary regulatory approvals.
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Executive Committee

John Hitchins

Independent
Non-Executive Director

Appointed:
May 2014

Board Committee membership:
00

Relevant skills, strengths and experience:

John has extensive financial and audit experience
having previously been a senior banking partner
at PricewaterhouseCoopers LLP, specialising in
bank auditing and advisory services for clients
including Lloyds Banking Group PLC, the Bank of
England, Bank of Ireland (UK) PLC, Barclays PLC
and JP Morgan Chase. From 2001to 2010, John
was PwC's banking industry leader and from
2010 until his retirement led the PwC network’s
global IFRS technical group. John has also carried
outawide variety of advisory work for other
banks and on behalf of the regulators covering
corporate governance, high-level controls and
otherregulatory issues.

Principal external appointments:

Deputy Chairman of the Financial Reporting
Review Panel

Non-Executive Director of Societe Generale
International Limited

Trustee and Member of the Governing Council
of the Centre for the Study of Financial
Innovation, a not-for-profit City-based

think tank

Alan Pullinger
Non-Executive Director

Appointed:
March2018

<3V

Relevant skills, strengths and experience:
Alanbrings over 20 years' experiencein the
banking and professional servicesindustry to the
Board of Aldermore Group PLC. He joined Rand
Merchant Bank in 1998 (prior to the creation of
FirstRand Limited) and was appointed as CEQ in
2008 untilhis promotion to deputy CEO of the
FirstRand Group on10ctober 2015 andto CEO
on1April 2018. Alan qualified as a Chartered
Accountant after training with Deloitte. He spent
five years with Deloitte and became a Partner
in1996.

Principal external appointments:
- Chief Executive Officer of FirstRand Limited
and FirstRand Bank Limited

Board Member of the Banking Association of
South Africa

Chris Stamper

Independent
Non-Executive Director

Appointed:
February 20142

Board Committee membership:

00

Relevant skills, strengths and experience:
Chrishas 35 years' experienceinthe asset
finance arena, most latterly as Director

and CEO of ING Lease (UK) Limited.Heis a
founding Governor of the Leasing Foundation
and was Director of the Finance and Leasing
Association and a former Chairman of their
Asset Finance Division. Prior to this, Chris held
senior management roles at Abbey National
PLC, where he was responsible for five business
units focused on the SME market, and was the
Managing Director of Lombard Sales Finance
wherehe spent 21years.

Principal external appointments:
None

2 Chris was appointed to the Board of Aldermore Bank PLCinMay
2013 and the Board of Aldermore Group PLCinFebruary 2014.

Cathy Turner

Independent
Non-Executive Director

Appointed:
May 2014

Board Committee membership:
c =)

Relevant skills, strengths and experience:
Cathy has held anumber of banking roles during
her career, including Chief Administrative
Officer at Lloyds Banking Group PLC and Group
HR Director at Barclays PLC, where she was
responsible for HR, strategy, corporate affairs,
brand and marketing. She was also Director of
Investor Relations at Barclays for four years.
Formerly, Cathy workedin consultancy with
Deloitte & Touche LLP,Ernst & Young LLP

and Watson Wyatt Worldwide Inc, managing
client relationships with a particular focus on
compensation and benefits.

Principal external appointments:
Non-Executive Director and Chairman of the
Remuneration Committee of Countrywide PLC

Non-Executive Director and Chairman of the
Remuneration Committee of Quilter PLC

Partner of Manchester Square Partners LLP
Trustee of the Gurkha Welfare Trust
Honorary Fellow of UNICEF UK

Peter Shaw

Independent
Non-Executive Director

e !.
Appointed: >
September 2014

Board Committee membership:

000G

Relevant skills, strengths and experience:
Peter brings over 30 years' financial services
experience having spent most of his career at
The Royal Bank of Scotland PLC and National
Westminster Bank PLC where he worked across
anumber of business areasincluding retail,
SME, private banking, corporate banking, HR
andrisk. Peter spent many yearsin senior risk
management rolesincluding COO of the risk
function at Group Head Officeinthe UK and
CROfor various group businesses within RBS
NatWest. In addition, Peter served as Interim
CRO at the Co-operative Banking Group Limited
and was previously a Non-Executive Director
and Chairman of the Risk Committee of Bank of
Ireland (UK) PLC.
Principal external appointments:
Non-Executive Director of esure Group PLC

Non-Executive Director of Willis Limited

Board membership changes during the
year and to the date of this report:

Glyn Jones stepped down from the
Board with effect from 6 February 2017;

Christine Palmer was appointed an
Executive Director on16 May 2017;

Robert Sharpe stepped down from the
Board with effect from 310ctober 2017,

Pat Butler was appointed as an
Independent Non-Executive
Director from 1January 2018 and
became Chairman with effect from
15March 2018;

Danuta Gray stepped down as Interim
Chairman and resumed her position
as Senior Independent Director on

15 March 2018;

Chris Patrick stepped down from the
Board with effect from 14 March 2018;

Johan Burger was appointed as aNon-
Executive Director on15 March 2018
and stepped down from the Board with
effect from 31August 2018; and

Alan Pullinger was appointed as aNon-
Executive Director on 15 March 2018.
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Phillip Monks, Chief Executive Officer, James Mack, Chief Finance Officer and Christine Palmer, Chief Risk Officer, are members of
the Group's Executive Committee. Their biographies can be found on page 28.
Carl D’Ammassa Rob Divall SueHayes
Group Managing Director Group HR Director Group Managing Director
—Business Finance —Retail Finance
Joined the Group: Joined the Group: Joined the Group:
October 2013 September 2016 June 2018
Relevant skills, strengths and experience: Relevant skills, strengths and experience: Relevant skills, strengths and experience:
Carlhas spent anumber of yearsinthe asset Rob joined Aldermorein 2016 from the Board Suejoined Aldermorein June 2018 from Barclays
financeindustry. Having started his financial of AdviserPlus Business Solutions Limited, a where she was Managing Director of Premier and
services career at GE Capital, he held various leading provider of HR managed services, where Community Segments and Savings Products. _S:
financial, operational and generalmanagement heledstrategy and product development and Prior to that, Sue was Managing Director s
positionsin GE's Equipment Finance, Equipment played akey commercialroleinthe growth of of Affluent Segment UK and International, Q
Services and Restructuring divisions, including the company through toits eventual acquisition. significantly increasing wealthreferrals and o
the post of CEO of the vehiclerental, plant hire Prior to this, Rob held a variety of HR leadership income generation. Sue also led Business Banking S
and key leasing businesses. Prior to joining positionsin his eight years with Lloyds Banking for three years taking this to number onein [}
Aldermore he was the Managing Director of Group PLC, including HR Director for the Branch market share, During her time at Santander UK, §
Hitachi Capital Business Finance. Throughout his Network and also HR Director for General she held anumber of senior roles across retail 2

career, Carlhas gained experiencein challenging
turnaround and transformational situations
leading significant sales, operational and
processimprovements.

Responsibilities:

Carlisresponsible for the management of the
Group's lending activity through the Business
Finance Division, which comprises the Asset
Finance, Invoice Finance and SME commercial
mortgages. Heis aDirector of AFS Group
Holdings Ltd, representing the Group's 48%
equity interest which was acquiredin 2017.

Executive Committee responsibilities

Therole of the Executive Committeeis
to assist the Chief Executive Officerin
the performance of his duties relating to
the day-to-day operation of the Group,
including the:

development and implementation of
strategy, operational plans, policies,
procedures and budgets;

monitoring of operating and
financial performance;

prioritisation and allocation of resources;

monitoring of competitive forcesin each
area of operation;

design and embedding of the Risk
Management Framework;

monitoring of adherence torisk appetite
statements;and

assessment and control of principal risks
within the Group.

Insurance. Before Lloyds, Rob worked with
Accenture PLCleading change programmes
within the HR outsourcing division, having started
the first decade of his career inretail where he
held anumber of senior HR and commercial
rolesin The Big Food Group PLC and Boots the
Chemists Limited.

Responsibilities:

Robisresponsible for the Group HR functionand
the delivery of the people elements of the Group's
strategy and performance.

and commercial banking, including Managing
Director — Business Banking and Managing
Director of Santander UK Products and Analytics.
During this period, Santander's market share
innew mortgagesincreased threefold. Prior to
Santander, Sue held roles with RBS and Halifax
and completed an MBA at Cranfield University.
Responsibilities:

Sueisresponsible for the Group's Buy-to-Let and
Residential owner occupied mortgages business
lines as well as Retail Savings.
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Corporate governance structure

The Board has delegated a number

of itsresponsibilities to Board
Committees, which utilise the expertise
and experience of their members to
examine subjectsin detailand make
recommendations to the Board where
required. This delegation allows the
Board to focus more of its time on
strategic and other broader matters.
The Chairs of the Board Committees
provide the Board with a verbal update
onmatters discussed at each meeting,
and Board Committee minutes are made
available to the whole Board through a
secure online system.

Governance structure diagram

The Corporate Governance Structure
has been updated to takeinto account
the Group's Boardreporting to FirstRand
International Limited.

Aldermore Bank PLC (“the Bank")is a
wholly owned operating subsidiary of
Aldermore Group PLC andit transacts
the Group's banking business. It is
authorised by the PRA andregulated by
the FCA and the PRA. The Board of the
Bank comprises the same Directors.
The Bank Board holds separate
meetings immediately following the
meetings of the Company's Board.

FirstRand International Limited

V)

Aldermore Group PLCBoard

Since the delisting of Aldermore’s
shares from the London Stock Exchange
on 15 March 2018, the Board remains
committed to the highest standards of
corporate governance and best practice.
The Boardrecognises that effective
governanceis key to theimplementation
of strategy for our shareholder and
wider stakeholders. The Group intends
to comply with the Wates corporate
governance principles for large private
companies when the guidanceis
publishedin December.

[P m— [ — | — —
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Directors’ Report
The Directors present their report and the financial statements of the Group for the eighteen months ended 30 June 2018.
As permitted by legislation, some of the matters normally included in the Directors' Report are included by reference as
detailed below.
Where to find further information:
Requirement Detail Section Location
Business review Information regarding the business review and future Strategicreport Pages16to 23
developments, key performance indicators and principal risks are (Business review)
contained within the Strategicreport.
Pages 6to7 (Key
performance
indicators)
g
Pages 41to 42 §
(Principal risks) 2
G
3
Strategicreport The contents of the Strategic report fulfil Section 414C of the Strategicreport Pages1to 25 5;
Companies Act 2006. §
8
Results Theresults for the eighteen months are set outin theincome Income Page 69
statement. The profit before taxation for the eighteen months statement
ended 30 June 2018 was £193.5 million (2016:£128.7 million). Strategi ¢ P 11025
Areview of the financial performance of the Groupisincluded rategicrepor ages 1to
within the Strategic report.
Dividend The Directors do not propose to recommend a final dividend in — —
respect of the eighteen months ended 30 June 2018 (2016:nil).
Financial instruments The Group uses financialinstruments to manage certain types Risk management Pages 35to 59
of risk, including liquidity and interest rate risk. Details of the
objectives andrisk management of these instruments are
containedin the risk management section.
Post balance sheet There have been no material post balance sheet events. — —
events
Share capital At 30 June 2018, the Company's share capital comprised Note 33 to the Page 105
348,993,805 ordinary shares of £0.10 each. consolidated
. . . financial
The Company did not repurchase any of the issued ordinary statements

shares during the eighteen months ended 30 June 2018 or up to
the date of thisreport.

Details of the Company's share capital are provided in Note 33
to the consolidated financial statements.
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Corporate governance

Directors’ Report
continued

Requirement

Rights and obligations
attaching to shares

Employee share
schemerights

Employees

Directors

Appointment
and retirement
of Directors

Detail

There are norestrictions on the transfer of the Company's
ordinary shares or on the exercise of the voting rights attached to
them, except for:

where the Company has exercisedits right to suspend their
voting rights or prohibit their transfer following the omission
by their holder or any personinterestedin them to provide the
Company withinformation requested by it in accordance with
Part 22 of the Companies Act 2006; or

where their holder is precluded from exercising voting rights by
the Financial Conduct Authority's Listing Rules or the City Code
on Takeovers and Mergers.

Allthe Company's ordinary shares are fully paid and rank equally
inallrespects and there are no special rights with regard to
control of the Company.

Details of how rights of shares in employee share schemes
are exercised when not directly exercisable by employees are
providedin Note 34 to the consolidated financial statements.

The Group is committed to employment policies, which follow
best practice, based on equal opportunities for allemployees,
irrespective of gender, race, colour, age, disability, sexual
orientation or marital or civil partner status. The Group is
committed to ensuring that disabled people are afforded equality
of opportunity inrespect to entering and continuing employment
within the Group. Thisincludes all stages from recruitment and
selection, terms and conditions of employment, access to training
and career development.

Information on employee involvement and engagement can be
foundin the strategicreport.

The names and biographical details of the current Directors who
served on the Board and changes to the composition of the Board
that have occurred during 2017 and 2018 and up to the date of this
report are providedin the corporate governance sectionand are
incorporatedinto the Directors' Report by reference.

The appointment and retirement of the Directorsis governed
by the Company's Articles of Association and the Companies
Act 2006. The Company's Articles of Association may only be
amended by a special resolution passed by shareholders at a
general meeting.

According to the Company's Articles of Association, each
Director shallretire at the Annual General Meeting held in the third
calendar year following the year in which the Director was elected
or last re-elected by the Company, or at such earlier Annual
General Meeting as the Directors may resolve.

Where to find further information:

Section

Note 34 to the
consolidated
financial
statements

Strategicreport

Corporate
governance
— Board of
Directors

Corporate
governance
—Electionand
re-election

Location

Page 105

Pages 24 and 25

Page 27

Page 28
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Requirement

Directors’ indemnities

Significant
agreements

Political donations

Research and
development activities

Going concern

Detail

The Directors who served on the Board up to the date of this
report have benefited from qualifying third-party indemnity
provisions by virtue of deeds of indemnity entered into by the
Directors and the Company. The deeds indemnify the Directors
to the maximum extent permitted by law and by the Articles

of Association of the Company, in respect of liabilities (and
associated costs and expenses) incurred in connection with the
performance of their duties as a Director of the Company and any
associated company, as defined by section 256 of the Companies
Act 2006.

The Group also maintains Directors' and Officers' liability
insurance which provides appropriate cover for legal actions
brought againstits Directors.

Aldermore Group PLC and FirstRand International Limited entered
into a Co-Operation Agreement effective 6 November 2017.

The Group made no political donations during the eighteen
months period (2016: nil).

The Group does not undertake formal research and development
activities. However, new products and services are developed

in each of the businesslinesin the ordinary course of business
inaccordance with the Group's product and pricing governance
framework. Under this framework all new products, campaigns
and business initiatives are reviewed and approved by the Group's
Product and Pricing Committee.

The financial statements are prepared on a going concern

basis, as the Directors are satisfied that the Group has the
resources to continueinbusiness for the foreseeable future
(which has been taken as 12 months from the date of approval

of the financial statements). In making this assessment, the
Directors have considered a wide range of information relating to
present and future conditions, including the current state of the
balance sheet, future projections of profitability, cash flows and
capitalresources and the longer term strategy of the business.
The Group's capital and liquidity plans, including stress tests,
have beenreviewed by the Directors. The Group's forecasts and
projections show that it will be able to operate at adequate levels
of both liquidity and capital for the foreseeable future, including
under arange of stressed scenarios. After making due enquiries,
the Directors believe that the Group has sufficient resources to
continueits activities for the foreseeable future and to continue
its expansion, and the Group has sufficient capital to enable it to
continue to meetitsregulatory capital requirements as set out by
the Prudential Regulation Authority.

Where to find further information:

Section Location

Note 24 to the Pages101and 102
consolidated

financial

statements

2dueusanos ajesodiod
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Corporate governance

Directors’ Report
continued

Requirement Detail
Disclosure of . Eachperson whois a Director at the date of this Directors’
information to auditors Report confirms that:

—sofarastheDirectoris aware, thereis norelevant audit
information of which the Group's auditors are unaware; and

—heor she has taken all the steps that he or she ought to have
taken as a Director to make himself or herself aware of any
relevant audit information and to establish that the Group's
auditor is aware of thatinformation. This confirmationis
given and should beinterpreted in accordance with the
provisions of the Companies Act 2006.

Auditor The Board recommended that Deloitte LLP be reappointed as the
Group's auditor with effect from the 2018 AGM, at which meeting
resolutions concerning Deloitte’'s appointment and authorising
the Board to set their remuneration will be proposed.

On behalf of the Board:

AnchnaDevi,
Company Secretary

31August 2018

Where to find further information:

Section

Location

Pages62t068
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Risk management

The Group’s approach to risk

In this section:
The Group's approach torisk 36

Risk governance and oversight 37

Principal risks 41

All areas of the following report are
covered by the external auditor's
opinion on pages 62 to 68, except for
theleverageratio disclosed on page
59, therisk weighted assets and
associated capital ratios on page 59.

The Board s ultimately responsible for
setting sound risk management and
delivering an appropriate 'tone from
the top', providing the basis for sound
risk management and effective internal
control systems.

Effective risk management is a key pillar
in the execution of the Group's strategy.
The Board and senior management
seek to ensure that therisks the
Groupis taking are clearly identified,
managed, monitored and reported and
that the Group remains sustainable
including during a plausible but severely
adverse economic downturn and/or
idiosyncratic conditions.

The Risk Management Framework
(RMF) provides the overarching
context on how the Group manages
risk. The following sections provide
a summary of the RMF within the
Group. It highlights our governance
structure, risk model, key risk
management processes and the
principal and emerging risks we face
and the mitigating actions taken to
address these.

Risk principles

The following principles guide
the Group's overall approach to
risk management:

- The Board setsrisk appetite and
an appropriate "tone from the top”
and set the example with regard to
risk management.

Risk management is structured
around the Group's Principal Risk
categories, which are updated at least
annually as part of the RMF (refer to
page 41for Principal risks).

- The Group maintains arobust Risk
Appetite Framework, manages
to a consistent appetite using an
approved set of metrics, and reports
to senior management at least
monthly. In 2018, the RAF metrics
have been embedded from the Board
down to business lines.

- The Group regularly undertakes
stress tests to ensure that it remains
sustainable, including during plausible
but severely adverse economic and/
or idiosyncratic conditions.

- The approach to remuneration
ensures that fair customer outcomes
and prudent decision-making
within risk appetite are incentivised.
Colleagues are not unduly rewarded
for driving sales and/or profits.
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Risk management and
internal control

The Group's risk management and
internal control systems are designed
toidentify, manage, monitor and report
onrisks to which the Groupis exposed.
It cantherefore, only provide reasonable
but not absolute assurance against the
risk of material misstatement or loss.
Further details of the processes and
procedures for managing and mitigating
theserisks are providedin the risk
management section from page 35.

The effectiveness of the internal
controls was regularly reviewed by
the Board, Audit Committee and
Risk Committee during the period.
Thisinvolvedreceiving reports from
management including reports from
Finance, Risk, Compliance, Group
Internal Audit and the business

lines. The Audit Committee also
receives reports oninternal controls
from the Group's external auditor.
Where recommendations areidentified
forimprovements to controls, these
are monitored by Group Internal
Audit who report the progress
made inimplementing them to the
Audit Committee.

Risk Governance and Oversight Diagram

Based onthereview performed during
the period, and the monitoring and
oversight activities performed, the
Audit Committee, in conjunction with
the Risk Committee, concluded that

the Group's risk management and
internal control systems were effective.
The Audit Committee recommended a
statement to this effect to the Board.

Based on this assessment, the Boardis
satisfied with the effectiveness of the
Group's risk management and internal
control systems.

Risk Management
Framework

The RMF defines Aldermore Group's
overall approach to risk management
across allroles and material risk types.
The RMF is the Group's foremost risk
document, to which all subsidiary risk
policies and frameworks must align.
The RMF is subject to Board approval, at
least annually. The RMF describes risk
management roles and responsibilities,
and outlines the Group's approach to
each material risk to which it is exposed.
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Risk governance and oversight

The Group's risk governance structure
ensures the Board and senior
management are accountable for
overallrisk management. Each formal
Risk Committeeis responsible for the
Group-wide risk position. The Board s
responsible for approving the highest
materiality risk frameworks and
policies, following recommendation by
subsidiary committees. A delegated
authority approves other frameworks
and policies.

Three lines of defence

The Group employs a "‘threelines

of defence’ model to segregate
responsibilities between 1) risk
management as part of business
activities, 2) risk oversight and 3)
independent assurance. Each of the
threelines of defenceis responsible
for maintaining a prudent and risk-
aware culture.

First line of defence -
Business lines and central
functions

The firstline of defence comprises all
colleagues in business lines and central
functions that are not part of the Risk
or Group Internal Audit functions.

Key responsibilities with regard to risk
management are as follows:

Manage risk within the Group's
stated appetite in day-to-day
business activities;

Focus on achieving good customer
outcomes while avoiding a dogmatic
focus on sales and/or profits;

Escalaterisks viatherisk
event process;

Maintain an up-to-date
understanding of risk management
responsibilities; and

Proactively identify material risks and
design mitigating controls.

Second line of defence -

Risk functions

The second line of defence comprises
all colleagues in the Risk function.
Key responsibilities are as follows:

- Develop robust frameworks and
policies to managerisk;

- Support thefirst line with embedding
risk frameworks and policies;

- Ownthe Group's relationship with
regulators and validate adherence
with applicable regulation
and legislation;

- Co-ordinate the Group's approach to
setting and reporting onrisk appetite;
and

- Oversee the delivery of material
risk management processes, such
as the Internal Capital Adequacy
Assessment Process ("ICAAP"),
Individual Liquidity Adequacy
Assessment Process (“ILAAP"),
the Recovery and Resolution Plan
(“RRP").

Third line of defence - Group

Internal Audit

The third line of defence comprises

all colleagues in the Group Internal
Audit function. Key responsibilities are
as follows:

- Provideindependent assurance
to the Board that first and
second line functions are
properly discharging their risk
management responsibilities;

- Validate the appropriateness of
risk management controls and
governance; and

- Track audit actions to completion.

Risk Appetite Framework
TheRisk Appetite Framework (RAF)
supports our strategic objectives.

In defining key risk metrics,
underpinned by defined triggers and
limits, it underpins the Group's approach
to monthly risk reporting to senior and
working level committees.

The Board provides oversight to ensure
the Group adheres to the following
principles when setting and monitoring
risk appetite:

- TheRAF is aligned with our
Strategic Plan;

Risk reporting is action-oriented;

- TheRisk function provides
independent challenge;

- Therisk profile is monitored on an
ongoing basis; and

- Theframework is reviewed annually.

Risk Appetite Statement

A core objective of the Group's
Strategic Planis to “build out the
Aldermore franchise through
controlled, sustainable and customer-
centric growth.” The RAF supports the
delivery of this objective, as reflected
by the overarching risk appetite
statement, as follows:

"Operate a sustainable and safe Group
that conductsits activities in a prudent
manner, taking into account the
interests of customers and ensuring
its obligations to key stakeholders are
met.” Key stakeholders are defined

as customers, investors, regulators
and employees.

Principal Risks have been identified,
with each having an overarching
qualitative risk appetite statement and,
where appropriate, quantitative metrics
to measure the Group's tolerance

and appetite for risk. The suite of risk
appetite metrics enable systematic
monitoring of the risk profile against
appetite andis reported to Committees
on amonthly basis. The Group's

risk appetiteis set by the Board and
embedded down to each business line
through the informal Risk Committees,
driving a consistent message across
the organisation.
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Risk culture

The Boardis accountable for ensuring
the Group actively embraces a
strong risk culture, in which all staff
are accountable for the risks that
they take. Senior management leads
inimplementing therisk appetite

and ensuring that the RMF is fully
embedded, with a strong focus on
the adherence to risk appetite which
is monitored by a defined suite of
metrics. Risk management is embedded
in the design of staff performance
management and reward practices.

Risk cultureis further
embedded through:

Framework for risk culture;
Risk performance considerations;

Alignment with Internal Audit
assessment methodology; and

Risk-based remuneration, in part
considering the strength and
appropriateness of risk culture.

Overarching Risk Appetite Statement

—

Principal Credit Capital
risks risk risk
Supporting
risks N
Primary Metrics
Metrics Reported to ERC
every month —mainly
Bank-wide metrics
Triggers
and limits

Stress testing

Stress testingis animportant risk
management tool, with specific
approaches documented for the
Group's key annual assessments
including the (“ICAAP"), (“ILAAP"), the
("RRP") and Reverse Stress Testing
("RST").

We maintain a Stress Testing
Framework (“STF") whichis updated
on an annual basis, or more frequently
if required, to assist the Board's
understanding of the key risks,
scenarios and sensitivities that may
adversely impact our financial or
operational position. To ensure a
coherent approach to stress testing,
the Group adheres to the following
core principles:

Stress testingis anintegral part of
risk management. Results inform
decision-making at the appropriate
level,including strategic

decisions made by the Board and
senior management;

Stress testing draws on the
experience and skills of staff

Liquidity Market Operational
risk risk risk

N

across an appropriately wide range
of disciplines;

Written policies and procedures
governthe Group's approach to
stress testing, with dedicated policies
maintained for material asset classes
and types of stress test;

Taken as a whole, stress tests span
arange of analytical techniques, risk
types, scenarios and severities to
ensure a complete view of material
risks. Stress testing systems and
procedures must be sufficiently
flexible to facilitate this approach,
while remaining proportionate to the
Group's size and activities;

Consistent with the RMF, the Group
reviews this Framework at least
annually; and

The STF relies upon and supports the
Capital Planning and Management
policy, the Funding and Liquidity
policy and the Operational and

Credit Risk Frameworks, all of which
provide detail of how the STF has
beenimplemented within these
specificareas.

Compliance,
conduct and
financial crime

Reputational
risk

Granular risk categories that help structurerisk appetite reporting — each maps to a principal risk

N

Each supporting risk has a quantative risk appetite statement

Secondary Metrics

Reported to working
level committees
every month —mainly
cut by business line

e

Within appetite > Breaching a trigger [ Breaching alimit >

Tertiary Metrics

Not reported individually
but areaninputinto
committee metric(s)
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Risk governance and oversight

continued

Overarching Risk Appetite Statement

Purpose of stress tests

ICAAP
Annual process that determines
capitalrequirements

ILAAP
Annual process that determines
liquidity requirements

RecoveryPlan
Annual process that determines recovery
options and tests their efficiency

Other
Other internal stress tests that support
strategic decision making

* Out of scope of this Framework.

Stress testing governance
The Board's key responsibilities in
terms of stress testing are:

Review and approve the Stress
Testing Framework (STF) following
annual review; and

Review and approve the ICAAP,
ILAAP and Recovery Planinline
withregulatory rules and internal
policies. As part of this, the Board

will assess the approach to scenario
design, stress testing methodologies
andresults.

The Board Risk Committee key
responsibilities in terms of stress
testing are:

Review the STF following annual
review, and make arecommendation
tothe Board; and

Type of stress tests i Result of stress tests
o (
Top Down i Capital
Test overall financial resilience to EE Estimates theimpact of balance
adverse events " sheet movements and financial
00 losses (typically credit related) on
i capital resources and requirements
Sensitivity Analysis . :
Tests the overallimpact of a single risk "
driver, typically an economic variable i
AN
§
Reverse stress test " Liquidity
Identifies the severity of stress that " Estimates cashflows, funding supply
would cause the Bank to fail " and liquid asset availability under
-- amarket-wide, idiosyncratic or
" combined liquidity stock
Account Level* "
Tests theresilience of aloan applicantto
adverse events such asinterest raterises EE
o\

Review the ICAAP, ILAAP

and Recovery Plan, and make
recommendation to the Board to
approve the documents. As part of
this, Board Risk Committee (BRC)
will assess the approach to scenario
design, stress testing methodologies
andresults.

The Chief Risk Officer owns the
Stress Testing Framework, with the
Head of Enterprise Risk responsible
for maintaining the STF and ensuring
itis applied acrossrelevant parts

of the Group. The CRO ensures that
the STF isreviewed at least annually
and approved by the Board following
recommendation from the Board
Risk Committee and Executive

Risk Committee.
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Principal risks
= Stable
N Down
Effective risk management is a core component of the Group, which is embedded throughout the organisation. The Board and
senior management ensure that a strong risk cultureis at the heart of everything we do, with risk appetite clearly defined,
managed and reported against, and embedded down to business lines. There were no significant changes made to our business
model or risk appetite during the period. The following section summarises the principal risks, which are the categories of risk
that are most significant given our business model and operating environment, along with our approach to their mitigation.
Principalrisk Mitigation Commentary
Credit risk Operateinselected sectors and products, where we have 9
Therisk of financialloss specific expertise;
arising fromaborrower ora Consistently apply the approved credit policy, and price credit facilities TheGrouPscost of
counterparty failing to meet for risk; risk remains low at
financial obligations to the Group . . . L 16 bps reflecting our
- Where appropriate, obtain physical collateral or financial collateral;
according to agreed terms. PProp phy robust approachto
Refer to page 46 Undertake robust in-life management of the credit portfolio, including  risk management.
providing, watchlist and internal capital requirements; and perform
strict daily management of counterparty credit risk.
Liquidity risk Maintain a sufficient portfolio of cash and high quality liquid assets 9
Therisk that we are unable to (HQLA) to absorb liquidity shocks;
meet our financial obligations as Perform a comprehensive annual ILAAP assessment of all material The.(‘?roupsl|<.1md|ty
they fall due, or can only do so at liquidity risks and meet internal buffers on an ongoing basis; and positionremains
excessive cost,. . h < liquidi " i . ithi stable and has been
Refer to page 56 Momtrc])rt elGr.oup? |qu|d|t.y|p.oi|t|on onada|yba5|s, withintra- managed well within .
month escalation of material risks as appropriate. liquidity buffers. 7
3
Marketrisk Seek to match theinterest rate structure of assets and liabilities, 9 §
Therisk arising from adverse creating anatural hedge; "§
movements in market prices - Where anatural hedge is not possible or desirable, enter into interest The Group's approach 3

givenlong or short positions
inimpacted assetsand/ or
liabilities.

Refer to page 57

Capital risk

Therisk that we have
insufficient capital resources to
cover regulatory requirements
and/ or support growth plans.
Refer to page 58

rate swap contracts to convert fixed-rate into variable-rate
exposures, or vice-versa;

Maintain a tight limit for interest raterisk, in line with a highly
conservative market risk appetite, with small unhedged exposures
reflecting timing difference and the cost of smallhedges; and

Hedge any material basis risk exposure by entering into basis
swap agreements.

Maintain robust controls for Pillar 1reporting;
Perform a comprehensive annual ICAAP assessment of all material
capitalrisks;

Plan to meet capital requirements on a forward-looking basis,
formally assessing confirmed and potential changes in regulatory
rules; and

Maintain an appropriate internal capital buffer over and above fully
loadedregulatory requirements to protect against unexpected
losses or risk-weighted asset growth.

remains prudent
and underlying risks
remain unchanged.

>

The Group's capital
remains stableinline
withinternaltargets
and aboveregulatory
requirements.
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Principal risks

continued

Principalrisk

Operational risk

Therisk of loss resulting from
inadequate or failed internal
processes, people and systems
or from external events.

Compliance, conduct and
financial crimerisk

Therisk of legal or regulatory
sanctions, material financial
loss, or loss toreputationasa
result of a failure to comply with
applicable laws and regulations,
codes of conduct and standards
of good practice.

Reputational risk

Therisk of negative
consequences arising froma
failure to meet the expectations
and standards of our customers,
investors, regulators or

other counterparties during

the conduct of any business
activities.

Mitigation

Maintain a comprehensive RCSA process. Assess the efficacy of
these controls by maintaining a harmonised approach to business
assurance testing;

Maintain and embed the risk event reporting process;

Mandate detailed and coherent committee reporting that brings
together adiverse range of supporting risks;

Ensure a significant emphasis on IT resilience given pace of
evolution of the business and continued exposure to therisk of
cyber-crime; and

Systematically monitor operational losses on both a net (overall
financialimpact) and gross (excluding recoveries) basis to
understandrisk profile andidentify trends.

Maintain a well-defined and embedded process for regulatory and
legislative horizon scanning, and preparation for confirmed and
potential changes;

Maintain processes that focus on fair customer outcomes, including
via the use of metrics on staff performance, training, customer
feedback, complaints and product cancellation;

Ensure that recruitment and training processes have a
clear customer focus, including via the use of mandatory
training modules;

Ensure the approach to remuneration incentivises fair customer
outcomes and prudent decision-making within risk appetite; and

Perform the requisite checks on all customers —including money
laundering, sanctions and fraud — and, where appropriate, on an
ongoing basis. Tightly monitor remedial actions relating to financial
crime breaches.

Maintain a clear and explicit set of reputational risk policy
requirements, to which all colleagues must confirm their
understanding and adherence;

Ensure that the reputational impact of changes to products, pricing,
systems and processes is formally considered and the relevant
Committee; and

Ensure that the Corporate Affairs function assesses material
risk events for reputationalimpact, and initiate mitigating actions
as appropriate.

Commentary

>

The operational

risk profile remains
stable. Overthe18
months, the Group has
improved anumber
of key controls,
continuestoinvestin
its ITinfrastructure
including cyber
controls, and
continues to
effectively manage
its change portfolio.

->

The Compliance
andFinancial Crime
key risks remain
unchanged,inan
environment where
the continued pace
and volume of
regulatory change
remains anongoing
challenge, against
abackground of
increased regularity
supervisionand
engagement.

->

The Group'srisk
profile remains green.
We remain mindful

of mediafocus and
regulatory scrutiny
askey drivers of the
profile's ongoing
status.
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Emerging risks

We define 'emerging risks' as those risks that are specific forward-looking, the likelihood and/or impact of which cannot be
readily quantified and which have not yet crystallised. At this point, emerging risks include:

Themes

Risk

Regulatory Change or Intervention

Non-compliance with
General DataProtection
Regulation

Minimum Requirements
for Own Funds and Eligible
Liabilities (MREL) funding
requirements

New data protection regulation strengthens and unifies -

data protection for individualsin the EU. The GDPR
regulation wasimplemented on 25 May 2018 and the
Group reached a compliant position.

Therisk to the bank is ongoing compliance.

MREL is an EU regulation that supports orderly
resolution and protects depositors and taxpayersin
the event of bank failure. The Group is currently not
consideredin scope however, over time the Group may
fallin scope for more complex resolution strategies and
going concernrequirements.

Economic and Political Environment

Disorderly Brexit
outcome

Over-indebtedness
impacting mortgage
affordability

Competitive environment

Heightened competition

Technologyrisk

Cyber-crimeincident

Failure of an outsource
provider or supplier

Detrimentalimpact on
customers fromanlT
failure

Brexit negotiations continue following the UK's decision -

toleave theEUinJune 2016 and the triggering of Article
50inMarch 2017.

Since Aldermore operates solely in the UK, the key risk is
considered a general downturnin the UK economy linked
to stagnating trade andrisk-adverseinvestors.

InJuly 2017,a PRA review noted the declining resilience
of some consumer credit portfolios due to growthin
higher-risk segments, lower pricing and banks being
overly influenced by the benign economy.

Therisk to Aldermoreis twofold. Firstly, over-
indebted consumers may affect residential mortgage
affordability, particularly if unemployment rises.
Secondly, the FCA and PRAreviews indicate

that regulators may imposerestrictions on
consumer lending.

Competitioninthe Group's selected markets arises from-

arange of sources, including large High Street banks,
challengers and non-bank lenders.

Heightened competition may lead to margin
compression and lower growth, both key drivers of
profitability. This could result in lower volumes, higher
customer attrition and/or lower net interest margins.

Cyber-crime remains significant and high profile
across allindustries. Coupled with anincrease in public
awareness of data privacy as aresult of GDPR, there

have been numerous headlines regarding data breaches.,

The Group has a number of material and critical
outsource or third-party arrangements that are core
elements of the supply chain. The failure of one of these
key partners could significantly affect the Group's
customers, operations and reputation.

The Group deploys services through a mix of hosted
systems, both externally hosted or hosted on behalf of
the Group.

Therisk is the potential detrimentalimpact to the Group -

fromanIT failure.

What we are currently doing

Following achievement of "day one" GDPR compliance,
a datamaturity programme has been scoped to deliver
ongoing compliance against GDPR regulation.

Monitoring of ICO updates and the marketplace for the
latest guidance and regulatory interpretation.

The Group to consider the potentialimpact of MREL as
part of its strategic decision-making.

We aim to have discussions with the PRA to understand
at what point the Group may face MREL requirements to
ensure we are fully prepared.

The Group continues to closely monitor negotiations
and the potential economicimpact on credit risk and
implications for colleagues.

The FCA publishes key regional differences in financial
engagement andresilience, which the Group will assess
as part of its ongoing strategy review.

The mortgage portfolio remainsresilient, as
demonstrated by affordability stress testing and alow
expectedloss.

We continue to monitor trends in the external
environment and the impact on pricing, mindful of the
increase in savings stock requiredinto 2019.

The business line continues to take a disciplined
approach to pricing to maintain stable margins, risk
profile and commission arrangements.

The Group willreviseits Cyber Strategy to align with
its recently approved T strategy. The Group's Security
Investment Programme (SIP) continues.

AnInformation security awareness campaign will
berolled out across the Group in September 2018 to
reaffirm previous guidance.

The Group continues to maintain controls and
governanceinrelation to the operating framework for
suppliers. Therisk profilein this areahasimproved as
the Group continues to embed enhanced governance
and oversight in accordance withits new Supplier
Management Framework.

The Group continues to perform robust risk
assessments and mitigation of the risks froman
IT failure.

Scenarios and simulated exercises arerun, as part of
incident management testing, to mitigate this risk.

JuswaSeuew Ysiy
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Credit risk

Credit risk is the risk of financial loss arising from the borrower or a counterparty failing to meet their financial obligations to the
Group in accordance with agreed terms. The risk primarily crystallises by customers defaulting on lending facilities. Credit risk also
arises from treasury investments and off-balance sheet activities, which are typically sub-categorised as counterparty credit risk.

The credit risk section of this report includes information on the following:

The Group's maximum exposure to credit risk;

Credit quality and performance of loans;

Forbearance granted through the flexing of contractual agreements;

Diversity and low concentrations within our loan portfolio;

Details of provisioning coverage and the value of assets against which loans are secured;
6. Information on credit risk within our treasury operations.

O e

1. The Group’s maximum exposure to credit risk

The following table presents our maximum exposure to credit risk of financial instruments on the balance sheet and commitments
tolend before taking into account any collateral held or other credit enhancements. The maximum exposure to credit risk for loans,
debt securities, derivatives and other on-balance sheet financial instruments is the carrying amount and for loan commitments, the
fullamount of any commitment to lend that is either irrevocable or revocable only inresponse to material adverse change.

Our net credit risk exposure as at 30 June 2018 was £10,859.9 million (31December 2016: £9,056.0 million), an increase of 19.9%.

The main factors contributing to the increase were:

i) thegrowthingrossloans and advances to customers, our largest credit risk exposure by £1,511.0 million,

ii) growthincashandbalances at central banks by £392.4 million; and
iii) areductionin commitments to lend by £272.5 million.

Note
Included in the statement of financial position:
Cashandbalances at centralbanks
Loans and advances to banks
Debt securities
Derivatives held for risk management
Loans and advances to customers 20
Other financial assets 39
Commitments tolend 37
Gross credit risk exposure
Less: allowance forimpairment losses 20

Net credit risk exposure

30June
2018
£m

508.8
96.6
792.3
227
9,015.7
6.2
10,442.3
4428
10,885.1
(25.2)
10,859.9

31December
2016
£m

116.4
67.2
664.5
124
7,504.7
29
8,368.1
715.3
9,083.4
(27.4)
9,056.0
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2. Credit quality and performance of loans
The tables below provide a split of our £9,015.7 million (31December 2016: £7,504.7 million) credit risk exposure to loans, gross of
impairments, on the basis of:
A. Whether they are performing (neither past due nor individually impaired);
B. Pastduebutnotindividually impaired;
C. Individually impairedloans, inline with Note 2 (g).
Asset SME Commercial Residential
Finance InvoiceFinance Mortgages' Buy-to-Let Mortgages Total
30June 2018 £m £m £m £m £m £m
A Neither past due nor individually impaired 1,837.5 2676 961.0 4,408.2 1,449.8 8,924.1
B Past due but notindividually impaired 6.7 — 6.0 211 239 577
C Individually impaired 6.1 0.8 3.0 135 10.5 339
1,850.3 268.4 970.0 4,442.8 1,484.2 9,015.7
Asset SME Commercial Residential
Finance  InvoiceFinance Mortgages' Buy-to-Let Mortgages Total
31December 2016 £m £m £m £m £m £m
A Neither past due nor individually impaired 1,569.2 1559 921.6 3,308.4 1,470.8 7425.9
B Past due but notindividually impaired 33 - 6.9 13.2 19.8 43.2
C Individually impaired 9.3 3.6 7.8 8.7 6.2 35.6
1,581.8 159.5 936.3 3,330.3 1,496.8 7,504.7
A
" Thisanalysisincludes Property Development. i
3
The three categories shown above are further analysed over the following pages. §
')
Due to the more bespoke nature of the Property Development business, the portfolio is excluded from a number of the following §
tables, asindicated with by the footnotes. Gross Property Development exposure at 30 June 2018 was £226 million (31December 2

2016: £230 million), and net exposure was £225 million (31December 2016: £229 million).

A.Loans and advances that are neither past due nor individually impaired
The credit quality of assets that are neither past due nor individually impaired is analysed internally as follows:

Asset SME Commercial Residential
Finance InvoiceFinance Mortgages' Buy-to-Let Mortgages Total
30June 2018 £m £m £m £m £m £m
Low risk — — 456.8 3,693.3 1,074.8 5,224.9
Medium risk 1,369.5 42.3 267.3 661.6 330.2 2,670.9
High risk 468.0 225.3 11.0 53.3 44.8 8024
Total 1,837.5 267.6 735.1 4,408.2 1,449.8 8,698.2
Fair value of collateral held 1,220.8 266.0 735.1 4,406.1 1,449.3 8,077.3
Asset SME Commercial Residential
Finance  InvoiceFinance Mortgages' Buy-to-Let Mortgages Total
31December 2016 £m £m £m £m Em £m
Low risk — — 368.6 2,710.7 1,083.8 41631
Mediumrisk 1,282.4 6.9 315.8 5234 3454 24739
High risk 286.8 149.0 71 743 41.6 558.8
Total 1,569.2 155.9 691.5 3,308.4 1,470.8 7,195.8
Fair value of collateral held 1,102.8 155.8 691.5 3,308.3 1,470.8 6,729.2

' This analysis excludes Property Development.

The categorisation of high, medium and low risk is based oninternal grading models utilised in portfolio monitoring. The grading
models are used to generate a consistent Group-wide approach for the grading of customer credit risk exposures for all lending
businesses and provide a relative internal ranking of risk. Drivers for the grade mapping include external credit reference agency
risk scores, property valuations and qualitative factors. The relative measure of risk reflects a combined assessment of the
probability of default by the customer and an assessment of the expected lossin the event of default.
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Credit risk
continued

The resulting classification of balances between low, medium and high is consequently driven by a combination of the Probability
of Default (“PD") and Loss Given Default (“LGD") grades. A matrix of eighteen PD (fifteen of which apply to up-to-date accounts)
and ten LGD grades determine the category within which each loanis categorised, i.e. those accounts that have alow PD and/or

low LGD are graded as 'low'. Those graded ‘high’ will be accounts that have either a high PD and/or high LGD.

B. Loans and advances that are past due but not individually impaired
As at 30 June 2018, there was a balance of £57.7 million (31December 2016: £43.2 million) in relation to loans where customers
had missed one or more repayments but no specificloss had yet beenrecognised.

The table below provides further analysis according to the number of months past due:

30June 31December
2018 2016
£m £m
—Upto2monthspast due 45,5 35.6
—2to3months past due 12.2 7.6
Total 57.7 43.2
Fair value of collateral held 55.8 42.3
The above analysisincludes Property Development
C.Loans and advances that have been individually impaired
Individually impaired balances are further analysed as follows:
Asset SME Commercial Residential
Finance InvoiceFinance Mortgages' Buy-to-Let Mortgages Total
30June 2018 Em £m £m £m £m £m
Impaired but not past due 0.3 - - 33 0.3 39
Past dueless than 3 months 1.7 - 0.2 2.2 1.8 5.9
Past due 3 - 6 months 2.6 - 04 57 5.2 139
Past due 6 - 12 months 0.9 0.3 1.0 1.3 1.9 54
Past due over 12 months 0.6 0.5 1.4 1.0 1.3 4.8
Total 6.1 0.8 3.0 135 10.5 33.9
Of which: Possessions 0.3 - 0.6 3.6 1.0 55
Non-performing Loan Ratio (%) 0.33 0.30 0.31 0.30 071 0.38
Asset SME Commercial Residential
Finance  InvoiceFinance Mortgages’ Buy-to-Let Mortgages Total
31December 2016 £m £m £m £m £m £m
Impaired but not past due 1.0 - 24 0.5 01 4.0
Past dueless than 3 months 2.5 0.6 0.2 15 0.6 5.4
Past due 3-6 months 31 01 - 2.8 3.8 9.8
Past due 6-12 months 2.0 1.0 1.2 3.2 1.4 8.8
Past due over 12 months 0.7 1.9 4.0 0.7 0.3 7.6
Total 9.3 3.6 7.8 8.7 6.2 35.6
Of which: Possessions 0.7 - 0.6 55 0.2 7.0
Non-performing Loan Ratio (%) 0.59 2.26 0.83 0.26 0.41 0.47

' Theabove analysisincludes Property Development.

Against the above individually impaired balances at 30 June 2018 of £33.9m (31December 2016: £35.6 million) the fair value of
collateral was £30.6 million (31December 2016: £28.8 million). We always seek to pursue timely realisation of collateralin an
orderly manner and do not use the collateral for our own operations.
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The year to date movement inimpaired loans is analysed as follows:

Asset SME Commercial Residential
Finance InvoiceFinance Mortgages' Buy-to-Let Mortgages Total
Period to 30 June 2018 £m £m £m £m £m £m
At 1January 2017 9.3 36 7.8 8.7 6.2 356
Classified as impaired during the period 131 1.2 2.2 111 9.0 36.6
Transferred fromimpaired to unimpaired (1.5) (0.2) (0.2) (1.2) (3.4) (6.4)
Amounts written-off (11.4) (3.1) (1.3) (0.2) (0.1) (16.1)
Repayments (3.4) (0.8) (5.5) (4.9) (1.2) (15.8)
At 30 June 2018 6.1 0.8 3.0 135 10.5 33.9
Asset SME Commercial Residential
Finance  InvoiceFinance Mortgages' Buy-to-Let Mortgages Total
Year to 31December 2016 £m £m £m £m Em £m
At1January 2016 6.7 29 79 6.4 41 28.0
Classified asimpaired during the period 8.6 2.2 2.8 47 43 226
Transferred fromimpaired to unimpaired (0.3) — (2.7) (1.2) (0.8) (4.9)
Amounts written-off (4.4) (1.4) (0.2) (0.2) (0.2) (6.1)
Repayments (1.3) (0.2) (0.2) (1.2) (1.3) (4.0)
At 31December 2016 9.3 3.6 7.8 8.7 6.2 35.6

' Theabove analysisincludes Property Development.

3. Forbearance granted through the flexing of contractual agreements
Forbearanceis defined as any concessionary arrangement that is made for a period of three months or more where financial
difficulty is present or imminent. It is inevitable that some borrowers experience financial difficulties which impact their ability
to meet their obligations as per the contractual terms. We seek to identify borrowers who are experiencing financial difficulties,
as well as contacting borrowers whose loans have gone into arrears, consulting with themin order to ascertain the reason for
the difficulties and to establish the best course of action to bring the account up-to-date. In certain circumstances, where the
borrower is experiencing financial distress, we may use forbearance measures to assist the borrower. These are considered on
a case-by-case basis and must result in a fair outcome. The forbearance measures are undertaken in order to achieve the best
outcome for both the customer and the Group by dealing with financial difficulties and arrears at an early stage.

The most widely used methods of forbearance are temporarily reduced monthly payments, loan term extension, deferral
of payment and a temporary or permanent transfer to interest only payments to reduce the borrower’s financial pressures.

Where the arrangement is temporary, borrowers are expected to resume normal payments within six months. Both temporary
and permanent concessions are reported as forborne for twenty four months following the end of the concession. In all cases, the

above definitions are subject to no further concessions being made and the customers’ compliance with the new terms.

Forbearance levels remainlow. The balance of forborne accounts by payment status is shownin the tables below:

30June 2018

A Neither past due nor individually impaired
B Past due but notindividually impaired

C Individually impaired

Total

31December 2016

A Neither past due nor individually impaired
B Past due but notindividually impaired

C Individually impaired

Total

' Theabove analysisincludes Property Development.

Asset
Finance
£m

6.8
0.8
0.3
7.9

Asset
Finance
£m

3.2

0.1
3.3

Invoice Finance
£m

5.4
0.7

6.1

Invoice Finance
£m

104
0.6
01

111

SME Commercial
Mortgages'
£m

110
0.1
0.9

12.0

SME Commercial
Mortgages’
£m

23.8
0.2
0.3

24.3

Buy-to-Let
£m

0.7
0.7

14

Buy-to-Let
£m

1.4
0.3
0.3
2.0

Residential
Mortgages
£m

51
1.3
2.2
8.6

Residential
Mortgages
£m

4.9
1.5
1.4
78

Total
£m

29.0
36
34

36.0

Total
£m

43.7
26
2.2

48.5
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Risk management

Credit risk
continued

Asat 30 June 2018, we had undertaken forbearance measures as follows in each of our segments:

30June 31December
2018 2016
£m £m
Asset Finance
Capitalisation 1.8 1.3
Reduced monthly payments 1.7 0.2
Loan-term extension 20 0.3
Deferred payment 24 1.5
Total Asset Finance 7.9 3.3
Forborne as a percentage of the total divisional gross lending book (%) 0.42% 0.21%
Invoice Finance
Agreement to advance fundsin excess of normal contractual terms 6.1 111
Total Invoice Finance 6.1 111
Forborne as a percentage of the total divisional gross lending book (%) 2.26% 6.96%
SME Commercial Mortgages'
Temporary or permanent switch tointerest only 4.7 24.3
Reduced monthly payments 0.8 -
Linked to forbearance 6.5 -
Total SME Commercial Mortgages 12.0 24.3
Forborne as a percentage of the total divisional gross lending book (%) 1.25% 2.60%
Buy-to-Let
Temporary or permanent switch tointerest only 0.5 0.7
Reduced monthly payments 0.4 1.0
Deferred payment 05 0.3
Total Buy-to-Let 14 2.0
Forborne as a percentage of the total divisional gross lending book (%) 0.03% 0.06%
Residential Mortgages
Temporary or permanent switch tointerest only 3.9 4.5
Reduced monthly payments 4.2 2.0
Deferred payment 05 13
Total Residential Mortgages 8.6 7.8
Forborne as a percentage of the total divisional gross lending book (%) 0.58% 0.52%
Total forborne
Total capitalisation 1.8 1.3
Totaltemporary or permanent switch tointerest only 9.1 295
Total reduced monthly payments 71 3.2
Totalloan-term extension 2.0 0.3
Total deferred payment 34 31
Totallinked to forbearance 6.5 —
Total agreement to advance funds in excess of normal contractual terms 6.1 111
Total forborne 36.0 48.5
Total forborne as a percentage of the total gross lending book (%) 0.40% 0.65%

* Theaboveanalysisincludes Property Development

When forbearanceis granted to a borrower on a specific exposure, all exposures which are connected with that borrower,

e.g.by reason of common ownership are deemed as forborne for reporting purposes.
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4. Diversity and low concentrations within our net loan portfolio
As shown below, we monitor concentration of credit risk by segment, geography, sector and size of loan:
Credit concentration by segment
Details of our net lending by segment are as follows:
30June 2018 31December 2016
£m % Em Y%
Asset Finance 1,841.7 21 15734 21
Invoice Finance 265.2 3 1541 2
SME Commercial Mortgages' 965.9 11 9299 12
Buy-to-Let 4,436.8 49 3,326.0 45
Residential Mortgages 1,480.9 16 1,493.9 20
8,990.5 100 74773 100
' Theabove analysisincludes Property Development.
Credit concentration by geography’
An analysis of our loans and advances to customers by geography is shown in the table below:
30June 31December
2018 2016
% %
East Anglia 101 9.6 o
East Midlands 53 61 %
Greater London 21.8 207 3
North East 2.8 26 8
North West 104 107 2
Northernlreland 03 0.2
Scotland 5.2 4.9
SouthEast 203 19.9
South West 9.1 9.5
Wales 2.7 2.9
West Midlands 6.4 6.7
Yorkshire and Humberside 5.6 6.2
100.0 100.0

' Theabove analysisincludes Property Development.
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Risk management

Credit risk
continued

Credit concentration by sector’
An analysis of our loans and advances to customers by sector is shownin the table below:

30June 31December
2018 2016
% %
Agriculture, hunting and forestry 0.8 11
Construction 5.2 4.4
Education 01 01
Electricity, gas and water supply 0.5 0.5
Financialintermediation 1.9 1.7
Health and social work 0.3 0.3
Hotels andrestaurants 0.4 0.3
Manufacturing 2.8 31
Mining and quarrying 0.2 0.2
Private households with employed persons 1.4 0.8
Publicadministration and defence; compulsory social security - 01
Real estate, renting and business activities 186 19.2
Residential 61.7 61.9
Transport, storage and communication 35 3.8
Wholesale & retail trade; repair of motor vehicles & household goods 2.6 2.5
100.0 100.0
* The above analysisincludes Property Development.
Credit concentration by quantum of exposure
An analysis of loans and advances to customers by quantum of exposure is shown in the table below:
Asset SME Commercial Residential
Finance Mortgages’ Buy-to-Let Mortgages
30June 2018 £m £m £m £m
£0-£50k 688.4 1.8 331 121
£50 - £100k 398.2 234 580.6 242.2
£100 - £150k 188.3 29.2 570.9 385.3
£150 - £200k 1240 289 533.7 285.7
£200 - £300k 139.5 49.0 1,016.8 336.4
£300 - £400k 69.8 375 742.8 126.4
£400-£500k 45.8 39.9 3339 27.8
£500k - £1m 974 136.3 410.0 60.8
£Im-£2m 431 151.6 120.8 2.2
£2m-+ 472 243.7 94.2 2.0
Total 1,841.7 741.3 4,436.8 1,480.9

' Theabove analysisincludes Property Development.
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Asset SME Commercial Residential

Finance Mortgages' Buy-to-Let Mortgages

31December 2016 £m £m £m £m
£0-£50k 639.7 29 254 15.9
£50 - £100k 361.3 24.7 518.1 2529
£100 - £150k 145.4 317 480.6 414.9
£150 - £200k 96.1 26.1 400.5 299.6
£200-£300k 107.4 52.3 709.1 3141
£300-£400k 549 36.7 4575 1207
£400 - £500k 40.3 401 2191 214
£500k - £1m 79.6 119.0 306.3 51.2
E£Im-£2m 34.2 140.2 116.0 3.2
£2m+ 14.5 2271 93.4 —
Total 1,573.4 700.8 3,326.0 1,493.9

' The above analysisincludes Property Development.

5. Details of provisioning coverage and the value of assets against which loans are secured
The principal indicators used to assess the credit security of performing loans are loan to value (“LTV") ratios for SME
Commercial, Buy-to-Let and Residential Mortgages.

SME Commercial Mortgages'
Loan to value onindexed origination information on our SME Commercial Mortgage portfoliois set out below:

30June 31December

2018 2016

£m £m

100%+ 0.1 —
95-100% - 0.4
90-95% 0.1 05
85-90% 0.2 0.7
80-85% 0.1 1.7
75-80% 21 121
70-75% 235 34.8
60-70% 196.4 153.2
50-60% 220.6 2119
0-50% 298.2 2855
741.3 700.8

Capitalrepayment 509.6 568.4
Interest only 2317 1324
741.3 700.8

Average loanto value percentage 51.64% 51.74%

* The aboveanalysisincludes Property Development.
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Risk management

Credit risk
continued

Property Development

We use “loan-to-gross-development-value” as anindicator of the quality of credit security of performing loans for the Property
Development portfolio. Loan-to-gross-development-value is a measure used to monitor the loan balance compared with

the expected gross development value once the development is complete. Average loan-to-gross-development-value at
origination for Property Development loans at 30 June 2018 was 60 per cent (31December 2016: 58 per cent).

Buy-to-Let
Loan to value onindexed origination information on our Buy-to-Let Mortgage portfolio is set out below:
30June 31December
2018 2016
£m £m
100%+ 0.4 -
95-100% 0.6 0.4
90-95% 3.8 9.6
85-90% 11.6 14.8
80-85% 140.0 136.5
75-80% 915.7 461.4
70-75% 974.7 561.2
60-70% 1,217.3 984.3
50-60% 661.9 669.6
0-50% 510.8 488.2
4,436.8 3,326.0
Capitalrepayment 281.2 2511
Interest only 4,155.6 3,074.9
4,436.8 3,326.0
Averageloanto value percentage 65.71% 63.21%
Residential Mortgages
Loanto value onindexed origination information on our Residential Mortgage portfolio is set out below:
30June 31December
2018 2016
£m £m
100%+ — 0.2
95-100% 14.6 172
90-95% 171.3 1399
85-90% 160.4 178.4
80-85% 1135 1704
75-80% 132.0 166.1
70-75% 192.8 172.8
60-70% 266.0 2514
50-60% 179.8 168.4
0-50% 250.5 2291
1,480.9 1,493.9
Capitalrepayment 1,301.5 1,303.1
Interest only 179.4 190.8
1,480.9 1,493.9

Average loan to value percentage 68.39% 69.48%
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Lending at higher LTV bandings continues to be largely as aresult of the Group's participation in mortgage guarantee schemes.
We participated in the Help to Buy (*"HTB"") mortgage guarantee scheme, which covered lending with an LTV over 85%, until the
retirement of this scheme at the end of 2016. Following the cessation of the HTB scheme we have introduced the Mortgage
Indemnity Guarantee (“MIG”) product to cover all new lending over 80% LTV (excluding fees).

As at 30 June 2018, 99% of the exposures with an LTV in excess of 85% relate to either HTB (31December 2016: 96%) or MIG.
The average indexed LTV for mortgages with a guarantee was 87% (31December 2016: HTB — 87%). As at 30 June 2018, the
average indexed LTV of the non-mortgage guarantee owner occupied book is 59% (31December 2016: 61%).

Invoice Finance

Inrespect of Invoice Finance, collateral is provided by the underlying receivables (e.g. trade invoices). As at 30 June 2018, the
average advance rate against the fair value of sales ledger balances which have been assigned to the Group, net of amounts
considered to beirrecoverable, is 66.2% (31December 2016: 62.3%).

In addition to the value of the underlying sales ledger balances, we will wherever possible, obtain additional collateral before
offering invoice finance facilities to a client. These may include limited personal guarantees from major shareholders, charges
over personal and other business property, cross guarantees from associated companies and unlimited warranties in the case of
frauds or certain other breaches. These additional forms of security are impractical to value given their nature.

Asset Finance

Inrespect of Asset Finance, collateral is provided by our rights and/or title to the underlying assets, which we are able to
repossess in the event of default. Where appropriate, we will also obtain additional security, such as parent company or
personal guarantees.

Asset Finance also undertakes unsecured lending where we have obtained an understanding of the ability of the borrower's
business to generate cash flows to service and repay the facilities provided. As at 30 June 2018, the total amount of such
unsecured lending was £191.8 million (31December 2016: £159.9 million).

Group impairment coverage ratio
Impairment coverage is analysed as follows:

30June 31December

2018 2016

Coverageratio £m £m
Gross loans and advances 9,015.7 7,504.7
Of whichindividually impaired 339 35.6
Impaired as a % of gross loans and advances 0.38% 0.47%
Allowance for losses - individual provisions 7.8 143
Coverage 23.09% 4017%

The total value of individually impaired loans has decreased despite the growthin lending portfolios. This reflects both our
controlled approach to credit risk management and the benign economic environment, resulting in a lower coverage ratio.

Offsetting financial assets and liabilities

Itis our policy to enter into master netting and margining agreements with all derivative counterparties. In general, under
master netting agreements the amounts owed by each counterparty that are due on a single day in respect of all transactions
outstanding in the same currency under the agreement are aggregated into a single net amount being payable by one party to
the other. In certain circumstances, for example when a credit event such as a default occurs, all outstanding transactions under
the agreement are terminated.

Under the margining agreements, where we have a net asset position with a counterparty valued at current market valuesin
respect of derivatives, then that counterparty will place collateral, usually cash, with us in order to cover the position. Similarly,
we will place collateral, usually cash, with the counterparty where we have a net liability position.

As our derivatives are under master netting and margining agreements as described, they do not meet the criteria for offsetting
in the statement of financial position.
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Risk management

Credit risk
continued

The following tables detail amounts of financial assets and liabilities subject to offsetting, enforceable master netting
agreements and similar arrangements including the Funding for Lending Scheme and the Term Funding Scheme as detailed in

Note 20.
Gross amount
of recognised Net amount
financial of financial Related amounts not offsetin the
Grossamount instrument offset instruments statement of financial position
ofrecognised inthestatement presentedinthe
financial of financial statement of Financial Cash collateral
30June 2018 instruments position financial position instruments  paid/ (received) Net amount
Type of financialinstrument £m £m £m £m £m £m
Assets
Loans and advances to customers (amounts
pre-positioned as collateral under the TFS) 3,032.7 - 3,032.7 (1,673.1) — 1,359.6
Derivatives held for risk management 227 - 22.7 (16.7) (5.1) 0.9
3,055.4 - 3,055.4 (1,689.8) (5.1) 1,360.5
Liabilities
Amounts due to banks (central bank
under the TFS) (1,673.1) - (1,673.1) 16731 - —
Derivatives held for risk management (16.7) - (16.7) 16.7 - -
(1,689.8) — (1,689.8) 1,689.8 — —
Gross amount
of recognised Net amount
financial of financial Related amounts not offset in the
Grossamount instrument offset instruments statement of financial position
ofrecognised inthestatement presentedinthe
financial of financial statement of Financial Cash collateral
31December 2016 instruments position financial position instruments  paid/ (received) Net amount
Type of financialinstrument £m £m £m £m £m £m
Assets
Loans and advances to customers (amounts
pre-positioned as collateral under the FLS) 1,066.2 - 1,066.2 (354.8) - 711.4
Loans and advances to customers (amounts
pre-positioned as collateral under the TFS) 578.7 - 578.7 (396.1) — 1826
Derivatives held for risk management 12.4 - 12.4 (13.6) (2.2) (3.4)
1,657.3 - 1,657.3 (764.5) (2.2) 890.6
Liabilities
Amount due to banks - repurchase
agreements (354.8) - (354.8) 354.8 — —
Amounts due to banks (central bank
under the TFS) (396.1) - (396.1) 396.1 - -
Derivatives held for risk management (35.8) - (35.8) 136 22.2 —
(786.7) — (786.7) 764.5 22.2 -
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6. Information on credit risk within our treasury operations
Credit risk exists where we have acquired securities or placed cash deposits with other financial institutions as part of our
treasury portfolio of assets. We consider the credit risk of treasury assets to be relatively low. No assets are held for speculative
purposes or actively traded. Certain liquid assets are held as part of our liquidity buffer.
Credit quality of treasury assets
The table below sets out information about the credit quality of treasury financial assets. As at 30 June 2018 and at 31December
2016, no treasury assets were past due or impaired. The analysis presented below is derived using ratings provided by
Standard & Poor’s (see below disclaimer for further details) and Fitch. The worst rating from the credit agencies for each of the
counterpartiesis used as the basis for assessing credit risk of treasury financial assets.
30June 31December
2018 2016
£m £m
Cash and balances at central banks and loans and advances to banks
—Rated AAA — —
—Rated AA+to AA- 525.8 1393
—Rated A+to A- 51.2 356
—Rated BBB+ 284 8.7
605.4 183.6
High quality liquid assets included in the liquidity buffer
—Rated AAA 574.6 430.9 »
—Rated AA+to AA- 1876 163.2 §
—Rated A+to A- - — §
—Rated BBB+ - - 8
Debt securities: Asset backed securities 2
—Rated AAA 301 704
—Rated AA+to AA- - -
—Rated A+to A- — —
—Rated BBB+ - -
792.3 664.5
Derivatives held for risk management purposes
—Rated AAA — —
—Rated AA+to AA- - 2.6
—Rated A+to A- 22.7 6.1
—Rated BBB+ — 37
22.7 12.4
1,420.4 860.5

Standard & Poor's disclaimer notice in relation to the ratings information set out above:

" This may containinformation obtained from third parties, including ratings from credit ratings agencies such as Standard & Poor's. Reproduction and distribution of third
party contentinany formis prohibited except with the prior written permission of the related third party. Third party content providers do not guarantee the accuracy,
completeness, timeliness or availability of any information, including ratings, and are not responsible for any errors or omissions (negligent or otherwise), regardless of
the cause, or for theresults obtained from the use of such content. THIRD PARTY CONTENT PROVIDERS GIVE NO EXPRESS ORIMPLIED WARRANTIES, INCLUDING,
BUTNOTLIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE. THIRD PARTY CONTENT PROVIDERS SHALL
NOTBE LIABLE FOR ANY DIRECT,INDIRECT, INCIDENTAL, EXEMPLARY, COMPENSATORY, PUNITIVE, SPECIAL OR CONSEQUENTIAL DAMAGES, COSTS, EXPENSES,
LEGAL FEES, ORLOSSES (INCLUDING LOST INCOME OR PROFITS AND OPPORTUNITY COSTS ORLOSSES CAUSED BY NEGLIGENCE) INCONNECTION WITH ANY
USE OF THEIR CONTENT, INCLUDING RATINGS. Credit ratings are statements of opinions and are not statements of fact or recommendations to purchase hold or sell
securities. They do not address the suitability of securities or the suitability of securities for investment purposes, and should not be relied on asinvestment advice.”
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Risk management

Funding and liquidity risk

Liquidity risk is the risk that we are unable to meet financial obligations, such as repaying depositors and counterparties, as they
fall due, or can only do so at excessive cost.

To protect the Group and its depositors against liquidity risk, we maintain a liquidity buffer whichis based on our liquidity needs
under stressed conditions. The liquidity buffer is monitored on a daily basis to ensure there are sufficient liquid assets at all times
to cover cash flow movements and fluctuations in funding, enabling us to meet all financial obligations and to support anticipated
asset growth.

Analysis of the liquidity buffer
The components of the Group's liquidity buffer are shown below:

30June 31December
2018 2016
£m £m
Level1
Bank of England reserve account and unencumbered cash and bank balances 4925 1184
UK gilts and Treasury bills, other Sovereign, Supranational and Covered bonds 707.3 554.0
Treasury bills held under the FLS scheme — 294.8
Level 2
Coveredbonds 549 36.8
Asset backed securities 301 70.4
Totalliquidity buffer 1,284.8 1,074.4
As a % of funding liabilities 13.06% 13.54%

Our liquidity buffer ensures the Group holds sufficient liquidity under stressed conditions. We monitor stress and ongoing
commitments to our statement of financial position on a daily basis. We also have access to liquidity through pre-positioned
collateral with the Bank of England (until drawn, this remains off-balance sheet so is not included within the calculation).

Customer deposits and wholesale funding

Deposits grew 16.5% to £7.8 billion as at 30 June 2018 (31December 2016: £6.7 billion and we continued to diversify our sources
of funding, utilising cost effective sources offered by the Bank of England. The Group also repaid all Funding for Lending Scheme
on-balance sheet liabilities in the period.

The underlying mortgages within our Oak 1securitisation continued to be repaid as reflected in the 40.3% reductionin the
Residential Mortgages Backed Security balance. The balance of subordinated liabilities also reduced as £40m of Tier 2 securities
issued five years previously were called in May 2017.

30June 31December

2018 2016

£m £m

Retail deposits 5163.4 4,766.8
SME deposits 1,997.9 16472
Corporate deposits 615.0 2597
Customer deposits 7,776.3 6,673.7
Funding for Lending Scheme (“FLS") - 354.8
Term Funding Scheme (“TFS") 16731 396.1
Residential Mortgages Backed Security (‘RMBS”) 779 1306
Deposits by banks — 0.7
Subordinated liabilities 60.5 100.0

Wholesale funding 1,811.5 982.2
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Interest rate and market risk

Interest raterisk is therisk of loss through mismatched asset and liability positions which are sensitive to changes in interest
rates. Interest rate risk consists of asset-liability gap risk and basis risk.

Asset-liability gap risk

Where possible we seek to match the interest rate structure of assets with liabilities, creating a natural hedge. Where this is not
possible we will enter into interest rate swap transactions to convert the fixed rate exposures onloans and advances, customer
deposits and available for sale securities into variable three month LIBOR liabilities.

Giventiming differences and the price of hedging small gaps, it is not cost effective to have an absolute match of variable rate
assets and liabilities. Therisk exposure of the overall asset-liability interest rate profile is monitored against approved limits using
changes in the economic value of the balance sheet as aresult of a modelled two percentage point shift in the interest yield curve.

Theimpact of a two percentage point shift in the interest yield curve is as follows:

30June 31December
2018 2016
£m £m
2% shift up of the yield curve:

As at period end (5.9 (7.0)
Average of month end positions (5.9 (3.7)

2% shift down of the yield curve:
As at period end 2.9 1.8
Average of month end positions 2.2 0.9

Gross undiscounted contractual cash flows i
The following is an analysis of gross undiscounted contractual cash flows payable under financial liabilities. The analysis has been §
prepared on the basis of the earliest date at which contractual repayments may take place. This includes consideration of where %
the Group has the contractualright to call, irrespective of whether any decision to call has been made. 3
Payable on Upto3 3to12 1to5 More than
demand months months years 5years Total

30June 2018 £m Em £m £m £m £m
Non-derivative liabilities
Amounts due to banks 5.8 0.3 0.7 1,672.0 — 1,678.8
Customers' accounts 1,965.0 2,614.5 2,186.0 11123 - 78778
Other liabilities 9.9 114 — - - 21.3
Debt securitiesinissue - 8.6 71.6 - - 80.2
Subordinated notes — — 51 72.8 — 779
Unrecognisedloan commitments 442.8 — — — — 442.8

2,423.5 2,634.8 2,263.4 2,857.1 - 10,178.8
Derivative liabilities
Derivatives held for risk management settled net (1.2) (2.0) (5.5) (7.6) (0.8) (17.2)
Derivatives held for risk management settled
gross:
Amountsreceived 75 - — - - 75
Amount paid (7.5) (7.5)

(1.2) (2.0) (5.5) (7.6) (0.8) (17.1)
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Risk management

Interest rate and market risk

continued

Payable on Upto3 3to12 1to5 More than
demand months months years 5years Total
31December 2016 £m £m £m £m £m £m
Non-derivative liabilities
Amounts due tobanks 312.2 454 0.2 396.0 - 753.8
Customers’accounts 2,041.0 1,099.9 2,264.4 1,892.1 1.0 7,298.4
Other liabilities 9.7 11.2 — — — 20.9
Debt securitiesinissue - 10.6 29.5 118.3 - 158.4
Subordinated notes — 51 477 75.3 - 128.1
Unrecognised loan commitments 968.8 - - - — 968.8
3,331.7 1,172.2 2,341.8 2,481.7 1.0 9,328.4
Derivative liabilities
Derivatives held for risk management
settled net 11 2.2 10.7 31.2 2.3 475
Derivatives held for risk management
settled gross:
Amounts received (13.1) - - - — (13.1)
Amount paid 131 - - - — 131
11 2.2 10.7 31.2 2.3 47.5
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Capital risk

Capitalrisk is therisk that the Group has insufficient capital to cover regulatory requirements and / or support its growth plans.

The Group operatedin line withits capital risk appetite as set by the Board and above its regulatory capital requirements
throughout the periods ended 30 June 2018 and 31December 2016.

Our capitalresources as at the period end were as follows:

30June 31December
2018 2016
£m £m
Common Equity Tier 1
Share capital 349 345
Share premiumaccount 744 734
Capitalredemptionreserve 01 01
Available for salereserve 11 1.8
Retained earnings 5735 442.2
Less: prudential valuation adjustment - (0.2)
Less:intangible assets (14.4) (26.1)
Total Common Equity Tier 1capital (CET1) 669.6 525.8
Additional Tier1
Additional Tier 1- contingent convertible securities 74.0 74.0
Total Tier 1capital 743.6 599.8 g
:
Tier 2 capital o
Subordinated notes 600 1000 3
Collectiveimpairment allowance 174 131 -
Total Tier 2 capital 774 113.1
Total capital resources 821.0 7129
Risk weighted assets — Pillar 1' 5,441.2 4,576.1
Capital ratios’
Common Equity Tier Tratio 12.3% 11.5%
Tier 1capitalratio 13.7% 13.1%
Total capital ratio 15.1% 15.6%
Leverage ratio (%) 7.0 7.0
T Risk weighted assets, and the capital ratios are not covered by the external auditor's opinion.
Reconciliation of equity per statement of financial position to capital resources
30June 31December
2018 2016
£m £m
Equity per statement of financial position 758.0 626.0
Regulatory adjustments
Add: subordinated notes 60.0 100.0
Add: collectiveimpairment allowance 174 131
Less: prudential valuation adjustment - (0.2)
Less:intangible assets (14.4) (26.1)

Total capital resources 821.0 7129
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Statement of Directors’ responsibilities

in respect of the Report and Accounts

and the financial statements

The Directors are responsible for preparing the Report and Accounts and the Group and parent company financial statementsin

accordance with applicable law and regulations.

Company law requires the Directors to prepare Group and parent company financial statements for each financial year.

Under that law they are required to prepare the Group financial statements in accordance with IFRSs as adopted by the EU and

applicable law and have elected to prepare the parent company financial statements on the same basis.

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 Group and parent company and of their profit or loss for that period. In preparing each of the

Group and parent company financial statements, the Directors are required to:

- properly select and apply accounting policies;

- presentinformation, including accounting policies, in a manner that provides relevant, reliable, comparable and
understandable information;

- provide additional disclosures when compliance with the specific requirements in IFRSs are insufficient to enable users to
understand the impact of particular transactions, other events and conditions on the entity’s financial position and financial
performance; and

- make an assessment of the company’s ability to continue as a going concern.

The Directors are responsible for keeping adequate accounting records that are sufficient to show and explain the parent

company's transactions and disclose with reasonable accuracy at any time the financial position of the parent company and

enable them to ensure that its financial statements comply with the Companies Act 2006. They have general responsibility for

taking such steps as are reasonably open to them to safeguard the assets of the Group and to prevent and detect fraud and

otherirregularities.

Under applicable law and regulations, the Directors are also responsible for preparing a strategicreport, Directors' Report

and corporate governance statement that complies with that law and those regulations.

The Directors are responsible for the maintenance 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

legislationin other jurisdictions.

Responsibility statement of the Directors in respect of the annual financial report

We confirm that to the best of our knowledge:

- thefinancial statements, preparedin accordance with the applicable set of accounting standards, give a true and fair view of =
the assets, liabilities, financial position and profit or loss of the Company and the undertakings included in the consolidation g
takenasawhole;and %

il

- thestrategicreportincludes afair review of the development and performance of the business and the position of the issuer §
and the undertakings included in the consolidation taken as a whole, together with a description of the principal risks and 3

wn

uncertainties that they face.

0k

Phillip Monks,
Chief Executive Officer
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Financial statements

Independent auditor’s report
to the members of Aldermore Group PLC

Report on the audit of the financial statements
Opinion
In our opinion:

. thefinancial statements of Aldermore Group PLC (the ‘parent company’) and its subsidiaries (the ‘Group’) give a true and fair
view of the state of the Group's and of the parent company's affairs as at 30 June 2018 and of the Group's profit for the period
then ended;

- the Group financial statements have been properly prepared in accordance with International Financial Reporting Standards
(IFRSs) as adopted by the European Union;

- the parent company financial statements have been properly preparedin accordance with IFRSs as adopted by the European
Union and as applied in accordance with the provisions of the Companies Act 2006; and

- thefinancial statements have been preparedin accordance with the requirements of the Companies Act 2006 and, as regards
the Group financial statements, Article 4 of the IAS Regulation.

We have audited the financial statements which comprise:

- the consolidated income statement;

- the consolidated statement of comprehensive income;

- the consolidated and parent company statements of financial position;
- the consolidated and parent company statements of cash flows;

- the consolidated and parent company statements of changes in equity;
- therelated Group notes 1to 47;

- therelated company notes 1to 16.

The financial reporting framework that has been applied in their preparationis applicable law and IFRSs as adopted by the
European Union and, as regards the parent company financial statements, as applied in accordance with the provisions of the
Companies Act 2006.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (ISAs (UK)) and applicable law.

Our responsibilities under those standards are further described in the auditor's responsibilities for the audit of the financial
statements section of our report.

We are independent of the Group and the parent company in accordance with the ethical requirements that arerelevant to our
audit of the financial statements in the UK, including the Financial Reporting Council's (the ‘FRC's") Ethical Standard as applied
tolisted publicinterest entities, and we have fulfilled our other ethical responsibilities in accordance with these requirements.
We confirm that the non-audit services prohibited by the FRC's Ethical Standard were not provided to the Group or the

parent company.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.
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Summary of our audit approach

Key audit matters

The key audit matters that we identified in the current year were:
Loanlossimpairment for loans and advances to customers
Effectiveinterestrateincome recognition

These key audit mattersidentified were consistent with the prior year.

Materiality

The materiality that we used for the Group financial statements was £10 million which was determined on the basis of 5% of
forecast profit before tax.

Scoping
Our Group audit focused on Aldermore Group PLC and its significant subsidiary, Aldermore Bank PLC. Our audit of financial
information for these two entities provided us with coverage of all material balances as measured by revenue, profit before tax
and total assets.

Significant changes in our approach
Thisis our first year as the Group's external auditor and there were no significant changes in the approach.

Conclusions relating to going concern

Going concern We have nothing to
We are required by ISAs (UK) to report in respect of the following matters where: reportinrespect of
the Directors' use of the going concern basis of accounting in preparation of the financial statementsis not these matters.

appropriate; or

the Directors have not disclosed in the financial statements any identified material uncertainties that may cast
significant doubt about the group's or the parent company's ability to continue to adopt the going concern basis
of accounting for a period of at least twelve months from the date when the financial statements are authorised
forissue.

Key audit matters

Key audit matters are those matters that, in our professional judgement, were of most significance in our audit of the financial
statements of the current period and include the most significant assessed risks of material misstatement (whether or not due to
fraud) that we identified. These matters included those which had the greatest effect on: the overall audit strategy, the allocation
of resources in the audit; and directing the efforts of the engagement team.

These matters were addressed in the context of our audit of the financial statements as a whole, and in forming our opinion
thereon, and we do not provide a separate opinion on these matters.

SjusW}e)s [epduRUl{
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Financial statements

Independent auditor’s report
to the members of Aldermore Group PLC

continued

Loanloss provisions

Key audit matter
description

How the scope of our
audit responded to the
key audit matter

Key observations

As detailedin note 3, critical accounting estimates and judgements on page 88, the determination of loanimpairment
provisionsisinherently judgemental andrelies on management's best estimate of a variety of inputs. Given the size of
Aldermore'sloanbook relative to therest of the balance sheet and theimpact these provisions can have onresults, we
considered this a key audit matter.

Estimates, by their nature, giverise to a higher risk of material misstatement due to error or fraud.

Loanimpairment provisions of £25.2 million represented approximately 0.28% of loans and advances to customers.
Theincome statement charge for the period was £19.5 million.

Inthe collective impairment provisions weidentified that the key judgement areas which could result in a material
misstatement are the determination of probabilities of default (PDs'), the use of management overlays and the
emergence periods applied in calculating the provision.

Forindividual loanimpairment provisions thereis a high level of judgement and a degree of reliance onfirst line
relationship management teams in ensuring the timely identification of the more subjective indicators of impairment
as set outinlAS 39. Therefore weidentified arisk that performing loans have anIAS 39 impairment trigger that has
not beenidentified by management on a timely basis. Once identified there are key judgements around the value

of collateral and timing and extent of cashflows to recover the debt. Each of these components, if not determined
appropriately, could result in a material misstatement in the financial statements.

As set out onpage 75in note 1the Group has disclosed an estimate of theimpact of transition to IFRS 9.

Our proceduresincluded understanding and assessing the design and implementation of controlsinrespect of the
Group's loanimpairment process such as the timely recognition of impairment provisions, the completeness and
accuracy of reports usedin theloanimpairment process and management review processes over the calculation of
collective andindividual provisions.
For collective provisions:
We evaluated the methodology applied by the Group for all portfolios is compliant with the requirements of IAS 39
and then confirmed that the calculations are performed in accordance with the approved methodology, including
checking mathematicalintegrity of the workings.

We tested the accuracy of the key inputs used in the calculation and independently evaluated the reasonableness of
the assumptions made.

Our proceduresincluded testing the retrospective PDs validation process performed by management, including
testing the data usedin the assessment and evaluation of whether the results of validation support the
appropriateness of the PDs at the portfolio level.

We examined the observed default data post year-end and comparedit to PDs applied at year end to assess if there
was an unexpected variation.

We challenged completeness and validity of management overlays with assistance of our credit modelling experts
by critically evaluating therisks that have been addressed by management through overlays and also considering
whether there are other risks not captured by the models which require additional overlays. We also tested
management's workings supporting the overlay quantum.

Our assessment of management's emergence periods considered the Group's recent experience of observed
emergence periods.

Forindividual provisions:

We tested provision valuation for a sample of individual loans that had been individually provided for. This included,
where relevant, assessing the valuation of collateral held and other key assumptions used in provision estimation
such as thefeasibility of the proposedrecovery strategy.

For a sample of loans where noimpairment triggers were identified by management, we performed anindependent
assessment to determine whether thereis any indication of impairment based on the underlying evidence including
customer repayment.

Expectedimpact of IFRS 9

In order to audit the disclosure of the IFRS 9 estimate we have:
Reviewed the methodologies applied against IFRS 9,

Assessed the models with the help of our credit risk experts; and

Evaluated the key assumptions for reasonableness which include PDs, loss given default (LGDs'), exposure at
default (EAD') determined based on credit models and macroeconomic scenario forecasts.

We also tested the datainputtedinto the models for completeness and accuracy.

We determined that the provisioning methodologies used and the assumptions management have made are
appropriate and the loanimpairment provisions at year end are reasonable. We did not identify any material
uncorrected misstatementsin the collective or individual loan loss impairment allowance as at 30 June 2018.
We determined that the underlying data used in determining the IFRS 9 disclosures in the financial
statements was appropriate.
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Effectiveinterest rate

Key audit matter
description

How the scope of our
audit responded to the
key audit matter

Key observations

Interestincome is detailed in note 3, critical accounting estimates and judgements on page 88. The Group's revenue
recognition policy is detailedin note 2, significant accounting policies on page 78. The Group's net interestincome was
£602.2 million.

Interest income onloans and advances in each portfoliois determined using the effective interest rate (“EIR") method.
Management's approach to determining the interest income that should be recognised at each reporting date involves
the use of complex models and relies on a number of key judgements and decisions about what fees and costs should
beincludedin the calculation.

We haveidentified management's estimate of the expected life of each loan portfolio to be the most critical judgement
area. The determination of expected life ‘curves' to be used in each EIR modelis inherently subjective given they

are forward-looking, and the level of judgement to be exercised by management is increased given the limited
availability of historical repayment information. This is particularly relevant for the Group's acquired portfolios which
were underwritten outside of the Group's standard processes and therefore may have different profiles than self-
originated loans.

Weidentify EIR as a potential fraud risk as thereis an opportunity and incentive for management to manipulate the
amount of interest income reported at year-end.

We audited the effective interest rate models by evaluating the design and implementation of controls over the EIR
calculation and the completeness and accuracy of the loan data usedin the model.

We reviewed management's accounting policies to assess whether they are reasonable and in accordance with IAS
18 ‘Revenue’and IAS 39 'Financial Instruments: Recognition and Measurement'. A particular focus was on the fees
included / excluded from the EIR models.

We traced asample of relevant loan datainputs to assess whether they have been appropriately included in the EIR
adjustment calculation. We tested the workings supporting the repayment curves prepared by the Group including
testing of the data usedin the assessment and logic of the calculation.

To test the mathematicalintegrity of management's EIR models we independently rebuilt a sample of models in excel
using management's methodology.

We determined that the effective interest rate models used and the assumptions management have made are
appropriate and that interestincome for the period is not materially misstated

SjuaWale)s [elPuURULY
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Independent auditor’s report

to the members of Aldermore Group PLC

continued

Our application of materiality

We define materiality as the magnitude of misstatement in the financial statements that makes it probable that the economic
decisions of areasonably knowledgeable person would be changed or influenced. We use materiality both in planning the scope of

our audit work andin evaluating the results of our work.

Based on our professional judgement, we determined materiality for the financial statements as a whole as follows:

Group financial statements

Materiality £10,000,000 (2016: £5,000,000)

Basis for determining 5% of forecast profit before tax (2016: the predecessor

materiality auditor set materiality on the basis of 3.9% of profit
before tax).

Rationale for the Profit before tax was used as the basis for determining

benchmark applied materiality as we believeitis the key metricused by

members of the Group and other relevant stakeholders
in assessing financial performance.

Forcast PBT Group materiality

Parent company financial statements

£9,900,000

Parent company materiality equates to 4.95% of forecast
profit before tax andis capped at 99% of Group materiality.

Aldermore Bank plcis the main trading entity and the
only subsidiary that we deem significant to the Group.
The performance of the trading entity has a direct impact
on consolidated profit before tax, which is deemed the
key metricusedin assessing performance of the Group
and company.

Group materiality
£10.0m

Component materiality
£9.9m

<— Audit Committee
reporting threshold
£0.5m

We agreed with the Audit Committee that we would report to the Committee all audit differences in excess of £0.5 million, as
well as differences below that threshold that, in our view, warranted reporting on qualitative grounds. We also report to the Audit
Committee on disclosure matters that we identified when assessing the overall presentation of the financial statements.

An overview of the scope of our audit

Our Group audit was scoped by obtaining an understanding of the Group and its environment, including Group-wide controls, and
assessing therisks of material misstatement at the Group level. Our Group audit focused on Aldermore Group PLC and its only
significant subsidiary, Aldermore Bank PLC. The Group engagement team performed an audit of financialinformation for these
two entities which provided us with coverage of all material balances as measured by revenue, profit before tax and total assets.

At the parent entity level we also tested the consolidation process.
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Other information

The Directors areresponsible for the other information. The other information comprises the informationincludedin We have nothing to
the annualreport, other than the financial statements and our auditor's report thereon. reportin respect of
Our opinion on the financial statements does not cover the other information and, except to the extent otherwise these matters.

explicitly statedin our report, we do not express any form of assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the other information and, in doing
so, consider whether the other information is materially inconsistent with the financial statements or our knowledge
obtainedin the audit or otherwise appears to be materially misstated.

If we identify such materialinconsistencies or apparent material misstatements, we arerequired to determine whether
thereis a material misstatement in the financial statements or a material misstatement of the other information. If,
based on the work we have performed, we conclude that there is a material misstatement of this other information,

we arerequired toreport that fact.

Responsibilities of Directors

As explained more fully in the Directors' responsibilities statement, the Directors are responsible for the preparation of the
financial statements and for being satisfied that they give a true and fair view, and for such internal control as the Directors
determineis necessary to enable the preparation of financial statements that are free from material misstatement, whether due
tofraudor error.

In preparing the financial statements, the Directors are responsible for assessing the Group's and the parent company's ability
to continue as a going concern, disclosing as applicable, matters related to going concern and using the going concern basis of
accounting unless the Directors either intend to liquidate the Group or the parent company or to cease operations, or have no
realistic alternative but to do so.

Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from material
misstatement, whether due to fraud or error, and toissue an auditor's report that includes our opinion. Reasonable assurance

is a high level of assurance, but is not a guarantee that an audit conducted in accordance with ISAs (UK) will always detect a
material misstatement when it exists. Misstatements can arise from fraud or error and are considered material if, individually
orinthe aggregate, they could reasonably be expected to influence the economic decisions of users taken on the basis of these
financial statements.

A further description of our responsibilities for the audit of the financial statements is located on the FRC's website at:
www.frc.org.uk/auditorsresponsibilities. This description forms part of our auditor's report.

Report on other legal and regulatory requirements
Opinions on other matters prescribed by the Companies Act 2006
In our opinion, based on the work undertaken in the course of the audit:

- theinformation givenin the strategic report and the Directors’ Report for the financial year for which the financial statements
are prepared is consistent with the financial statements; and

SjusW}e)s [epduRUl{

- thestrategicreport and the Directors' Report have been prepared in accordance with applicable legal requirements.

Inthe light of the knowledge and understanding of the Group and of the parent company and their environment obtained in the
course of the audit, we have not identified any material misstatements in the strategicreport or the Directors' Report.
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Independent auditor’s report
to the members of Aldermore Group PLC
continued

Matters on which we are required to report by exception

Adequacy of explanations received and accounting records We have nothing to
Under the Companies Act 2006 we arerequired to report to youif, in our opinion: reportinrespect of
- wehave not received all the information and explanations we require for our audit; or these matters.

- adequate accounting records have not been kept by the parent company, or returns adequate for our audit have not
beenreceived from branches not visited by us; or

- theparent company financial statements are not in agreement with the accounting records and returns.

Directors' remuneration We have nothing to
Under the Companies Act 2006 we are also required to report if in our opinion certain disclosures of reportinrespect of
Directors' remuneration have not been made. this matter.
Other matters

Auditor tenure

Following the recommendation of the Audit Committee, we were appointed by the shareholders of the company on 16 May
2017 to audit the financial statements for the period ending 30 June 2018 and subsequent financial periods. The period of total
uninterrupted engagement of the firmis one year.

Consistency of the audit report with the additional report to the audit committee
Our audit opinionis consistent with the additional report to the audit committee we are required to provide in accordance with
ISAs (UK).

Use of our report

This reportis made solely to the company's members, as a body, in accordance with Chapter 3 of Part 16 of the Companies Act
2006. Our audit work has been undertaken so that we might state to the company’'s members those matters we arerequired to
state to themin an auditor's report and for no other purpose. To the fullest extent permitted by law, we do not accept or assume
responsibility to anyone other than the company and the company's members as a body, for our audit work, for this report, or for
the opinions we have formed.

Manbhinder Rana FCA (Senior statutory auditor)

For and on behalf of Deloitte LLP
Statutory Auditor
London, United Kingdom

31August 2018
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Consolidated income statement
For the 18 month period ended 30 June 2018

Interestincome

Interest expense

Netinterestincome

Fee and commissionincome

Fee and commission expense

Net gains / (losses) from derivatives and other financialinstruments at fair value
through profit or loss

Gains on disposal of available for sale debt securities
Other operating income

Total operatingincome

Provisions

Transaction costs

Integration costs

Impairment of intangibles and goodwill

Other administrative expenses

Administrative expenses

Depreciation and amortisation

Operating profit before impairment losses

Share of profit of associate

Impairment losses onloans and advances to customers
Profit before taxation

Taxation

Profit after taxation - attributable to equity holders of the Group

The notes and information on pages 74 to 119 form part of these financial statements.

Theresult for the periodis derived entirely from continuing activities.

Note

00 N

29
10
10
24
10
10
14

23
20

16

Period ended

30June

2018
£m

602.2
(172.2
430.0
36.6
(11.0

16

)

)

Year ended
31December
2016

£m

358.2
(118.8)
2394
300

(7.5)

(4.4)
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Consolidated statement of comprehensive income
For the 18 month period ended 30 June 2018

Profit after taxation

Other comprehensive income:

Items that may subsequently be reclassified to profit or loss:

Available for sale debt securities:

Fair value movements

Amounts transferredto theincome statement

Taxation

Total other comprehensive (expense)/income

Total comprehensive income attributable to equity holders of the Group

The notes and information on pages 74 to 119 form part of these financial statements.

Period ended
30June

2018

£m

138.6

03

(12)
0.2

(0.7)
1379

Year ended
31December
2016

£m

93.5

96.3
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Consolidated statement of financial position
As at 30 June 2018

30June 31December
2018 2016
Note £m £m
Assets
Cashandbalances at centralbanks 508.8 116.4
Loans and advances to banks 17 96.6 67.2
Debt securities 18 7923 664.5
Derivatives held for risk management 19 22.7 124
Loans and advances to customers 20 8,990.5 74773
Fair value adjustment for portfolio hedged risk (15.7) (3.5)
Other assets 6.3 31
Prepayments and accrued income 6.3 34
Deferred taxation 22 1.7 11.2
Investmentsin associates 23 51 -
Property, plant and equipment 37 31
Intangible assets 24 144 26.1
Total assets 10,432.7 8,381.2
Liabilities
Amounts due to banks 25 1,678.2 753.8
Customers' accounts 26 7776.3 6,673.7
Derivatives held for risk management 19 16.7 35.8
Fair value adjustment for portfolio hedged risk 0.2 (1.2)
Other liabilities 27 236 25.0
Accruals and deferredincome 28 34.5 270
Current taxation 5.8 9.7
Provisions 29 1.0 0.8
Debt securitiesinissue 30 779 130.6
Subordinated notes 31 60.5 100.0
Total liabilities 9,674.7 7,755.2
o

Equity 3
Share capital 33 349 345 &
Share premiumaccount 744 734 §
Contingent convertible securities 35 74.0 74.0 %
Capitalredemptionreserve 0.1 01 2
Availablefor salereserve 11 1.8
Retained earnings 5735 442.2
Total equity 758.0 626.0
Total liabilities and equity 10,432.7 8,381.2

The notes and information on pages 74 to 119 form part of these financial statements.

These financial statements were approved by the Board and were signed on its behalf by:

0) ik

Phillip Monks James Mack
Director Director
3TAugust 2018

Registered number: 06764335
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Consolidated statement of cash flows
For the period ended 30 June 2018

Cash flows from operating activities
Profit before taxation

Adjustments for non-cashitems and other adjustmentsincluded within theincome

statement

Increasein operating assets

Increasein operating liabilities

Income tax paid

Net cash flows generated from operating activities

Cash flows frominvesting activities

Purchase of debt securities

Proceeds from sale and maturity of debt securities
Capitalrepayments of debt securities

Interest received on debt securities

Purchase of property, plant and equipment and intangible assets
Purchase of sharesin associate

Net cash usedininvesting activities

Cash flows from financing activities

Proceeds from exercise of share options
Proceeds from theissue of subordinated debt
Issuance costs of subordinated debt

Repayment of subordinated debt
Capitalrepayments on debt securities issued
Purchase of own shares by Employee Benefit Trust
Coupon paid on contingent convertible securities
Interest paid on debt securitiesissued

Interest paid on subordinated notes

Net cash used in financing activities

Netincrease/(decrease)in cash and cash equivalents
Cashand cash equivalents at start of the period

Movement during the period
Cash and cash equivalents at end of the period

Period ended

30June

2018

Note £m

1953

36 30.7
36 (1,534.1)
36 2,0156
(44.9)
662.6

(703.7)
316.0
250.8
15.3
(11.6)
(3.8)
(137.0)

36 140.9
403.8
36 544.7

Year ended
31December
2016

£m

1287

11.3
(1,332.8)
1,284.5
(31.5)
60.2

(298.4)
161.7
875
129
(11.2)

(47.5)

149.4
(8.5)
140.9
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Consolidated statement of changes in equity
For the period ended 30 June 2018

Period ended 30 June 2018

As at1January 2017

Profit after taxation

Other comprehensiveincome
Transactions with equity holders:

Share-based payments, including tax reflected
directly inretained earnings

Exercise of share options

Coupon paid on contingent convertible securities,
net of tax

As at 30 June 2018

Year ended 31December 2016

As at1January 2016

Profit after taxation

Other comprehensiveincome

Share-based payments, including tax reflected
directly inretained earnings

Own shares adjustment

Coupon paid on contingent convertible securities,
net of tax

As at 31December 2016

Note

34
33

34
33

Share
capital
£m

345

0.4

34.9

345

34.5

Share
premium
account
£m

73.4

1.0

74.4

73.4

734

Contingent
convertible
securities
£m

74.0

74.0

74.0

74.0

Capital
redemption
reserve
£m

01

0.1

0.1

0.1

Available
forsale
reserve
£m

18

0.7)

1.8

Retained
earnings
£m

4422
138.6

6.4
(04)

(13.3)
573.5

352.6
93.5

442.2

Total
£m

626.0
1386
(07)

6.4
1.0

(13.3)
758.0

5336
935
2.8

626.0
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Notes to the consolidated financial statements

1 Basis of preparation

a) Accounting basis
The consolidated financial statements of Aldermore Group PLC (the “Company”) and its subsidiary undertakings (together, the
“Group”) include its principal subsidiary, Aldermore Bank PLC (the “Bank").

Both the Group consolidated financial statements and the Company financial statements have been prepared and approved by
the Directorsin accordance with International Financial Reporting Standards (“IFRSs") as issued by the International Accounting
Standards Board (*IASB”) and as adopted by the European Union (“EU").

During the period ended 30 June 2018 the Group has adopted the following amendments to existing standards which were
effective for accounting periods starting on or after 1January 2017:

- Amendments toIAS 7 Statements of Cash Flows. These amendments improved disclosure requirements to enable users of
financial statements to better evaluate changes inliabilities arising from financing activities. Additional disclosures in respect
of the movements in the liabilities that the Group classifies as held for financing are provided in Notes 32 to the consolidated
financial statements.

- Amendments to IAS 12 Income Taxes. This amendment clarifies how to account for deferred tax assets in respect of debt
instruments measured at fair value. This amendment has no impact on these financial statements.

By including the Company financial statements, here together with the Group consolidated financial statements, the Company is
taking advantage of the exemption in Section 408 of the Companies Act 2006 not to present its individualincome statement and
related notes that form a part of these approved financial statements.

The principal activity of the Company is that of aninvestment holding company. The Company is public and limited by shares.
The address of the Company's registered office is: Aldermore Group PLC, Apex Plaza, 4th Floor Block D, Forbury Road, Reading,
Berkshire, RG11AX.

b) Accounting period

The Group has changedits reporting period to 30 June as aresult of the acquisition by FirstRand International Guernsey Limited
in March 2018, in order to align with their reporting period which ends on 30th June 2018. This change extends the reporting
period of the Group to 18 months therefore the current and prior period amounts disclosed are not comparable.

c) Basis of consolidation
The consolidated financial statements incorporate the financial statements of the Company and its subsidiaries which are
entities controlled by the Company, (jointly referred to as the Group), for the extended period 1January 2017 to 30 June 2018.

Controlis achieved when the Group:

- has power over theinvestee;
- Isexposed, or hasrights, to variable returns fromits involvement with the investee; and
- hasthe ability to useits power to affect returns.

If facts and circumstances indicate that there are changes to one or more of the three elements of control listed above,
the Group reassesses whether or not it controls aninvestee.

Subsidiaries are consolidated from the date on which controlis transferred to the Group and are deconsolidated from the date
that control ceases. Uniform accounting policies are applied consistently across the Group. Intercompany transactions and
balances are eliminated upon consolidation.

Securitisation vehicles

The Group has securitised certain loans and advances to customers by the transfer of the beneficial interest in such loans to
securitisation vehicles (see Note 30). The securitisation enabled the subsequent issue of debt securities by a securitisation
vehicle toinvestors who have the security of the underlying assets as collateral. The securitisation vehicles are fully consolidated
into the Group's accounts as the Group has control as defined above.

The transfer of the beneficial interest in these loans to the securitisation vehicle are not treated as sales by the Group. The Group
continues to recognise these assets within its own Statement of Financial Position after the transfer as it continues to retain
substantially all therisks and rewards from the assets.
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d) Going concern

The financial statements are prepared on a going concern basis as the Directors are satisfied that the Group has the resources
to continue in business for the foreseeable future (which has been taken as 12 months from the date of approval of the financial
statements). In making this assessment, the Directors have considered a wide range of information relating to present and
future conditions, including the current state of the statement of financial position, future projections of profitability, cash flows
and capital resources and the longer-term strategy of the business. The Group'’s capital and liquidity plans, including stress

tests, have beenreviewed by the Directors. The Group's forecasts and projections, including a range of stressed scenarios,

show that it will be able to operate with adequate levels of both liquidity and capital for the foreseeable future. After making due
enquiries, the Directors believe that the Group has sufficient resources to continue its activities for the foreseeable future and to
continueits planned expansion. Additionally, the Group has sufficient capital to enable it to continue to meet its regulatory capital
requirements as set out by the Prudential Regulation Authority (“PRA").

e) Basis of measurement
The financial statements have been prepared on the historical cost basis except for the following material items in the
financial statements:

derivative financial instruments are measured at fair value through profit or loss;
- available for sale debt securities are valued at fair value through other comprehensive income; and

- fair value adjustments for portfolios of financial assets and financial liabilities designated as hedged items in qualifying
fair value hedge relationships, which reflect changes in fair value attributable to the risk being hedged and are reflected
through profit or loss in order to match the gains or losses arising on the derivative financial contracts that qualify as
hedging instruments.

f) Use of estimates and judgements

The preparation of financial statements requires management to make judgements, estimates and assumptions that affect the
application of accounting policies and the reported amounts of assets, liabilities,income and expenses. Actual results may differ
from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognised in the
period in which the estimates arerevised and in any future periods affected.

Information about areas of estimation, uncertainty and critical judgements in applying accounting policies that have the most
significant effect on the amounts recognised in the financial statements are included in Note 3.

g) Presentation of risk and capital disclosures

The disclosures required under IFRS 7: "Financial instruments: disclosures” and IAS 1: "Presentation of financial statements”
have been included within the audited sections of the Risk Report on page 38. Where information is marked as audited, it is
incorporated into these financial statements by this cross reference and it is covered by the Independent Auditor's report on
page 68.
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h) Standards and interpretation issued not yet effective

IFRS 9 ‘Financial instruments’: effective from 1July 2018

IFRS 9 replaces IAS 39 ‘Financial Instruments: Recognition and Measurement' and the revised requirements specifically deal with
the classification and measurement of financial instruments, the measurement of impairment losses based on an expected credit
loss model and includes revised requirements relating to hedge accounting.

The Group has elected not to restate its comparative information included in the annual financial statements for the year
ending 30 June 2019. Instead, an adjustment will be reflected in opening reserves at the start of the year ending 30 June 2019.
The amendments made by IFRS 9 to the disclosure requirements of IFRS 7 will also be prospectively applied by the Group.
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1 Basis of preparation continued

Classification and measurement

The classification of financial assets will be based on the objectives of the Group's business model and the contractual cash flow
characteristics of the instruments. Financial assets will then be classified as held at amortised cost, at fair value through other
comprehensive income (FVOCI), or at fair value through profit or loss (FVTPL). In most instances, the measurement outcomes for
the Group will be similar to those under IAS 39 and therefore, any changes from the accounting treatment currently followed by
the Group under IAS 39 are not expected to be significant. The classification of financial liabilities is essentially unchanged from
the treatment under IAS 39.

Hedge accounting

The hedge accounting requirements of IFRS 9 are designed to create a stronger link with financial risk management. At present,
IFRS 9 does not address the portfolio hedging of interest rate risk currently undertaken by the Group. Pending development

of the IASB's proposals for dynamic risk management (macro hedge accounting), to be considered in a separate accounting
standard, IFRS 9 allows the option to continue to apply the existing hedge accounting requirements of IAS 39. The Group plans to
exercise the accounting policy choice to continue IAS 39 hedge accounting, and consequently noimpact is anticipated from the
implementation of IFRS 9.

Impairment — Expected Credit Losses

Impairment provisions on all financial assets are recognised based on either 12 month expectedlosses or lifetime expected
losses. This will resultin the acceleration of the recognition of impairment provisions and will lead to the reflection of more pro-
cyclicalimpairment charges in the income statement. However, whilst IFRS 9 represents a significant change compared to IAS 39,
the quantum of impairment losses recorded against any one loan over thelife of the loan will not change as IFRS 9 alters only the
timing of recognition of impairment losses.

IFRS 9introduces a number of changes to approach as compared to the current methodology under IAS 39. The main
changes are:

. expected credit losses (ECL) are based on an assessment of the probability of default (PD), loss given default (LGD) and
exposure at default (EAD) discounted to give a net present value. The estimation of ECL should be unbiased and probability
weighted toreflect arange of possible outcomes taking into account allreasonable and supportable information including
forward-looking economic assumptions;

- oninitial recognition, and for financial assets where there has not been a significant increase in credit risk since the date of
origination(Stage 1loans), IFRS 9 provisions will be made to reflect ECL arising from expected credit default events within the
next 12 months;

- akey requirement of IFRS 9, compared with the existing impairment approach under IAS 39, relates to assets where there has
been a significant increase in credit risk since the date of origination (Stage 2 loans). Provisions will be made for those assets for
the asset's lifetime ECL;

. for assets where there s evidence of credit impairment (Stage 3 loans), provisions will be made under IFRS 9 for lifetime ECL,
Under IAS 39, provisions are currently based on the asset's carrying value and the present value of the estimated future
cash flows;

Interestisrecognised on an Effective Interest Rate basis on the gross balance outstanding for Stage 1and 2 loans, and on the
balance outstanding net of impairment provisions for Stage 3 loans; and

IFRS 9 also requires expected credit losses to be calculated for off-balance sheet exposures such as undrawn amounts, loan
commitments and financial guarantees. IAS 39 did not apply to these off-balance-sheet exposures, apart from cases where
impairment had already occurred.

Key accounting judgements and estimates
In respect of the calculation of impairment provisions, IFRS 9 requires management to make significant accounting judgements
and estimates with regard to the application of the standard, details of which are provided below:
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Key inputs into ECL calculations

The Group has developed arange of models tailored for the different types of lending undertaken by the Group, which calculate
12 month PD's, Lifetime PDs, LGDs and EADs, the outputs from which are then used to calculate the ECLs to be recognised under
IFRS 9. Key inputs into these models include the following:

PD Models: these utilise internal and external credit agency data, supplemented by expert judgement where datais limited, which
is used to assess the likelihood of a default event occurring within the next 12 months. Lifetime PDs are also modelled for each
loan exposure, these estimates are largely based on the 12 month PDs, observed marginal default rates and the definition of
default being used.

LGD Models:these make use of historic data regarding losses experienced and cure rates on defaulted loans, but given the low
number of cases to date this has been supplemented by expert judgement.

EAD Models: key inputs to these models are observed prepayment rates on loan exposures and the definition of default
being used.

Significant increase in credit risk (SICR)
The Group has defined SICR, whichresults in an exposure being moved from Stage 1to Stage 2 and recognition of lifetime ECLs, in
the following hierarchical order:

- the exposure becomes 30 days past due;

- thereis significant change in default risk since initial recognition measured by a change in PD. The Group has used the changein
12 month PD, as permitted by IFRS 9, as a proxy for lifetime PD; and

- qualitativeindicators, such asinclusion on a watch list or the exposure being subject to forbearance ,consistent with the
"Guidance on credit risk and accounting for expected losses" issued by the Basel Committee on Banking Supervision.

If any of the above criteria are met then an exposure is considered to have experienced a SICR.

Definition of default
The Group has identified certain quantitative and qualitative criteria to be considered in determining when an exposureisin
default and should therefore be moved into Stage 3, these include the following:

- the exposure becomes 90 days past due. IFRS 9 allows this assumption to be rebutted, but at present the Group has not done
so;and

- qualitative criteria, which vary according to the type of lending being undertaken, but include indicators such as bankruptcies,
Individual Voluntary Arrangements and permanent forbearance.

The definitions being used have been aligned with those used for regulatory reporting purposes.

Forward looking macroeconomic scenarios

IFRS 9requires ECLs and SICR to be take into account forecasts of future economic conditions in addition to current conditions.
The Group has developed a macroeconomic model which adjusts the ECLs calculated by the credit models to provide probability
weighted numbers based on a number of forward macroeconomic scenarios. The Group sources its forward economic scenarios
and probability weightings from an external provider. The Group is able by exception and with sufficient rationale to reject
scenarios or adjust scenario weightings.
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Implementation and governance of the IFRS 9 programme

The Group has managed the implementation of IFRS 9 through a delivery programme designed to ensure compliance with
accounting and regulatory guidance. The programme was jointly sponsored by the Chief Financial Officer and Chief Risk Officer.
The programme was cross functional with involvement from (but not limited to) Finance, Risk and IT. Progress was monitored on
aregular basis.

The models developed have been subject to bothinternal and external challenge and review and have been reviewed and
approved at Model Technical Forum and Model Management Committee as per the Aldermore Model Management Framework.
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1. Basis of preparation continued

Impact of transition to IFRS 9

Therevisedimpairment models are expected to resultin an overall increase of impairment provisions on the statement of
financial position, impacting opening retained earnings for the year ending 30 June 2019. Any impact on the remeasurement of
financial assets and liabilities as a result of the classification and measurement changes noted above is not expected toresult

in a significant adjustment to retained earnings. These impairment adjustments, on transition as at 1July 2018, are expected
toincrease balance sheet provisions by approximately £10 million, and reduce retained earnings (post tax) by approximately

£8 million. The Group has elected to phase in theimpact of the incremental IFRS 9 provisions over a five year periodinline with
the December 2017 amendment to the CRR issued by the European Commission for capital purposes. As at 1July 2018, only 5% of
the transition impact will be reflected in the CET 1ratio for regulatory reporting purposes. The impact of implementing IFRS 9 has
been consideredin the Group's capital planning.

IFRS 15: “Revenue from contracts with customers” was endorsed by the EU on 29 October 2016 and will be effective for annual
reporting periods beginning on or after 1January 2018 with retrospective application permitted. Due to the extension of the
current financial year end to 30 June 2018, the Group will adopt IFRS 15 from 1July 2018. It provides a principles-based approach
torecognise revenue and the concept of recognising revenue for obligations as they are satisfied. The Group has determined that
theimpact onretained earnings is immaterial on adoption as most revenue streams either fallunder IFRS 9 or the approach to
revenue recognition does not change following adoption of IFRS 15.

IFRS 16: “Leases” was endorsed by the EU on 9 November 2017, as areplacement for IAS 17: “Leases". The Standard will be
effective for annual reporting periods beginning on or after 1January 2019, with early application being permitted for companies
that also apply IFRS 15. Due to the extension of the current financial year end to 30 June 2018, the Group willadopt IFRS 16 from
TJuly 2019. The impact on the Groupis the inclusion of a "‘right of use asset” within the statement of financial position, inrespect
of the benefit the Group receives where it leases assets under operating leases, together with a financial liability in respect of the
obligation to make operating lease payments. Within the income statement, an operating charge will be reflected in respect of the
use of the asset together, with interest expense in relation to the financing, replacing the current operating lease charges included
in administrative expenses. The Group has determined that theimpact on theincome statement is expected to be immaterial.

2. Significant accounting policies

(a) Interest income and expense

Interestincome and expense arerecognised in the income statement on an effective interest rate (“EIR") basis. The EIRis the rate that,
at theinception of the financial asset or liability, exactly discounts expected future cash payments and receipts over the expected life of
theinstrument back to theinitial carrying amount. When calculating the EIR, the Group estimates cashflows considering all contractual
terms of the instrument (for example, prepayment options) but does not consider the assets’ future credit losses.

At eachreporting date, management makes an assessment of the expected remaining life of its financial assets, including any acquired
loan portfolios, and where thereis a change in those assessments, the remaining amount of any unamortised discount or premiums

is adjusted so that theinterest income continues to be recognised prospectively on the amortised cost of the financial asset at the
original EIR. The adjustment is recognised within interest income in theincome statement for the current period.

The calculation of the EIR includes all transaction costs and fees, paid or received, that are anintegral part of the interest rate
together with the discounts or premium arising on the acquisition of loan portfolios. Transaction costs include incremental costs
that are directly attributable to the acquisition or issue of a financial asset or liability.

Interestincome and expense presentedin the income statement includes:

- interest on financial assets and financial liabilities measured at amortised cost calculated on an EIR basis;
. interest on available for sale debt securities calculated on an EIR basis;

. interestincome recognised on finance leases where the Group acts as the lessor (see Note 2(0));

- the effective portion of fair value changes in qualifying hedging derivatives designated in fair value hedges of interest rate risk
together with changes in the fair value of the hedged item attributable to the hedged risk;

- interestincome on financial assets designated at fair value so as to avoid an accounting mismatch with derivatives held as an
"economic” hedge and the matching interest component of the derivative; and.

- interestincome charged to Invoice Finance clients each day on the balance of their outstanding loans on an EIR basis.
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(b) Fee and commissions and other operating income

i. Fee and commissionincome

Fee and commissionincome includes fees relating to services provided to customers which do not meet the criteria for inclusion
withininterestincome.

Within the Invoice Finance segment of the Group, customers are charged a factoring fee for managing their sales ledgers. This fee
isrecognised within fee and commissions income over the period in which the ledger management service is provided.

Other fee and commission income includes fees charged for mortgage services, arrears and insurance commission receivable.
Feeincomeisrecognised as the related services are performed.

Arrangement fees and other fees relating to loans and advances which meet the criteria for inclusion within interest income are
included as part of the EIR.

ii. Fee and commission expense

Fee and commission expense predominantly consists of introducer commissions, legal and valuation fees and company search
fees. Where these fees and commissions are incremental costs that are directly attributable to theissue of a financial instrument,
they areincludedininterestincome as part of the EIR calculation. Where they are not incremental costs that are directly
attributable, they are recognised within fee and commission expense as the services are received.

iii. Other operating income
Other operating income predominantly arises from the provision of Invoice Finance services and includes disbursements and
collect out income. Thisincome is recognised within other operating income when the serviceis provided.

(c) Net gains / (losses) from derivatives and other financial instruments at fair value through profit or loss
Netincome from derivatives and other financial instruments at fair value through profit or loss relates to non-trading derivatives
held for risk management purposes that do not form part of a qualifying hedging arrangement and financial assets designated

at fair value through profit or loss. It includes all realised and unrealised fair value changes, interest and foreign exchange
differences with the exception of interest income on financial assets designated at fair value and the matching interest
component of the hedging derivatives. The assets designated at fair value are treated in this manner so as to avoid an accounting
mismatch with derivatives held as an “economic’ hedge.

(d) Financial instruments - recognition and derecognition

i. Recognition

The Group initially recognises loans and advances, amounts due to banks, customer accounts and subordinated notes issued on
the date that they are originated.

Regular way purchases and sales of debt securities and derivatives are recognised on the trade date at which the Group commits
to purchase or sell the asset. All other financial assets and liabilities are initially recognised on the trade date at which the Group
becomes a party to the contractual provisions of the instrument.
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ii. Derecognition

Financial assets are derecognised when there are qualifying transfers and:

- therights toreceive cash flows from the assets have ceased; or

- the Group has transferred substantially all the risks and rewards of ownership of the assets.

When afinancial asset is derecognised inits entirety, the difference between the carrying amount, the sum of the consideration
received (including any new asset obtained less any new liability assumed), and any cumulative gain or loss that had been
recognised in other comprehensive income is recognised in the income statement.

When available for sale financial assets are derecognised, the cumulative gain or loss, including that previously recognisedin
reserves,isrecognised in theincome statement.

A financial liability is derecognised when the obligationis discharged, cancelled or expires. Any difference between the carrying
amount of a financial liability derecognised and the consideration paid is recognised through the income statement.
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2. Significant accounting policies continued

iii. Term Funding Scheme (“TFS")

Loans and advances over which the Group transfersits rights to the collateral thereon to the Bank of England under the TFS are
not derecognised from the statement of financial position as the Group retains substantially all the risks and rewards of ownership
including all cash flows arising from the loans and advances and exposure to credit risk. The cash received against the transferred
assetsisrecognised as an asset within the statement of financial position with the corresponding obligation to returnit recognised
as aliability at amortised cost within ‘Amounts due to banks'. Interest is accrued over the life of the agreement on an EIR basis.

(e) Financial assets
i. Overview
The Group classifies its financial assets (excluding derivatives) as either:

loans and receivables; or
available for sale.

ii. Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an active
market and that the Group does not intend to sellimmediately or in the near term. These are initially measured at fair value plus
transaction costs that are directly attributable to the financial asset. Subsequently, these are measured at amortised cost
using the EIR method. The amortised cost is the amount advanced less principal repayments, plus or minus the cumulative
amortisation using the EIR method of any difference between the amount advanced and the maturity amount, less impairment
provisions for incurred losses. Loans and receivables mainly comprise loans and advances to customers and banks.

ili. Available for sale

Available for sale financial assets are debt securities that are not held for trading and are intended to be held for anindefinite
period of time. These are initially measured at fair value plus transaction costs that are directly attributable to the financial
asset. Subsequently, they are measured at fair value based on current quoted bid prices in active markets for identical assets
that the Group can access at thereporting date. Where there is no active market, or the debt securities are unlisted, the fair
values are based on valuation techniques including discounted cash flow analysis, with reference to relevant market rates,

and other commonly used valuation techniques. Interest income is recognised in the income statement using the EIR method.
Impairment losses are recognised in the income statement. Other fair value changes are recognised in other comprehensive
income and presented in the available for sale reserve in equity. On disposal, the gain or loss accumulated in equity is reclassified
to theincome statement.

(f) Financial liabilities

i. Overview

Financial liabilities are contractual obligations to deliver cash or another financial asset. Financial liabilities are recognised initially
at fair value, net of directly attributable transaction costs for financial liabilities other than derivatives. Financial liabilities, other
than derivatives, are subsequently measured at amortised cost.

il. Financial liabilities at amortised cost

Financial liabilities at amortised cost are recognised initially at fair value, which equates to issue proceeds net of transaction costs
incurred. They are subsequently stated at amortised cost. Any difference between proceeds, net of transaction costs, and the
redemption valueis recognised in the income statement over the period of the borrowings using the EIR method.

ili. Subordinated notes

Subordinated notes issued by the Group are assessed as to whether they should be treated as equity or financial liabilities.
Where thereis a contractual obligation to deliver cash or other financial assets, they are treated as a financial liability and
measured at amortised cost using the EIR method after taking account of any discount or premium on the issue and directly
attributable costs that are anintegral part of the EIR. The amount of any discount or premium is amortised over the period to the
expected call date of the instrument.

All subordinated notes issued by the Group are classified as financial liabilities.



Aldermore Group PLC Reportand Accounts 2017/18 81

(g) Impairment-financial assets

i. Assessment

At eachreporting date, the Group assesses its financial assets not at fair value through profit or loss as to whether thereis
objective evidence that the assets areimpaired. Objective evidence that financial assets are impaired may include:

significant financial difficulty of the borrower;
- abreach of contract such as default or delinquency ininterest or principal repayments;

- the granting of a concession for economic or legal reasons relating to the borrower’s financial condition that the Group would
not otherwise grant;

indications that a borrower or issuer will enter bankruptcy or other financial reorganisation;
- thedisappearance of an active market for a debt security because of the issuer's financial difficulties; or

national or local economic conditions that correlate with defaults within groups of financial assets e.g.increases in
unemployment rates or decreases in property prices relating to the collateral held.

The Group considers evidence for the impairment of loans and advances at both the individual asset and collective level. In certain
cases, where aborrower is experiencing significant financial distress, the Group may use forbearance measures to assist them
and mitigate against default. Any forbearance measures agreed are assessed on a case by case basis.

ii. Scope
The Group considers evidence of impairment of financial assets at both anindividual asset and collective level.

Individual impairment
Allindividually significant financial assets are assessed for individual impairment using a range of risk criteria. Those found not to
beindividually impaired are then collectively assessed for any impairment that has been incurred but not yet identified.

Assets may be considered to be individually impaired where they meet one or more of the following criteria:

. adefault position equivalent to three or more missed monthly repayments (or a quarterly payment which is more than 30 days
past due);

litigation proceedings have commenced;

- act of insolvency, e.g. bankruptcy, administration or liquidation, or appointment of an LPA Receiver;
invoice finance accounts where there is cessation of additional advances and/or when the facility is in collect out; or
where thereis evidence of fraud.

Collective impairment
Allfinancial assets that are not found to be individually impaired are collectively assessed for impairment by grouping together
financial assets with similar risk characteristics.
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ili. Measurement
Impairment provisions on financial assets individually identified as impaired are calculated as the difference between the carrying
amount and the present value of estimated future cash flows discounted at the asset's original EIR.

When assessing collective impairment, the Group estimates incurred losses using a statistical model which multiplies the
probability of default (“PD") for each class of customer (using external credit rating information) by the loss given default
("LGD") multiplied by the estimated exposure at default (“EaD") to arrive at the projected expectedloss. An emergence periodis
subsequently applied to the projected expected loss to determine the estimated level of incurred losses at each reporting date.
In addition, an adjustment is made to discount the imputed cash flows from the model at the assets’ original EIR to arrive at the
recorded collective provisions. The model's results are adjusted for management's judgement as to whether current economic
and credit conditions are such that actual losses are likely to differ from those suggested by historical modelling.

Impairment losses are recognised immediately in the income statement and a corresponding reduction in the value of the
financial asset is recognised through the use of an allowance account.



82

Aldermore Group PLC Reportand Accounts 2017/18

Financial statements

Notes to the consolidated financial statements
continued

2. Significant accounting policies continued

A write-offis made when all or part of a financial asset is deemed uncollectable or forgiven after all collection procedures have been
completed and the amount of the loss has been determined. Write-offs are charged against amounts previously reflected in the
allowance account or directly to theincome statement. Any additional amounts recovered after a financial asset has been previously
written-off are offset against the write-off charge in the income statement. Allowances forimpairment losses are released at the
point whenit is deemed that, following a subsequent event, the risk has reduced such that an allowance is no longer required.

Interest onimpaired financial assetsis recognised at the same EIR as applied at theinitial recognition of the financial asset but
applied to the book value of the financial asset net of any individual impairment allowance.

iv. Impairment of financial assets classified as available for sale

Impairment losses on available for sale debt securities are recognised by reclassifying the losses accumulated in the available for
salereservein equity to theincome statement. The cumulative loss that is reclassified from equity to the income statement is
the difference between the acquisition cost, net of any principal repayment and amortisation, and the current fair value less any
impairment loss recognised previously in theincome statement. Changes inimpairment provisions attributable to the effective
interest method are reflected as a component of interest income.

If,ina subsequent period, the fair value of animpaired available for sale debt security increases, and the increase can be related
objectively to an event occurring after the impairment loss was recognised, then the impairment loss is reversed.

(h) Financial instruments-fair value measurement

Fair value is the price that would be received to sell an asset, or paid to transfer aliability, in an orderly transaction between
market participants at the measurement date in the principal market, or inits absence, the most advantageous market to which
the Group has access at that date. The fair value of aliability reflects its non-performance risk.

Where applicable, the Group measures the fair value of aninstrument using the quoted price in an active market for that
instrument. A market is regarded as active if transactions for the asset or liability take place with sufficient frequency and
volume to provide pricing on an ongoing basis.

Where thereis no quoted price in an active market, the Group uses valuation techniques that maximise the use of relevant
observable inputs and minimises the use of unobservable inputs. The chosen valuation techniques incorporate factors that
market participants would take into account in pricing a transaction.

The best evidence of fair value of a financialinstrument at initial recognition is normally the transaction price. If an asset measured at
fair value has abid and an offer price, the Group measures assets andlong positions at the bid price and liabilities at the offer price.

(i) Derivative financial instruments
The Group entersinto derivative transactions only for the purpose of reducing exposures to fluctuations in interest rates,
exchangerates and market indices; they are not used for proprietary trading purposes.

Derivatives are carried at fair value with movements in fair values recorded in the income statement. Derivative financial
instruments are principally valued by discounted cash flow models using yield curves that are based on observable market data
or are based on valuations obtained from counterparties. As the Group's derivatives are covered by master netting agreements
with the Group's counterparties, with any net exposures then being further covered by the payment or receipt of periodic cash
margins, the Group has used arisk-free discount rate for the determination of their fair values.

All derivatives are classified as assets where their fair value is positive and liabilities where their fair value is negative.

Where thereis the current legal ability and intention to settle net, then the derivative is classified as a net asset or liability, as
appropriate. Where cash collateral is received, to mitigate the risk inherent in amounts due to the Group, it is included as a liability
within ‘Amounts due to banks'. Where cash collateralis given, to mitigate the risk inherent in amounts due from the Group, itis
included as an assetin‘Loans and advances to banks'.

(j) Hedge accounting

The Group designates certain derivatives held for risk management as hedging instruments in qualifying hedging relationships.
Oninitial designation of the hedge, the Group formally documents the relationship between the hedging instruments and hedged
items, including the risk management objective, the strategy in undertaking the hedge and the method that willbe used to assess
the effectiveness of the hedging relationship. The Group makes an assessment, both at the inception of the hedge relationship, as
well as on an ongoing basis, as to whether the hedging instruments are expected to be highly effective in offsetting the changes
in the fair value of the respective hedged items during the period for which the hedge is designated.
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i. Fair value hedge accounting for portfolio hedges of interest rate risk

The Group applies fair value hedge accounting for portfolio hedges of interest rate risk. As part of its risk management process,
the Group identifies portfolios whose interest raterisk it wishes to hedge. The portfolios comprise either only assets or only
liabilities. The Group analyses each portfolio into repricing time periods based on expected repricing dates, by scheduling cash
flows into the periods in which they are expected to occur. Using this analysis, the Group designates as the hedged item an
amount of the assets or liabilities from each portfolio that it wishes to hedge.

The Group measures monthly the change in fair value of the portfolio relating to the interest rate risk that is being hedged.
Provided that the hedge has been highly effective, the Group recognises the change in fair value of each hedged itemin the
income statement with the cumulative movement in their value being shown on the statement of financial position as a separate
item, ‘Fair value adjustment for portfolio hedgedrisk’, either within assets or liabilities as appropriate. This amount is amortised
on a straight line basis to the income statement over the remaining average life of the original hedge relationship from the month
in whichitis first recognised.

The Group measures the fair value of each hedging instrument monthly. The valueis included in derivatives held for risk
management in either assets or liabilities as appropriate, with the change in value recorded in the income statement. Any hedge
ineffectivenessisrecognisedin theincome statement as the difference between the change in fair value of the hedged item and
the change in fair value of the hedging instrument.

(k) Embedded derivatives

A derivative may be embedded in another instrument, known as the host contract. Where the economic characteristics and risks
of an embedded derivative are not closely related to those of the host contract, (and the host contract is not carried at fair value
through profit or loss), the embedded derivative is separated from the host and held on the statement of financial position with
‘Derivatives held for risk management’ at fair value. Movements in fair value are recognised in the income statement, whilst the
host contractis accounted for according to the relevant accounting policy for that particular asset or liability.

Embedded derivatives contained within equity instruments are considered separately. The embedded derivative on the
contingent convertible securities is not separated as the Group has an accounting policy not to separate a feature that has
already been considered in determining that the entire issue is a non-derivative equity instrument.

(I) Property, plant and equipment

Items of property, plant and equipment are stated at cost, or deemed cost on transition to IFRSs, less accumulated depreciation
and any provision for impairment. Cost includes expenditure that is directly attributable to the acquisition of the asset or costs
incurredin bringing the asset in to use. Depreciationis provided on all property, plant and equipment at rates calculated to write
off the cost of each asset to realisable values on a straight line basis over its expected useful life, as follows:

Fixtures, fittings and equipment  five years
Computer hardware onetofive years

Purchased software that is integral to the functionality of the related equipment is capitalised as part of that equipment. The PPE
note has beenremoved from these financial statements as both the assets held and depreciation charged for the period are no
longer material for the Group.
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(m) Intangible assets

i. Goodwill

Goodwillis stated at deemed cost upon transition to IFRSs less any accumulated impairment losses. Goodwill is not amortised but
is tested for impairment on an annual basis. Where impairment is required, the amount is recognised in the income statement and
cannot be subsequently reversed.

ii. Computer systems
Software acquired by the Group is measured at cost less accumulated amortisation and any accumulated impairment losses.

Expenditure oninternally developed software is recognised as an asset when the Group is able to demonstrateitsintention

and ability to complete the development and use the software in a manner that will generate future economic benefits and can
reliably measure the costs to complete the development. The capitalised costs of internally developed software include all costs
directly attributable to developing the software and are amortised over its useful life. Internally developed software is stated at
capitalised cost less accumulated amortisation and impairment.
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Softwareis amortised on a straight line basis in the income statement over its useful life from the date that it is available for use.
Asrequired by IAS 38 areview was undertaken of the estimated useful lives of software during the period and as aresult useful
lives werereassessed from one to five years, to one to three years. This change in accounting estimate has been applied in order
tomore accurately reflect the usefullife of the IT software. This change in accounting estimate has been applied prospectively
from 1April 2018. The impact of this change was to increase the amortisation charge reflected in the profit and loss for the period
by £0.2 million.

(n) Impairment of non financial assets

The carrying amounts of the Group’s non-financial assets, i.e. goodwill and other intangible assets, are reviewed at least annually
to determine whether thereis any indication of impairment. If any such indication exists, then the assets recoverable amount

is estimated.

i. Goodwill

Goodwillis tested for impairment at least annually. For the purpose of impairment testing, goodwillis allocated to operating
segments. Animpairment loss is recognised if the carrying amount of a segment is less thanits recoverable amount.
Therecoverable amount of a segment is the greater of its value in use and its fair value less costs to sell. Value in use is calculated
from forecasts by management of post-tax profits for the subsequent five years and a residual value discounted at arisk
adjustedinterest rate appropriate to the cash generating unit. Fair value is determined through review of precedent transactions
for comparable businesses.

Where impairment is required, the amount is recognised in the income statement and cannot be subsequently reversed.

ii. Other intangible assets

Ifimpairment isindicated, the asset's recoverable amount, being the greater of value in use and fair value less costs to sell, is
estimated. If the carrying value of the asset is greater than the greater of the value in use and the fair value less costs to sell,
animpairment loss is recognised in the income statement. During the period a number of intangible assets were identified as
no longer fulfilling any ongoing economic benefit. As such it was deemed appropriate to fully impair these intangible assets,
resulting in animpairment charge to the income statement for the period ending 30 June 2018 which s disclosed in note 24.

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

(o) Assets leased to customers

Leases of assets to customers are finance leases as defined by IAS 17. When assets are leased to customers under finance leases,
the present value of the lease payments is recognised as areceivable. The difference between the gross receivable and the
present value of thereceivableis recognised as unearned finance income. Lease income is recognised within interest incomein
theincome statement over the term of the lease using the net investment method (before tax) which reflects a constant periodic
rate of returnignoring tax cash flows.

(p) Assets leased from third parties

Leases where thelessor 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 income statement,
within administrative expenses or staff costs (in the case of company cars),ona straight line basis over the period of the lease.
The Group holds no assets under finance leases.

(q) Provisions
A provisionis recognisedif, as aresult of a past event, the Group has a present legal or constructive obligation that canbe
estimatedreliably and it is probable that an outflow of economic benefits will be required to settle the obligation.

The Group has an obligation to contribute to the Financial Services Compensation Scheme (“FSCS”) to enable the FSCS to meet
compensation claims from, in particular, retail depositors of failed banks. A provisionis recognised to the extent it can be reliably
estimated and from the point when the Group has an obligationin accordance with IAS 37. The amount providedis based on
informationreceived from the FSCS, forecast future interest rates and the Group's historic share of industry protected deposits.
The FSCS provisionis recognised at the commencement of the scheme year inline with IFRIC 21.
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(r) Foreign currencies

Transactionsin foreign currencies arerecorded using the rate of exchange ruling at the date of the transaction. Monetary assets
and liabilities held at the statement of financial position date are translated into sterling using the exchange rates ruling at the
statement of financial position date. Exchange differences are charged or credited to the income statement.

(s) Taxation
Taxation comprises current and deferred tax andis recognised in the income statement except to the extent that it relates to
items recognised directly in equity or in other comprehensive income.

Current tax is the expected tax payable or receivable on taxable income or loss for the period, using tax rates enacted or
substantively enacted at the statement of financial position date, and any adjustment to tax payable in respect of previous years.

Deferred taxisrecognisedinrespect of temporary differences between the carrying amounts of assets and liabilities for financial
reporting purposes and the amounts used for taxation purposes. Deferred tax is not recognised for:

- temporary differences on theinitial recognition of assets or liabilities in a transaction that is not a business combination and
that affects neither accounting nor taxable profit or loss;

- temporary differences related to investments in subsidiaries to the extent that it is probable that they will not reversein the
foreseeable future; and

- taxable temporary differences arising on the initial recognition of goodwill.

The measurement of deferred tax reflects the tax consequences that would follow the manner in which the Group expects, at the
end of the reporting period, to recover or settle the carrying amount of its assets and liabilities. Deferred tax is measured using
taxrates enacted or substantively enacted at the statement of financial position date.

A deferred tax assetis recognised only to the extent that it is probable that future taxable profits will be available against which
the asset canbe utilised. Deferred tax assets are reviewed at each reporting date and are reduced to the extent thatitis no
longer probable that the related tax benefit will be realised.

(t) Pension costs

The cost of providing retirement benefits is charged to the income statement 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 Group has no defined benefit pension scheme.

(u) Shareholders’ funds

i. Capital instruments

The Company classifies capital instruments as financial liabilities or equity instruments in accordance with the substance of

the contractual terms of the instruments. Where an instrument contains no obligation on the Company to deliver cash or other
financial assets, or to exchange financial assets or financial liabilities with another party under conditions that are potentially
unfavourable to the Group, or where the instrument will or may be settledin the Company's own equity instruments but includes
no obligation to deliver a variable number of the Company's own equity instruments, thenit is treated as an equity instrument.
Accordingly, the Company'’s share capital and contingent convertible securities are presented as components of equity.

Any dividends, interest or other distributions on capital instruments are also recognised in equity. Any related tax is accounted
forin accordance with [AS 12.

SjusW}e)s [epduRUl{

ii. Share premium
Share premium is the amount by which the fair value of the consideration received exceeds the nominal value of the
sharesissued.

(v) Capital raising costs
Costs directly incremental to the raising of share capital are netted against the share premium account. Costs directly
incremental to the raising of convertible securities included in equity are offset against the proceeds from the issue within equity.

(w) Cash and cash equivalents
Cash and cash equivalents comprises cash balances and balances with a maturity of three months or less from the acquisition
date which are readily convertible to known amounts of cash and which are subject to aninsignificant risk of changes in value.
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(x) Investment in Group undertakings

Investmentsin Group undertakings are initially recognised at cost. At each reporting date, an assessment is made as to whether
thereis any indication that the investment may be impaired such that the recoverable amount is lower than the carrying value.

(y) Share-based payment transactions

Employees, including Senior Executives, of the Group received remuneration in the form of equity settled share-based payments
toincentivise and reward future strong, long-term business performance and growth. Following the takeover from FirstRand
International Limited the majority of equity-settled schemes vested, with a small number of ShareSave options outstanding as
at 30 June 2018 (see Note 34).

The grant date fair value is recognised as an employee expense with a corresponding increase in equity over the period that

the employees become unconditionally entitled to the awards. The grant date fair value is determined using valuation models
which take into account the terms and conditions attached to the awards. Inputs into valuation models may include the risk-free
interest rate, the expected volatility of the Company's share price (for awards which were granted prior to the takeover) and
other factorsrelated to performance conditions attached to the awards.

The amount recognised as an expense is adjusted to reflect differences between expected and actual outcomes, such that the
amount ultimately recognised as an expense is based on the number of awards that meet the related service and non-market
performance conditions at the vesting date. For share-based payment awards with market performance conditions or non-
vesting conditions, the grant date fair value of the share-based payment is measured to reflect such conditions and thereis no
true-up for differences between expected and actual outcomes.

Within the parent company standalone financial statements, the share-based payment transactions are recognised as an
investment in Group undertakings with an associated credit to the share-based payment reserve.

(z) Investment in associates

An associate is a company over which the Group has significant influence and that is neither a subsidiary undertaking nor
aninterestinajoint venture. Significant influence is the power to participate in the financial and operating policy decisions

of theinvestee, but is neither control nor joint control over those policies. The results and assets of associates are accounted
forin these consolidated financial statements using the equity method of accounting. Investments are measured at cost,
whichincludes transaction costs. Subsequent to initial recognition, the Group includes its share of profit or loss and other
comprehensive income of equity-accounted investees, until the date on which significant influence ceases.

3. Use of estimates and judgements

The preparation of financialinformation requires management to make judgements, estimates and assumptions that affect the
application of accounting policies and the reported amounts of assets, liabilities, income and expenses. Actual results may differ
from these estimates.

Estimates and assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognised in the periodin
which the estimateis revised and in any future periods affected. The judgements and assumptions that are considered to be the
most important to the portrayal of the Group's financial condition are those relating to loan impairment provisions and EIR.

(a) Loanimpairment provisions

Loan portfolios across all segments of the Group are reviewed on at least a monthly basis to assess for impairment. In determining
whether animpairment provision should be recorded, judgements are made as to whether thereis objective evidence that a financial
asset or portfolio of financial assets is impaired as a result of loss events that occurred after recognition of the asset and by the
reporting date. The calculation of impairment loss is management's best estimate of losses incurredin the portfolio at the statement of
financial position date and reflects expected future cash flows based on both the likelihood of aloan or advance being written-off and
the estimatedloss on such a write-off.

At 30 June 2018, gross loans and advances to customers totalled £9,015.7 million (31December 2016: £7,504.7 million) against which
impairment allowances of £25.2 million (31December 2016: £27.4 million) had been made (see Note 20). The Group's accounting policy
for loanimpairment provisions on financial assets classified as loans and receivables is described in Note 2(g). Impairment allowances
are made up of two components, those determined individually against specific assets and those determined collectively. Of the
impairment allowance of £25.2 million at 30 June 2018, £7.8 million (31December 2016: £14.3 million) relates to individual provisions and
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£17.4 million (31December 2016: £13.1million) relates to collective provisions. The section below provides details of the critical elements
of judgement within theloanimpairment calculations. Less significant judgements are not disclosed.

i. Individual

Individualimpairment allowances are established against the Group's individual financial assets that are deemed by management
tobeimpaired. The determination of individualimpairment allowances requires the exercise of considerable judgement by
management involving matters such as local economic conditions, the financial status of the customer and the realisable value of
the security held. The actual amount of the future cash flows and their timing may differ significantly from the assumptions made
for the purposes of determining the impairment allowances and consequently these allowances can be subject to variation as
time progresses and the circumstances of the customer become clearer.

ii. Collective

The collectiveimpairment allowance is also subject to estimation uncertainty and, in particular, is sensitive to changes in
economic and credit conditions, including house prices, unemployment rates, interest rates, borrowers’' behaviour and consumer
bankruptcy trends. All of these factors caninfluence the key assumptions detailed below. However, it is inherently difficult to
estimate how changes in one or more of these factors might impact the collective impairment allowance.

The key assumptions used in the collective impairment model are: probability of default (“PD"), the loss given default (“LGD")
and the loss emergence period ("EP") (the time between a trigger event occurring and the loans being identified as individually
impaired). An additional element is included within the collective provision to reflect fraud losses that are incurred as at the
reporting date but are yet to be individually identified.

The Group uses two types of underlying models to calculate the LGD, depending on the availability of default data. For SME
Commercial Mortgages, Buy-to-Let and Residential Mortgages the models use arange of key assumptions to derive an expected
LGD. The key assumptions are based on management expertise and are validated against available data. For Asset Finance and
Invoice Finance, the models are empirical models which use historical loss data to determine the risk drivers behind the loss.

This allows the portfolios to be segmented into homogeneous buckets to derive an LGD. Further details in respect of assumptions
and details of the sensitivity of the estimate to changes in significant assumptions are as follows:

Probability of default:

The PDis based on externalindividual customer credit rating information updated for each reporting date. This external credit
rating information gives a PD in the next 12 months where ‘default’ is defined as loans which are two months or morein arrears
("2 MIA") and incorporates credit information from a broad range of financial services products for each customer.

Management make an estimate so as to adjust the external data to reflect both the individual nature of the Group's lending
and the Group's policy of classifying loans which are three months or morein arrears (*3 MIA”) as 'impaired. This adjustment
is achieved by using two management assumptions: firstly a ‘conversion rate’ that reflects how many of the loans which fall
into 2 MIA will also fallinto 3 MIA; and secondly a scalar that adjusts the external PDs to reflect the individual nature of the
Group's lending.
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- A10% absolute increasein the ‘conversion rate’ assumed by management between 2 MIA and 3 MIA (e.g. aPD increasing
from 50% to 60%), when the loans are considered to be individually impaired would increase the impairment allowance by
£0.6 million.

Loss given default:

The model calculates the LGD from the point of repossession of the asset. Not all cases that are 3 MIA will reach repossession.
Management therefore adjust the model by applying an assumption of the percentage of accounts 3 MIA that will

reach repossession.

- A10% absolute reduction in this assumption would decrease the impairment allowance by £0.7 million.

The LGD s also sensitive to the application of the House Price Index (“HPI") and Forced Sale Discount (“FSD") which affect the
underlying value of the collateral whichis expected to be received.

- A10%relative reductionin the HPI would increase the overallimpairment allowance by £2.8 million.

- A 5% absoluteincreasein the FSD would increase the overallimpairment provision by £1.9 million.

The above assumptions areimportant factors when calculating the LGD to be applied for the Mortgage business.
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For the Asset Finance and Invoice Finance model, the assumption with most judgment is the absolute LGD value calculated.

- A10%relativeincreaseinthe LGD's applied in Asset Finance and Invoice Finance would increase the overallimpairment
allowance by £0.7 million.

Emergence period:

The Group's collective models estimate the expected losses for the next 12 months, these are then scaled back using the
emergence period to reflect the level of incurred loss as at the reporting date. The emergence period is the time taken from the
trigger event (such as a job loss) to the Group identifying the loan as impaired. The emergence period varies by segment and
requires management to make judgements because of the limited data available.

- Athreemonthincreasein emergence periods for Asset Finance and Invoice Finance would increase the overallimpairment
allowance by £3.3 million.

(b) Effective interest rate (“EIR")

IAS 39 requiresinterest earned from mortgages to be measured under the EIR method. Management must therefore use
judgement to estimate the expected life of each type of instrument and hence the expected related cash flows. The accuracy of
the EIR would therefore be affected by unexpected market movements resulting in altered customer behaviour and inaccuracies
in the models used compared to actual outcomes.

A critical estimate in determining EIR is the expected life to maturity of the Group’'s SME Commercial, Buy-to-Let and Residential
Mortgage portfolios, as a change in these estimates willimpact the period over which the directly attributable costs and fees and
any discount received on the acquisition of mortgage portfolios are recognised as part of the EIR.

Included within the overall Mortgages book, are a small number of portfolios which were acquired by the Group and, as at 30 June
2018, represent approximately 1.5 per cent and 2.4 per cent of Buy-to-Let and Residential Mortgages net loans respectively.
These portfolios were acquired at a discount whichis being recognised under the EIR method. As disclosed below, these
portfolios, although representing a small proportion of overalllending, are sensitive to a change in the expected repayment
profiles which would impact the periods over which the discount is to be unwound.

Inthe period ended 30 June 2018 and year ended 31December 2016, areassessment was made of the estimates used in
respect of the expected lives of the SME Commercial, Buy-to-Let and Residential Mortgage portfolios and also of those for the
Asset Finance portfolios. In addition, adjustments were made to reflect certain fees and costs within interest income as it was
considered that such amounts were now anintegral part of the effective interest rate. As a consequence, an overall adjustment
of £8.4 million (2016: £0.5 million increase) was recorded to reduce the value of the loan portfolios and the interest income
recognised in the current period, so that interest can continue to be recognised at the original effective interest rate over the
remaining life of the relevant lending portfolios.

The adjustment made at the period end is analysed as follows:

Impacton18

months to
30June2018 Impacton2016
interestincome interestincome

£m £m
Asset Finance - organiclending 3.1 (1.8)
SME Commercial - organiclending 1.3 0.2
Buy-to-Let - acquired portfolios (8.8) (1.1)
Buy-to-Let - organiclending 2.2 01
Residential - acquired portfolios (4.5) (0.4)
Residential - organic lending 1.7) 35

(8.4) 0.5
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A changein the estimated expected lives to extend the expected lives of the SME Commercial, Buy-to-Let and Residential
Mortgage portfolios by six months would have the effect of reducing the cumulative profit before tax recognised as at 30 June
2018 by £3.3 million (31December 2016: £1.4 million). Included within this sensitivity of £3.3 million, is a £1.8 million cumulative
reduction in profit relating to acquired portfolios (31December 2016: £3.1million) due to a change in the unwind of the discount
together with a £1.5 million cumulative reduction in profit relating to the organic portfolios (31December 2016: cumulative
increase in profit of £1.7 million).

A 0.5%increaseintherate of early redemptions, expressed as a percentage of the outstanding balance inrespect of the Asset
Finance portfolio would have the impact of reducing cumulative profit before tax recognised as at 30 June 2018 by £0.1million
(31December 2016: £0.5 million).

4. Segmental information
The Group has five reportable operating segments as described below which are based on the Group's five lending segments plus
Central Functions.

The organisation adjusted its operating modelin 2018, where previously the business was divided into Business Finance,
Mortgages and Savings, the operating segments are now allocated to two distinct customer facing businesses; Business Finance
(made up of Asset Finance, Invoice Finance and Commercial Mortgages) and Retail Finance (made up of Residential Owner
Occupied Mortgages and Buy to Let Mortgages). All 2018 financial reports have continued to detail performance on a operating
segment basis. Itis also possible to review performance aggregated by Business Finance and Retail Finance using data from
theindividual operating segments. As suchit is stilldeemed appropriate to split the segmental reporting by individual operating
segments for the 2018 IFRS 8 disclosure.

For each of the reportable segments, the Board, whichis the Group's Chief Operating Decision Maker, reviews internal
management reports on a monthly basis. The following summary describes the operations in each of the Group's
reportable segments:

- Asset Finance - Lease and hire purchase financing for SMEs, focusing on sectors with complex and structured deals, which
play to our specialist underwriting advantage;

- Invoice Finance - provides UK SMEs with working capital solutions through invoice discounting, factoring and asset
based lending;

- SME Commercial Mortgages - Property finance needs of professional, commercial property investors, and owner-occupier
SMEs. Targets multi-let commercial investment property loans and property development to experienced regional developers;

- Buy-to-Let - Offers a wide range of standard and specialist buy-to-let mortgages for residential units, multi-unit freehold or
houses with multiple-occupation (*“HMQ") to both individuals and companies; and

- Residential Mortgages - Prime residential mortgages targeting under-served segments of creditworthy borrowers that
provide attractive and sustainable margins.

Central Functions include the reconciling items between the total of the five reportable operating segments and the consolidated
income statement. As well as common costs, Central Functions include the Group's Treasury and Savings functions which are
responsible for raising finance on behalf of the operating segments. The costs of raising finance are all recharged by Central
Functions to the operating segments, apart from those costs relating to the subordinated notes and the net gains/losses on from
derivatives held at fair value shown in Note 19.

Common costs are incurred on behalf of the operating segments and typically represent savings administration, back
office and support function costs such as Finance, Risk and Human Resources. The costs are not directly attributable to the
operating segments.

Information regarding the results of each reportable segment and their reconciliation to the total results of the Group is shown
below. Performance is measured based on the segmental result as included in the internal management reports.
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4. Segmental information continued
Segmental information for the period ended 30 June 2018

Invoice Comme?gilaEl Residential Central
Asset Finance Finance Mortgages Buy-to-Let Mortgages Functions Total
£m £m £m £m £m £m £m

Interestincome — external customers 141.8 123 93.5 255.5 95.1 4.0 602.2
Interest expense — external customers - - — — - (172.2) (172.2)
Interest (expense)/income — internal (36.6) (2.6) (15.4) (80.3) (29.8) 164.7 -
Net fees and other income — external
customers 8.0 194 0.9 3.9 1.9 33 374
Total operating income 113.2 29.1 79.0 179.1 67.2 (0.2) 467.4
Underlying administrative expenses
including depreciation and amortisation (23.2) (14.8) (5.7) (18.0) (7.4) (147.4) (216.5)
Impairment losses onloans and advances
to customers (9.7) (1.4) (1.9) (4.2) (2.3) - (19.5)
Share of profit of associate — — — — — 0.3 0.3
Segmental result 80.3 12.9 714 156.9 575 (147.3) 231.7
Non-underlying administrative expenses’ (36.4)
Tax (56.7)
Profit after tax 138.6
Assets 1,841.7 265.2 965.9 4,436.8 1,480.9 14422 104327
Liabilities - - - - - (9,674.7) (9,674.7)
Net assets/(liabilities) 1,841.7 265.2 965.9 4,436.8 1,480.9 (8,232.4) 758.0

1 Non-underlying administrative expenses of £36.4 millioninclude costs of £19.8 million relating to the FirstRand transaction, costs of £2.4 million relating to integration,
and animpairment charge of £14.2 millionrelating tointangible assets. These non-underlying costs were all charged to Central Functions.

Segmental information for the year ended 31December 2016

Invoice Commesr!\:/ilaEI Residential Central
Asset Finance Finance Mortgages Buy-to-Let Mortgages Functions1 Total
£m £m £m £m £m £m £m

Interest income — external customers 873 70 58.4 135.6 75.7 (5.8 358.2
Interest expense — external customers - - — - - (118.8) (118.8)
Interest (expense)/income — internal (27.9) (2.2) (13.0) (45.2) (26.1) 114.4 —
Net fees and other income — external
customers 4.2 14.2 13 6.8 1.9 (0.3) 28.1
Total operating income 63.6 19.0 46.7 97.2 51.5 (10.5) 267.5
Administrative expensesincluding
depreciation and amortisation (12.9) (10.3) (3.1) (10.7) (4.5) (77.7) (119.2)
Impairment losses onloans and advances to
customers (5.6) (1.7) (2.9) (3.4) (1.9 - (15.5)
Segmentalresult 451 7.0 40.7 83.1 45.1 (88.2) 132.8
Non-underlying administrative expenses’ (4.1)
Tax (35.2)
Profit after tax 93.5
Assets 15734 1541 929.9 3,326.0 1,4939 903.9 8,381.2
Liabilities — — — — — (7,755.2) (7,755.2)
Net assets/(liabilities) 1,573.4 154.1 929.9 3,326.0 1,4939 (6,851.3) 626.0

1 Non-underlying administrative expenses administrative expenses of £4.1related to animpairment charge of £4.1millioninrelation to Invoice Finance Goodwill.
This non-underlying cost was charged to Central Functions.
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5.Interest income

Period ended 30 Year ended 31
June2018 December 2016

£m £m
Onfinancial assets not at fair value through profit or loss:
Onloans and advances to customers 598.1 364.0
Onloans and advances to banks 21 0.7
Ondebt securities 14.5 12.4
614.7 3771
On financial assets at fair value through profit or loss:
Net interest expense on financialinstruments hedging assets (12.5) (18.9)
602.2 358.2

Included within interestincome onloans and advances to customers for the period ended 30 June 2018 is a total of £6.8 million
(31December 2016: £3.4 million) relating to impaired financial advances.

Included within net interest expense on financial instruments hedging assets are fair value gains of £21.0 million (31December
2016: losses of £0.3 million) on derivatives held in qualifying fair value hedging arrangements, together with losses of £12.2 million
(31December 2016: losses of £4.4 million) representing changes in the fair value of the hedged item attributable to the hedged
interest raterisk onloans and advances to customers.

6. Interest expense

Period ended 30 Year ended 31
June2018 December 2016

£m £m
On financial liabilities not at fair value through profit or loss:
On customers'accounts 149.8 109.8
Onamounts due to banks 79 2.6
Ondebt securitiesinissue 21 2.3
On subordinated notes 10.7 7.7
Other 0.7 2.0
171.2 124.4
On financial liabilities at fair value through profit or loss:
Net interest expense / (income) on financial instruments hedging liabilities 1.0 (5.6)
172.2 118.8

Included within net interest income on financial instruments hedging liabilities are fair value losses of £2.7 million (31December
2016: gains of £2.1million) on derivatives held in qualifying fair value hedging arrangements, together with losses of £1.4 million
(31December 2016: gains of £0.4 million) representing changes in the fair value of the hedged item attributable to the hedged
interest raterisk on customers' accounts.
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7.Fee and commission income

Period ended 30 Year ended 31
June2018 December 2016

£m £m
Invoice Finance fees 16.5 11.9
Valuationfees 33 70
Documentation fees 4.8 2.8
Other fees 12.0 8.3

36.6 30.0
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8.Fee and commission expense

Period ended 30 Year ended 31
June2018 December 2016

£m

Introducer commissions 2.2
Legaland valuationfees 4.5
Company searches and other fees 25
Credit protection and insurance charges 1.8
11.0

9. Net gains/(losses) from derivatives and other financial instruments at fair
value through profit or loss

£m
1.5
34
1.3
1.3
7.5

Period ended 30 Year ended 31
June2018 December 2016

£m
Net gains/(losses) on derivatives 10.2
Net (losses)/gains on available for sale assets held in fair value hedges (8.6)
16

10. Administrative expenses

£m
(6.5)

21
(4.4)

Period ended 30 Year ended 31
June2018 December 2016

Note £m

Staff costs 11 109.8
Legal and professional and other services 56.0
Information technology costs 335
Office costs 9.5
Provisions 29 1.2
Other 20.3
Impairment of intangibles and goodwill 24 14.2
244.5

Disclosed on the face of the Income Statement for the period ending 30 June 2018 are £19.8 million of Transaction costs.

£m
64.3
218
10.9
5.0
0.8
111
41
118.0

£3.7 million of these costs relate to acceleration of share schemes and other bonuses following the FirstRand takeover and are
included in Staff Costsin the above disclosure. Included in Legal and Professional and other services are £14.8 million payable in
respect of transactional broker and advisory fees as part of the FirstRand takeover, as well as £1.3 million payable inrespect of

legal and other fees relating to the takeover.

Disclosed on the face of the Income Statement for the period ending 30 June 2018 are £2.4 million of Integration costs. £1.9 million

of these costsrelate to legal and professional and other services, £0.5 million relate to other expenditure.

Included in other administrative expenses are costs relating to temporary staff of £18.7 million (31December 2016: £4.4 million),

travel and subsistence of £4.2 million (31December 2016: £3.0 million) and staff recruitment of £1.9 million (31December
2016: £1.5 million).
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11. Staff costs
Period ended 30 Year ended 31
June2018 December 2016
£m £m
Wages and salaries 88.9 527
Social security costs 12.2 6.4
Other pension costs 31 1.7
Share-based payments 5.6 35
109.8 64.3

The analysis above includes staff costs inrelation to Executive and Non-Executive Directors.

The average number of persons employed by the Group during the period, including Non-Executive Directors, is disclosed
as below.

Period ended 30 Year ended 31
June2018 December 2016

£m £fm
Central Functions 397 330
Business Finance and Retail Finance 539 557
Total 936 887

12. Remuneration of Directors

Period ended 30 Year ended 31
June2018 December 2016

£000 £:000

Directors' emoluments 5542.2 2,713.0
Paymentsinrespect of personal pension plans 159.6 537
Contributions to money purchase scheme — 53
Long termincentive schemes 87777 -
14,479.5 2,772.0

The above disclosureis prepared in accordance with Schedule 5 of the Large and Medium-sized Companies and Groups
(Accounts and Reports) Regulations 2008,

Loans to Directors
At 30 June 2018, there were no loans outstanding to directors (31December 2016: one loan; for the value of £40,000).

Long-term incentive schemes

Following the acquisition of Aldermore Group PLC by FirstRand International Guernsey Limited in March 2018, all the share
schemes to key personnel vested and FirstRand International Guernsey Limited acquired 100 per cent of the share capital
of Aldermore Group PLC. The reported gains, at acquisition have been calculated as the market value offered for the shares
by FirstRand (£3.13). The aggregate gains as at March 2018 on such shares held by Directors were £5.9 million.

SjusW}e)s [epduRUl{

A number of long-term cash settled incentive schemes were introduced following the acquisition by FirstRand to replace the
existing share schemes already in place. The deferred portion of the annual bonus is also settled in cash.

Highest paid director
The below amounts include the following in respect of the highest paid director:

Period ended 30 Year ended 31
June2018 December 2016

£000 £:000
Emoluments 1,822.3 1,1404
Paymentsinrespect of personal pension plans 54.0 351
Contributions to money purchase scheme - —
Long termincentive schemes 3,774.7 —

5,651.0 1,175.5
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13. Pension and other post-retirement benefit commitments

The Group operates two defined contribution pension schemes. The assets of the schemes are held separately from those of the
Group inindependently administered funds. Pension contributions of £3.1million (31December 2016: £1.7 million) were charged
to theincome statement during the period in respect of these schemes. The Group made payments amounting to £159,600
(31December 2016: £53,700) in aggregate in respect of Directors’ individual personal pension plans during the period. There were

outstanding contributions of £0.5 million at the period end (31December 2016: £0.3 million).

14. Depreciation and amortisation

Period ended 30
June 2018
Note £m
Depreciation 2.2
Amortisation of intangible assets 24 6.2
8.4
15. Profit on ordinary activities before taxation
The profit on ordinary activities is after charging:
Period ended 30
June 2018
£m
Operating lease rentals (including service charges)
—land and buildings 4.7
—plant and equipment 0.4
The remuneration of the Group’s external auditors, Deloitte LLP, and their associates is as follows:
Fees payable to the Group's auditor for the audit of the annual accounts (excluding VAT) 01
Fees payable to the Group's auditor for the audit of the accounts of subsidiaries (excluding VAT) 0.7
Audit fees 0.8
Fees payable to the Group's auditor and its associates for other services (excluding VAT):
Audit related assurance services' 0.3
Other taxation advisory services —
Corporate finance services —
Other assurance services? 0.3
Allother services —
Non-audit fees 0.6
14

Year ended 31
December 2016
£m

11
4.2
5.3

Year ended 31
December 2016
£m

26
0.3

0.1
0.6
0.7

0.2

0.1
0.3
1.0

T Audit related assurance services for the period ended 30 June 2018 comprise services providedin relation to interim profit verifications during the year,and work

responding to FirstRand groupinstructions.

2 Other assurance services for the period ended 30 June 2018 comprise work inrelation to the audit of the Group’s 31March 2018 Balance Sheet, and work inrelation to

the Term Funding Scheme audit.
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16. Taxation

a) Tax charge

Period ended 30 Year ended 31
June2018 December 2016

£m Em
Current tax on profits for the year 475 331
(Over)/under provisionin previous periods (0.9 (2.2)
Total current tax 46.6 30.9
Deferredtax 8.0 1.9
Under/(over) provisionin previous periods 21 2.4
Total deferred tax charge/(credit) 10.1 4.3
Total tax charge 56.7 35.2

Current tax on profits reflects UK mainstream Corporation tax levied at ablended rate of 19.16% for the 18 month period

ended 30 June 2018 (31December 2016:20%) and the Banking Surcharge levied at a rate of 8% on the profits of banking
companies chargeable to corporation tax after an allowance of £25 million per annum which applies for years commencing from
1January 2016.

A tax credit of £0.2 millionin respect of the fair value movements in available for sale debt securities has been shownin other
comprehensive income during the period ended 30 June 2018 (2016: £1.0 million charge). A tax credit of £1.5 million (31December
2016: £nil) has been recognised in equity in respect of tax relief on vesting of share awards.

Atax credit of £4.6 million (31December 2016: £2.3 million) has been reflected directly in equity in respect of tax relief for
contingent convertible securities coupon costs.

b) Factors affecting tax charge for the year
The tax assessed for the year is different to that resulting from applying the standard rate of corporation tax in the UK of 19.16%
(31December 2016: 20%). The differences are explained below:

Period ended 30 Year ended 31
June2018 December 2016

£m £m
Profit before tax 195.3 128.7
Tax at 19.16% (2016: 20%) thereon 375 257
Effects of: 5
Expenses not deductible for tax purposes 3.2 1.0 §
Under provisionin previous period 1.2 0.2 g
Deferred tax rate adjustment 0.6 0.4 §
Effect of new tax surcharge 141 79 g
Other differences 01 —

56.7 35.2
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17. Loans and advances to banks

30June
2018
£m

Includedin cash and cash equivalents: balances with less than three months to maturity atinception 52.2
Cash collateral on derivatives placed with banks 336
Otherloans and advances to banks 10.8

96.6

31December
2016
£m

341
22.2
109
67.2

There were noindividual or collective provisions for impairment held against loans and advances to banks. £nilis recoverable
more than 12 months after the reporting date (31December 2016: £10.9 million - this related to cash held by the Group’s

securitisation vehicle, Oak No.1PLC).

18. Debt securities

30June
2018
£m

Available for sale debt securities:
UK Government gilts and treasury bills 45.9
Supranationalbonds 436.3
Corporate bonds -
Asset-backed securities 301
Coveredbonds 280.0
792.3

31December
2016
£m

323
359.8
29.7
70.4
172.3
664.5

At 30 June 2018, £732.4 million (31December 2016: £534.5 million) of debt securities are expected to be recovered more than

12 months after the reporting date. There were noimpairment losses in respect of available for sale debt securities.
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19. Derivatives held for risk management
Amountsincludedin the statement of financial position are analysed as follows:
30June 2018 31December 2016
Assets Liabilities Assets Liabilities
£m £m £m £m
Instrument type
Interest rate (not in hedging relationships) 0.3 0.3 0.4 15
Interest rate (fair value hedges) 22.4 16.3 11.8 341
Equity — - 0.2 0.2
Foreign exchange — 01 - —
22.7 16.7 12.4 35.8
All derivatives are held either as fair value hedges qualifying for hedge accounting or are held for the purpose of managing risk
exposures arising on the Group's other financial instruments.
a) Fair value hedges of interest rate risk
The Group uses interest rate swaps within qualifying hedge accounting relationships to manage its exposure to changes
in market interest rates which would impact the fair values of certain fixed rate lending and savings products and debt
securities held.
Further details regarding the Group's approach to hedge accounting, including a description of the Group's exposure to volatility,
are providedintherisk report, see pages 36 to 59.
b) Other derivatives held for risk management
The Group uses other derivatives, not designated in qualifying hedge accounting relationships, to manage its exposure to
the following:
- interest raterisk on certain debt securities held which are designated at fair value through profit or loss;
- interest rate basis risk on certain mortgage loans;
- equity market risk on equity-linked products offered to depositors; and
- foreign exchangerisk on currency loans provided to Invoice Finance customers.
20. Loans and advances to customers
30June 31December =
2018 2016 ]
£m £m 5
Grossloans and advances 9,015.7 7,504.7 g
less: allowance for impairment losses (25.2) (27.4) §
8,990.5 74773 32
Amountsinclude:
Expectedtoberecovered more than 12 months after the reporting date 7,835.5 6,466.4

At 30 June 2018, loans and advances to customers of £nil (31December 2016: £1,066.2 million) were pre-positioned with the
Bank of England and HM Treasury Funding for Lending Scheme. These loans and advances were available for use as collateral
with the Scheme. However, £nil of UK Treasury Bills had been drawn as at the reporting date (31December 2016: £650.0 million),
as the Group stopped using the scheme during the period.

At 30 June 2018, loans and advances to customers of £3,032.7 million (31December 2016: £578.7 million) were pre-positioned
with the Bank of England and HM Treasury Term Funding Scheme. These loans and advances were available for use as collateral
with the Scheme. Details of amounts drawn on the facility are shown in Note 25.

At 30 June 2018, loans and advances to customers of £87.2 million (31December 2016: £nil) were pre-positioned with the Bank of
Englandinrespect of the Indexed Long Term Repo Scheme. These loans and advances were available for use as collateral with the
Scheme. However, £nil of UK Treasury Bills had been drawn as at the reporting date (31December 2016: £nil).
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20. Loans and advances to customers continued

At 30 June 2018, loans and advances to customers included £103.2 million (31December 2016: £148.7 million) which have been
usedin secured funding arrangements, resulting in the beneficial interest in these loans being transferred to Oak No. 1PLC which
is a securitisation vehicle consolidated into these financial statements. The carrying value of these loans on 10 April 2014, when
the beneficial interest was transferred, was £362.3 million. These loans secured £333.3 million of funding for the Group. All the
assets pledged are retained within the statement of financial position as the Group retains substantially all the risks and rewards
relating to the loans.

Allowance for impairment losses

Individual Collective Total
£m £m £m
Period ended 30 June 2018
Balance as at 1January 2017 14.3 131 274
Impairment loss for the period:
Charge to theincome statement 10.6 8.9 19.5
Unwind of discounting (2.2) (4.6) (6.8)
Write-offs net of recoveries (14.9) — (14.9)
Balance as at 30 June 2018 7.8 174 25.2
Allowance for impairment losses
Individual Collective Total
£m £m £m
Year ended 31December 2016
Balance as at 1January 10.2 10.5 20.7
Impairment loss for the year:
Charge to theincome statement 10.8 4.7 155
Unwind of discounting (1.3) (2.1) (3.4)
Write-offs net of recoveries (5.4) — (5.4)
Balance as at 31December 14.3 131 27.4

Finance lease receivables
Loans and advances to customers include the following finance leases where the Group is the lessor:

30June 31December
2018 2016
£m £m
Grossinvestment in finance leases, receivable:
Lessthanone year 568.4 521.5
Betweenone and five years 11779 960.3
More thanfive years 218 20.3
1,768.1 1,502.1
Unearned financeincome (187.3) (162.4)
Net investment in finance leases 1,580.8 1,339.7
Net investment in finance leases, receivable:
Lessthanoneyear 482.4 4489
Between one and five years 1,077.3 871.2
More thanfive years 211 19.6
1,580.8 1,339.7

The Group enters into finance lease and hire purchase arrangements with customersin a wide range of sectors including plant
and machinery, cars and commercial vehicles. The accumulated allowance for uncollectable minimum lease payments receivable
is £3.7 million (31December 2016: £4.5 million).

Due to the nature of the business undertaken, there are no material unguaranteed residual values for any of the finance leases at
30June 2018.
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21. Investment in subsidiaries
The Company has aninterest in the total ordinary share capital of the following subsidiaries (except the securitisation vehicles),
all of which areregisteredin England and Wales and operate in the UK. All subsidiary undertakings areincluded in these
consolidated financial statements.
Subsidiary undertakings Country of
(directinterest) Principalactivity Shareholdingpercent Class of shareholding incorporation
Aldermore Bank PLC Banking and 100 Ordinary UK?
related services
Dormant subsidiary undertakings
Aldermore Invoice Finance (Holdings) Limited
(Company number 06913207) Dormant 100 Ordinary UK
Aldermore Invoice Finance Limited
(Company number 02483505) Dormant 100 Ordinary UK?
Aldermore Invoice Finance (Oxford) Limited
(Company number 02129734) Dormant 100 Ordinary UK?
AR Audit Services Limited
(Company number 09495046) Dormant 100 Ordinary UK2
Securitisation vehicles
Oak No.1Mortgage Holdings Limited Holding company * * UK
for securitisation
vehicle
Oak No.1PLC Securitisation * * UK3
vehicle
* The share capital of the securitisation vehicles is not owned by the Group but the vehicles areincludedin the consolidated financial statements as they are controlled by
the Group.
' Registered address 1st Floor, Block B, Western House Lynch Wood, Peterborough, PE2 6FZ
2 Registered address 4th Floor, Block D Apex Plaza, Forbury Road, Reading, United Kingdom, RG11AX
3 Registered address 35 Great St.Helen's, London, EC3A 6AP
22.Deferred tax asset
Anet deferred tax assetis regarded as recoverable and therefore recognised only when, on the basis of all available evidence, T
it canberegarded as probable that there will be suitable future taxable profits against which the unwinding of the asset can §
be offset. %
Analysis of recognised deferred tax asset: §'
m
Recognised a"
Balanceas at Recognised inother Balanceasat
31December inincome comprehensive Recognised 30June
2016 statement income inequity 2018
£m £m £m £m £m
Period ended 30 June 2018
Capital allowances less than depreciation 11.3 (8.3) - - 3.0
Available for sale debt securities transition adjustment (0.2) (0.3) - - (0.5)
(Gains)/Losses on available for sale debt securities
recognised through other comprehensive income (1.0) 0.5 0.2 - (0.3)
Other temporary differences (0.8) 0.3 - - (0.5)
Share-based payment timing differences 19 (1.9) - -
11.2 (9.7) 0.2 - 1.7
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22. Deferred tax asset continued

Recognised
Balanceasat Recognised inother Balanceasat
31December inincome comprehensive Recognised 30June
2016 statement income in equity 2018
£m £m £m £m £m
Year ended 31December 2016
Capital allowances less than depreciation 16.5 (5.2) — — 11.3
Available for sale debt securities transition adjustment (0.2) - - - (0.2)
(Gains)/Losses on available for sale debt securities
recognised through other comprehensive income - - (1.0) — (1.0)
Other temporary differences (0.4) (0.4) - — (0.8)
Share-based payment timing differences 0.5 1.3 — 01 1.9
16.4 4.3) (1.0) 0.1 11.2

The deferred tax asset at 30 June 2018 of £1.7 million has been calculated at an overall rate of 23.86%. This is based on
substantively enacted tax rates at the balance sheet date. These are expected to apply when the temporary differences giving
rise to the deferred tax are expected toreverse. The deferred tax asset relates largely to temporary differences between capital
allowances and depreciation.

Reductionin the UK corporation tax rate from 18% to 17% from 1 April 2020 was substantively enacted on 15 September 2016.

There were no unrecognised deferred tax balances at 30 June 2018 (31December 2016: £nil).

23.Investment in associates

The Group acquired a 48% stakein AFS Group Holdings Limited on 28 September 2017 in exchange for consideration of

£4.8 million. £3.8 million was paid in September 2017 with two tranches of £0.5 million deferred and held in an escrow account
until 2018 and 2019, subject to certain targets being met. Details of the Group’'s material associate at the end of the reporting
periodis as follows:

Proportion of ownership
interest/voting rights held by

Place of incorporation and the Group

Name of associate Principal activity principal place of business 30June 2018
Financial Services

AFS Group Holdings Ltd Intermediary UK 48%

The above associate is accounted for using the equity method in these consolidated financial statements. The carrying amount
of theinvestment as at 30 June 2018 is £5.1million. This includes a £0.3 million Share of Profit of Associate which has been
recognised in the Consolidated Income Statement for the period ended 30 June 2018.

The financial year end date of AFS Group Holdings Limited is 30 April. For the purposes of applying the equity method of
accounting, the management accounts of AFS Group Holdings Limited for the 12 months ended 30 April 2018 have been used.

Summarised financial information in respect of the associate is set out below. The summarised financial information below
represents amounts shown in the associate's management accounts for the 12 months ended 30 April 2018 (adjusted by the
Group for equity accounting purposes).

AFS Group Holdings Limited
Asat 30 April
2018
£m
Current assets 2.9
Non-current assets 0.1
Current liabilities 1.7

Non-current liabilities 0.1
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23.Investment in associates continued
AFS Group Holdings Limited

Period from28

September 2017

to30 April 2018

£m

Revenue 7.0
Profit from continuing operations 0.6
Profit for the period 06
Other comprehensive income for the period -
Total comprehensive income for the period 0.6

Dividends received from the associate during the period -

A reconciliation of the above summarised financial information to the carrying amount of the interest in AFS Group Holdings
Limited recognised in the consolidated financial statements is shown below.

AFS Group
Holdings Limited
£m
Net assets of the associate 1.2
Proportion of the Group's ownership Interest in the Associate 48%
Goodwill 4.5
Carrying amount of the Group's interest in the associate 51
24.Intangible assets
Computer
Systems Goodwill Total
£m £m £m

Cost
1January 2017 351 85 43.6
Additions 87 - 8.7
Write-off (19.4) - (19.4)
30 June 2018 24.4 8.5 32.9
1January 2016 24.8 12.6 374
Additions 103 - 103
Write-off - (4.1) (4.2)
31December 2016 35.1 85 43.6
Amortisation
1January 2017 175 - 175
Charge for the year 6.2 - 6.2
Write-off (5.2) - (5.2)
30 June 2018 18.5 - 18.5
1January 2016 134 - 134
Chargefor the year 41 - 41
31December 2016 175 - 17.5

Net book value
30June 2018 5.9 8.5 14.4
31December 2016 176 85 26.1

Sjuauwiaje)s |epueuly



102

Aldermore Group PLC Report and Accounts 2017/18

Financial statements

Notes to the consolidated financial statements
continued

24.Intangible assets continued

During the period a number of intangible assets were identified as no longer fulfilling any ongoing economic benefit to the Group.
As suchit was deemed appropriate to fully impair these intangible assets, resulting in animpairment charge to theincome
statement for the period ending 30 June 2018 of £14.2 million.

The Goodwill disclosed above relates to the SME Commercial Mortgages segment. The Value in Use (*VIU") for SME Commercial
Mortgages was determined by discounting the future cash flows to be generated from the continuing use of the segment. VIU at
30 June 2018 has been determinedin a similar manner as at 31December 2016.

Key assumptions used in the calculation of VIU were the following:
Cash flows were projected based on past experience, actual operating results and the five year business plan (31December
2016: the five year business plan). Cash flows after the planning period were extrapolated using a constant growth rate of 2%
(31December 2016: 2%) into perpetuity.

. Apre-tax discount rate of 14.1% (31December 2016:13.0%) was applied in determining the recoverable amounts for the SME
Commercial Mortgages operating segment. These discount rates were based on the weighted average cost of funding for the
segment, taking into account the Group's regulatory capital requirement and expected market returns for debt and equity
funding, then adjusted for risk premiums to reflect the systemic risk of the segment.

IAS 36 requires an assessment of goodwill balances for impairment on an annual basis, or more frequently if there is anindication
of impairment. Animpairment charge should be recognised where the recoverable amount from the segment s less than the
carrying value of the goodwill. Under IAS 36, the recoverable amount is the greater of either the VIU of a business or its Fair Value
less Costs of Disposal (“FVLCD").

The VIU of the SME Commercial Mortgages segment is significantly above the carrying value of the attributable goodwill and
net assets. The Group estimates that reasonably possible changes in the above assumptions are not expected to cause the
recoverable amount of SME Commercial Mortgages to reduce below the carrying amount.

25. Amounts due to banks

30June 31December
2018 2016
£m £m

Amounts repayable within 12 months:
Duetobanks —repurchase agreements — 354.8
Dueto banks — deposits - 0.7
Cash collateral received on derivatives 51 2.2
Due to banks — central banks — Term Funding Scheme interest accrual 21 —
7.2 357.7

Amounts repayable after 12 months:

Dueto banks — central banks — Term Funding Scheme 1,671.0 396.1
1,678.2 753.8

(a) Collateral given under repurchase agreements

The face value of securities sold under agreements to repurchase at 30 June 2018 was £nil (31December 2016: £355.0 million),
all of which were drawn down from the Bank of England under the terms of the Funding for Lending Scheme. The Group
conducts these repurchase transactions under the terms of applicable General Master Repurchase Agreement guidelines.
Considerationreceivedinreturnfor the collateralis recorded as ‘Amounts due to banks' and is accounted for as a financial liability
at amortised cost.

(b) Amounts repayable after 12 months
Loans received from the Bank of England against which the Group provides collateral under the Term Funding Scheme are
recorded as ‘Amounts due to banks' and are accounted for as a financial liability at amortised cost.

Further details of a) and b) can be found in Note 20.
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26. Customers’ accounts
30June 31December
2018 2016
£m £m
Retail deposits 5163.4 4,766.8
SME deposits 1,997.9 1,647.2
Corporate deposits 615.0 259.7
7,776.3 6,673.7
Amounts repayable within one year 6,786.9 53971
Amounts repayable after one year 989.4 1,276.6
7,776.3 6,673.7
27. Other liabilities
30June 31December
2018 2016
£m £m
Amounts payable within 12 months:
Amounts payable to Invoice Finance customers 9.9 10.5
Other taxation and social security costs 1.9 41
Trade creditors 9.5 33
Other payables 23 71
23.6 25.0
28. Accruals and deferred income
30June 31December
2018 2016
£m £m
Amounts payable within 12 months:
Accruals 301 26.4
Deferredincome 4.4 0.6
34.5 270
29. Provisions
Financial Services %
Compensation 3
Scheme o
£m u
1January 2017 08 &
Utilised during the period (10) %
Provided during the period 1.2 ’
30June 2018 1.0
1January 2016 11
Utilised during the year (1.2)
Provided during the year 0.8
31December 2016 0.8

Financial Services Compensation Scheme (“FSCS")

In common with allregulated UK deposit takers, the Group's principal subsidiary, Aldermore Bank PLC, pays levies to the

FSCS to enable the FSCS to meet claims againstit. The FSCS levy consists of two parts: a management expenseslevy and a
compensation levy. The management expenses levy covers the costs of running the scheme and the compensation levy covers
the amount of compensation the scheme pays net of any recoveries it makes using the rights that have been assigned to it.

The FSCS provision at 30 June 2018 of £1.0 million (31December 2016: £0.8 million) represents the interest element of the

compensation levy for the 2017/2018 scheme year (31December 2016: interest levy for the 2016/2017 scheme year).
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30.Debt securities in issue
Debt securitiesinissue are repayable from the reporting date in the ordinary course of business as follows:

30June 31December

2018 2016

£m £m

Debt securitiesinissue 779 130.6

Debt securities inissue with a principal value of £78.0 million (31December 2016: £131.2 million) are secured on certain portfolios
of variable and fixed rate mortgages through the Group's securitisation vehicle, Oak No. 1PLC. These notes are redeemablein
part from time to time, such redemptions being limited to the net capital received from mortgage customersinrespect of the
underlying assets. The final maturity dateis February 2052, with a call option exercisable on the notes falling due in May 2019.
Thereis no obligation for the Group to make good any shortfall. Further disclosure relating to the underlying assets is contained
in Note 20.

31. Subordinated notes

30June 31December

2018 2016

£m £m

Subordinated notes 60.5 100.0

On 28 October 2016, the Group issued £60 million subordinated 8.50% loan notes, repayable in 2026, with an option for the Group
toredeem after five years. The interest rate s fixed until October 2021. The loan s carried in the statement of financial position
at amortised cost using an EIR of 8.9%. Unamortised issue costs of £0.4 million are included in the above balance (31December
2016: £0.6 million).

In May 2017, the Group exercisedits option to require the holders of the £40 million subordinated 12.875% loan notes issuedin
2012 toredeem the notes at par value.

32.Financing activity

The table below details changes in the Group's liabilities arising from financing activities, including both cash and non-cash
changes. Liabilities arising from financing activities are those for which cash flows were, or future cash flows will be, classified in
the Group's consolidated statement of cash flows as cash flows from financing activities.

Non-cash
Financing cash Financing cash changes-Interest
flows-repayment flows-interest expense per Income
As at 31December 2016 of debt paid ondebt Statement Asat 30June 2018
£m £m £m £m £m
Debt Securitiesinlssue-Note 30 1306 (53.1) (1.7) 2.1 779

Subordinated notes-Note 31 100.0 (40.0) (10.2) 10.7 60.5
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33. Share capital
30June 31December
2018 2016
£m £m
Type
Ordinary shares of £0.10 each 34.9 345
34.9 34.5

During the period, an additional 180,654 shares were allotted to an employee benefit trust (*EBT") in order to satisfy the vesting
of nil-cost options granted under the Deferred Share Plan (“DSP").

An additional 3,443,054 shares were allotted to the same EBT on completion of the takeover of Aldermore Group PLC by
FirstRand in March 2018 in order to satisfy the vesting of awards granted under the Company's various share schemes (see note
35 for more detail of number of options vesting). Following the takeover, all shares held by the EBT were released to participants.
As at 30 June 2018, the EBT held no shares (31December 2016: 466,179 shares) which had not vested. These were previously
recorded as a deduction fromretained earnings.

On the takeover of Aldermore Group PLC by FirstRand 630,513 shares were allotted in respect of options exercised under the
threeinvitations to join the Sharesave Plan. These shares were allotted at the option prices of £2.52 for the 2015 plan, £1.54 for
the 2016 plan, and £2.00 for the 2017 plan.

As at 30 June 2018, there were 348,993,805 ordinary £0.10 shares inissue resulting in share capital of £34,899,381(31December
2016:344,739,584 and £34,473,958 respectively).

34. Share-based payments

The table below shows the charge to the income statement:

30June 31December

2018 2016

£m £m

Shareplansissuedin 2015 1.2 2.0
Shareplansissuedin 2016 1.9 1.5
Share plansissuedinperiod ending 30 June 2018 25 —
Total share-based payment charge 5.6 3.5

SjusW}e)s [epduRUl{
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34. Share-based payments continued
The below table summarises share awards which were active in the 18 months ended 30 June 2018.

Plan Eligibleemployees Nature of award Vesting conditions Grantdates Vesting date
a) PerformanceSharePlan  Selectedsenior Conditionalshareaward  Continuing employment orleaving  2015,2016 & 20183
employees in certain limited circumstancesand 2017

achievement of Total Shareholder
ReturnandEarnings Per Share
performance conditions
b) Pre-IPO Awardunderthe Selectedsenior Conditionalshareaward — Continuing employment orleaving 2015 Lapsedin
Performance SharePlan  employees in certain limited circumstances and 2016
achievement of Total Shareholder
Return performance condition.

c) "“TopUp"Pre-IPOAward  Selectedsenior Conditionalshareaward  Continuing employmentorleaving 2015 20182
under the Performance employees in certain limited circumstances
SharePlan and achievement of personal and
Company performance conditions
d) Restricted Share Plan Selected senior Conditionalshareaward  Continuing employment or leavingin 2015,2016 & 20183
employees certain limited circumstances 2017
e) Recruitment Award Selected senior Conditionalshareaward  Continuing employment or leavingin 2016 20182
employees certain limited circumstances
f) SharesavePlan Allemployees  Qualifying SAYE planwith Monthly contributions to the 2015,2016 & See(f)
anoptionto purchase scheme and continuing employment 2017 below
sharesattheendofthe  orleaversincertainlimited
saving period circumstances
g) Deferred SharePlan Selected senior Deferred conditional Continuing employment orleavers 2016 & March 20182
employees share award in certain limited circumstances 2017
h) Transition Award Selectedsenior Conditionalcashsettled  Continuing employment or leavingin 2018 Between
employees award certainlimited circumstances 2019 &2020

' Grantsunder the Deferred Share Plan were made the year following the financial year to which they relate.
2 Qutstanding awards on Court Sanction date vestedinfull.

3 Qutstanding awards on Court Sanction date vested on a time pro-ratedbasis, calculated with reference to the number of completed months from the date that the
awards were granted to the Court sanction date. Lapsed shares wererolled over into anew cash-settled “Transition Award".

The terms of the schemes are as follows:

a) Performance Share Plan

The Performance Share Plan (“PSP"") was open to senior employees including the Executive team. Awards were made under
the plan over three years as per the table above. In order for awards to vest, individuals were required to remain in employment
for three years following the grant date and the awards were subject to a two-year holding period following the required
employment date.

Awards under the PSP were subject to performance conditions set by the Remuneration Committee and determined the
extent to which awards became available to individuals. Performance conditions for the PSP awards related to the growthin
Total Shareholder Return (“TSR") for 50% of each award and Earnings Per Share (*EPS”) performance for the remaining 50% of
each award.

In addition, there were “underpin” performance conditions which had to be met in relation to both elements of the award and
theresult achieved had to both appropriately reflect the performance of the Company and be consistent with the Company's
risk appetite. Furthermore, in respect of the TSR element of the grant made in 2015, the value of the TSR achieved over the
performance period was required to be equal to or greater than the TSR of the median company of FTSE 350 companies,
excluding Investment Trusts and the Company itself.



Aldermore Group PLC Reportand Accounts 2017/18 107

PSP awards vested on the Court sanctioning the Scheme of Arrangement by which the FirstRand transaction was effected.
The vesting of the awards was subject to pro-rating for time and performance. Following review, the Remuneration Committee
determined that the performance conditions had been met to the extent set out below:

% of TSR element achieved % of EPS element achieved
2015 award 54 86
2016 award 77 100
2017 award 100 100

b) Pre-IPO Award under the Performance Share Plan

Pre-IPO Awards inrespect of 6,920,420 shares, which were granted on 2 March 2015 to individuals as a one-off reward to
recognise their contribution up to the Company's IPO, lapsed as the principal performance condition relating to growthin TSR for
the period to 31December 2016 was not satisfied.

c) “Top Up" Pre-IPO awards under the Performance Share Plan

For the small number of employees who had been granted a “Top Up" Pre-IPO Award at the time of the IPO which was intended
to promote their retention and to reward them for their performance both pre-IPO and post-IPO, the Remuneration Committee
amended the "Top Up" portion of those awards over 513,589 shares such that:

- The principal performance condition was a personal performance condition, whilst there was also an underpin whereby the
Remuneration Committee would determine whether the performance of the Company justified the vesting. The Remuneration
Committee determined that the amended performance condition and underpin had been met as at 31December 2016.

- The awards were due to become exercisable on 31December 2018 and were contingent on employment to this date, with time
pro-rating being applied to the awards of leavers (for the period of service between 31December 2016 and 31December 2018
as aproportion of the full two-year holding period). However, if the individual ceased employment because of misconduct the
whole award would lapse. Following the takeover of Aldermore Group PLC by FirstRand in March 2018, outstanding awards
vestedin full on the Court Sanction date (other than for leavers as set out above).

The amendment was made in the 12 months ended 31December 2016 and the totalincremental fair value arising from the modification
of the awards is £1,188,000. £784,000 was reflected in the income statement for the period ended 30 June 2018 (31December
2016:£16,000). The remainder of the anticipated fair value was not expensed due to the impact of lapsed awards in the period.

d) Restricted Share Plan

The Restricted Share Plan (“"RSP") was open to a small number of senior employees engaged in risk and control functions.

There was arequirement for individuals to remain in employment for three years following the grant date, following which the
awards were subject to a two-year holding period. There were no financial performance conditions attached to the awards under
the RSP. Following the takeover of Aldermore Group PLC by FirstRand in March 2018, outstanding awards vested on the Court
Sanction date following the application of time pro-rating.

SjusW}e)s [epduRUl{

e) Recruitment Award

The Recruitment Award was granted for the purpose of buying out awards forfeited by senior employees on resignation from
their previous employment. There were no performance conditions attached to this award. The award was due to be released in
four tranches with twenty per cent vesting on each of the first, second and third anniversaries of the grant date and 40% on the
fourth anniversary of the award. Following the takeover of Aldermore Group PLC by FirstRand in March 2018, the outstanding
awards vestedin full on the Court Sanction date.

f) Sharesave Plan

Allemployees were eligible to participate in the Group’s annual invitation to join the Sharesave Plan. Individuals in the Plan
contributed a set amount each month for three years. At the end of the savings period, participants had the option to buy shares
in Aldermore Group PLC at an option price which was fixed at the grant date.

There were no performance conditions attached to the awards but employees could only continue to participate in the Plan whilstin
the employment of the Group. Participants had the option, but not the obligation, to buy shares at the end of the Plan, subject to having
made all monthly contributions. There were no holding conditions in respect of shares acquired pursuant to the exercise of an option.

Prior to the completion of the takeover, all participantsin the Sharesave Plan were given the opportunity to use the savingsin
their accounts to purchase Aldermore Shares at the Option price set at the start of the relevant invitation. The Aldermore
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34. Share-based payments continued

Shares were subsequently sold to FirstRand who paid the participant 313 pence in cash for each Aldermore Share. Alternatively,
participants could elect to continue saving after the takeover and exercise their Option within the six-month period following
the Court sanction of the Scheme. Again, these shares would be sold to FirstRand for 313 pence per Aldermore Share.

Those participants who took up the 2015 and 2016 invitations to join the Sharesave Plan were eligible to receive a compensation
payment inrespect of options that lapsed as a result of their Option being exercised ahead of the usual maturity date (provided
that they elected to exercise their Option ahead of the Court Sanction date).

g) Deferred Share Plan

The Deferred Share Plan (“DSP") was open to senior employees, including the Executive team, and represented the portion of
awards under the Annual Incentive Plan that was deferred to align the interests of senior employees and the Executive team with
shareholders. The awards were due to vest in tranches of one-third on the first, second and third anniversary of the award date,
subject to continued employment. There were no performance conditions attached to the awards made under the DSP.

Share awards representing the deferred element of the 2016 bonus payments, with a grant date fair value of £1.4 million, were
granted in March 2017. Following the takeover of Aldermore Group PLC by FirstRand in March 2018, the outstanding awards
vestedin full on the Court Sanction date.

h) Transition Award

The shares under PSP and RSP awards which lapsed as a result of the application of time pro-rating were rolled over into cash-
settled Transition Awards. The Transition Awards are accounted for as a cash-settled share based payment under IFRS 2, with
aliability accruing on the Statement of Financial Position. The fair value is remeasured at the end of each reporting period, with
changes to fair value recognised in profit or loss. The liability held on the Statement of Financial Position for the Transition Award
as at 30 June 2018 was £0.8 million.

Awards/options granted, forfeited and vested
The table below shows the changes to the options awarded during the period and the number of awards outstanding as at 30 June 2018:
Average fair

value per award
Awards granted during

Awards Awards / Awards / Awards / Awards/ outstanding at the period at

outstanding at options options options options  30June2018 grant date

Plan 1January 2017 granted forfeited expired vested Number (rounded)

Performance Share Plan 2,639,937 700,126 (283,483) (1,334,210) (1,722,370) - £1.88

"Top Up" PrelPO Award under the PSP 513,589 - (129,968) - (383,621) - —

Restricted Share Plan 256,993 553,503 (33,608) (432,293) (344,595) — £2.22

Recruitment Award 466,179 - —  (466,179) — —

SharesavePlan 1,550,471 421,722 (292, 120) (952,450) (630,513) 97,110 £1.04

Deferred Share Plan 541,987 648,805 (145,320) — (1,045,472) — £2.22

Transition Award — 1,279,202 (11,996) — 1,267,206 £3.13
Total 5,969,156 3,603,358 (896,495) (2,718,953) (4,592,750) 1,364,316

Average fair

Awards value per

outstandingat award granted

Awards Awards / Awards / Awards / Awards/  31December duringtheyear

outstanding at options options options options 2016 at grant date

Plan 1January 2016 granted forfeited expired vested Number (rounded)

Performance Share Plan 1,406,231 1,526,448 (292,742) — — 2,639,937 £1.46

Pre-IPO award under the PSP 6,920,420 — (134,274) (6,786,146) — — £0.31

“Top Up" PreIPO Award under the PSP 513,689 - - - - 513,589 £231

Restricted Share Plan 105,753 175,875 (24,635) - - 256,993 £2.09

Recruitment Award - 466,179 - - - 466,179 £1.01

SharesavePlan 794966 1,379,516 (624,011) - - 1550471 £0.73

Deferred Share Plan — 543,837 (1,850) — 541,987 £2.28

Total 9,740,959 4,091,855 (1,077,512) (6,786 146) — 5,969,156
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Determination of grant date fair values
Share awards were not entitled to dividends until the awards vested, but the number of shares subject to vested PSP, RSP and
DSP awards increased to reflect the value of dividends that would have been paid up to the end of the holding period for the
awards. This was designed to deliver a benefit similar to that which ordinary shareholders may have receivedinrespect of any
dividends paid during the vesting period. Accordingly, the grant date fair value of the awards with no performance conditions
other than service conditions was taken as the market value of the Company's ordinary shares at the grant date.
In respect of awards for which there were non-market performance conditions (e.g. EPS), the grant date fair value per award was
taken as the market value of an ordinary share at the grant date. A forecast was made of the number of awards expected to vest
in order to determine the overall share-based payment charge to be recognised over the vesting period. Inrespect of awards for
which there were market performance conditions (e.g. TSR), the grant date fair value of each award was required to reflect the
likelihood of achieving the market conditions within the valuation.
For the awards concerned, the grant date fair values for each award were determined using stochastic simulation models with
the following significant inputs:
PSP 2017
Ordinary share price £2.23
Risk-freerate 0.20%p.a.
Probability distributions of TSRs for Aldermore and the median FTSE 350 (excluding Investment Trust companies) Lognormal
Annual volatility (of logarithm of TSR) for Aldermore share price 52%*
Annual volatility (of logarithm of TSR) for median of FTSE 350 (excluding Investment Trust companies)
(based onfive years' data) 40%?*
Correlation between volatilities None
" Based on Aldermore Group PLC share price volatility annualised, from date of listing (13 March 2015) to the grant date (21March 2017) there was an expected volatility
of 52%.However 40% was used based on an expectation at the time that volatility would fall towards more normallevels for the FTSE 350.
Share options (Sharesave Plan)
Options granted under the Sharesave Plan have no entitlement to dividends until they are exercised. The grant date fair value of
the options were determined using a Black Scholes valuation model with the following significant inputs:
2017 Sharesave
plan
Share price at grant date £2.56
Exercise price £2.00
Risk-freerate 057%pa. 3
Expected volatility of Company share price 45%* §
Expected life 314years &
" Based on Aldermore Group PLC share price volatility annualised, from the date of listing (13 March 2015) to the grant date (12 October 2017). §
m
35. Contingent convertible securities Z
30June 31December
2018 2016
£m £m
Contingent convertible securities 74.0 74.0

On 9 December 2014, the Company issued £75 million Fixed Rate Reset Additional Tier 1Perpetual Subordinated Contingent
Convertible Securities (the “Securities'"). Net proceeds arising from the issuance, after deducting issuance costs and the
associated tax credit, totalled £74.0 million.

The Securities are perpetual and have no fixed redemption date. Redemption of the Securities is at the option of the Company

on 30 April 2020 and annually thereafter. The Securities bear interest at aniinitial rate of 11.875 per cent per annum until 30 April
2020 and thereafter at therelevant Reset Interest Rate as provided in the Information Memorandum. Interest is payable on the
Securities annually in arrears on each interest payment date commencing 30 April 2015 and is non-cumulative. The Borrower has
the full discretion to cancel any interest scheduled to be paid on the Securities.
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35. Contingent convertible securities continued

The Securities are convertible into Ordinary Shares of the Company in the event of the Group’s Common Equity ratio falling below
7 per cent. As the Securities contain no obligation on the Company to make payments of principal or interest, they have been
classified as equity instruments as required by IAS 32. Accordingly, the Securities have been included in equity at the fair value

of the proceeds received less any direct costs attributable to theissue of the Securities, net of tax relief thereon. Any interest
paid on the Securities, net of tax relief thereon, is a distribution to holders of equity instruments and has been recognised directly
in equity on the payment date. Although there are number of additional terms relating to events such as acquisition and wind

up, there are no circumstances in which the Group has an unavoidable obligation to issue a variable number of its own shares.

The Group has not separated any embedded derivative features because the Group has an accounting policy not to separate a
feature that has already been considered in determining that the entire issue is a non-derivative equity instrument.

36. Statement of cash flows
(a) Adjustments for non-cash items and other adjustments included within the income statement

30June 31December
2018 2016
£m £m
Depreciation and amortisation 8.4 53
Impairment of intangibles and goodwill 14.2 41
Amortisation of securitisationissuance cost 0.5 0.4
Discount accretion on subordinated notes — 16
Impairment losses onloans and advances 195 15.5
Unwind of discounting (6.8) (3.4)
Write-offs net of recoveries (14.9) (5.4)
Losses/(gains) on hedged available for sale debt securities recognisedin profit or loss 8.6 (2.1)
Net gains on disposal of available for sale debt securities (1.2) (3.8)
Interest expense on subordinated notes 10.7 6.1
Interest income on debt securities (14.5) (12.4)
Interest expense on debt securitiesinissue 1.6 1.9
Share of profit of associate (0.3) -
Equity settled share-based payment charge 4.9 35
30.7 11.3

(b) Increase in operating assets
30June 31December
2018 2016
£m £m
Loans and advances to customers (1,511.0) (1,339.2)
Loans and advances tobanks (12.3) 95
Derivative financial instruments (10.3) (5.7)
Fair value adjustments for portfolio hedged risk 12.2 4.6
Other operating assets (12.7) (2.0)

(1,534.1) (1,332.8)
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(c) Increase in operating liabilities

30June

2018

£m

Amounts due to banks 924.4
Customers' accounts 1,102.6
Derivative financialinstruments (19.1)
Fair value adjustments for portfolio hedgedrisk 14
Other operating liabilities 6.3
2,015.6

(d) Cash and cash equivalents

31December
2016
£m

3487
9317
04
(0.4)

41
1,284.5

For the purpose of the statement of cash flows, cash and cash equivalents comprise cash on demand and overnight deposits

classified as cash and balances at central banks (unless restricted) and balances within loans and advances to banks.

The following balances have been identified as being cash and cash equivalents.

2018

£m

Cashandbalances at centralbanks 508.8
Lessrestricted balances (16.3)
Loans and advances to banks 52.2
544.7

2016
Em

116.4

(9.6)
341
140.9

Restricted balances comprise minimum balances required to be held at the Bank of England as they are not readily convertible to
cashinhand or demand deposits. Loans and advances to banks as at 30 June 2018 include £10.9 million held by the securitisation

vehicle, Oak No.1PLC, which s not available to the other members of the Group (31December 2016: £10.9 million).

SjusW}e)s [epduRUl{



112

Aldermore Group PLC Reportand Accounts 2017/18

Financial statements

Notes to the consolidated financial statements
continued

37. Commitments and contingencies

At 30 June 2018, the Group had undrawn commitments to lend of £442.8 million (31December 2016: £715.3 million). These relate
mostly toirrevocable lines of credit granted to customers. Note the December 2016 comparative has been adjusted to exclude
revocable commitments (where there is no firm commitment to lend) in order to align with the figure reported for the period

ending 30 June 2018.

Thereductionin undrawn commitments to lendis driven by a reduction in the BTL pipeline as at 30 June 2018 compared with
31December 2016. Buy-to-Let pipeline at 31December 2016 reflected the impending tax changes on BTL properties which were

effective from 6th April 2017.

At the end of the reporting period, the future minimum lease payments under non-cancellable operating leases are payable

as follows:
30June
2018
£m

Land and buildings

Inless than one year 2.8
Between one andfive years 8.7
More thanfive years 37
15.2
30June
2018
£m

Equipment
Inless than one year 03
Betweenone and five years 0.6
0.9

31December
2016
£m

19
5.4
1.6
8.9

31December
2016
£m

0.2

0.2

At 30 June 2018, the majority of operating leases for equipment related to 36 cars that the Group held under lease (31December

2016: 64). The majority of these leases are due to expirein 2021.

Legislation

As afinancial services Group, Aldermore Group PLC s subject to extensive and comprehensive regulation. The Group must
comply with numerous laws and regulations which significantly affect the way it does business. Whilst the Group believes there
are no unidentified areas of failure to comply with these laws and regulations which would have a materialimpact on the financial

statements, there can be no guarantee that allissues have been identified.
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38. Related parties

(a) Controlling parties

Until the purchase by FirstRand International Guernsey Limited in March 2018, AnaCap Financial Partners L.P., AnaCap Financial
PartnersliL.P., AnaCap Derby Co-Investment (No.1.) L.P.and AnaCap Derby Co-Investment (No.2.) L.P held 5.21%, 6.89%, 7.05%
and 5.97% of the Company's ordinary share capital respectively. Although the Principal Shareholders were no longer a controlling
party for the Group they continued to have significant influence and are therefore considered to be arelated party for the period
ending 30 June 2018 from 1January 2017 until 14 March 2018.

FirstRand International Guernsey Limited acquired 100% of the share capital of Aldermore Group PLCin March 2018.
They therefore became the immediate parent of Aldermore Group PLC. FirstRand International Limited is a company
incorporatedin Guernsey (registered number 17166), and is a wholly owned subsidiary of FirstRand Limited a company
incorporatedin South Africa (registered number 1929/001225/06) and the ultimate parent.

During the period to 30 June 2018, the Group also incurred fees of £30,000 (2016: £nil) in relation to the Directors who represent
the ultimate parent company. Prior to the FirstRand International Guernsey Limited acquisition the Group incurred fees of
£0.1millionin relation to the Directors who represented the principal shareholders until March 2018 (2016: £0.1million).

b) Associates
During the period from 28 September to 30 June 2018, the Group held a 48% holding in AFS Group Holdings Limited. During this
period the Group paid commission of £1.4 million to the associate.

c) Key management personnel
Key Management Personnel ("KMP") comprise Directors of the Group and members of the Executive Committee. Details of the
compensation paid (in accordance with IAS 24) to KMP are:

30June 31December

2018 2016

£'000 £'000

Emoluments 7,938.8 5,207.8
Paymentsinrespect of personal pension plans 181.3 104.4
Contributions to money purchase scheme 59.3 37.3
Termination benefits 780.0 1,161.9
Share-based payments 2,365.2 2,439.1
11,324.6 8,950.5

SjusW}e)s [epduRUl{
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38. Related parties continued

The Group made payments of £59,300 in aggregate inrespect of two key persons’' money purchase schemes during the period

ended 30 June 2018 (31December 2016: £37,300, four key persons).

Key persons' emoluments includes £2.4 million of deferred bonus (31December 2016: £1.0 million).

Share-based payments (“SBP”)

During 2017 KMP were granted awards over 1,817,012 shares. Further details of the share schemes, including performance
conditions are provided in Note 34.n addition, a number of KMP participated in the Sharesave Plan, holding options over a total of
88,828 shares at 31December 2017. Following the acquisition by FirstRand International Ltd all the share schemes, including the
Sharesave Plan, vested and the shares were acquired for cash from the individuals. As per note 34, the shares under PSP and RSP
awards which lapsed as aresult of the application of time pro-rating were rolled over into cash-settled Transition Awards.

Transactions with KMP

The aggregate value of transactions and outstanding balances related to KMP (as defined by IAS 24: “Related Party Disclosures”)

were as follows:

30June
2018
£000

Deposits
At1January 965.5
Net movement (116.6)
At 30 June/31December 848.9

The table above includes transactions and balances relating to KMP in post at the end of the year.

31December

2,019.2
(1,053.7)
965.5

At 30 June 2018, there are no loans held with KMP (31December 2016: one loan, £40,000). All current transactions, loans and
deposits, with KMP are conducted through the ordinary course of business with the Group. All deposit arrangements have been

operated by the Group on commercial terms and conditions.
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39. Financial instruments and fair values
The following table summarises the classification and carrying amounts of the Group's financial assets and liabilities:
Fair value
Loansand Available through profit or Fair value Liabilities at

receivables forsale loss(required) hedges amortisedcost Total
30June 2018 £m £m £m £m £m £m
Cashandbalances at centralbanks 508.8 - - - - 508.8
Loans and advances to banks 96.6 - - - - 96.6
Debt securities - 792.3 - - - 792.3
Derivatives held for risk management - - 227 - - 227
Loans and advances to customers 8,990.5 — - - - 8,990.5
Fair value adjustment for portfolio hedged risk - - - (15.7) - (15.7)
Other assets 6.3 — — — — 6.3
Total financial assets 9,602.2 792.3 22,7 (15.7) - 10,401.5
Non-financial assets 31.2
Total assets 10,432.7
Amounts due to banks — — — — 1,678.2 1,678.2
Customers'accounts — — — — 7,776.3 7776.3
Derivatives held for risk management — — 16.7 — — 16.7
Fair value adjustment for portfolio hedged risk — — — 0.2 — 0.2
Other liabilities - — - — 21.8 21.8
Debt securitiesinissue — — — - 779 779
Subordinated notes — - — — 60.5 60.5
Total financial liabilities - - 16.7 0.2 9,614.7 9,631.6
Non-financial liabilities 431
Total liabilities 9,674.7

Fair value
Loansand Available through profit or Fair value Liabilities at

receivables forsale loss (required) hedges amortised cost Total
31December 2016 £m £m £m £m £m £m
Cashandbalances at centralbanks 116.4 — — — — 116.4
Loans and advances to banks 672 — - — — 672
Debt securities - 664.5 - - - 6645 T
Derivatives held for risk management - - 124 - - 124 g
Loans and advances to customers 74773 — - — - 74773 %
Fair value adjustment for portfolio hedged risk - — - (3.5) - (35 =
Other assets 29 — - — - 29 3
Total financial assets 7,663.8 664.5 12.4 (3.5) - 8,337.2 @
Non-financial assets 44.0
Total assets 8,381.2
Amounts due to banks - - - - 753.8 753.8
Customers' accounts - - - - 6,673.7 6,673.7
Derivatives held for risk management - — 35.8 - — 358
Fair value adjustment for portfolio hedged risk - - - (1.2) - (1.2)
Other liabilities - - - - 20.9 209
Debt securitiesinissue - - — - 130.6 130.6
Subordinated notes - - — - 100.0 100.0
Total financial liabilities - - 35.8 (1.2) 7,679.0 7,713.6
Non-financial liabilities 41.6
Totalliabilities 7,755.2
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39. Financial instruments and fair values continued

The following table summarises the carrying amounts and fair values of those financial assets and liabilities not presentedin

the statement of financial position at fair value. The fair values in this note are stated at a specific date and may be significantly
different from the amounts which will actually be paid on the maturity or settlement dates of the instruments. As a wide range of
valuation techniques are available, it may be inappropriate to compare this fair value information to that of independent market or
other financial institutions.

30June 2018 31December 2016
Carrying value Fair value Carrying value Fair value
£m £m £fm £fm
Cash andbalances at centralbanks 508.8 508.8 116.4 116.4
Loans and advances to banks 96.6 96.6 67.2 67.2
Loans and advances to customers 8,990.5 8,979.4 74773 7613.0
Other assets 6.2 6.2 29 29
Total financial assets 9,602.1 9,591.0 7,663.8 7,799.5
Amounts due to banks 1,678.2 1678.2 753.8 753.8
Customers' accounts 7776.3 7,778.8 6,673.7 6,705.9
Other liabilities 21.8 21.8 20.9 20.9
Debt securitiesinissue 779 78.3 130.6 1319
Subordinated notes 60.5 61.9 100.0 101.8
Total financial liabilities 9,614.7 9,619.0 7,679.0 7,714.3

Key considerations in the calculation of the disclosed fair values for those financial assets and liabilities carried at amortised cost
include the following:

(a) Cash and balances at central banks
These represent amounts with aninitial maturity of less than three months and, as such, their carrying valueis considered a
reasonable approximation of their fair value.

(b) Loans and advances to banks

Theserepresent either amounts with aninitial maturity of less than three months or longer term variable rate deposits placed
with banks, where adjustments to fair value in respect of the credit risk of the counterparty are not considered necessary.
Accordingly, the carrying value of the assets is considered to be not materially different from their fair value.

(c) Loans and advances to customers

For fixed rate lending products, the Group has estimated the fair value of the fixed rate interest cash flows by discounting

those cash flows by the current appropriate market reference rate used for pricing equivalent products plus the credit spread
attributable to the borrower. For standard variable rate lending products, and fixed rate products when they revert to the Group's
standard variable rate, the interest rate on such products is considered equivalent to a current market product rate and, as

such, the Group considers the discounted future cash flows of these mortgages to be equal to their carrying value. Incurred loss
provisions are deducted from the fair value amounts, as well as adjustments for changes in future credit risk.

(d) Other assets and liabilities
Theserepresent short termreceivables and payables and, as such, their carrying value is not considered to be materially
different from their fair value.

(e) Amounts due to banks

These mainly represent securities sold under agreements to repurchase which were drawn down from the Bank of England
under the terms of the Funding for Lending and Term Funding Schemes. These transactions are collateralised by UK Government
Treasury Bills, which have alow susceptibility to credit risk, so adjustments to fair value in respect of the credit risk of the
counterparty are not considered necessary. Accordingly, the carrying value of the liabilities are not considered to be materially
different from their fair value.
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(f) Customers' accounts

The fair value of fixed rate customers' accounts have been determined by discounting estimated future cash flows based on
rates currently offered by the Group for equivalent deposits. Customers' accounts at variable rates are at current market rates
and therefore, the Group regards the fair value to be equal to the carrying value. The estimated fair value of deposits with no
stated maturity is the amount repayable on demand.

(g) Debt securities inissue
Asthe securities are actively traded in arecognised market, with readily available and quoted prices, these have been used to
value the securities. These securities are therefore regarded as having Level 1fair values, see below.

(h) Subordinated notes
The estimated fair value of the subordinated notes is based on discounted cash flows using interest rates for similar liabilities with
the same remaining maturity, credit ranking and rating.

The following table provides an analysis of financial assets and liabilities held on the consolidated statement of financial position
at fair value, groupedinto Levels 1to 3 based on the degree to which the fair value is observable:

Level1 Level 2 Level3 Total
30June 2018 £m £m £m £m
Financial assets:

Derivatives held for risk management — 22.7 — 227
Debt securities:
Asset-backed securities — 301 - 301
UK Gilts and Supranational bonds 482.2 - - 482.2
Corporate bonds — — - —
Coveredbonds 280.0 — — 280.0
762.2 52.8 - 815.0
Financial liabilities:
Derivatives held for risk management - 16.7 - 16.7
- 16.7 - 16.7

Level1 Level 2 Level3 Total
31December 2016 £m £m £m £m
Financial assets:

Derivatives held for risk management — 12.4 — 12.4

Debt securities:

Asset-backed securities - 70.4 - 70.4

UK Gilts and Supranational bonds 3921 - - 3921

Corporate bonds 29.7 — — 29.7

Coveredbonds 172.3 — — 172.3
594.1 82.8 - 676.9

Financial liabilities:
Derivatives held for risk management — 35.8 - 35.8
- 35.8 - 35.8
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Notes to the consolidated financial statements
continued

39. Financial instruments and fair values continued
Level1: Fair value determined using quoted prices (unadjusted) in active markets for identical assets or liabilities.

Level 2: Fair value determined using directly or indirectly observable inputs other than unadjusted quoted prices included within
Level1that are observable.

Level 3: Fair value determined using one or more significant inputs that are not based on observable market data.

The fair values of UK Gilts, Supranational bonds, Corporate bonds and Covered bonds are based on quoted bid prices in
active markets.

The fair value of asset-backed securities are based on indicative prices provided by market counterparties, but before relying on
these prices, the Group has obtained an understanding of how the prices were derived to ensure that each investment is assigned
an appropriate classification within the fair value hierarchy.

The fair values of derivative assets and liabilities are determined using widely recognised valuation methods for financial
instruments such as interest rate swaps and use only observable market data that require little management judgement
and estimation. Credit value and debit value adjustments have not been applied as the derivative assets and liabilities are
largely collateralised.

Fair value measurement — financial assets and liabilities held at amortised cost

Allthe fair values of financial assets and liabilities carried at amortised cost are considered to be Level 2 valuations which are
determined using directly or indirectly observable inputs other than unadjusted quoted prices, except for debt securitiesinissue
which are Level 1andloans and advances to customers which are Level 3.

Fair value of transferred assets and associated liabilities

Securitisation vehicle

The sale of the beneficial ownership of the loans and advances to customers to the securitisation vehicle by the Bank fail the
derecognition criteria, and consequently, these loans remain on the statement of financial position of the Group. The Bank,
therefore, recognises a deemed loan financial liability onits statement of financial position and an equivalent deemed loan

asset is held on the securitisation vehicle's statement of financial position. As the securitisation vehicle is consolidated into the
Group with the Bank, the deemed loans net out in the consolidated accounts. The deemed loans are repaid as and when principal
repayments are made by customers against these transferred loans and advances.

The securitisation vehicle has issued fixed and floating rate notes which are secured on loans and advances to customers.
The notes areredeemable in part from time to time, such redemptions being limited to the net capital received from mortgagors
inrespect of the underlying assets.

The Group retains substantially all of the risks and rewards of ownership. The Group benefits to the extent to which surplus
income generated by the transferred mortgage portfolios exceeds the administration costs of these mortgages. The Group
continues to bear the credit risk of these mortgage assets.
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Theresults of the securitisation vehicle listed in Note 30 are consolidated into the results of the Group. The table below shows
the carrying values and fair value of the assets transferred to the securitisation vehicle and its associated liabilities. The carrying
value presented below are the carrying amounts recorded in the Group accounts. Some of the notes issued by the securitisation
vehicle are held by the Group and as such are not shown in the consolidated statement of financial position of the Group.

Carrying
amount of Carrying Fair value of
transferred amount of transferred Fair value of
assets not associated assets not associated
derecognised liabilities derecognised liabilities Net position
30June 2018 £m £m £m £m £m
Oak No.1PLC 103.2 779 110.8 78.3 325
Carrying
amount of Carrying Fair value of
transferred amount of transferred Fair value of
assetsnot associated assetsnot associated
derecognised liabilities derecognised liabilities Net position
31December 2016 £m Em £m £m £m
OakNo.1PLC 148.7 130.6 155.0 1319 231

40. Country-by-Country reporting

The Capital Requirements (Country-by-Country reporting) Regulations came into effect on 1January 2014 and introduce
reporting obligations for institutions within the scope of the European Union's Capital Requirements Directive (CRD IV).
Therequirements aim to give increased transparency regarding the activities of institutions.

All companies consolidated within the Group's financial statements are registered entities in England and Wales. Note 21to
these financial statements includes an analysis of subsidiary undertakings and their principal activities. All of the subsidiary
undertakings were incorporatedin the UK.

The Group did not receive any public subsidies.

Jurisdiction 30June 31December

income/ 2018 2016

expense arose £m £m

Total operating income UK 4674 2675
Profit before tax UK 195.3 128.7
Corporation tax (paid) UK (44.9) (31.5)
Employees (average FTE equivalent) UK 936 874

41. Post balance sheet events
The Directors are not aware of any material events that have occurred between the date of the statement of financial position
and the date of thisreport.

SjusW}e)s [epduRUl{
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The Company statement of financial position
As at 30 June 2018

30June 31December
2018 2016
Note £m £m

Assets
Loans and advances to banks 3 1.0 0.8
Investment in Group undertakings 4 419.9 415.0
Investment in associated companies 6 4.8 -
Amounts receivable from Group undertakings 7 60.9 609
Total assets 486.6 476.7

Liabilities

Other liabilities 0.2 -
Amounts payable to Group undertakings 8 204 0.9
Subordinated notes 9 609 609
Totalliabilities 81.5 61.8

Equity
Share capital 10 349 34.5
Share premium account 10 744 734
Contingent convertible securities 12 74.0 74.0
Capitalredemptionreserve 01 01
Share-based paymentreserve 11 — 6.9
Retained earnings 2217 226.0
Total equity 405.1 414.9
Total liabilities and equity 486.6 476.7

The notes and information on pages 123 to 125 form part of these financial statements.
Aldermore Group PLC loss for the period ended 30 June 2018 was £1.6 million (31December 2016: profit of £6.5 million).

These financial statements were approved by the Board and were signed onits behalf by:

0 ik

Phillip Monks James Mack
Director Director
31August 2018

Registered number: 06764335
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The Company statement of cash flows
For the period ended 30 June 2018

30June 31December
2018 2016
Note £m £m
Cash flows from operating activities
Profit before taxation 2 11 6.5
Decreaseinoperating assets - 0.4
Increasein operating liabilities 0.2 —
Adjustments for non-cashitems within the income statement 01 —
Net cash flows generated from operating activities 1.4 6.9
Cash flows frominvesting activities
Acquisition of investment in an associate 6 (4.8) -
Net cash usedininvesting activities (4.8) -
Cash flows from financing activities
Proceeds fromissue of shares 10 1.0 —
Proceeds from subordinated notes 9 — 60.0
Issue of subordinated notes 9 - (60.0)
Interest received on subordinatedloan 9 7.6 09
Interest paid on subordinatedloan 9 (7.6) (0.9
Loanreceived from Bank for the purchase of treasury shares - 0.9
Purchase of treasury shares - (0.9)
Coupon paid on contingent convertible securities (17.8) (6.6)
Proceeds received on new intercompany loan raised 8 204 —
Net cash from/(used in) financing activities 3.6 (6.6)
Netincrease in cash and cash equivalents 0.2 0.3
Cash and cash equivalents at start of the year 3 0.8 05
Movement during the year 0.2 0.3
Cash and cash equivalents at end of the year 1.0 0.8
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The Company statement of changes in equity
For the period ended 30 June 2018

Share-
Share Contingent Capital based
Share  premium convertible redemption  payment Retained
capital account securities reserve reserve earnings Total
£m £m E£m £m £m £m £m
Period ended 30 June 2018
As at 1January 2017 345 734 74.0 01 6.9 226.0 414.9
Loss for the period — - — — - (16) (1.6)
- Share-based payments, including tax reflected directly
inretained earnings — — — — 4.9 — 4.9
- Coupon paid on contingent convertible securities
issue costs (15.00 (15.0)
- Exercise of share options 0.4 1.0 — - - (0.4) 1.0
- Release of loan payable by the Employee Benefit Trust - - — - - 09 09
- Transfer of share based payment reserve to
retained earnings - - - - (11.8) 11.8 -
Asat 30 June 2018 34.9 74.4 74.0 0.1 - 2217 405.1
Year ended 31December 2016
As at 1January 345 734 74.0 01 3.4 2270 4124
Profit for the year — — — — — 6.5 6.5
Transactions with equity holders:
- Share-based payments, including tax reflected directly
inretained earnings — — — — 35 — 35
- Coupon paid on contingent convertible securities
issue costs - - - - - (6.6) (6.6)
- Own shares adjustments - — — - — (0.9 (0.9)

As at 31December 34.5 734 74.0 0.1 6.9 2260 414.9
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Notes to the Company financial statements

1. Basis of preparation

a) Accounting basis

These standalone financial statements for Aldermore Group PLC (the “Company”) have been prepared and approved by the
Directors in accordance with International Financial Reporting Standards (“IFRSs"”) as issued by the International Accounting
Standards Board (“IASB"”) and as adopted by the European Union (“EU"). The significant accounting policies adopted are set out in
Note 2 to the consolidated financial statements.

b) Going concern

As detailed in Note 1(c) to the consolidated financial statements, the Directors have performed an assessment of the
appropriateness of the going concern basis. The Directors consider that it is appropriate to continue to adopt the going concern
basis in preparing the financial statements.

¢) Income statement
Under Section 408 of the Companies Act 2006 the Company is exempt from the requirement to present its own
income statement.

2. Net profit attributable to equity shareholders of the Company

Onincluding the standalone Company financial statements here together with the Group consolidated financial statements, the
Company is taking advantage of the exemption in Section 408 of the Companies Act 2006 not to present itsindividualincome
statement andrelated notes that forma part of these financial statements.

30June 31December

2018 2016

£m £fm

Net (loss)/profit attributable to equity shareholders of the Company (1.6) 6.5
3.Loans and advances to banks

30June 31December

2018 2016

£m £m

Repayable on demand 1.0 0.8

There were no collective or individual provisions for impairment against loans and advances to banks. Allamounts are considered
tobe cash and cash equivalents.

4. Investment in Group undertakings

30June 31December o

2018 2016 3

£m £m H

Asat 1January 415.0 4115 F
Capital contributions — Share-based payments 4.9 35 =
As at Period End 419.9 4150 3

As at 30 June 2018, £nilinvestments (31December 2016: £nil) were classed as impaired.

Investment in subsidiaries
The Company owns 100 per cent of the issued share capital of Aldermore Bank PLC, whichis aregistered bank. Details of
subsidiary undertakings of the Bank are provided in Note 21to the consolidated financial statements.

Allthe companies listed in Note 21to the consolidated financial statements are related parties to the Company.
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Notes to the Company financial statements
continued

Additional Tier 1Perpetual Loan

On 9 December 2014, the Company made a perpetual loan of indefinite duration that is repayable at the option of the Bank, and
bearsinterest at aninitial rate of 11.875% per annum until 30 April 2020 and thereafter at the relevant Reset Interest Rate as
providedin theloan agreement. The loan has been classified as an investment in a subsidiary undertaking and is carried at cost
inaccordance with1AS 27.Interest on theloanis recognised on payment as that is the point at which the unconditional receipt by
the Company is established.

5. Related party transactions
Details of related party transactions of the Company are provided in Note 38 to the consolidated financial statements.

6. Investment in associated companies

30June 31December

2018 2016

£m £m

Investment in AFS Group Holdings Limited 4.8 -
4.8 -

Details of the acquisition of the associate can be found in note 23 to the consolidated financial statements. Aldermore Group PLC
transferred consideration via Aldermore Bank PLC, with two tranches of £0.5 million deferred and held in an escrow accountin
Aldermore Bank PLC until 2018 and 2019, subject to certain targets being met.

7. Amounts receivable from Group undertakings

30June 31December

2018 2016

£m £m

Subordinated loan to Aldermore Bank PLC 60.9 60.9
60.9 60.9

Onthe 28 October 2016, the Company made a £60 million subordinated 8.50% loan to Aldermore Bank PLC, repayable in 2026,
with an option for the Bank to redeem after five years. Theinterest rateis fixed until October 2021. The loanis carried in the
statement of financial position at amortised cost.

8. Amounts payable to Group undertakings

30June 31December

2018 2016

£m £m

Employee Benefit Trust — 0.9
Intercompany loans from Aldermore Bank PLC 204 -
20.4 0.9

During 2016 the Bank made an interest free loan to the Employee Benefit Trust (“EBT") in order to purchase own shares to
enable the Group to meet future share-based payments awards as detailed in Note 34 of the consolidated financial statements.
Following the vesting of the executive share awards in 2018 this loan was forgivenin 2018.

Amounts payable to Aldermore Bank PLC carry interest of between 1.0% per annum above LIBOR to 1.30% per annum above
LIBOR charged on the outstanding loan balances.

9. Subordinated notes
30June 31December
2018 2016
£m £m
Subordinated notes 60.9 60.9

On 28 October 2016, the Company issued £60 million subordinated 8.50% notes, repayable in 2026, with an option for the
Company toredeem after five years. The loan notes are carried in the statement of financial position at amortised cost.
Issue costs of £0.4 million (31December 2016: £0.6 million) are held in Aldermore Bank PLC.

10. Share capital
Details of share capital and share premium account of the Company are provided in Note 33 to the consolidated
financial statements.
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11. Share-based payments
Details of share-based paymentsissued by the Company and movements in the period are provided in Note 35 to the
consolidated financial statements.

12. Contingent convertible securities
Details of the contingent convertible securities issued by the Company are provided in Note 36 to the consolidated
financial statements.

13. Risk management

Throughits Risk Management Framework, the Group is responsible for determining its principal risks, and the level of acceptable
risks, as stipulated in the Group's risk appetite statement, thus ensuring that there is an adequate system of risk management so
that the levels of capital and liquidity held are consistent with the risk profile of the business.

The risk management disclosures of the Group on pages 36 to 59 apply to the Company where relevant and therefore no
additional disclosures are included in this note.

14. Fair value of financial assets and liabilities

The Directors consider that the fair value of its financial assets and liabilities, apart fromits investments in Group undertakings
and associates, are approximately equal to their carrying value. Accordingly no further disclosures in respect of fair values are
provided. Theinvestment in Aldermore Bank PLC is considered to be greater than the carrying value.

15. Controlling party information
Details of controlling party information of the Company are provided in Note 38a to the consolidated financial statements.

16. Post balance sheet events
The Directors are not aware of any material events that have occurred between the date of the statement of financial position
and the date of thisreport.
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Glossary

AIP: Annual Incentive Plan.
Annual bonus scheme that is open to selected
senior employees.

ALCO: Asset and Liabilities Committee.
Responsible for managing the Group's
exposure to capital, liquidity, interest rate and
market risk.

Allowance for impairment losses: Allowances
held against assets on the statement of
financial position as aresult of the raising

of a charge against profit for theincurred
lossesin thelending book. The allowance
represents management'’s best estimate of
lossesincurredin theloan portfolio at the
reporting date.

Annualised ratios: Figures and Ratios over
the 18 month accounting period scaled to a
12 month period.

Arrears: Customers are said to bein arrears
or non-performing when they are behind

in fulfilling their obligations with the result
that an outstanding loanis unpaid or
overdue. Corporate customers may also be
considered non-performing prior to being
behind in fulfilling their obligations. This can
happen when a significant restructuring
exercise begins.

AT1Capital: See “Contingent Convertible
Securities” below.

Bank: Aldermore Bank PLC, the principal
subsidiary of Aldermore Group PLC. The Bank
is authorised by the Prudential Regulation
Authority and regulated by the Financial
Conduct Authority and the Prudential
Regulation Authority (Financial Services
Register Number: 204503). It is registeredin
England (company number: 00947662).

Baselll: A statement of best practice

issued by the Basel Committee on Banking
Supervision, that defines the methods by
which firms should calculate their regulatory
capital requirements to retain enough capital
to protect the financial system against
unexpectedlosses.Baselllbecamelaw in
the EU Capital Requirements Directive, and
was implemented in the UK via the then

FSA Handbook.

Basellll: A strengthening of the requirements
laid out in Basel Il which has been phased

into the Group from 2014 ahead of full
implementation by 2022. Basellllis
implemented within the European Union
(including the UK) through CRD IV.

Basis points (bps): One hundredth of a per
cent (0.01%).100 basis pointsis 1%. It is used
in quoting movementsininterest rates or
yields on securities.

BBR: Bank of England Base Rate.

Board: The Board of Directors of Aldermore
Group PLC.

Capital Requirements Directive (CRD IV):

This encompasses the Capital Requirements
Directive and the Capital Requirements
Regulation (CRR) as well as the PRA's Policy
Statement PS7/13: "'Strengthening capital
standards'". CRD IV implements Basel lll within
the European Union (including the UK) and is
astrengthening of the requirements laid out
inBaselIl.

Capital Requirements Regulation (CRR):
The European Union has implemented

the Basellll capital proposals through the
Capital Requirements Regulation (CRR) and
the Capital Requirements Directive (CRD),
collectively knownas CRD IV.CRD IV was
implemented on 1January 2014.

Capital resources: Capital held, allowable
under regulatory rules, less certain
regulatory adjustments and deductions that
arerequired to be made. Capitalincludes
retained earnings, share capital and

share premium.

Capital risk: Therisk that the Group has
insufficient capital to cover regulatory
requirements and growth plans.

CCA: Consumer Credit Act.

CET1: SeeFully Loaded CRD IV Common
Equity Tier 1(CET1) capital.

CFP: Contingency Funding Plan.

Outlines what actions the Group could take to
ensure it complies with the liquidity adequacy
rules, maintains sufficient capital and
operated withinitsrisk appetite and limits, as
set and approved by the Board. Forms part

of the Group's Recovery and Resolution Plan
(see "RRP” below).

CML: Council of Mortgage Lenders, the
main trade body representing UK mortgage
lenders, of which Aldermore Bank PLCis a
fullmember.

Collateral: A borrower's pledge, usually
aproperty, which acts as security for
repayment of the loan.

Company: Aldermore GroupPLCas a
standalone entity. Aldermore Group PLC
is registeredin England (company number:
06764335).

Conduct risk: Therisk of detriment to the
Group's customers due to the inappropriate
execution of its business activities

and processes.

Contingent Convertible Securities: Fixed
Rate Reset Additional Tier 1Perpetual
Subordinated Contingent Convertible
Securities alsoreferred to as AT1Capital.
The Groupissued £75 million of AT1
securities on theIrish Stock Exchange on
9 December 2014.

Cost of risk: Cost of risk is defined as credit
impairment losses divided by average gross
loans for a given period.

Cost/income ratio: Administrative expenses
including depreciation and amortisation
divided by total operating income.

Coverageratio: The proportion of
individually impairedloans and advances
that are covered by individual allowances for
impairment losses.

CRD IV: The Fourth Capital Requirements
Directiveissued by the EU, intended
toimplement the Basel lll agreement.
Preceded by CRDIII.

Credit impairment: Impairment losses on
loans and advances to customers.

Credit risk: The risk of financial loss arising
from aborrower failing to meet their financial
obligations to the Group in accordance with
agreedterms.

Credit Support Annex (CSA): The swap Credit
Support Annex agreement requires the
Group or aswap counterparty to hold cashin
adeposit account, depending on whether the
swapisinor out of the money.

Customers’ accounts: Money deposited by
individuals and companies that are not credit
institutions. Such funds arerecorded as
liabilities in the Group's statement of financial
position under "customers’ accounts”.

Customers’ deposits: Monies our customers
have deposited.

Customers’ numbers: The number of
customers selecting Aldermore for their
savings or borrowing needs.

Debt securities inissue: Securities issued

by the Group that are secured on certain
portfolios of variable and fixed rate
mortgages through the Group's securitisation
vehicle, Oak No.1PLC.

Derivative: A financialinstrument that has
avalue based on the expected future price
movements of the instrument to whichit
is linked.

xipuaddy

DRR Regulations: Large and Medium-sized
Companies and Groups (Accounts and
Reports) Regulations 2008.
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Glossary
continued

DSP: Deferred Share Plan. A share plan under
which a proportion of the annual bonus
earned by selected senior employees was
deferredinto shares.

Effective Interest Rate (EIR): The effective
interest rate method calculates the
amortised cost of a financial asset or financial
liability and allocates the interest income
over therelevant period. The effective
interest rateis the rate that exactly discounts
estimated future cashreceipts through the
expected life of the financial asset or financial
liability. Calculation of the effective interest
rate takesinto account all contractual terms
of the financialinstrument but includes all
amounts received or paid that are anintegral
part of the overall return, direct incremental
transaction costsrelated to the acquisition
orissue of afinancialinstrument and all other
premiums and discounts.

Emergence Period (EP): The time between a
trigger event occurring and the loans being
identified as individually impaired.

Expectedloss (EL): A measure of anticipated
loss for exposures captured under an
internal ratings based credit risk approach.
The 12 month expectedloss amount is the
exposure, arising from a potential default

of a counterparty, over the next 12 months
inrespect of the amount expected to be
outstanding at default.

Exposure at default (EaD): An estimate of the
amount expected to be owed by a customer
at the time of a customer's default.

Fair Value: Fair value is defined as the amount
for which an asset could be exchanged, or a
liability settled, between willing partiesinan
arm's length transaction.

Financial Conduct Authority (FCA): The FCA
is responsible for the regulation of conduct
inretail, as well as wholesale, financial
markets and the infrastructure that supports
those markets.

Financial instruments: Any document with
monetary value. Examplesinclude cash and
cash equivalents, but also securities such as
bonds and stocks which have value and may
be tradedin exchange for money.

Financial Services Compensation Scheme
(FSCS): The UK's compensation fund of

last resort for customers of authorised
financial services firms. The FSCS may pay
compensation to customers, up to a specified
limit, if a firmis unable, or likely to be unable,
to pay claims against it, usually because it

has stopped trading or has been declared in
default. The FSCSis funded by the financial
servicesindustry. Every firm authorised
by the PRAis obliged to pay an annuallevy,
which goes towards its running costs and
compensation payments.

Forbearance: Forbearance takes place when
aconcessionis made on the contractual
terms of aloaninresponse to borrowers’
financial difficulties. Forbearance options
are determined by assessing the customer's
personal circumstances.

Forced Sale Discount (FSD): The differencein
sale proceeds between a sale under normal
conditions and a sale at auction.

FTSE 250: The share index consisting of the
101st to 350th largest company listed on the
London Stock Exchange. Aldermore Group
PLC was amember of the FTSE 250 from June
2015 untilMarch 2018.

Fully loaded CRD IV Common Equity Tier 1
(CET1) capital: A measure of capital thatis
predominantly common equity as defined
by the Capital Requirements Regulation.
CET 1capitalis the highest quality of capital
and comprises share capital, share premium,
capitalredemptionreserve, available

for salereserve, net assets and retained
earnings. The book values of goodwill and
intangible assets as well as other regulatory
adjustments, including the full 12 month
amount of expectedloss over provisions, are
deducted from Common Equity Tier 1capital
for the purposes of capital adequacy.

Funding for Lending Scheme (FLS): Launched
by The Bank of England and HM Treasury.
Originally due to endin January 2015, the FLS
was subsequently extended and endedin
January 2018.

Gap: The Bank's net exposure between fixed
and variable rate elements being managed
withinits marketrisk, e.g.interestrate
movements (see Market risk).

Group: The Aldermore Group PLC standalone
entity andits subsidiary undertakings,
including its principal subsidiary, Aldermore
Bank PLC. Aldermore Group PLCis registered
in England (company number: 06764335).

Hedging: A technique used by the Group to
offset risks on oneinstrument by purchasing
asecondinstrument thatis expected to
performinthe opposite way.

Help to Buy: “Help to Buy" was formed as
part of the 2013 Budget announcement by
the Government andis part of a package
of measures designed to increase the
availability of low-deposit mortgages for
credit worthy households and to boost the
supply of new housing.

HMO: Houses of multiple occupancy.
Aproperty rented out by at least three
people who are not from one "“household"
(e.g.afamily) but share facilities like the
bathroom and kitchen. Itis sometimes called
a“house share”.

HPI: House Price Index.

IASB: International Accounting Standards
Board. A London-based organisation which
seeks to set and enforce standards for
accounting procedures. It is responsible

for maintaining the International Financial
Reporting Standards (IRFS).

IFRSs: International Financial Reporting
Standards, the accounting standards subject
to endorsement by the EU by which the Group
preparedits statutory accounts commencing
from 1January 2014.

Impaired loans: Loans where the Group does
not expect to collect all the contractual cash
flows or expects to collect them later than
they are contractually due.

Impairment allowance: A loss allowance held
on the statement of financial positionas a
result of the raising of a charge against profit
for theincurredlossesin the lending book.
Animpairmentloss allowance may be either
individual or collective.

Individual Capital Guidance (ICG): The PRA's
statement as to theregulatory capital under
Pillar 2a that it expects the Group to hold over
the Pillar Trequirement.

Individual Liquidity Adequacy Assessment
(ILAA): The Group's assessment of its
liquidity risks, controls and quantification
of liquid assets required to survive severe
financial shocks addressed through the use
of stress tests prescribed by the PRA (see
Liguidity risk).
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Individually significant: Large value loans that
exceed abalance threshold established by the
Group, above whichitis deemed appropriate
to assess accounts forimpairment onan
individual basis.

Interest rate risk: The risk of financialloss
through un-hedged or mismatched asset
and liability positions sensitive to changes in
interestrates.

Internal Capital Adequacy Assessment
Process (ICAAP): The Group's own
assessment, as part of Basellland Basel lll
requirements, of the levels of capital that

it needs to holdinrespect of its regulatory
capital requirements (for credit, market and
operationalrisks) and for other risks including
stress events.

KMP: Key management personnel,namely
Directors of the Group and members of the
Executive Committee.

KPIs: Key performance indicators.

Leverageratio: A CRD IV measure,
calculated as the ratio of Tier 1capital to
total exposures. Total exposuresinclude
on-balance sheet items, off-balance sheet
items and derivatives. Theleverageratiois
asupplementary measure to therisk based
capitalrequirements andis intended to
constrain the build-up of excess leveragein
the banking sector.

LIBOR (London Interbank Offered Rate): The
interest rate participating banks offer to
other banks for loans on the London market.

Liquid Asset Buffer: The stock of assets
which the Bank has available in order to
manageits liquidity risk. These assets have
relatively short maturity dates.

Liquidity risk: The risk that the Group is not
able to meet its obligations as they fall due, or
canonly do so at excessive cost.

Loan to value (LTV): A ratio which expresses
the amount of amortgage outstanding as
apercentage of the value of the property.
The Group calculates residential mortgage
LTV onanindexed basis (the value of the
property is updated on a quarterly basis to
reflect changes in the house price index (HPI).

Loans to Deposit Ratio: The ratio of

loans and advances to customers net of
allowance for impairment losses divided by
customer deposits.

Loss given default (LGD): An estimate of the
actualloss that would occur in the event of
default expressed as a percentage of the
Exposure at Default.

LPA:Law of Property Act.

Market risk: The financialimpact from
movements in market prices on the value
of assets and liabilities. The majority of the
Bank's market risk arises from changesin
interest rates.

Medium term: Two to three years.
MIA: Monthsin arrears.

Monte Carlo simulation: A broad class
of computational algorithms thatrely
onrepeated random sampling to obtain
numerical results.

Net interest income: The difference between
interest received on assets and interest paid
on liabilities after taking into account the
effect of hedging derivatives.

Net Interest Margin (NIM): Net interest
income as a percentage of average net loans.

Net Loans: Monies our customers have
borrowed fromus.

Net revenue margin: Total operating income
as apercentage of averageinterest-
earning assets.

NPL (non-performing loans) ratio: Individually
impaired loans expressed as a percentage of
gross loans.

Oak No 1PLC: The Group's securitisation
vehicle.Oak No.1PLCisregisteredin England
(company number: 08814635).

Operational risk: Therisk of financial loss
and/or reputational damage resulting from
inadequate or failedinternal processes,
people and systems or from external events
including financial crime.

Origination: The process of creating or
acquiring aloan or mortgage.

Parent Company: FirstRand International
Guernsey Limited, a company incorporated

in Guernsey (registered number 17166), a
wholly owned subsidiary of FirstRand Limited
acompany incorporated in South Africa
(registered number 1929/001225/06), the
ultimate parent company.

Past due: When a counterparty has failed to
make a payment when contractually due.

Pillar 1: Minimum capital requirement under
Capital Requirements Regulation.

Pillar 2a: PRA's guidance as to regulatory
capitalit expects abank to hold above Pillar 1.

Pillar 3: The part of CRD IV that sets out
disclosure requirementsin relation to their
risks, the amount of capital required to absorb
them and their approach to risk management.
The aimis to strengthen market discipline.

Probability of default (PD): The likelihood
that aloan will not be repaid and will fallinto
default. To calculate PD, the Group assesses
the credit quality of borrowers and other
counterparties and assigns them aninternal
risk rating.

Prudential Regulation Authority (PRA):

The FSA was replaced as the UK's financial
regulator on1April 2013 with two new
regulatory bodies: the PRA and the FCA.

The PRA, a subsidiary of the Bank of England,
isresponsible for promoting the stable and
prudent operation of the financial system
through regulation of all deposit-taking
institutions, insurers and investment banks.

PSP: Performance Share Plan. A share plan
that was open to selected senior employees.

Pts: Percentage points.
RAF: Risk Appetite Framework.

Recovery and Resolution Plan (RRP): The
FSArequired all UK deposit takers and large
investment firms to draw up a Recovery

and Resolution Plan by 31December 2012.
The Recovery Plan assesses and documents
therecovery options available in situations
of financial stress or negative financial
shocks, either market-wide or idiosyncratic.
The Resolution Plan will provide authorities
with sufficient information to enable them
to determine a detailed roadmap toresolve a
failed financial institution, without resorting
to government (effectively taxpayer)
support.

Reported profit before tax: Profit before
tax (PBT) gives an overall measure of the
performance of the business model.

Return on Equity (RoE): The ratio of profit
for the year (after tax) to average equity,
expressed as a percentage.

xipuaddy
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Appendix

Glossary
continued

Risk Weighted Assets (RWA): A measure of
abank's assets adjusted for their associated
risks. Risk weightings are establishedin
accordance with Basell.

RMBS: Residential Mortgage Backed
Securities. See "'Securitisation' below.

RMF: Risk Management Framework. The Risk
Management Framework outlines the
governance, policies, procedures, systems,
tools, techniques and activities by which

the Board and senior management establish
and monitor the Group's risk appetite and
effectively managerisk.

RSP: Restricted Share Plan. A share plan that
was open to selected senior employees.

SBP: Share-based payments.

Securitisation: Securitisationis a process by
which a group of assets, usually loans, are
aggregatedinto a pool, whichis used to back
theissuance of new securities. A company
sells assets to a securitisation vehicle which
thenissues securities backed by the assets.
This allows the credit quality of the assets
to be separated from the credit rating of

the original company. Assets usedin the
securitisations undertaken to dateinclude
mortgages to create residentialmortgage
backed securities (RMBS). The Group
established Oak No 1PLC as part of its
funding and capital management activities.

SIP: Share Incentive Plan. A share plan that
was open to allemployees.

SMEs: Small and medium sized businesses
engaging with the Group as customers.

SREP: Supervisory Review Evaluation
Process. The SREP is a process by which the
PRA will (taking into account the nature, scale
and complexity of afirm's activities) review
the arrangements, strategies, processes

and mechanisms implemented by a firm to
comply withitsregulatory requirements laid
downinPRA rules and the CRR, evaluate the
risks to which the firmis or might be exposed,
assess therisks that the firm poses to the
financial system, and evaluate the further
risks revealed by stress testing.

Standard Variable Rate (SVR): A variable and
basicrate of interest charged on amortgage.
This may change inreaction to market
conditions resulting in monthly repayments
going up or down. Within Aldermore the SVR
is called the Aldermore Managed Rate (AMR).

Supervisory Authority: The UK Prudential
Regulation Authority.

Term Funding Scheme (TFS): Designed to
reinforce the transmission of Bank Rate cuts
tothoseinterest rates actually faced by
households and businesses by providing term
funding to banks at rates close to Bank Rate.
The TFS also provides participants with a
cost effective source of funding. The scheme
closedinFebruary 2018.

Tier 1: Aregulatory measure of financial
(capital) strength. Tier 1is divided into
Common Equity Tier 1(CET1) and Additional
Tier 1(AT1) capital. CET 1capital comprises
share capital, share premium, capital
redemptionreserve, available for salereserve
andretained earnings. The book values of
goodwilland intangible assets are deducted
from CET1capital and other regulatory
adjustments may be made for the purposes
of capital adequacy. Qualifying capital
instruments such as Contingent Convertible
Securities areincluded in Additional Tier

1 capital.

Tier 1ratio: Tier 1capital divided by Risk
Weighted Assets.

Tier 2: Tier 2 capital comprises the Group's
subordinated notes and collective impairment
allowance (for exposures treated on a Basel

|l standardised basis). Certain regulatory
deductions may be made for the purposes of
assessing capital adequacy.

Total capital ratio: The sum of the Tier 1capital
ratio and the Tier 2 capital ratio.

Underlying cost/income ratio: Administrative
expenses including depreciation and
amortisation, but excluding expenses

that the Executive assesses as distorting
underlying performance, divided by total
operatingincome.

Underlying profit before tax: The figure as
reported under IFRS, adjusted toreflect

how the Executive assesses the Group's
underlying performance without distortions
caused by items that are not reflective of
the Group's ongoing business activities.

For details of the individual adjustments,
seethereconciliationinthe CFO's review
onpage 16.

Underlying Return on Equity (RoE): The ratio
of underlying profit for the year (after tax) to
average equity, expressed as a percentage.
Unsecured lending: Lending for which thereis
no collateral for the loan.
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