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AC Acquisitions Limited
Financial Statements for the penod ended 31 December 2009

Directors’ report
For the period ended 31 December 2009

Financial statements
The directors present thetr consolidated report and financial statements of AC Acquisitions Limited (‘the Company’)
and its subsidianes (together within ‘the Group') for the period ended 31 December 2009

Results and dividends
The Group results for the penod are set out in the consolidated profit and loss account on page 12 The directors do
not recommend the payment of a dividend in respect of the penod

Principal activities and review of business
AC Acquisitions Lirmited was incorporated on 3 December 2008 On 20 May 2009 it acquired the non-trading holding
company, Aldermore Holdings Limited (formerty Ruffler Holdings Limited)

Aldermore Holdings Limited 1s a non-trading holding company for Aldermore Bank PLC (formerly Ruffler Bank Plc)

Aldermare Bank PLC {formerly Ruffler Bank Plc) {'Aldermore’) 1s authonsed to accept deposits under the Financial
Services & Markets Act 2000 and the prowision of banking and related services Durning the penod Aldermore also
undertook invaice financing services focusing on small to medium sized enterpnses and the provision of commercial
mortgages

Principal Activibes and Business Review

Aldermore Bank PLC, the trading subsidiary of AC Acquisitions Limited, 1s authonsed to accept deposits under the Financial
Services & Markets Act 2000 and the pnncipat activities of Aldermore Bank PLC dunng 2009 were the provision of banking
and related services The strategic objective of Aldermore Bank PLC s to be a provider of secured financial products to the
SME and residential mortgage markets, funded by capital and retail deposits

The operating loss before taxation for the penod ended 31 December 2009 for the Group was £15 6m  The loss 1s a direct
result of significant investment across the business In infrastructure, systems and recruitment to enable future growth and
scale to be achieved The number of employees in the Group at 31 December 2009 was 259

The Tier 1 and 2 capital of Aldermore Bank PLC at 31 December 2009 was £46,012k The regulatory capital requirement
was £30,999k, therefore Aldermore Bank PLC had capital surplus of £15,013k and capital adequacy ratio of 148%

Liquidity

Penod-end cash balances for Aldermore Bank PLC, the frading subsidiary of AC Acquisitions Limited, were £83 5m giving a
hquidity ratie (Cash divided by Deposit balances) of 36 4% Aldermore Bank PLC intemal hiquidity target 1s 20%, meaning
Aldermore Bank PLC had excess liquidity of £37 6m

Investment in the Business Systems and Support Structure
Fixed asset additions in the penod of £683k were mainly focused on new IT systems and infrastructure This Investment i1s
ongoing and the business 1s forecast to spend over £2m dunng 2010 on enhancing the technalogy infrastructure further




AC Acquisitions Lirmnited
Financial Statements for the penod ended 31 December 2009

Directors’ report (continued)
For the period ended 31 December 2009

Asset Finance and Leasing

Dunng 2009, Aldermore Bank PLC grew its asset finance business through origination of IT leases to the public sector,
professions and corporate sectors Aldermore Bank PLC will continue to offer hire purchase products to the leisure industry,
in particular cotn operated machines, however Aldermore Bank PLC :s actively managing down its exposure to the
fawrground industry At present Aldermore Bank PLC sources new business from specialist brokers, but plans to seek
vendor partnerships to help diversify distnbution

Commercial Property Mortgage Finance

Through the effective integration of Base, Aldermore Bank PLC is now an established UK SME commercial mortgage lender
offering specialist products and soluttons via intermedianes Aldermore Bank PLC has a conservative approach to
underwnting commercial property loans and dunng the penod resumed lending in the commercial mortgage sector, imiting
underwnting to select customers for first-charge, low-LTV commercial mortgage loans

Invoice Discounting
On 17 November 2009, Aldermore Bank PLC acquired the invoice discounting business formerly known as Cattles Invoice
Finance, the business I1s currently known as Absolute invoice Finance (“Absolute™)

Absclute provides working capital finance, with the pnncipal product lines being factonng and invoice discounting, and
related services Products are targeted at small and medium enterpnses (SMEs) with a tumover typically ranging from £100k
to £25m Through the acquisition of Absolute, Aldermore Bank PLC will offer invoice discounting and factonng products to
UK SMEs As an estabhshed lender in this sector, Absolute will continue trading in much the same way but will benefit from
enhanced nsk management controls and support from Aldermore Bank PLC

Property Development and Bridging Finance

Given the recent weaknesses in the UK property sector, Aldermore Bank PLC continues to be cautious about property
development financing and bndging facilites Aldermore Bank PLC has a small porifolio of residential property development
loans and as the residential property market has stabilised somewhat will maintain a presence n this market, but on a very
conservative basis

Other Business Lines

Aldermore Bank PLC has two other business hnes, perscnal loans and corporate lending Aldermore Bank PLC does not
intend to continue 1n these areas and the loans currently outstanding will continue to be managed by the bank and will run
off through natural matunty or redemption
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Directors’ report {continued)
For the period ended 31 December 2009

Summary of loan values by type for Aldermore Bank PLC, the trading subsidiay of AC Acquisitions Limted

Analysis of loans and As at 31 Decenber 2009
advances to customers £°000

Asset finano 22,175
Commercial Mortgages 34,184

Invoice Finance 79,712

Other 24,503

Total 160,574

Other Assets

Aldermore Bank PLC has a small portfolio of asset backed secunties These investments are in AAA rated bonds secured on
UK onginated assets All investments are in Sterling. no forexgn currency bonds were bought As at 31 December 2009 the
value of these investments was £37 4milion The portfolio has a significant leve! of credt enhancement, prowiding substantial
pnncipal protection aganst losses

Customer Deposits

The pnmary source of funding for Aldermore Bank PLC i1s from retall deposits Retail deposit products are offered to the general
public via the intemet, post, and telephone The recent growth in assets has been funded through the deposits base Deposit
balances in Aldermore Bark PLC hawe increased from£65 8m at 31 March 2009 to £229 6m at 31 Decemrber 2009

Future Developments

On 23 February 2010 AnaCap Derby Co-Investment {No 1) L P, of which Morgan Stanley is the sole investor, and AnaCap
Financial Partnes |1 LP invested a further £20m in AC Acqusitons Limited This in turn has een invested i Aldermmore Bank
PLC wa a subscnption of ordnary share capital

On 2 March 2010 the Group acquired the assets and employees of Hentable Asset Finance for £23m On the 30 June 2010
Aldermore Bank PLC acquired a residential mortgage portfolio from Memnill Lynch Intemational Bank Limited for £24 9m The
book value of assets acquired was £31 4m

Going Concern

As referred to in Note 1(b), the Directors have made a full assessment of the current state of the balance sheet of the Group
and the longer term strategy of the business Although loss making dunng the penad to 31 December 2009, the Directors
beheve that the Group has sufficient resources to continue lending and deposit taking throughout 2010 and to continue its

expansion The Group has firm backing from its investors to enable it to maintain the regulatory capital requirements as set out
by the Financial Seruces Authonty

The Group 1s forecasting to beeme profit making in the latter part of 2010
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Directors’ report (continued)
For the period ended 31 December 2009

Principal Risks and Uncertanties

A core objective for the Group 1s the effective management of nsk Given the nature of the activities undertaken, the pnncipal
nsks faced are credit nsk, market nsk, iquidity nsk, interest rate nsk and operational nsk Each nsk has a detailed
documented policy and 1s overseen by a robust governance process including regular and detailed management

informatton The Group has a Risk Director who is responsible for ensunng each nsk 1s adequately monitored, managed and
mitigated A detailed analysis of all key nsks has been documented in the Individual Capital Adequacy Assessment Process
("ICAAP"} repcrt, recently approved by the Board

The Board of Directors has ultimate responsibility for setting the firm’s strategy, nsk appetite and control framework and key
nsks are reviewed at the monthly board meeting

The Group has an Audit & Risk Commitiee which meets on a quarterly basis The Committee monitors and considers the
intemmal control environment focusing on operational nsks, intemal and external audits and compliance matters

Credit Risk

Credit nsk 1s the nsk of principal loss ansing from defaults and losses in the event of default under mortgage, lease and loan
contracts Credit nsks are managed through the use of a detailed lending cntena, careful assessment and suitable product
structures The Credit Risk & Lending Policy outlines the approach to lending, underwnting cntena, mandates, concentration
limits and product terms  Each new business area has a dedicated team which assesses credit nsk, with the Head of Credst
Management having oversight of the lending activities

The Management Credit Committee I1s responsible for reviewing audit policy 1ssues, such as provisioning and lending
policies and recommending these to the Board or Board Credit Committee To monitor key performance areas and asset
quality, the Committee meets monthly and reviews credit management information, portfolio performance reports and
provisioning analysis The Management Credit Committee 1s responsible for approving credit proposals that have been
presented to 1t by the business ines within the management delegated authonty

The Board Credit Commuttee meets on a quarterly basis to agree policy issues, such as provisioning and lending policies
which have been proposed by the Management Credit Committee The Committee also reviews management information
and carefully monitors the portfolio performance and lending environment

Market Risk

The Group does not carry out propnetary trading or hold any positions that would reguire to be marked to market, nor does it
have any intention In the foreseeable future Any Investments in assets or equity are not actively traded

Interest Rate Risk

Interest rate nsk s the nisk of loss through unhedged or mismatched asset and hability positions sensitive fo changes in
interest rates Where possible the bank seeks to match the interest rate structure of assets with liabilities, or deposits,
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Directors’ report (continued)

For the period ended 31 December 2009

creating a natural hedge Where this 1s not possible the Group will enter into swap agreements to convert fixed interest rate
habihties into vanable rate habiibes, which are then matched with vanable interest rate assets

Ligudity Risk

Liquidity nsk 1s the nsk that the Group 1s not able to meet its financial obligations as they fall due, or can do so only at
excessive cost The trading subsidiary, Aldermore Bank PLC, maintains a hquidity buffer which 1s monitored on a regular
basis to ensure there are sufficient iquid assets at all tmes to cover cash flow imbalances and fluctuations in funding and to
enable the bank to meet all financial obligations and support the asset growth The Asset & Liabiity Committee (“ALCO")
meets on a monthly basis to consider market, interest rate and iquidity nsks, and to ensure that the firm adheres to the
interest rate nsk and iquidity policies and objectives set down by the Board [t also has responsibility for ensunng that the
policies that are implemented are adequate to meet operational, prudential and regulatory requirements

Operational Risk

Operational nsk 1s the nsk of loss resulting from inadequate or falled internal processes, people and systems or from
external events This nsk includes IT, information secunty, project, outsourcing, tax, legal, fraud and comphance nsks The
Group aims to accept a low level of operatonal nsk Through the estabhshment and investment in sound systems, controls
and audit functions, the bank mimimises operational fallures The Operating Committee meets monthly to ensure that a
quality and robust IT, operations and compliance services are delivered at all times and 1s capable of supporting the
changing business requirements of the Group It has responsibility for monitonng all the key operational nsks facing the
organisation, including compliance and cperational nsks

Other Risks

To manage business, operational and regulatory nsks, the Group has a sound nsk management framework and governance
structure in place Committees have been established to monitor operationat performance, credit nsk and also audit and nsk
matters The Compliance and Internal Audit departments also help to review and monitor operational and regulatory issues
to help ensure the bank 1s cperating in accordance with internal policies and procedures and provide assurance to the

hoard The bank has a business continuity plan in place

Further information on nsk management 1s contained within note 28




AC Acquisitions Limited
Financial Statements for the penod ended 31 December 2009

Directors’ report (continued)
For the penod ended 31 December 2009

Performance Analysis based on Key Performance Indicators

The following metncs for Aldermore Bank PLC, the trading subsichary of AC Acquisitions Limited, represent the core key
performance indicators for the bank

Total Capital Adequacy Ratio at 31 December 2009 148%

Tier 1 Capital Adequacy Ratio at 31 December 2009 146%

Asset growth {non cash} between 31 March 2009 and 31 December 2009 231% (£145 4m)
Retail deposit growth between 31 March 2009 and 31 December 2009 247% (£163 5m)
Liquidity ratio 31 December 2009 36 4%

Loss for penod ended 31 December 2009 £12 9m

Net Interest Margin at 31 December 2009 13%

Results and dividends

The results for the penod are set out in the consolidated profit and loss account on page 12

No dwvidends are paid or payable in respect of the penod ending 31 December 2009

Payment policy

It 1s the Group's policy to pay suppliers as they fal! due, in accordance with the negotiated terms of business At 31
December 2009, the Group had trade creditors of £2,019,000 The trade creditor days figure was 35 at 31 December 2009

Equal opportunities for disabled people
The Group 1s committed to ensunng that disabled people are afforded equalty of opportunity In respect of entenng and
continuing employment within the business This includes all stages from recrutment and selection, terms and conditions of

employment, access to training and career development

Staff communication

The Group provides regular updates to all employees Following the acquisition of Absolute Invoice Finance Holdings
Limited the business 1s developing a communications framework which will be implemented dunng 2010
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Directors’ report (continued)
For the period ended 31 December 2009

Directors
The following directors have held office since 3 December 2008

S Barry (Appointed 14 October 2009)

JD Callender (Appointed 20 May 2009)

PB Cartwnght (Appointed 3 December 2008)

FS McFadyen (Appointed 20 May 2009}

M Molyneux (Appointed 20 May 2009}

DP Monks (Appointed 20 May 2009}

PC Myers {Appointed 25 August 2009)

S Preost (Appointed 18 May 2009) (Resigned 8 June 2009)
M Stephens (Appointed 20 May 2009)

Certain Directors benefited from qualifying third party indemnity provisions in place dunng the nine months ended 31
December 2009 and at the date of this report

Charitable donations
Dunng the penod the Group made no chantable donations
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Directors’ report (continued)
For the period ended 31 December 2009

Statement of disclosure to auditors

The directors who held office at the date of approval of this directors’ report confirm that, so far as they are each aware,
there 15 no relevant audit information of which the company’s auditors are unaware, and each director has taken all the steps
that he ought to have taken as a director to make himself aware of any relevant audit information and to establish that the

company's auditors are aware of that information

Auditors

In accordance with the Companies Act 2006 KPMG Audit Plc ("KPMG") has been appointed as auditors of the Company
Pursuant to Section 487 of the Companies Act 2006, a resolution i1s to be put to the forthcoming Annual General Meeting
which, if passed, would result in the Company not being required to appoint its auditors annually KPMG would then continue

as the Group’s audibrs

This reportwas approved by the Board on 1 Septenber 2010 and was signed on its bénalf by

%{)ﬂ N

DP Monks
Director
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Statement of directors’ responsibilities

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

Company law requires the directors to prepare financial statements for each financial year Under that law they have elected
to prepare the group and parent financial statements in accordance with UK Accounting Standards and applicable law (UK
Generally Accepted Accounting Practice)

Under company law the directors must not approve the financial statements unless they are satisfied that they give a true

and farr view of the state of affairs of the group and parent company and of their profit or loss for that penod In prepanng

each the group and parent company financial statements, the directors are required to

= select suitable accounting policies and then apply them consistentty,

=  make judgments and estimates that are reasonable and prudent,

= state whether applicable UK Accounting Standards have been followed, subject to any matenal departures disclosed
and explained in the financial statements, and

*  prepare the financial statements on the going concem basis unless it 1s Inappropnate to presume that the group and
parent will continue in business

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 the 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 other wregulanties

The directors are responsible for the maintenance and integnty 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 legislation in other junsdictions
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Independent Auditors’ report to the members of AC Acquisitions Limited

We have audited the financia! statements of AC Acquisitons Limited for the penod ended 31 December 2009 set out on pages
12 to 42 The financial reporting framework that has been applied in their preparation 1s applicable law and UK Accounting
Standards (UK GenerallyAccepted Accountirg Practice)

This report is made solely to the Company's members, as a body, in accordanas with Chapter 3 of Part 16 of the Companies
Act 2006 Our audit work has been undertaken so that we mught state to the Company’'s members those matters we are
required to state to them in an auditors' 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 Comrpany’s members, as a body, for our auditwork, for this
report, or for the opinions w have formed

Respective responsibilities of directors and auditors

As explained more fully in the Directors’ Responsibilities Statement set out on page 9, the directors are responsibte for the
preparation of the finanaal statements and for being satisfied that they give a true and fair view Our responsibility1s to audit the
financial statements in accordance with applicable law and International Standards on Auditing (UK and lreland} Those
standards requireus to comply with the Auditing Prachces Boad's (APB's) Ethical Standards for Auditors

Scope of the audit of the financial statemants

A descnpton of the scope of an audt of financial statements s prowded on the APB's web-site at
www frc org uk/apb/scopeflUKNP

Opinion on financial statements

In our opinion the fnancal stalements

*  give a true and fair view of the state of the group’s and parent company's affairs as at 31 December 2009 and the group's
loss for the perod then ended,

* have been properlyprepared inaccordance with UK Generally Accepted Acounting Practce, and

* have been prepared in acordance with the requirerrents of the Companies Act 2006

Opinion on other matter prescribed by the Companies Act 2006

In our opinion the information given In the Directors’ Report for the finanaal penod for which the financia statements are
prepared 1s corsistent with the financialstatements

10
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Independent Auditors’ report to the members of AC Acquisitions Limited

Matters on which we are required to report by exception

We have nothing to report in respect of the folloming matters where the Companies Act 2006 requires us to report to you if, In
our opInion

= adequate accounting records have not been kept by the parent company, or retums adequate for our audit have not been
received from branches not visited by us, or

= the parent conpany financial statements are notin agreementwith the accounting recordsand retums, or
= certain diclosures of direcors' remuneration specified by law are not made, or

* we have not recened all the nbrmation and explanations we require for our audit

Jonathan Bingham (Senior Statitory Auditor)

For and on behalf of KPM5 Audit Plc, StatutoryAuditor
Chartered Accountants

1 The Embankment
Newile Street
Leeds

LS14DW

1 September 2010

L




AC Acquisitions Linuted
Financial Statements for the penod ended 31 December 2009

Consolidated Profit and Loss Account
For the penod ended 31 December 2009

Group

2009

Notes £000

Interest receivable 2 5,354

5,354

Interest payable 3 (3,707)

Net interest income 1,647

Fees and commissions receivable 4 1,386

Fees and commissions payable (192)

Other operating income 5 893

Operating income 3,734

Of which:

Acquisitions — Aldermore Holdings Linmited

3,734

3,734

Administrative expenses (14,228)

Depreciation and amortisations (574)

Provision for bad and doubtful debts 12 (4,512)

Loss on cordinary activities before taxation g (15,580)

Taxation on loss on ordinary activities 10 (82)

Loss on ordinary activities after taxation 22 (15,662)

The consolidated profit and loss account has been prepared on the basis that all operations are continuing All the
results, including net interest income and loss on ordinary activities before taxation, relate to acquisitions In the
penod There are no recognised gains or losses other than those passing through the profit and loss account The

accompanying notes are an integral part of this consolidated profit and loss account

The loss for the Company dunng the penod to 31 December 2009 was £2,653,000

12
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Balance Sheets
as at 31 December 2009
Group Company

2009 2009
Notes £'000 £000
Assets
Loans and advances to banks
Repayable on demand 1 52,032 146
With agreed matunty date 11 31,600 -
83,632 146
Loans and advances to customers 12 160,674 -
Asset backed securities 13 37.361 -
Tangible fixed assets 14 1,950 -
Intangible assets 15 12,511 -
Investments in subsidiaries 16 - 71,963
Other assets 17 1,173 -
Prepayments and accrued income 2,516 -
Total assets 299,717 72,109
Liabilities
Customers accounts - Repayable on demand 18 442 -
- With agreed matunty dates or notice penods 18 228,138 -
228,580 -
Other habilities 19 7,035 -
Accruals and deferred income 5,002 -
240617 -
Capital and reserves
Called up share capital 20 7.664 7.664
Share premium account 21 67,098 67,008
Profit and loss account 21 (15,662) {2,653)
Shareholders’ funds 22 59,100 72,109
Total liabilities and shareholders’ funds 299,717 72,109
Memorandum items
Commitments 25 21,191 -

13
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Balance Sheets (continued)

as at 31 December 2009

The financial statements on pages 12 to 42 were approved by the Board and authorised for issue on 1 September
/ ~

2010 and were sighed on its behalf by

Company Registration No: 06764335
The accompanying notes are an integral part of the consolidated and parent company balance sheets

DF"\yonks

Director

14
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Consolidated Cash Flow Statement
For the pernod ended 31 December 2009

Net cash inflow from operating activities

Taxation

Capital expenditure and financial investment

Acquisitons and disposals

Cash inflow from before use of liquid resource and financing

Financing

Increase in cash in the period

Notes

29

30
3

32

Group
2009
£000

80,608
(82)
(37,570)
1,608
44,564

39,068

83,632

15
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Notes to the financial statements
For the penod ended 31 December 2009

1 Accounting policies

a) Accounting basts

The financial statements are prepared under the histoncal cost convention and are in accordance with United Kingdom law,
Accounting Standards {United Kingdom Generally Accepted Accounting Practice), and relevant Bntish Banker's Association
and Finance and Leasing Association Statements of Recommended Practice, which have been applied consistently

b) Going concern

The financial statements have been prepared on a going concern basis The directors believe that they have a reasonable
expectation that AC Acquisitions Limited has adequate resources to continue to trade at current levels for the 12 months
from the date these financial statements are approved The Group has a robust balance sheet, a strong platform for growth
and 1s actively supported by its investors On this basis the directors believe that it 1s appropnate to prepare the financial
statements on a going concemn basis

¢} Fmance leases and hire purchase agreements
Income receivable from finance leases and hire purchase agreemenis 1s credited to the profit and loss account to give a
constant penodic rate of return on the net cash investment

Investments in finance leases and hire purchase agreements are shown In the balance sheet as assets and represent the
total rentals receivable less the income allocated to future penods

d) Loan agreements

Interest receivable from fixed profile loan agreements 1s credited to the profit and loss account to give a constant penodic
rate of return on the net cash investment over the Iife of the loan agreement Interest from revolving loans Is credited on an
accrued basis

Loan assets in the balance sheet represent the amount of total repayments receivable less the income allocated to future
penods

e) Invoice financing
Income compnses the far value receivable for the provision of invoice financing services, net of value-added tax, and 1s
recognised as follows

)] Interest mcorne

The group charges ts chents interest each day on the balance of therr outstanding loan This interest income 15
recognised in the profit and loss account as it 1s accrued and added to the clients’ borrowings

16
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Notes to the financial statements
For the penod ended 31 December 2009

i) Fee and related income

The Group charges its clients a factonng fee for managing therr sales ledgers This fee 1s recognised m the income
statement on a straight ine basis over the penod In which the ledger management service 1s provided Other fee
income, which includes disbursements, I1s credited to the income statement when the service has been provided or the
disbursement expenditure incurred

f) Provisions for loan losses

Provisions for finance agreement and loan losses are based on a penod end appraisal of recoverability of all advances
Specific provision 1s made against agreements which have been identified as bad or doubtful to reduce the carrying amount,
including nterest in arrears, to estimated realisable value Bad debts are wntten-off in part or in whole when the extent of
loss has been confirmed and there 1s no reahstic prospect of recovery

g) Consclidation

The consolidated financial statements include the accounts of the Company and its subsidianes which are accounted for
under the acquisiton accounting method The Company has taken advantage of section 408 of the Companies Act 2006
and accordingly does not present its own profit and loss account

h) Tangible fixed assets and depreciation

Tangible fixed assets, other than freehold land, are stated at cost less depreciation and any provision for imparment
Depreciation 1s provided on all tangible fixed assets, other than equipment held for use in operating leases, at rates
calculated to wnte off the cost of each asset on a straight-lne basis over its expected useful life, as follows

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

Equipment held for use in operating leases 1s wntten down to its estimated residual value on a straight-line basis over the
penod of the underlying lease agreement

1) Fees and commissions
Fees and commissions arising on loans are amortised over the penod of the loan to a maximum of five years

1) Rentals receivable under operating leases
Rental ncome from operating leases i1s recognised on a straight ine basis over the penod of the lease

k) Foreign currencies

Transactions in foreign currencies are recorded using the rate of exchange ruling at the date of the transaction Assets and
habilities held at the balance sheet date are translated into steding at the exchange rates ruling at the balance sheet date
Exchange differences are charged or credited to the profit and loss account

17
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Notes to the financial statements
For the penod ended 31 December 2009

{) Taxation

Corporate tax payable is prowded on taxable profits at the current rate, as reduced by losses surrendered by Group
undertakings at nil cost

Deferred taxation 1s recognised in respect of all timing differences that have onginated but not reversed at the balance sheet
date where transactions or events that result in an obligation to pay mere tax in the future or a nght to pay less tax in the future
have occurred at the Balance Sheet date Tning differencesare differences between the Group's taxable profits and its results
as stated in the finanaal statements that anse from the inclusion of gains and losses In tax assessments in penods different

from those in which they are recognisedin the finarcial statements

A net deferred tax asset 1s regarded as recoverable and therefore recognised only when, on the basis of all available evidence,
it can be regarded as more likely than not there will be suitable taxable profits from which the future of the underiying timing
differences can be deducted To date, no deferred tax asset has been recognised as there 1s insufficient certainty over the
ahility to use the amounts in be future

Deferred tax 1s measured at the average tax rates that are expected to apply in the penods in which the timing differences are
expected to reverse based on tax rates and laws that have been enacted or substantally enacted by the Balance Sheet date
Deferred tax 1s measured on anon-discounted bass

m) Pension costs

The cost of prowding retirement pensions 1s charged to the profit and loss account at the amount of the defined contnbutions
payable for each year Differences between contnbutons payable and those actually paid are shown as accruals or
prepayments

n) Segmental information

In the opimion of the directors the Group operates in one bavking related segnent in the UK
o) Equity shares and asset backed secunties

Shares and secuntes intended for use on a contnuing basis In the Group’s activities are classified as investment securtties
Such shares ard secunties are stated at cost less provision for any imparment in value

18
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Notes to the financial statements

For the penod ended 31 December 2009
p) Impairment of assels

The carmying amounts of the Group’s assets are reviewed for impairment when events or changes n circumstances indicate
that the carryng amount of the fixed asset may not be recowrable If anysuch indication exsts, the assets recoverable amount
1S estimated

An impaiment loss 1s recognised whenever the camyng amount of an asset or its income-generating unit exceeds its
recoverable amount Impairment losses are recognised In the profit and loss account unless it anses on a previously revalued
fixed asset An imparrment loss on a revalued fixed asset 1s recognised in the profit and loss account if it 1s caused by a clear
consumption of economic benefits Otherwise tmpairments are recognised in the statement of total recognised gamns and

losses untll the carmying amount reaches the asset’s deprecated histonccost

Impairment losses recognised in respect of income-generaing units are allocated first to reduce the camyng amount of any
goodwll allocated to Income-generating units, then to any capitalised intangble asset and finally to the carrying amount of the
langible assets in the unit on a pro rata or more appropnate basis An income generating unit 1s the smallest identfiabie group

of assets that generatesincome that 1s largelyindependent of the income streams from other assets or growps of assets
Calculation of recoverable amount

The recoverable amount of fixed assets 1s the greater of their net realisable value and value in use In assessing value In use,
the expected future cash flows are discounted to their present value using a pre-tax discourt rate that reflects current market
assessments of the rate of retum expected on an equally nsky investment For an asset that does not generate largely

independent ncome streams, he recoverable amount s detemmined for the iIcome-generating unit to which the asset bdongs
Reversals of impairment

An impairment loss s reversed on intangible assets and goodwll only If subsequent external events reverse the effect of the
onginal event which caused the recogniten of the impaiment or the loss arose on an Intangible asset with a readily
ascertainable market value and that market value has ncreased above the imparred carrying amount  For other fixed assets
where the recoverable amount increases as a result of a change in economic conditons or in the expected use of the asset
then the resultant rexersal of he impatrment loss should be recogrisedin the current penod

An impairment loss is reversed only to the extent that the asset’s carmying amount does not exceed the carmying amount that

would have been determned, net of depreciatich or amortisation, If no impaiment loss had been recognised

q} Goodwill

Positive goodwill ansing on acquisitions 1s capitalised, classified as an asset on the balance sheet and amortised on a straight
hne basis over its useful economic Iife up to a presumed maximum of 20 years It 1s reviewed for impairment at the end of the

first full financal year followmng the acquisition and in other penods If events or changes in cicumstances indicate that the
carrying value may not be recoverable

If a business 15 subsequently sold or closed, any goodwll ansing on acquisition that was wnitten off directly to reserves or that
has not been amortised through the profit and loss account 1s taken into account in detemuning the profit or loss on sale or
closure
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r) Fair value adustments on acquisihon

The far value adjustrent ansing on acqueition s unwound In the profit and los account within interest recenable over the
expected remaining life of the nstrument to which 1t relates Ateach reporting dak, an assessment 1s made as to vhether there
1s any indication tat the amouwnt of adjustment unwound and therefore the carmyng value of assets s appropnate

s) Leasing — as lessee

Leases of property, plant and equipment where the company has substantidly all the nsks and rewards of ownership are
classifed as finance leases Assets held under finance leases or hire purchase contracts are capitalsed on inception of the
agreement at an amount equal to therr far value or, If lower, the present value of the minimum lease payments The interest
element of the lease cost 1s charged to the profit and loss account, within other operating expenses, over the lease penod so as
to produce a constant penodic rate of interest on the remaining balance of the hiabiity for each penod Liabiliies under finance
leases ard hire purchease contracts are iInduded wittun other labilities in the balance sheet

Praperty, plant and equipment acquired under finance leases or hire purchase contracts 1s depreciated over the shorter of the
penod of the agreement and the estimated useful Ives of the assets

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

8} Invesiments in subsidiares

Investments in subsidanes are intially recognised at cost in the Company's balance sheet The Group recognised income from
the investment only to the extent that it received distnbutions from post-acquisition accumulated profits Distnbutions recerved in
excess of such profits are regarded as a recovery of investment and recognised as a reducton in the cost of the investment. At
each reportng date, an assessment 1s made as to whether there 1s any indication that the investment may be impaired If such
an indication exists, the Group estimates the investment's recoverable amount The investment 1s wntten down to the
recoverable amount If this 1s lower that its carmying value The impairment loss i1s recognised n the profit and loss account within
other operating expenses

u) Asset backed securities

Asset backed secunties are investments held to matunty Where they have been purchased at a discount the discount 1s
accreted in ine with the capital payments receved A farr value review 1s undertaken penodically to ensure that the assets
are shown at therr correct value The amcrtisation of premium and discounts 1s included in interest iIncome
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v) Denvatives

A denvative 1s designated as non-trading where there 1s an offset between the effects of potential movements in market
rates of the denvative and the designated asset or kability being hedged Non-trading denvatives are reviewed regularly for
therr effectiveness as hedges Non-trading denvatives are accounted for on an accruals basis, consistent with the asset or
hability heing hedged Income and expenses on non-trading denvatives are recognised as they crystallise as an adjustment
to interest There are no derivatives held for trading

2 Interest Receivable

Group
2009
£000

Banking services and lending 4,526

Factonng 828

5,354

3 Interest Payable
Group
2009
£000

Banking services and lending 3,383

Factonng 324

3,707
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4 Fees and Commissions recelvable

Invoice finance and mortgage related fees and commissions

5 Other operating income

Other Invoice finance related income

6 Staff costs

Wages and salaries
Social secunty costs
Other pension costs

Group
2009
£°000

1,386

1,386

Group
2009
£'000

893
893

Group
2009
£'000
3,337
448
100

3,885

The average number of persons employed by the Group dunng the penod, including directors, was 72 Excluding directors,

the Company had no employees
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7 Directors’ emoluments

Group
2009
£000

The remuneration of the directors of the Company was
Emoluments (including benefits in kind) 889
Group contnbutions to directors’ individual personal pension plans 12
Share incentives 123
1,024

The Group made payments to 4 directors’ individual personal pension plans dunng the penod
Dunng the penod the following directors were given the option to acquire shares at a discount to market value These
discounted shares vested immediately giving nse to a charge of £123,000 DP Monks received 1,415,897 shares at a

cdiscount
Highest paid director
The above amounts for remuneration inciude the following In respect of the highest Group
paid director 2009
£000
Emoluments 259
Group contnbutions to individual personal pension plan 3
Share incentives 123
385

8 Pension schemes

The Group operates two defined contnbution pension schemes The assets of the schemes are held separately from those
of the Group in independently administered funds Pension contnbutions of £103,243 were charged to the profit and loss
account dunng the penod in respect of these schemes There were outstanding contnbutions of £24,706 at the penod end
The Group also made payments amounting to £20,342 to certain employees’ individual personal pension plans dunng the
penod No payments have been made or charge by the Company
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9 Loss on ordinary activities before taxation

Group

2009

This ts arrived at after charging/(crediting) £'000
Operating lease rentals 118
Depreciation 299
Interest payable on customer accounts 3,707
Fees payable to the Group's auditors for audit of the company's subsidianes 151
Fees payable to the Group's auditors for tax services 38
Fees payable to the Group’s auditors for other services 58
Exchange differences (31

In the penod ending 31 December 2009, bank payroll tax of £51,000 was provided for in respect of bonus payments in
excess of the £25,000 threshold The total value of these bonuses was £177,000 and related to three directors of the Group

10 Taxation
Group
2009
(1) Analysis of tax charge on ordinary activities £'000

Current tax on loss for the period -

Total current tax charge -
Deferred tax

Ongination and reversal of timing differences 82
Adjustments to the estimated recoverable amounts of

deferred tax assets arising in previous periods -

82

Taxation charge on loss on ordinary activities 82

(1) Factors affecting tax charge for the current period

The tax assessed for the penod 1s different to that resutting from applying the standard rate of corporation tax in the UK of
28% The differences are explained below
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10 Taxation (continued)

Loss on ordinary activities before tax
Tax at 28% thereon

Effects of

Movements on provisions

Expenses not deductible for tax purposes
Capital allowances less than depreciation
Losses camned forward

Defetred tax assets transferred in
Depreciation wntten back

Current tax (credit)/charge for period

(1) Deferred tax asset
Movement on deferred taxation balance in the penod

Transfer in
Charge to profit and loss account

Closing balance

Group
2009

£'000

{15,580)

(4,362)

387
922
95
7,288
{4,479)
149

Group
2009
£000
82
(82)

A net deferred tax asset I1s regarded as recoverable and therefore recognised anly when, on the basis of all available
evidence, 1t can be regarded as more likely than not there will be suitable taxable profits from which the future of the
underlying hming differences can he deducted To date, no deferred tax asset has been recognised as there i1s

insufficient certainty over the ability to use the amounts in the future Losses relating to the acquired Base

Commercial Mortgages Holdings business and the Absolute Invoice Finance Holdings business of £11 1m in total

have not been reflected by a deferred tax asset as there is insufficient certainty over the abtlity to use the amounts in

the future

{iv) Analysis of deferred tax balance

Capital allowances less than depreciation
Short term timing differences

Closing balance

Group
2009
£'000
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10 Taxation (continued)

Group
2009
(v) Analysts of unrecogrused deferred tax balance £'000
Capital allowances less than depreciation 210
Short term timing differences 388
Losses carned forward 7,314
Closing balance 7,912
11 Loans and advances to banks
Group Company
2009 2009
£°000 £'000
Repayable on demand 52,032 146
Repayable in not more than three months 31,600 -
83,632 146
There were no general or specific doubtful debt provisions against loans and advances to banks
12 Loans and advances to customers
Group
2009
£'000
Repayable in not more than three months 109,810
Repayable in more than three months but not more than one year 15,799
Repayable in more than one year but not more than five years 16,193
Repayable in more than five years 30,469
Specific and general doubtful debt provisions (11,697)
160,574
Amounts include
Repayable on demand or at short notice 104,348
Non-performing loans and advances to customers
- loans and advances before provisions 25,376
- loans and advances after provisions 14,614
Specific and general doubtful debt provisions
Specific General Total
Penod ending 31 December 2009 £000 £'000 £'000
At start of penod - - -
Purchases as part of acquisition 10,823 255 11,078
Whtten off (3,893) - (3,893)
Charge to profit and loss account 3,832 680 4512
31 December 2009 10,762 935 11,697
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12 Loans and advances to customers {continued)

Group

2009

Loans and advances to customers comprise: £'000
Invoice financing 79,712
Investment in finance leases 8,542
Investment in hire purchase agreements 10,108
98,362

Loans 62,212
160,574

Loans include commercial mortgage balances that were acquired from Base Commercial Mortgages Holdings Limited on 20
May 2009 The value of lcans acquired was £35 13m As at 31 December 2009 a far value adjustment reducing these
assets by £6 16m had been recognised in these financial statements

In respect of finance leases and hire purchases agreements, details of the onginal cost of assets acquired during the penod
and the gross amount of rentals receivable in the penod are analysed as follows

Assets Rentals

purchased receivable
Group Group
2009 2009
£'000 £'000
Finance leases 9,935 1,322
Hire purchase agreements 6,280 1,645
16,215 2,967

There 1s no residual value In relation to these leases
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13 Asset backed securities

Group
2009
£'000
Investment securities at cost
Cost
At start of penod -
Additions 46,953
Capital repayments (4,274)
31 December 2009 42 679
Impairment Provision
At start of penod -
Provisions 5792
Accretion of impairment (474)
31 December 2009 5318
Book Value
31 December 2009 37,361
14 Tangible fixed assets (Group)
Fixtures
fittings and Motor
Computers equipment vehicles Total
£000 £'000 £'000 £°000
Coaost or valuation
At start of period - - - -
Purchased dunng acquisition 1,004 826 230 2,060
Additions 677 6 - 683
31 December 2009 1,681 832 230 2,743
Depreciation
At start of penod - - - -
Purchased dunng acquisition 154 323 17 494
Charge for the period 212 84 3 299
31 December 2009 366 407 20 793
Net book value
31 December 2009 1,315 425 210 1,950

Future capital expenditure
At 31 December 2009 there was £2,100,000 capital expenditure authonsed but not contracted for or contracted but
not provided for
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15 Intangible assets

Cost
At start of penod
Acquisiton of subsidiary undertakings

At 31 December 2009
Amortisaton
At stant of penod

Charged for the penod

Al 31 December 2009

Net book value at 31 December 2009

Goodwill ansing on the acquisition of Aldermore Hotdings Limited, Base Commercial Mortgages Holdings Limited and

Group
Goodwill
31 December

2009
£'000

12,780

12,780

269

269

12,511

Absolute Invaice Finance Holdings Limited 15 bemng amortised evenly over their presumed maximum useful economic life of

20 years
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16 Investrents 1n subsidiaries (Companyy)

2009
£'000
Cost
At start of penod -
Acquisiion of Aldermere Holdings Limited 23,796
Capital injections 48,167
At 31 December 2009 71,963
Impairment
At start of penod and at 31 December 2009 -
Net book value at 31 December 2009 71,963

The Company owns 100% of the 1ssued share capital of Aldermore Holdings Limited, a company incorporated in
England and Wales Aldermore Holdings Limited owns 100% of the 1ssued share capital of Aldermore Bank Plc, which
1s a registered bank The following subsidianes are part of the wider Group

The shares of Base Commercial Mortgages Holdings Limited were sold by AC Acquisiions Limited to Aldermore Holdings
Limited and then Aldermore Bank PLC via a share exchange and disposal

Subsidiary undertakings Country of Principal
incorporation Activity
Aldermare Haldings Linuted England Banking and related services
Aldermore Bank PLC England Holding company
Aldemmore Nominees Limited England Dormant subsidiary
Absolute Invoice Finance Holdings Limited England Invoice Financing {dormant)
Absolute Invoice Finance Limited England Invoice Financing (dormant)
Absolute Invoice Finance (Oxford) Limited England Invoice Frnancing (dormant)
Base Commercial Mortgages Holdings Limited England Mortgage lending company (dormant}
Base Commercial Mortgages Limited England Morigage lending company {(dormant)
Base Commercial Mortgages Funding Limited England Mortgage lending company (dormant)
Lynchwood Commercia! Funding No 1 Limited England Mortgage funding company (dormant)
Lynchwood Commercial Funding No 2 Limited England Mortgage funding company (dormant)

30



AC Acquisitions Limited
Financial Statements for the penod ended 31 December 2009

Notes to the financial statements
For the peniod ended 31 December 2009

17 Other assets

Corporation Tax
Other

18 Custormner deposits

Repayable on demand

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

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

19 Other iabilities

Trade creditors
Other taxation and soctal security costs
Other creditors

Other creditors comprise the following

Fee creditors
Obligations under finance leases
Unallocated cash

Group
2009
£000
343
830

1,173

Group
2009
£'000
442

42,907
38,068
147,163

228,138

228,580

Group
2009
£000
2,019
1,060
3,956

7,035

Group
2009
£°000
139
233
3.584

3,956
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20 Share capital (Group & Company)

A1 Ordinary shares of £0 10 each
A2 Ordinary shares of £0 10 each

B Ordinary shares of £0 10 each
C Ordinary shares of £0 0001 each
D Ordinary shares of £0 10 each

Authorised

2009
Number

40,000,000

210,000,000

3,000,000

132,000,000

55,000,000

440,000,000

Allotted, called up

and

fully paid
2009

£

3,569,400
899,531
201,973

8,270

2,985,270

7,664,444

On incorporation one ordinary £1 share was 1ssued for cash at par On 20 May 2009 this was redesignated as 10 A2

Ordinary Shares On 20 May 2009 the following shares were 1ssued for a share for share exchange of £35,694,000

35,694,000 A1 Qrdinary shares with a nominal value of £3,569,400
38,858,458 A2 Ordinary shares with a nominal value of £3,885,847

2,019,728 B Ordinary shares with a nominal value of £201,973
66,000,000 C Ordinary shares with a nominal value of £6,600

On 7 July 2009 7,260,000 C Ordinary Shares with a nomina! value of £726 were ssued for cash at par On 26 August

2009 9,438,000 C Ordinary Shares with a nominal value of £944 were 1ssued for cash at par On 13 August 2009

29,863,156 A2 Ordinary Shares were redesignated as 29,863,156 D Ordinary Shares

21 Reconciliation of movements 1n reserves

Group

Opening balance

Loss for the penod

Shares issued in the penod

31 December 2009

Company

At start of penod

Loss for the penod

Shares 1ssued in the penod

31 December 2009

Share premium Profit and
account loss account
£'000 £'000
- (15,662)
67,098 -
67,098 {15,662)
Share premium Profit and
account loss account
£:000 £'000
- (2,653)
67,098 -
67,098 (2,653)
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22 Reconciliation of movements In shareholders’ funds

Group 2009

£'000
Loss for the penod (15,662)
Shares 1ssued In the penod 7.664
Share premium 67,008
Net additions to shareholders’ funds 59,100

Opening shareholders' funds -

Closing shareholders’ funds 59,100
Company 2009

£'000
Loss for the penod (2,653)
Shares 1ssued in penod 7.664
Share premium 67,098
Net additions to shareholders’ funds 72,109

Opening shareholders’ funds -

Closing shareholders’ funds 72,109

23 Financial commitments

At 31 December 2009 the Company was committed to making the following paymenis under non-cancellable operating
leases in the penod to 31 December 2010

Group
2009
£'000
Land and buildings
Operating leases which expire.
In less than one year 25
Between two and five years 369
In over five years 209
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24 Acquisitions
A number of acquisittons have taken place within the Group dunng the period to 31 December 2009
On 20 May 2009, AC Acquisiions Limited acquired all of the assets and habiities of Aldermore Holdings Limited The

consideration was £23 8 milion The directors have assessed the book value of assets and hiabidibes and consider them to
be the same as fair value

On 20 May 2009, AC Acquisitions Limited acquired all of the assets and liabilihes of Base Commercial Mortgages Holdings

Limited The acquisihon was completed in several stages Aldermore Holdings Limited acquired the shares of the company

from AC Acquisitons Limited in a share for share exchange Aldermore Bank PLC then acquired the shares of the company

in a share-for-share exchange from Aldemmore Holdings Limited Finally the assets and liabilities were hived-up into
Aldermore Bank PLC The Directors have assessed the fair value of assets and liabilites at the date of acquisiton Taking

into consideration the qualty of loans and market conditions, they valued the commercial mortgage book at 76 S5pence In the

pound and reduced the fair value of the commercial mortgage bock to £26 9m compared fo the book value of £35 1m The

servicing platform which was fully impaired by Base Commercial Mortgages Holdings Limited at the end of 2008 was
restated to the net book value as though had it not been tmparred previously

On 17 November 2009, Aldermore Bank PLC acquired all of the assets and labilittes of Absolute Invoice Finance Holdings

Limited The acquisition was done in two stages firstly, Aldemore Bank PLC acquired the shares of the company for cash

and, secondly the assets and labilihes were hived-up into Aldermore Bank PLC The Directors have provisionally assessed

the fair value of assets and habilities at the date of acquisition and consider them to be the same as book value

The trade and assets of Absolute Invotce Finance Holdings Limited and Base Commercial Mortgages Holdings Limited were

transferred to Aldermore Bank PLC upon acquisition via a dividend in specie transfer
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24 Acquisitions {continued)

Fixed assets
Tangible assets
Current assets
Debtors

Cash at bank in hand

Total assets
Creditors

Net assets acquired

Consideration
Shares

Cash

Net assets acquired

Goodwill ansing on
acquisition

Net interest income
Operating Profit/{loss)
Realised profit

Other Costs

Profit (loss) on ordinary
activities before
taxation

Aldermore

Holdings Linuted

book value

£000

66

46,600
37,851

84,517
(65,724)

18,793

23,796
18,793

5,003

Aldermore
Heldings 1 Apnl
2009 to 20 May
2009

£'000

1,001
262

(170}

92

Absolute Invoice
Finance
Holdings Limited
book value

£'000

274

78,998
10,560

89,832
(67,607)

22,225

25,442
22,225

3.217

Absolute Invoice
Finance Holdings
Limited 1 January

2009 to 17
November 2009
£'000

1
1

(1,368)

(1,367)

Base
Commercial
Mortgages
Holdings
Limited
book value at
acquisition
£000

258

36,858
2,435

39,551
(2,897)

36,654

Base
Commercial
Mortgages
Holdings
Limited 1
January 2009

to 20 May 2009

£°000
654
675
9,011
(1.523)

8,163

Base
Commercial
Mortgages
Holdings
Limited

fair value
adjustments
£000

640

(6,160)

(5,520)

Base
Commercial
Mortgages
Heldings
Limited
book value

£'000

898

30,698
2,435

34,031
(2.897)

31,134

35,694

31,134

4,560
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25 Memorandum items (Group)

At 31 December 2009, AC Acgquisitiors Limited had undrawn commitments of £21,191,000 These relate to irevocable lines of
credrt granted to wstomers

26 Assets and liabilities denominated in foreign currency

As at 31 December 2009, there were assets of £989,809 and kabihties of £1,752,000 denominated in Euros There were
assets of £101,765 denominated in US Dollars There were no other foreign currency assets or liabiities at the balance
sheet date

27 Related parties

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

The company 1s ulhmately controlled by AnaCap Financial Pariners LP and AnaCap Financial Partners Il LP who are the
main shareholders The following transactions took place with companies under thesr common control

Aldermore Bank PLC agreed to make a term loan facility of £953,729 repayable by monthly instatments of capital and
interest available to Apex Credit Management Limited (‘Apex’) on standard commercial terms to assist with the costs of
moving to new larger premises to administer its growing business The loan 1s secured on a debenture over all the assets of
Apex but postponed to give Apex bankers (HSBC) pnonty for the facihties they make avallable The loan was completed on
28th August 2009

Aldermore Bank PLC provides a £5m Block Discounting faciity to Syscap Limited The facility commenced on the 14
September 2009 1s secured by underlying blocks of short tenm loans pnmanly to sohcitor's practices which are funded at a
discount to the face value of the loans The facility 1s pnced at 5% over 6 month Libor and committed over a 1 year penod
with appropnate conditions relating to performance, non-performing deal substitution nghts and default provistons At 31
December 2009 the balance outstanding under the facility was £2 288m

Third party business I1s introduced to Aldermore Bank Plc by Syscap Limited, under vanous Programme Agreements,
including a Wholesale Funding Facility entered into an 28 September 2009 but these do not result in any lending by
Aldermore Bank PLC to Syscap Limited
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28 Financial instruments

The Group's financial instruments compnse borrowings from banks, customer deposits, loans to customers and cash held at
banks All these anse as a result of the Group's normal operations The Group does not enter transactions for speculative
purposes and accordingly a note of instruments held for trading has not been provided From time to tme the Group uses
interest rate denvatives such as swaps or caps to manage part of its interest rate nsk

The main nsks ansing from the Group’s financial instruments are credit nsk, iguidity nsk and interest rate nsk The directors
review and agree policies for managing each of these nsks and these are summansed below

Credit risk

Credit nsk 1s the nsk that a loss may occur from the failure of another party to perform according to the terms of Contract
Credit nsk 1s the principal nsk encountered by the Group Credit nsk pnncipally anses from lending achivities, but can also

anse from other on and off balance sheet activites such as the 1ssue of guarantees

The Group manages is credit nsk by imiting its exposure to certain sectors of business, by camrying out appropnate checks
on its customers and taking appropriate secunty to protect itself in the event of a default  All exposures are allocated a nsk
grading which are revised quarterly by the Board in conjunction with a review of specific provisions Should any event occur
between these reviews which indicates that a provision s clearly needed than a provision will be made without waiting for
the quarterly review process

Liquidity risk

Liquidity nsk 1s the nsk that an entity encounters difficulty in realising assets or otherwise raising funds to meet commitments
associated with llabilites or financial obligations There 15 a requirement to keep a batance between the funding matunty
profile and the funding requirements denved from the run off of the loans receivable Although the Group 1s significantly
funded from shareholders funds, the gap between the deposit matunty profile and the loanbook matunty profile 1s kept to
within agreed imits The Group has no wholesale funding but has a standby facility which 1s provided on a committed basis
The Group has always met its own and FSA requirements with stignificant headroom

The Group monitors closely the profile of our depositors and has the flexibiity to gquickly amend the interest rates on offer to

rebalance the profile of deposits in the prevailing market conditions
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28 Financial Instruments (continued)

Fair Value Disclosure

The Group does not trade In financial instruments Set out below 1s a companson of book values and fair values of the Group’s

financial labifihes and non-tradng dervatives used for hedgingand funding purpeses

Asset Book Value 31 Fair Value 31
December 2009 December 2009
£'000 £'000

On balance sheetinstruments
Asset Backed Secunties 37,361 38,509
Equity Shares - -
Off balance sheet nstruments

Interest rate svaps - 1,032

Total 37,361 39,541

Gains and losses ansing from denvatives used t¢ hedge financial nsks are not recogrised within interest receivable until the

exposure that 1s being hedged i1s itself recognised Unrealised gawns ansing from denvatives and the movements therein are

shown in the table below There were no unrealised losses dunng the pencd

Unrecognised

gains

£000
Unrecognised at the start of the penod -
Gains ansing dunng the penod 1,695
Gains recognised dunng the penod (663)
Unrecognised gains at the end of penod 1,032
Expected to be realised in the year ending 31 December 2010 1,032
Expected to be reahsed after 31 December 2010 -

1,032

The sterling nominal value of interest rate swaps at 31 December 2009 totalled £124 milion

Market values have been used to determine the fair value of all swaps The fair values of all other tems have been
calculated by discounting expected future cash flows at prevailing interest rates
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28 Financial Instruments (continued)

interest rate risk

Interest rate nsk 1s the nisk that the value of a financial instrument will fluctuate because of changes in market interest rates

The Group finances its loan book from its capital base and customer deposits At present aminonty of the Group’s lending to
customers 1s at fixed rates or aubject to a minimrum fixed rate (set with reference to the narket at the time the lcan 1s made)
whilst in excess of 87% of customer's deposits are at fxed rates In common with other banks, the Group earns part of its
return by controlied mismatching of the dates on which interest receivable on assets and interest payable on itabilties are
next reset to market rates or, if earlier, the dates on which the assets and habiliies mature The table below summanses the
re-pricing mismatches

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

months months one year five years five years beanng Total
31 December 2009 £'000 £000 £'000 £000 £000 £000 £'000
Loans & advances 83,632 - - - - - 83,632
to banks
Asset backed 37,361 - - - - - 37,361
secuntes
Loans & advances to 136,594 8,816 4,425 10,695 44 - 160,574
customers
Other assets - - - - - 18,150 18,150
Total assets 257,587 8,816 4,425 10,695 44 18,150 299,717
Deposits by banks - - - - - - -
Customer accounts 42,347 3,641 35,428 147,164 - - 228,580
Other habilities - - - - - 12,037 12,037
Shareholder's funds - - - - - 59,100 59,100
Total labilites 42 347 3,641 35,428 147,164 - 71,137 299,717
Interest rate 215,240 5175 (31,003) (136,469) 44 {52,987} -
sensitivity gap
Cumutative gap 215,240 220,415 189,412 52,943 52,987 - -

A posttive interest rate sensitvity gap exists when more assets than liabilibes repnce dunng a given penod A positive gap
position tends to benefit net interest ncome in an environment where interest rates are nsing However, the actual effect will
depend on a number of factors including actual repayment dates and interest rate sensitivities within the banding penods
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29 Reconciliation of operating loss to net operating cash flows

Operating loss

Increase In prepayments and accrued income
Increase in accruals and deferred income
Accretion of asset backed securnities

Provision for bad and doubtful debts

Loans and advances wntten off net of recovenes
Depreciation and amertisation

Net cash inflow from trading activities

Net (increase) in loans and advances to banks and customers
Net increase in deposits by banks and customers

Net (iIncrease) in other assets

Net (decrease) in other habilites

Net cash inflow from operating activities

30 Capital expenditure and financial investment

Payments for asset backed secunties
Redemption of asset backed secunties
Payments to acquire tangible fixed assets

2009
£'000
(15,580)
{790}
1,239
(474)
4512
(3,893)
574

(14,412)

(6,669)
163,800
(1,156)

(60,955)
80,608

2009
£'000

(41,161)
4,274
(683)

(37,570)
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31 Acquisitions and disposals

Net assets acquired
Tangible fixed assets
Debtors

Cash

Creditors

Goodwill

Satisfied by-
Shares allotted

Cash consideration

Total cash consideration
Less cash received

Cash inflow

32 Financing

Cash recewved for 1ssue of ordinary shares
Investment in subsidiary satisfied in shares

33 Controlling party information

The ultmate controlling party 1s Anacap Financial Partners [l LP, by virtue of its majonty shareholding

2009
£'000

1,239
156,296
50,846
(136,229)
12,780

84,832

35,694
49,238

84,032

(49,238)
50,846

1,608

2009

£'000
39,068
35,694

74,762
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34 Post balance sheet events

On the 23 February 2010 Anacap Financial Partners LP and Anacap Financial Partners Il LP invested a further £20 Om in
the company This has been invested in Aldermore Bank PLC via a subscrniption of ordinary share capital

On the 26 August 2010 Anacap Financial Partners LP, Anacap Financial Partners Il LP and AnaCap Derby Co-Investment
(No 1)L P invested a further £22 4m in the company This has been invested in Aldermore Bank PLC via a subscription of
crdinary share capital

On the 2 March 2010 Aldermore Bank PLC acquired the assets and employees of Hentable Asset Finance for £23 Om The
book value of assets acquired was £27 6m

On the 30 June 2010 Aldermore Bank PLC acquired a residential mortgage portfolio from Merridl Lynch International Bank
Limited for £24 9m The book value of assets acquired was £31 4m




