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Forward-looking statements 
This document may contain ‘forward-looking statements’ with respect to certain of the plans of Aldermore Group 
PLC and its subsidiary undertakings (together ‘the Group’) and its current goals and expectations relating to its 
future financial condition, performance, results, strategic initiatives and objectives. Generally, words such as 
‘may’, ‘could’, ‘will’, ‘expect’, ‘intend’, ‘estimate’, ‘anticipate’, ‘aim’, ‘outlook’, ‘believe’, ‘plan’, ‘seek’, ‘continue’ or 
similar expressions identify forward-looking statements. These forward-looking statements are not guarantees of 
future performance. By their nature, all forward-looking statements are inherently predictive and speculative and 
involve risk and uncertainty because they relate to future events and circumstances which are beyond the 
Group’s control, including amongst other things, UK economic business conditions, market-related risks such as 
fluctuations in interest rates, the policies and actions of regulatory authorities, the impact of competition, inflation, 
deflation, the timing impact and other uncertainties of future acquisitions or combinations within relevant 
industries, as well as the impact of tax and other legislation or regulations in the jurisdictions in which the Group 
operates. As a result, the Group’s actual future financial condition, performance and results may differ materially 
from the plans, goals and expectations set forth in the Group’s forward-looking statements.  

Forward-looking statements in this document are current only as of the date on which such statements are made. 
The Group undertakes no obligation to update any forward-looking statements, save in respect of any 
requirement under applicable law or regulation. Nothing in this document shall be construed as a profit forecast. 

For further risks and uncertainties faced by the Group that may impact the statements set out in this document, 
refer to the Group’s 2014 Annual Report and Accounts.  
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1. Overview and scope 

1.1. Background 
The European Union Capital Requirements Directive (‘CRD III’) came into effect on 1 January 2007 and was 
implemented in the UK by the Financial Services Authority (‘FSA’). This introduced consistent capital adequacy 
standards governing how much capital banks and building societies must hold to protect their members, 
depositors and shareholders, and an associated supervisory framework in the EU based on the Basel II Accord. 

The European Union (‘EU’) implemented the Basel III proposals published in December 2010 through the Capital 
Requirements Regulation (‘CRR’) and Capital Requirements Directive (together referred to as ‘CRD IV’) which 
came into force on 1 January 2014 and is enforced in the UK, together with local implementing rules and 
guidance, by the Prudential Regulation Authority (‘PRA’). The rules include disclosure requirements known as 
‘Pillar 3’ which apply to banks and building societies. These are designed to promote market discipline through 
the disclosure of key information about risk exposures and risk management processes. CRD IV also made 
changes to rules on corporate governance, including remuneration, and introduced standardised regulatory 
reporting within the EU. 

The Basel framework consists of three 'pillars': 

• Pillar 1: defines the minimum capital requirements that banks are required to hold for credit, market and 
operational risks.  

• Pillar 2: this builds on Pillar 1 and incorporates the Group’s own assessment of additional capital 
resources needed in order to cover specific risks faced by the institution that are not covered by the 
minimum regulatory capital resources requirement set out under Pillar 1. The amount of any additional 
capital requirement is also assessed by the PRA during its Supervisory Review and Evaluation Process 
(‘SREP’) and is used to determine the overall capital resources required by the Group.  

• Pillar 3: aims to improve market discipline by requiring banks to publish information on their principal 
risks, capital structure and risk management.  

1.2. Basis and frequency of disclosure 
This document sets out the Pillar 3 disclosures for the Group, comprising Aldermore Group PLC (‘the Company’) 
and its subsidiary undertakings, including Aldermore Bank PLC (‘the Bank’), as at 31 December 2014. The 
purpose of these disclosures is to give information on the management of risks faced by the Group and the basis 
of calculating capital requirements under CRD IV. 

The disclosures made by the Group are designed to comply with the disclosure requirements laid out in the CRR 
(Part Eight). They should be read in conjunction with the Group’s 2014 Annual Report and Accounts (‘the Annual 
Report and Accounts’), approved by the Board on 16 February 2015. 

Pillar 3 disclosures are published annually, concurrently with the Annual Report and Accounts in accordance with 
regulatory guidelines. 

The Group operated under the CRD III framework for periods up to 31 December 2013 and under the CRD IV 
framework from 1 January 2014. 

The Group uses the Standardised Approach for credit risk, capital management, market risk and credit valuation 
adjustment. This approach uses standard risk weighting percentages set by the PRA. The Basic Indicator 
Approach is used for operational risk. The disclosures in this document are based on these approaches.  

1.3. Location and verification 
These disclosures have been subject to internal verification and are reviewed by the Group’s Audit Committee on 
behalf of the Board. The disclosures have not been, and are not required to be, subject to independent external 
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audit and do not constitute any part of the Group’s financial statements. The Pillar 3 disclosures are published on 
the Group’s investor relations website (www.investors.aldermore.co.uk). 

1.4. Scope of disclosures 
The Pillar 3 disclosures in this document relate to the Group, with the exception of Appendix 1 which contains the 
disclosures required for the Bank (PRA firm reference number 204503), the Group’s principal subsidiary. The 
disclosures are based on the Annual Report and Accounts for the year ended 31 December 2014, and are 
prepared consistently with the accounting policies used to produce the Annual Report and Accounts. 

There is a requirement to calculate and maintain regulatory capital ratios on both a Group basis and on an 
Individual basis for the Bank. There are no differences between the basis of consolidation of the Group for 
accounting and prudential purposes. All of the Group’s subsidiary undertakings are included in the data provided 
in the Pillar 3 disclosures. Full details of the Group’s subsidiaries are provided in Note 23 to the Annual Report 
and Accounts. 

Capital requirements are calculated on both a Group and Bank basis. The Group‘s capital resources are 
presented in Section 3 of this document and the Bank’s capital resources are presented in Appendix 1 to this 
document. The differences between the Group and the Bank relate primarily to reserves held by entities that sit 
outside of the scope of the Bank that are included in the Group consolidation, amounts included in the Bank’s 
results in relation to transactions with the Group’s securitisation vehicles which are eliminated on consolidation, 
and a small impact from the risk weighted assets of these entities. As a result of these differences, the Bank’s 
capital requirements at 31 December 2014 exceeded the Group’s capital requirements. 

The following companies are securitisation vehicles established in connection with the Group’s securitisation 
programme. Although the share capital of these securitisation vehicles is not owned by the Group, these vehicles 
are included in the consolidated financial statements as they are controlled by the Group. 

 
Company Principal activity Country of incorporation 

Oak No.1 Mortgage Holdings Limited Holding company for 
securitisation vehicle 

England 

Oak No.1 PLC Securitisation vehicle England 
 
There are no current or foreseen material practical or legal impediments to the transfer of capital resources or the 
repayment of liabilities between consolidated entities within the Group, with the exception of assets and liabilities 
of the Group’s securitisation vehicles which are not immediately available to other members of the Group. 

1.5. Changes to disclosures 
The Group continues to develop the quality and transparency of disclosures to ensure that they are as clear and 
informative as possible.  

The Financial Stability Board (‘FSB’) established the Enhanced Disclosures Task Force (‘EDTF’) with a remit to 
broaden and deepen the risk disclosures of financial institutions in a number of areas, including risk management, 
liquidity and funding risk, credit risk and market risk. This document includes improvements to disclosures to 
comply with recommendations raised in 2013 and 2014. 

Furthermore, additional disclosures required following the implementation of CRD IV on 1 January 2014 are 
included within this document for the first time. 

The Group has adopted International Financial Reporting Standards as adopted by the European Union (‘IFRSs’) 
in preparation of its Annual Report and Accounts for the year ended 31 December 2014. As a result of this, 
comparative figures for 31 December 2013 have been restated to ensure that they are presented on a like-for-like 
basis, except where noted. 
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1.6. Summary of key capital ratios 
Capital ratios are a measurement of a company’s financial strength and reflect the level of protection it holds 
against any unexpected losses.  

The key capital ratios under CRD IV for the Group are presented below. Prior year comparatives are also 
presented on a CRD IV basis.  

Table 1: Key capital ratios 

  Group  

Capital ratios  2014  2013  

Common Equity Tier 1 (CET1) ratio  10.4%  12.1%  

Tier 1 capital ratio  13.1%  12.1%  

Total capital ratio  14.8%  14.2%  

Risk Weighted Assets (£m)  2,702.0  1,993.0  

Leverage ratio  6.3%  5.3%  

 

Further details on the Group’s capital ratios, risk weighted assets and leverage ratio are presented in Section 3 of 
this document. Required disclosures for the Bank are presented in Appendix 1. 

1.7. Key matters arising during the year  
The following significant events, which had an impact on the Group’s capital and risk management, took place 
during the year ended 31 December 2014:  

Announcement of Intention to Float on the London Stock Exchange 
On 22 September 2014, the Group announced its intention to proceed with an initial public offering (‘IPO’) of the 
shares of Aldermore Group PLC. On 15 October 2014 the Group announced that it would not be proceeding with 
the proposed IPO at that time. 

Subsequently, on 24 February 2015 the Group announced its intention to proceed with an IPO of the shares of 
Aldermore Group PLC. 

Issue of Additional Tier 1 contingent convertible securities 
On 9 December 2014, the Company issued £75 million Fixed Rate Reset Additional Tier 1 Perpetual 
Subordinated Contingent Convertible Securities (the ‘Securities’). 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 an initial rate of 11.875 per cent per annum until 30 April 2020 and 
thereafter at the relevant Reset Interest Rate as provided in the terms and conditions governing the securities. 
Interest is payable on the loan annually in arrears on each interest payment date commencing 30 April 2015 and 
is non-cumulative. The Company has the full discretion to cancel any interest scheduled to be paid on the 
Securities. The Securities are convertible into Ordinary Shares of the Company in the event of the Group’s 
Common Equity Tier 1 ratio falling below 7 per cent. 

The issuance of the Securities raised proceeds of £75.1 million, which after deducting issuance costs, resulted in 
net proceeds of £73.7 million. Further details are provided in Note 36 to the Annual Report and Accounts. 

On the same date, the Bank entered into an agreement with the Company for an Additional Tier 1 perpetual loan 
of £74.25 million. The loan is perpetual and has an indefinite duration, is repayable at the option of the Bank on 
30 April 2020 and annually thereafter. The loan bears interest at an initial rate of 11.875 per cent per annum until 
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30 April 2020 and thereafter at the relevant Reset Interest Rate as provided in the loan agreement. Interest is 
payable on the loan annually in arrears on each interest payment date commencing 30 April 2015 and is non-
cumulative. The Bank has the full discretion to cancel any interest scheduled to be paid on the loan. The loan 
balance is written down to zero and all accrued but unpaid interest and any other amounts payable on the loan 
are cancelled in the event of either the Bank’s or the Group’s Common Equity Tier 1 ratios falling below 7 per cent 
or if the Securities issued by the Company are converted or written down at the request of the Supervisory 
Authority. 

The main features of the Additional Tier 1 contingent convertible securities issued by the Group and the 
Additional Tier 1 perpetual loan entered in to by the Bank are detailed in Appendix 2 to this document. 
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2. Risk management policies and objectives 
A key component of the Group’s business strategy is the effective management of risk in order to ensure that the 
Group maintains sufficient capital, liquidity and controls at all times, and acts in a reputable way, taking into 
account the interests of customers, regulators and shareholders.  

Given the nature of the activities undertaken, the principal risks that the Group faces are strategic risk, credit risk, 
capital risk, liquidity risk, interest rate risk, market risk, operational risk and conduct risk. The Group has not 
defined regulatory risk as a single category of risk, owing to the broad nature of regulation. Prudential regulatory 
risks are covered as part of capital risk, liquidity risk and operational risk. Conduct regulatory risks are covered 
under conduct risk.  

The Group’s Risk Management Framework, policies and procedures are subject to ongoing improvement, and 
are regularly reviewed and updated to ensure that they accurately identify the risks that the Group faces in its 
business activities. In addition, the Group continues to invest in and develop its risk management systems and 
resources to ensure that the risk management function, governance and infrastructure are appropriate for the 
nature, scale and complexity of the business, which has and continues to experience growth. 

All these risks arise as a result of the Group’s normal operations. The Group does not enter into transactions for 
speculative purposes.  The Group uses derivatives such as interest rate swaps to manage interest rate and other 
market risks.  

The risk management structure has developed over the current and comparative period presented. In prior 
periods, the governance structure operated primarily at an Aldermore Bank PLC level. Whilst it has continued to 
operate at the Aldermore Bank PLC level during the year ended 31 December 2014, the intention is for the 
structure to operate equally at the Aldermore Group PLC and Aldermore Bank PLC level. The following sections 
describe the Risk Management Framework and committee structure in operation at 31 December 2014.  

A review of the governance structure at an Executive Committee level was performed in December 2014. A 
number of changes were made which became effective from 1 January 2015. Details of the revised structure are 
provided within the Corporate Governance section of the Annual Report and Accounts. 

2.1. Risk Management Framework 
A core objective for the Group is the effective management of risk.  The responsibility for identifying and 
managing the principal risks ultimately rests with the Group’s Board of Directors. The Board has ultimate 
responsibility for setting the Group’s strategy, risk appetite and control framework.  The Risk Management 
Framework is outlined below, indicating the relevant governance and control structure for each principal risk. 

2.1.1. Principal risks 

The principal risks faced by the Group are listed below: 

• strategic risk – the risks which can affect the Group’s ability to achieve its corporate and strategic 
objectives; 

• credit risk – the risk of financial loss arising from a borrower or counterparty failing to meet their financial 
obligations to the Group in accordance with agreed terms; 

• capital risk – the risk that the Group has insufficient capital to cover regulatory requirements and growth 
plans; 

• liquidity risk – the risk that the Group is not able to meet its financial obligations as they fall due, or can do 
so only at excessive cost; 

• interest rate risk – the risk of financial loss through un-hedged or mismatched asset and liability positions 
sensitive to changes in interest rates; 

• market risk – the financial impact from movements in market prices on the value of assets and liabilities; 
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• operational risk – the risk of financial loss and/or reputational damage resulting from inadequate or failed 
internal processes, people and systems or from external events including financial crime; and 

• conduct risk – the risk of detriment caused to the Group’s customers due to the inappropriate execution of 
its business activities and processes. 

The Risk Management Framework is designed to ensure that each risk is managed, monitored and overseen 
through a dedicated risk-individual committee. Each risk has a defined risk appetite which is controlled through 
documented policies and frequent reporting, and is overseen by a governance process.  

The Group’s Risk Management Framework is outlined below, indicating the relevant governance and control 
structure for each principal risk. 

The Risk Management Framework includes the following components:  

• policy and control documents – the overarching document which sets out the overall appetite and how 
each principal risk is managed; 

• risk reporting – the primary reporting document relating to the risk; 
• stress testing – the primary means to understand how the risk behaves under stressed conditions, and 

the implication for capital and liquidity resources; and 
• monitoring committees – the principal committee responsible for monitoring risk is the Risk Committee. 

This is supported by further oversight by the Group Risk function, executive committees, other board level 
governance committees and internal audit.  

To support the Risk Management Framework, the Group operates a ‘three lines of defence’ model: 

• the first line of defence comes through operational management, who manage risk by operating within 
approved policies and implementing and maintaining appropriate systems and controls that are effective 
on a daily basis. 

• the second line of defence comprises governance and oversight. Governance and oversight include the 
monitoring committees and the Group Risk function. These functions cover all principal risk areas, such 
as credit risk, interest rate risk, operational risk and liquidity risk. The committee structure is covered in 
more detail below. 

• the third line of defence is independent assurance checking. This is provided by the Internal Audit 
function. Assurance reporting is provided to the Audit Committee. 

 
  



Aldermore Group PLC – Pillar 3 Disclosures 31 December 2014 
 

10 
 

 

 

  
 

2.1.2. Control framework 
The control framework operates over each principal risk as described below:  

 

  
Group risk oversight 

   

  
Business 

model risk  Prudential risks  Conduct risk 

                 
Principal 

risk 

 

Strategic risk  Credit risk  Capital risk  Liquidity 
risk 

 
Market & 
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risk policy 
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(report to 
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(report to 
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(report to 
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 Operating 
Committee 
(report to 

EXCO) 

 Product 
Committees 

(report to 
ALCO/ EXCO) 

      

      
               Additional 

oversight 
 

Board / EXCO / Internal audit oversight 

 

‘ALCO’ is the Asset and Liability Committee. 

Escalation procedures exist which seek to ensure that issues are reported and addressed at the right level.       

A detailed analysis of all key risks has been considered as part of the capital adequacy assessment and is 
documented in the Internal Capital Adequacy Assessment Process (‘ICAAP’) report, which is approved by the 
Board. Liquidity risk is individually assessed through the Individual Liquidity Adequacy Assessment (‘ILAA’), also 
approved by the Board. Operational risk is managed through the Operational Risk Policy and Key Risks 
Registers.  
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2.1.3. Risk oversight, monitoring and reporting 
The Group has a Chief Risk Officer (‘CRO’) who is responsible for ensuring each risk is adequately monitored, 
managed and mitigated. Through the Group Risk function, the CRO is responsible for providing assurance to the 
Board and the Directors that the principal risks are adequately managed and that the Group is operating within its 
risk appetites. 

The below diagram presents the functional focus of the risk department: 

 

 

 
 

Prudential risk management covers liquidity, market and capital risk. Strategic risk is managed collectively by the 
Board and the Executive Committee. 

Group Risk is an independent risk management function, and is separate from the operational and sales side of 
the Group. Group Risk is responsible for ensuring that appropriate risk management processes, techniques and 
controls are in place, and that they are sufficiently robust.  

The Group Risk function provides periodic independent reports on risk positions, risk management and 
performance against the risk appetite statements for all principal risks faced by the Group. Risk reports are 
provided to the Operating Committee, Executive Committee, Risk Committee, Audit Committee and Board. 

The reporting and oversight process is designed to ensure the committees which form the governance structure 
are informed and aware of the principal risks and that there are adequate controls in place for these risks. 
Reports are produced on each principal risk and the frequency ranges from daily to monthly, according to what is 
appropriate for the risk.  

  

Chief Risk 
Officer 

 

Credit risk 
management 

Operational 
risk 

management 
Compliance Financial 

crime 

Prudential 
risk 

management 
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2.1.4. Committee structure 
The responsibility for managing the principal risks ultimately rests with the Group’s Board of Directors. 

The Group’s committee structure with regard to risk management is outlined below. This structure was in 
existence as at 31 December 2014. 

A review of the governance structure at an Executive Committee level was performed in December 2014. A 
number of changes were made which became effective from 1 January 2015. Details of the revised structure are 
provided within the Corporate Governance section of the Annual Report and Accounts. 
 

 

 

*     Non-Executive oversight 

**    Executive / Second line oversight 

***   First line 

 

  

The Board 

Risk Committee* Audit Committee* 

Executive 
Committee** 

Operating 
Committee** 

Management Credit 
Committee** 

Asset and Liability 
Committee** 

Asset and Liability 
Product and Pricing 

Committee** 

Mortgages  
Divisional Board*** 

Commercial Finance 
Board*** Savings Board*** 

Remuneration 
Committee* 

Nomination 
Committee* 

Chief Executive  
Officer 
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Set out below are the details of the Board and principal committees which enable high level controls to be 
exercised over the Group’s activities. The frequency of meetings is detailed below, although these committees will 
meet more frequently as circumstances require. The details provided below represent the operation of each 
committee as at 31 December 2014. 

In the prior period, the risk management structure operated primarily at an Aldermore Bank PLC level. Whilst it 
has continued to operate at the Aldermore Bank PLC level during the year ended 31 December 2014, the 
intention is for the structure to operate equally at the Aldermore Group PLC and Aldermore Bank PLC level. 

 

Committee  Risk focus 

The Board 

 

 

 

 

 

The Board is the primary governing body and has ultimate responsibility for setting the Group’s strategy, 

corporate objectives and risk appetite. The strategy and risk appetites take into consideration the 

interests of depositors, borrowers and shareholders.  

The Board defines and approves the level of risk which the Group is willing to accept and is responsible 

for maintaining a sufficient control environment to manage the principal risks. The Board is also 

responsible for ensuring the capital and liquidity resources are adequate to achieve the Group’s 

objectives without taking undue risk. The Board also maintains a close oversight of current and future 

activities, through a combination of monthly board reports including financial results, operational reports, 

budgets and forecasts and reviews of the main risks set out in the ICAAP and ILAA reports. 

Audit Committee 

 

 

During 2014, the Audit and Risk Committee separated into two separate committees. The Audit 

Committee is responsible for reviewing the Group’s internal control environment and monitors the 

financial integrity of the financial statements, and involves internal and external auditors in that process. It 

focuses in particular on compliance with accounting policies and ensuring that an effective system of 

internal financial control is maintained. 

Risk Committee 

 

 

 

During 2014, the Audit and Risk Committee separated into two separate committees. The Board has 

delegated responsibility for oversight of the Group’s principal risks to the Risk Committee, which includes 

reviewing the performance against risk appetites and the effectiveness of the Group’s internal controls 

and risk management processes. This committee oversees the development, implementation and 

maintenance of the Group’s Risk Management Framework, ensuring that its strategy, principles, policies 

and resources are aligned to the Group’s risk appetite, as well as to regulatory and industry best 

practices. 

Remuneration 

Committee 

 

The Remuneration Committee reviews remuneration matters, employee benefits and performance related 

pay structures for the Group. It is also responsible for considering and determining the Group’s 

remuneration policy and reviewing its adequacy and effectiveness. 

Nomination 

Committee 

 

The Nomination Committee reviews the structure and composition of the Board, succession planning and 

material appointments, in particular Board appointments. 
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Committee  Risk focus 

Executive 

Committee 

 

 

 

The Executive Committee takes day-to-day responsibility for the running of the business. The Executive 

Committee implements the strategy and financial plan which is approved at the Board and ensures the 

performance of the business is conducted in accordance with the Board’s instructions. The Executive 

Committee interacts with the Board via the CEO. From 1 January 2015, the Executive Committee split 

into two committees, the Executive Committee (Performance) and the Executive Risk Committee. 

Management 

Credit Committee 

 

 

 

 

 

This committee meets monthly and is responsible for monitoring portfolio performance to ensure it 

remains within the Bank’s credit risk appetite and reviewing and maintaining credit and lending policies.  

Detailed credit reports are produced covering each specific business line. These reports are reviewed by 

the Management Credit Committee and Group Risk. The credit packs report on the quality of new 

lending, credit performance, arrears and non-performing loans and also provides detail on the 

composition of the credit portfolios. 

Asset & Liability 

Committee 

(‘ALCO’) 

 

 

 

The Executive Committee has delegated responsibility for managing the Group’s exposure to capital, 

liquidity, interest rate and market risk to the ALCO. 

The ALCO meets monthly and ensures that the firm adheres to the market risk, interest rate risk and 

liquidity policies and objectives set down by the Board. It also has responsibility for ensuring that the 

policies that are implemented are adequate to meet prudential and regulatory targets. The committee is 

also responsible for the effective management of the Group’s assets and liabilities and the impact on 

capital and liquidity of future business activity and management actions. 

Operating 

Committee 

(‘OPCO’) 

 

 

 

The Operating Committee reviews IT, operational and compliance matters to ensure appropriate systems 

and controls exist which are able to support the needs of the Group including any projects and change 

programmes. 

The committee monitors operational risk, including regulatory, compliance and conduct risk, implements 

the operational risk management policy and reviews operational performance, including key risk indicator 

reports. 

Asset and 

Liability: Product 

and Pricing 

Committee 

 

 

The committee meets monthly to review, approve and set the pricing for new products proposals, and 

reviews product performance as well as ongoing pricing initiatives and strategic directions on product 

launch. 

The committee is also responsible for the effective oversight of the Group’s conduct risk processes for 

new products. 

Divisional Boards 

(Mortgages, 

Commercial 

Finance and 

Savings) 

The Divisional Boards meet on a monthly basis and provide a forum for open discussion and decisions on 

key issues affecting the relevant business segment. Specific responsibilities include the delivery of 

strategic objectives, budget formulation and financial delivery, recruitment, training, implementing and 

maintaining effective controls, product review and performance and management of conduct risk. 
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2.1.5. Governance arrangements 
Details of the governance structure in place for the Group as at 31 December 2014 are provided in Section 2.1.4 
above. Biographies of the Directors who held office at 31 December 2014 are included within the Corporate 
Governance section of the Annual Report and Accounts. 

Additional disclosures required under CRD IV in relation to governance arrangements are presented here. 

Directorships held by members of the Board 
The number of external directorships and partnerships held by the Executive and Non-Executive Directors who 
served on the Board as at 31 December 2014 in addition to their roles within the Group were: 

Name Position Directorships/partnerships(1) 

Phillip Monks Executive Director 1 

James Mack Executive Director - 

Glyn Jones Chairman 2 

Danuta Gray Senior Independent Director 5 

Peter Cartwright Non-Executive Director 11 

Neil Cochrane Non-Executive Director 1 

John Callender(2) Independent Non-Executive Director 4 

John Hitchins Independent Non-Executive Director 8 

Peter Shaw Independent Non-Executive Director 1 

Christopher Stamper Independent Non-Executive Director 1 

Cathy Turner Independent Non-Executive Director 4 

 
(1) The number of directorships shown excludes the Company and its subsidiaries, and also counts external directorships 

held within the same group of companies as a single directorship in line with CRD IV. 
(2) John Callender resigned with effect from 27 February 2015. 

Board recruitment 
The Board has delegated specific powers and authority to the Nomination Committee for considering and making 
recommendations to the Board in respect of appointments to the Board, the Board Committees and the 
chairmanship of the Board Committees. It is also responsible for keeping the structure, size and composition of 
the Board under regular review, and for making recommendations to the Board with regard to any changes 
necessary. The Nomination Committee also considers succession planning, taking into account the skills and 
expertise that will be needed on the Board in the future. 

The Nomination Committee is responsible for identifying candidates to fill board vacancies as and when they 
arise and nominating them for the approval of the Board. Before appointment is made by the Board, the 
Nomination Committee evaluates the balance of skills, knowledge and experience on the Board and, in the light 
of this evaluation, prepares a description of the role and capabilities required for a particular appointment. In 
identifying suitable candidates the Committee will: 

• use open advertising or the services of external advisers to facilitate the search;  
• consider candidates from a wide range of backgrounds; and  
• consider candidates on merit and against objective criteria, including reference to the Financial Conduct 

Authority (‘FCA’) and PRA’s ‘fit and proper’ test and the competence and capability criteria set out as part 
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of their approach to approving individuals. Care is also taken to ensure appointees have enough time 
available to devote to the position on an ongoing basis. 

Responsibility for determining the individual remuneration and benefits package of each of the Group’s Executive 
Directors lies with the Remuneration Committee. The remuneration of Non-Executive Directors is a matter for the 
Chairman and Executive Directors of the Board. No Director or senior manager shall be involved in any decisions 
as to their own remuneration. 

Board diversity 
The Group is committed to diversity and we work hard to ensure that all of our people are offered equal 
opportunities throughout their career with us. We are determined that nobody is discriminated against, directly or 
indirectly, on the basis of age, ethnic or national origin, religion or beliefs, sexual orientation, gender, marital 
status or disability. This commitment applies equally to members of the Board. All Board appointments are made 
on merit, in the context of the skills, experience, independence and knowledge which the Board as a whole 
requires to be effective. 

The Board currently includes two female members, 18 per cent of its total composition. 

Risk Committee 
The Board has delegated responsibility for oversight of the Group’s principal risks to the Risk Committee. The 
Risk Committee met six times in 2014 – three times as the Audit and Risk Committee and three times as the Risk 
Committee. 

Information flow on risk to the Board 
The Risk Committee formally reports to the Board after each meeting on matters within its duties and 
responsibilities, including how these duties and responsibilities have been discharged. In addition, the Risk 
Committee makes recommendations to the Board on any area within its remit where action is required and makes 
recommendations to the Remuneration Committee on issues that should be taken into account in remuneration 
decisions.  
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2.2. Risk appetite 
The Risk Management Framework is the means through which risks are identified, assessed, reported and 
monitored. The Group has set a defined risk appetite for each of the principal risks and performance against the 
risk appetite statements is monitored and reported on a regular basis. The risk appetites are set by the Board and 
implemented by the Executive Committee. The Group Risk function is responsible for ensuring the Group 
operates within the stated risk appetites.  

The risk appetite framework has the following components:  

• risk appetite statement: the articulation of the level and types of risk that the Group is willing to accept in 
order to achieve its business objectives; 

• risk capacity: the maximum level of risk the Group can assume before breaching constraints determined 
by regulatory capital and liquidity needs; 

• risk limits: quantitative measures that allocate the Group’s aggregate risk appetite statement to individual 
activities. Where possible this includes forward looking measures; and 

• risk profile: the point in time assessment of the Group’s net risk exposure. 

The following section provides details of the Group’s risk appetite for each of the principal risks: 

Strategic risk appetite 

The strategic risk appetite is measured in terms of the deviation against key performance indicators which form 
part of the Group’s business plan. Performance against the strategic risk appetite is measured every quarter and 
reported to the Risk Committee. 

Credit risk appetite 

The Group operates a business line individual credit risk appetite, as well as an overall credit risk appetite for its 
lending activities. Expected losses are factored into the budgeting and forecast process and reflect the Group’s 
expected view of lending performance, taking into account recent performance data and the prevailing economic 
environment. 

The Group recognises that actual losses may differ from forecasted or budgeted values. The credit risk appetites 
are set as an upper limit on losses from credit and credit related fraud and so this limit is set above the budgeted 
value for each business. 

Capital risk appetite 

Capital risk is the risk that the Group has insufficient capital to cover regulatory requirements and/or growth plans. 
The Group maintains sufficient capital to cover regulatory requirements, including any capital planning buffers, 
and maintains a management capital buffer.  

Liquidity risk appetite 

The Board has set a liquidity risk appetite which aims to ensure that a prudent level of liquidity is held to cover an 
unexpected liquidity outflow such that the Group will be able to meet its financial commitments during an 
extended period of stress. Additionally, reputational risks are kept low through honouring pipeline commitments 
expected to complete during a three month period.  
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Market and interest rate risk appetite 

The Group aims to minimise interest rate risk and has a policy of matching fixed or variable rate assets with 
liabilities of a comparable interest rate basis, supplemented by derivatives such as interest rate swaps.  

The Group does not seek to take or expose itself to market risk, and does not carry out proprietary trading, 
although certain liquid asset investments which form part of the liquid asset buffer carry mark to market risk which 
is regularly monitored.  

Operational risk appetite 

The Group aims to maintain operational systems and controls and seeks to operate within a defined level of 
operational risk. The operational risk appetite considers risk events, the assessment of internal controls, as well 
as holding additional capital for certain operational risks. 

Conduct risk appetite 

The Group has a zero appetite for systemic unfair outcomes, which may result in significant detriment to the 
Group’s customers. Systemic unfair outcomes may arise from poor product design, poor sale processes or 
unacceptable operational practices which risk repeated or continual outcomes which are detrimental to 
customers.  

2.3. Board responsibility for risk management 
A core objective for the Group is the effective management of risk. The responsibility for identifying and managing 
the principal risks ultimately rests with the Group’s Board of Directors. The Board has ultimate responsibility for 
setting the Group’s strategy, risk appetite and control framework.  

The Board considers that, as at 31 December 2014, it had in place adequate systems and controls with regard to 
the Group’s profile and strategy. 
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3. Capital resources 

3.1. Total available capital 
CRD IV increases the quantity and quality of capital that firms are required to hold, through the introduction of 
additional and increased deductions from Common Equity Tier One (‘CET1’) resources and a phased 
implementation of new buffers, designed to prevent firms from breaching their minimum regulatory requirement in 
a stressed environment. 

In its Policy Statement PS7/13 the PRA announced that CRD IV deductions and filters would be implemented in 
full from 1 January 2014 and there would be no transition to full implementation for these items with the exception 
of available for sale (‘AFS’) unrealised gains which are allowable from 1 January 2015. The Group’s CRD IV 
disclosures are therefore presented on this basis.  

At 31 December 2014 and throughout the financial year, the Group complied with the capital requirements that 
were in force as set out by European and UK legislation, and enforced by the PRA.  

3.2. Capital resources 
The table below shows the composition of the Group’s regulatory capital position as at 31 December 2014 on a 
CRD IV basis. Prior year comparatives are presented under the Basel II rules and have been restated following 
the Group’s conversion to IFRS during 2014 where indicated. The 2013 comparatives previously reported to the 
PRA and its predecessor, the Financial Services Authority, were based on the Group’s UK GAAP accounts.  

The capital resources of the Bank are presented in Appendix 1 of this document. 
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Table 2: Capital composition 

  Group 

  
2014 

 
 2013 

  CRD IV  Basel II(1) 

  
£'000 

 
£'000 

Regulatory capital     
 
Common Equity Tier 1 (CET1) 

 
   

Share capital 
 

23,737  23,737 
Share premium account  -  237,305 
Capital contribution reserve  2  2 
Warrant reserve  2,200  2,200 
Retained earnings  277,879  1,531 
Regulatory adjustments to CET1     
Intangible assets(2)  (22,571)  (22,657) 
  ________  ________ 
Total Common Equity Tier 1 (CET1) capital (2013: Core Tier 1 capital)  281,247  242,118 
     
Additional Tier 1 (AT1)     
Additional Tier 1 – contingent convertible securities  73,657  - 
  ________  ________ 
Total Tier 1 capital  354,904  242,118 
     
Tier 2     
Subordinated notes   36,758  35,571 
Collective impairment allowance  8,527  6,314 
  ________  ________ 
Total Tier 2 capital  45,285  41,885 
  ________  ________ 
Total regulatory capital  400,189  284,003 
     
(1) Comparative amounts have been restated following the Group’s adoption of IFRS during 2014. 
(2) Intangible assets and goodwill do not qualify as capital for regulatory purposes. 

  Group 

  
2014 

 
 2013 

  CRD IV  Basel II 

  
£'000 

 
£'000 

     
Risk weighted assets – Pillar 1(3)     
Credit risk  2,574,977  1,911,722 
Market risk  262  264 
Operational risk  125,089  81,038 
Credit valuation adjustment (CVA)  1,630  - 
  ________  ________ 
Total risk weighted assets  2,701,958  1,993,024 
     
Capital ratios(4)     
Common Equity Tier 1 capital ratio (2013: Core Tier 1 capital ratio)  10.4%  12.1% 
Tier 1 capital ratio  13.1%  12.1% 
Total capital ratio  14.8%  14.2% 

 
(3) Comparative amounts shown reflect the impact of the CRD IV rules on risk weighted assets derived from underlying 

records prepared under UK GAAP. 
(4) Capital (solvency) ratios are calculated as total regulatory capital divided by risk weighted assets. 
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Total regulatory capital has strengthened by £116.2 million to £400.2 million (2013: £284.0 million) during 2014 as 
a result of the issuance of Additional Tier 1 contingent convertible securities in December 2014 (see Section 1.7 
for further details) and the inclusion of the Group’s profit for the year in retained earnings. Risk weighted assets 
(‘RWAs’) increased by £708.9 million reflecting the continued growth of the Group’s lending, although the impact 
of this growth was partially offset by the introduction of reduced capital requirements for lending to small and 
medium sized enterprises (‘SMEs’) under CRD IV. 

On 21 September 2014, AC Acquisitions Limited reduced its share premium by special resolution from £237.3 
million to £nil. This amount has been transferred to retained earnings. AC Acquisitions Limited was re-registered 
on 30 September 2014 as Aldermore Group PLC. 

The credit valuation adjustment (‘CVA’) introduced under CRD IV is included for the first time as at 31 December 
2014. The CVA refers to an adjustment made on the valuation of an over-the-counter derivative transaction in 
order to properly reflect the credit risk of the derivative counterparty. The CVA can also be considered as the 
market value of counterparty credit risk. 

The table below shows movements in regulatory capital during 2014. There were no movements as a result of the 
adoption of CRD IV. 

Table 3: Flow statement for regulatory capital 

  Group 

  
£'000 

   
Common Equity Tier 1 at 1 January 2014 

 
242,118 

 
 

 
Profit for the year 

 
38,434 

Changes in reserves  609 
Decrease in intangible assets deduction 

 
86 

  ________ 
Common Equity Tier 1 at 31 December 2014  281,247 
   
Additional Tier 1 capital at 1 January 2014  - 
   
Issue of Additional Tier 1 (AT1) contingent convertible securities  73,657 
  ________ 
Additional Tier 1 capital at 31 December 2014  73,657 
  ________ 
Total Tier 1 capital at 31 December 2014  354,904 
   
Tier 2 capital at 1 January 2014  41,885 
   
Increase in subordinated notes  1,187 
Increase in collective impairment allowance  2,213 
  ________ 
Tier 2 capital at 31 December 2014  45,285 
  ________ 
Total regulatory capital at 31 December 2014  400,189 
 

The table above shows that the increase in the Group’s total regulatory capital during 2014 is largely due to the 
issuance of Additional Tier 1 contingent convertible securities in December 2014, with the Group’s profit after tax 
for the year also resulting in an increase in retained earnings. 
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3.3. Tier 1 capital 
The Group’s Tier 1 capital comprises: 

• Shareholders’ equity; and 
• Additional Tier 1 (‘AT1’) contingent convertible securities. 

Shareholders’ equity comprises issued share capital and associated premiums, accumulated accounting profits 
and other reserves balances. The Group’s available for sale reserve totalling £1.4 million as at 31 December 
2014 is excluded from regulatory capital during the CRD IV transitional period in 2014. This reserve will be eligible 
for inclusion in the Group’s capital resources from 1 January 2015. 

In December 2014 the Group successfully issued £75.1 million (£73.7 million net of issuance costs) of Additional 
Tier 1 contingent convertible securities. Further details on the Additional Tier 1 securities are included in Note 36 
to the Annual Report and Accounts. 

A regulatory adjustment is required to be made to the Group’s Common Equity Tier 1 (‘CET1’) capital in respect 
of intangible assets, as set out in CRD IV. For accounting purposes, items including computer software, other 
intangibles resulting from business combinations and goodwill are capitalised as intangible fixed assets subject to 
certain criteria. Intangibles assets are therefore deducted from capital under the regulatory rules. 

3.4. Tier 2 capital 
Tier 2 capital comprises: 

• Qualifying subordinated notes; and 
• Collective impairment allowance. 

Subordinated notes are unsecured and rank after the claims of other creditors of the Group in the event of 
insolvency or liquidation. Further details of the subordinated notes are included in Note 34 to the Annual Report 
and Accounts. 

Collective impairment allowances included in Tier 2 capital must not exceed 1.25 per cent of risk weighted assets 
for banks using the Standardised Approach. Deductions are required to be made in the event of any of these 
conditions not being met. The Group did not exceed any of these limits at 31 December 2014. 

The key features of the subordinated notes issued by the Group are detailed in Appendix 2 to this report. 

 

 

 

 

 

 

 

 

 

 

 

 



Aldermore Group PLC – Pillar 3 Disclosures 31 December 2014 
 

23 
 

 

 

  
 

3.5. Reconciliation of statutory equity to regulatory capital 
The table below reconciles the Group’s statutory equity shown within the Annual Report and Accounts to the total 
regulatory capital balance shown in Table 2 above. 

Table 4: Reconciliation of statutory equity to total regulatory capital 

   Group 

   

31 
December 

2014 
 

31 
December 

2013(1) 

   
£'000 

 
£'000 

 
Total equity per statement of financial position 378,850  265,357 
     
Regulatory adjustments: 

 
   

Add: subordinated notes 
 

36,758  35,571 
Add: collective impairment allowance  8,527  6,314 
Less: available for sale reserve 

 
(1,375)  (582) 

Less: intangible assets  (22,571)  (22,657) 
 

  
________  ________ 

Total regulatory capital  400,189     
 

284,003        
   ________  ________ 
 
(1) Comparative amounts have been restated following the Group’s adoption of IFRS during 2014. 
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3.6. Leverage ratio 
CRD IV requires firms to disclose a non-risk based leverage ratio and the processes used to manage the risk of 
excessive leverage. The leverage ratio measures the relationship between the capital resources of the 
organisation and its total assets. The purpose of monitoring and managing this metric is to enable regulators to 
constrain the build-up of excessive leverage. 

It is calculated as:  

   Tier 1 capital 

Total on and off balance sheet assets adjusted for deductions 

The Basel III framework published by the Basel Committee on Banking Supervision (‘BCBS’) contains a minimum 
requirement of 3 per cent for the leverage ratio during the testing phase for the framework, which runs until 1 
January 2017. As shown in the table below, the Group’s leverage ratio was in excess of this minimum 
requirement at 31 December 2014. 

The Group’s leverage ratio is monitored by ALCO on a monthly basis and is included in the capital forecast and 
business-as-usual stress testing. The Group has a leverage ratio policy which formalises the monitoring and 
escalation framework and the Group’s leverage ratio limits. 

Table 5: Leverage ratio 

 

2014 

CRD IV 

£’000 

 2013 

Basel III(1) 

£’000 

Total Tier 1 capital for the leverage ratio    

Total Common Equity Tier 1 (CET1) capital 281,247  242,118 

Additional Tier 1 (AT1) capital 73,657  - 

 ________  ________ 

Total Tier 1 capital 354,904  242,118 

    

Exposures for the leverage ratio    

Total statutory assets per the statement of financial position 5,565,243  4,202,992 

Off balance sheet items(2) 66,971  343,652 

Derivative exposures adjustment(3) (2,220)  (2,702) 

Other adjustments (22,571)  (22,657) 

 ________  ________ 

Leverage ratio exposure 5,607,423  4,521,285 

 ________  ________ 

Leverage ratio 6.3%  5.3% 

 
(1) Comparative amounts have been restated following the Group’s adoption of IFRS during 2014. 
(2) In June 2014, the European Banking Authority (‘EBA’) published final draft implementing technical standards which 

included a revised definition for calculating the leverage ratio. The revised definition allows the application of credit 
conversion factors to commitments, thereby reducing the exposure measure. 

(3) The derivative exposures adjustment recognises the difference in value between the accounting value of the 
derivatives recognised as assets and the leverage ratio exposure value as determined by application of the mark-to-
market method. 
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4. Capital management 

4.1. Capital management 
As part of the Internal Capital Adequacy Assessment Process (‘ICAAP’) applicable to CRD IV firms, the Board is 
required to consider all material risks which the Group faces and determines whether additional capital is required 
in order to provide additional protection to depositors and borrowers and to ensure the Group is sufficiently well 
capitalised to withstand a severe economic downturn. 

The Board manages its internal capital levels for both current and future activities and documents its risk appetite 
and capital requirements during stress scenarios as part of the ICAAP. 

The ICAAP represents the aggregated view on risk for the Group and is used by the Board and management to 
understand the levels of capital required to be held over the near and medium term and to assess the resilience 
of the Group against failure. The Group submitted its last ICAAP to the PRA in February 2014 and is currently in 
the process of revising the current year ICAAP. During 2014, the Group was subject to a Supervisory Review 
Evaluation Process (‘SREP’) by the PRA. 

The Group is required to maintain a certain level of capital to meet several requirements: 

• to meet minimum regulatory capital requirements;  
• to ensure the Group can meet its objectives, including growth objectives;  
• to ensure the Group can withstand future uncertainty, such as a severe economic downturn; and 
• to provide assurance to depositors, borrowers, shareholders and other third parties. 

The Group presents regular reports on the current and forecasted level of capital, as well as the results of stress 
scenarios, to the ALCO, Board and to the Risk Committee.  

The key assumptions and risk drivers used to create the ICAAP are regularly monitored and reported and any 
material deviation from the forecast and risk profile of the Group would mean the ICAAP would need to be 
reviewed. 

The Group aims to maintain sufficient capital to cover regulatory requirements, including any capital planning 
buffers, and to maintain an operational capital buffer. The Group complied with all externally imposed capital 
requirements throughout the years ended 31 December 2014 and 2013, when its reporting to regulators was 
based on its books and records maintained under UK GAAP. 

Risk arises from the Group’s banking activities and will be affected by any unexpected increase in regulatory 
requirements or poor financial performance, losses being higher than expected and any downturn in market 
conditions. 

The Group undertakes certain activities to manage and mitigate capital risk. The primary mechanism to ensure 
that sufficient capital is held is through regulating the volume of asset origination. In addition, capital risk 
management activities include monthly capital forecasting over a period of 12 to 18 months designed to provide a 
forward view on capital allocation and excess regulatory capital. Furthermore, stress testing and sensitivity 
analysis is performed to provide information on the Group’s capital position. Capital requirements under stressed 
conditions are considered as part of the ICAAP. 
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The Group’s principal risks are considered in detail in the following sections of this document, as shown below: 

Principal risk Relevant section 

Capital risk Section 4 

Credit risk Section 5 

Liquidity and funding risk Section 6 

Market risk and interest rate risk Section 7 

Operational risk Section 8 

Conduct risk Section 9 

Strategic risk Section 10 

4.2. Minimum capital requirement: Pillar 1 
The Group’s overall capital resources requirement under Pillar 1 is calculated by adding the capital resources 
requirements for credit risk, market risk, operational risk and credit valuation adjustment (‘CVA’). The following 
table shows the Group’s capital resources requirement and capital resources surplus under Pillar 1 as at 31 
December 2014: 

Table 6: Total minimum Pillar 1 capital requirement 

  

31 December 
2014 

 

31 December 
2013 

  
£'000 

 
£'000 

  
   

Capital resources requirement – Pillar 1(1)     
Credit risk 

 
205,999  165,077 

Market risk 
 

21  21 
Operational risk  10,007  6,483 
Credit valuation adjustment (CVA)  130  - 
  _________  _________ 
Capital resources requirement under Pillar 1 

 
216,157  171,581 

     
Capital resources (per Table 2)(2)  400,189  284,003 

  
_________  _________ 

Capital resources surplus over Pillar 1 requirement  184,032     
 

112,422        
 
 

 _________  _________ 

(1) Comparative capital resources requirements shown comprise the requirement calculated based on the risk weighted 
assets derived from underlying records prepared under UK GAAP, as previously reported to the PRA. 

(2) Comparative capital resources have been restated following the Group’s adoption of IFRS during 2014. 

The overall Pillar 1 capital resources requirement for the Group is £44.6 million higher compared to 2013. The 
Group’s largest exposures continue to be credit risk exposures arising on lending to borrowers. Minimum Pillar 1 
capital requirements for credit risk are considered in further detail in Section 5 of this document.  
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5. Credit risk 

5.1. Credit risk overview 
Credit risk is the risk of financial loss arising from a borrower or counterparty failing to meet their financial 
obligations to the Group in accordance with agreed terms. This risk arises from the Group’s lending activities as a 
result of defaulting mortgage, lease and loan contracts and is the most significant risk faced by the Group. 

Although credit risk arises from the Group’s loan book it can also arise from off balance sheet activities. The 
Group does not actively trade in financial instruments, other than for liquidity management purposes. 

The Group evaluates its level of risk through consideration of the level of exposure that it has to a range of 
different measures. Exposure is defined as the maximum loss that a financial institution might suffer if a borrower, 
counterparty or group fails to meet their obligations or if assets and off balance sheet positions (after offsets) have 
to be realised. 

5.2. Minimum capital requirement: credit risk  
The Group uses the Standardised Approach in determining the appropriate level of capital to be held for 
regulatory purposes. Under this approach the Group must set aside capital equal to 8 per cent of its total risk 
weighted assets to cover its Pillar 1 capital requirements. 

The following table shows the credit risk exposures and the composition of the minimum capital requirements for 
credit risk at 31 December 2014: 

Table 7: Pillar 1 capital requirements: credit risk 

31 December 2014   

Exposures subject to the Standardised Approach 
 

Credit risk 
exposure 

 Average 
credit risk 

exposure(1) 

 Minimum 
capital 

requirement 

  
£'000  £’000  £’000 

       
Central government and central banks 

 
238,681  311,971  - 

Regional governments or local authorities 
 

2,407  2,523  38 
Public sector entities  303  314  5 
Multilateral development banks 

 
328,972  270,970  - 

Institutions 
 

8,853  57,953  210 
Corporates(2)  247,755  159,310  18,794 
Retail(2)  980,072  929,230  44,803 
Secured by mortgages on immovable property       
- residential property  3,000,788  2,372,607  84,022 
- commercial real estate  557,888  643,617  44,921 
Exposures at default(2)  9,849  15,592  946 
Items belonging to regulatory high risk categories  65,211  13,042  7,825 
Short term claims on institutions or corporates  106,427  96,713  1,703 
Securitisation positions  16,345  54,638  262 
Other items  20,838  49,389  2,470 

   
    

Total  
 

5,584,389      4,977,869  205,999 
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Table 7: Pillar 1 capital requirements: credit risk (continued) 

31 December 2013       

Exposures subject to the Standardised Approach 
 

Credit risk 
exposure(3) 

 Average 
credit risk 

exposure(1)(3) 

 Minimum 
capital 

requirement(3) 

  
£'000  £’000  £’000 

       
Central government and central banks 

 
804,870  615,258  - 

Regional governments or local authorities 
 

4,497  3,228  72 
Public sector entities  -  -  - 
Multilateral development banks 

 
137,897  121,797  - 

Institutions 
 

254,482  166,342  4,246 
Corporates(2)  111,339  92,688  8,907 
Retail(2)  839,233  676,754  50,354 
Secured by mortgages on immovable property       
- residential property  1,999,497  1,554,071  56,083 
- commercial real estate  479,207  443,398  38,322 
Exposures at default(2)  23,826  12,665  2,490 
Items belonging to regulatory high risk categories  -  -  - 
Short term claims on institutions or corporates  -  -  - 
Securitisation positions  76,632  74,013  1,226 
Other items  42,208  37,093  3,377 

  
     

Total  
 

4,773,688      3,797,307  165,077 
       
 
(1) Average credit risk exposures calculated as the average of exposure data reported to the PRA (and previously the FSA) 

on a quarterly basis. 
(2) Retail, Corporates and Exposures at default include exposures to SMEs. 
(3) Comparative amounts have not been restated following the Group’s adoption of IFRS during 2014. 

 

The overall capital requirement for credit risk has increased by 25 per cent in 2014 compared to 2013. This is 
primarily attributable to the continued growth of the Group’s residential mortgages portfolio. 

The exposures categorised within ‘Other items’ predominantly relate to other balance sheet assets that have no 
associated credit risk. These comprise various non-financial assets, including fixed assets, cash, prepayments, 
sundry debtors and deferred tax assets.  



Aldermore Group PLC – Pillar 3 Disclosures 31 December 2014 
 

29 
 

 

 

  
 

5.3. Risk weighted assets 
The table below shows movements in the RWAs for credit risk (as shown in Table 2) from 31 December 2013 to 
31 December 2014. 

Table 8: Credit risk RWAs flow statement 

 
 Group 

  £’000 
   
Credit risk RWAs at 31 December 2013(1)  1,911,722 
   
Book growth/composition change  663,255 
   
Credit risk RWAs at 31 December 2014  2,574,977 
   
 
(1) The opening credit risk RWAs position reflects approximately £154.1 million of adjustments as a result of the 
implementation of CRD IV. 

Credit RWAs have increased by approximately 35 per cent during the year to £2.6 billion at 31 December 2014. 
This increase is largely driven by organic book growth, reflecting the increase in the Group’s lending to customers 
during 2014. Net loans to customers increased by £1.4 billion to £4.8 billion at 31 December 2014, an increase of 
42 per cent, with £0.9 billion of this growth being in the Group’s Residential Mortgages book. 

The implementation of CRD IV introduced reduced capital requirements for lending to SMEs. The Group’s lending 
to SMEs stood at £1.7 billion at 31 December 2013, which as a result gave rise to a significant reduction in RWAs 
on application of the reduced capital requirements. The impact of this reduction was partially offset by changes in 
the risk weightings applied to certain of the Group’s exposures under CRD IV. 
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5.4. Credit risk exposures 
The credit risk exposures for the Group as at 31 December 2014 are summarised in the following sections. 

5.4.1. Credit risk exposures by sector 
The following table shows the total amount of exposures, net of provisions at 31 December 2014, including pipeline commitments and after offsets, analysed by sector. 

Table 9: Credit risk exposures analysed by sector 

 

31 December 2014            

(All figures in £’000) 

Construction Financial Government and 
public 

administration 

Manufacturing Personal Real estate, 
professional 
services and 

support activities 

Transport, 
storage and 

comms. 

Wholesale 
and retail 

trade 

Other 
commercial 

Non-
customer 

assets 

Total 

 
           

Standardised Approach            
Central government and 
central banks - 79,567 159,114 - - - - - - - 238,681 
Multilateral development 
banks - 328,972 - - - - - - - - 328,972 
Institutions - 8,853 - - - - - - - - 8,853 
Lending(1) 154,387 66,828 4,510 232,587 2,987,191 907,242 197,374 147,009 167,145 - 4,864,273 
Short term claims on 
institutions or corporates - 106,427 - - - - - - - - 106,427 
Securitisation positions - 16,345 - - - - - - - - 16,345 
Other items - - - - - - - - - 20,838 20,838 
            
Total  154,387     606,992 163,624 232,587 2,987,191 907,242 197,374 147,009 167,145 20,838 5,584,389 
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Table 9: Credit risk exposures analysed by sector (continued) 

 

31 December 2013            

(All figures in £’000) 

Construction Financial Government and 
public 

administration 

Manufacturing Personal Real estate, 
professional 
services and 

support activities 

Transport, 
storage and 

comms. 

Wholesale 
and retail 

trade 

Other 
commercial 

Non-
customer 

assets 

Total 

 
           

Standardised Approach            
Central government and 
central banks - 192,844 612,026 - - - - - - - 804,870 
Multilateral development 
banks - 137,897 - - - - - - - - 137,897 
Institutions - 254,482 - - - - - - - - 254,482 
Lending(1) 110,858 41,306 5,671 205,180 2,040,162 636,892 157,432 140,649 119,449 - 3,457,599 
Short term claims on 
institutions or corporates - - - - - - - - - - - 
Securitisation positions - 76,632 - - - - - - - - 76,632 
Other items - - - - - - - - - 42,208 42,208 
            
Total  110,858 703,161 617,697 205,180 2,040,162 636,892 157,432 140,649 119,449 42,208 4,773,688 
            
 
(1) Lending comprises exposures to Regional governments or local authorities, Public sector entities, Corporates, Retail, Secured by mortgages on immovable property, Exposures at default, and Items 

belonging to regulatory high risk categories exposure classes. 

 

The growth in the Group’s lending during 2014 has resulted in an increase in exposures across a number of sectors, in particular Personal and Real estate, professional 
services and support activities. 

The decrease in exposure to the Government and public administration sector is largely due to £485 million of treasury bills drawn down under the Funding for Lending 
Scheme that now attract a conversion factor of 0 per cent following the implementation of CRD IV in 2014. 

As at 31 December 2014, lending exposures to SMEs on a regulatory basis totalled £1.8 billion (2013: £1.3 billion). Management consider all lending within the SME 
Commercial Mortgages, Asset Finance and Invoice Finance divisions to be SME lending. On this basis, the Annual Report and Accounts disclose lending to SMEs of £2.2 
billion (2013: £1.7 billion). 
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5.4.2. Geographic distribution of credit risk exposures 
The Group’s credit risk exposures are almost all within the UK, as shown in the geographical analysis in the table 
below. 

Table 10: Credit risk exposures analysed by geographical region 

31 December 2014 

 

  
Exposures subject to the Standardised Approach 

 
UK  Other  Total 

  
£'000  £’000  £’000 

       
Central government and central banks 

 
238,681  -  238,681 

Regional governments or local authorities 
 

2,407  -  2,407 
Public sector entities  303  -  303 
Multilateral development banks 

 
-  328,972  328,972 

Institutions 
 

8,853  -  8,853 
Corporates  247,755  -  247,755 
Retail  980,072  -  980,072 
Secured by mortgages on immovable property       
- residential property  3,000,788  -  3,000,788 
- commercial real estate  557,888  -  557,888 
Exposures at default  9,849  -  9,849 
Items belonging to regulatory high risk categories  65,211  -  65,211 
Short term claims on institutions or corporates  106,427  -  106,427 
Securitisation positions  16,345  -  16,345 
Other items  20,838  -  20,838 

   
    

Total  
 

5,255,417      328,972  5,584,389     
       

31 December 2013 

 

  
Central government and central banks 

 
804,870  -  804,870 

Regional governments or local authorities 
 

4,497  -  4,497 
Public sector entities  -  -  - 
Multilateral development banks 

 
-  137,897  137,897 

Institutions 
 

254,482  -  254,482 
Corporates  111,339  -  111,339 
Retail  839,233  -  839,233 
Secured by mortgages on immovable property       
- residential property  1,999,497  -  1,999,497 
- commercial real estate  479,207  -  479,207 
Exposures at default  23,826  -  23,826 
Items belonging to regulatory high risk categories  -  -  - 
Short term claims on institutions or corporates  -  -  - 
Securitisation positions  76,632  -  76,632 
Other items  42,208  -  42,208 

   
    

Total  
 

4,635,791      137,897  4,773,688     
       
 

Credit risk exposures outside of the UK arise on supranational bonds issued by multilateral development banks 
that are held as part of the Group’s liquidity buffer. In line with guidance issued by the EBA, these have been 
classified to the geographical area ‘Other’ irrespective of the location of the issuer.  
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5.4.3. Residual maturity of credit risk exposures 
The table below shows the Group’s exposures at 31 December 2014, including off balance sheet items, analysed 
by remaining contractual maturity. 

Table 11: Residual maturity of credit risk exposures  

 
 Within  

1 year 

 After 1 year 
but within  

5 years 

 
More than 

5 years 

 

Undated 

  
 

Total 
31 December 2014 £’000  £’000  £’000  £’000  £’000 
          
Central government and central banks 73,663  80,300  78,798  5,920  238,681 
Multilateral development banks 34,355  121,992  172,625  -  328,972 
Institutions 46  7,749  1,058  -  8,853 
Lending(1) 619,357  916,230  3,328,686  -  4,864,273 
Short term claims on institutions or corporates 106,427  -  -  -  106,427 
Securitisation positions -  16,345  -  -  16,345 
Other items -  -  -  20,838  20,838 

 
         

Total  833,848  1,142,616  3,581,167  26,758  5,584,389     
          
          
31 December 2013          
          
Central government and central banks 186,709  544,619  69,713  3,829  804,870 
Multilateral development banks 30,417  80,070  27,410  -  137,897 
Institutions 251,327  2,627  528  -  254,482 
Lending(1) 524,996  614,512  2,318,091  -  3,457,599 
Short term claims on institutions or corporates -  -  -  -  - 
Securitisation positions 5,692  70,940  -  -  76,632 
Other items -  -  -  42,208  42,208 
          
Total  999,141  1,312,768  2,415,742  46,037  4,773,688     
          
 
(1) Lending comprises exposures to Regional governments or local authorities, Public sector entities, Corporates, Retail, Secured by 

mortgages on immovable property, Exposures at default, and Items belonging to regulatory high risk categories exposure classes. 

 
The maturity of exposures is shown on a contractual basis rather than on a behavioural basis, and therefore does 
not include expected redemptions over the life of the exposure. As a consequence, actual maturity is likely to be 
materially different. 

5.5. Management of credit risk 
Credit risks associated with lending are managed through the use of detailed lending policies which outline the 
approach to lending, underwriting criteria, credit mandates, concentration limits and product terms.  The Group 
maintains a dynamic approach to credit management. Its lending policies and performance against risk appetites 
are regularly reviewed. The Group will take necessary steps if specific issues are identified or if credit 
performance deteriorates, or is expected to deteriorate, due to economic or sector-specific weaknesses. 

The Group also seeks to mitigate credit risk by focusing on business sectors where it has specific expertise and 
through limiting concentrated exposures on larger loans or certain sectors which can represent higher risk. The 
Group also seeks to obtain security cover, and where appropriate, personal guarantees from borrowers. 

External rating agency ratings for borrowers are not typically available in the specialist segments in the retail and 
SME markets in which the Group operates. Credit risk is, however, assessed through a combination of due 
diligence, reviewing credit reference agency reports, reviewing financial information, credit scores and the use of 
experienced underwriters. 



Aldermore Group PLC – Pillar 3 Disclosures 31 December 2014 
 

34 
 

 

 

  
 

Each business area has its own lending policy and dedicated credit team which assesses credit risk, supported 
by senior credit risk management who have oversight of lending activities. 

Group Risk, the Management Credit Committee and the Risk Committee have oversight responsibility for credit 
risk. 

5.5.1. Residential Mortgages credit risk 
The Group’s residential mortgage lending focuses on owner occupied residential and buy-to-let mortgage loans.  

All applications are reviewed by an experienced team of underwriters who assess each application. Applications 
are underwritten in accordance with a residential mortgage lending policy and each loan has to undergo an 
affordability assessment, which takes into account the specific circumstances of each borrower. Information is 
obtained on all loan applications from credit reference agencies which provide a detailed insight on the applicant’s 
credit history and indebtedness, which is reviewed by the underwriters. 

The Group aims to take a conservative approach to lending, lending up to a maximum of 85 per cent loan-to-
value (‘LTV’) on a single dwelling without further guarantees and undertakes a full valuation on all properties 
which act as security. Valuation reports are produced by a panel of qualified external valuers. The Group also 
offers mortgages with a LTV between 85 per cent and 95 per cent via the Help to Buy scheme. This lending has 
an associated government guarantee which reduces the credit risk to the Group.  

The Group does offer limited advice to mortgage borrowers but does not sell payment protection insurance 
policies. 

5.5.2. SME Commercial Mortgages credit risk 
The Group’s commercial lending activities relate to the provision of mortgages to commercial customers and 
property investors, as well as provision of invoice financing and asset financing to businesses. 

SME Commercial Mortgages 
The Group provides commercial mortgages to businesses who own their own property and to commercial and 
residential property investors. Loans are typically to SMEs and secured on smaller properties, with limits in place 
for loans over £1.5 million. A team of experienced underwriters review all applications. 

Properties are individually valued and a detailed report produced to ensure the property represents suitable 
security. Consideration is given to whether the property has an alternate use and/or can be disposed of within a 
reasonable period in the event of default, where the asset acting as security has to be recovered and sold. 
Valuations are performed by qualified external surveyors. The valuation reports also provide commentary on the 
tenancy/letting of properties where the commercial mortgages are connected to an investment property 
transaction. In-house valuation experts approve the panel of qualified external valuers and perform ongoing 
quality monitoring.  

Affordability assessments are performed on all loans and other forms of security are often obtained, such as a 
personal guarantee.  

Loans to commercial mortgage customers are secured on properties solely located in the UK, although there are 
various sectors within the UK to which the Group is not currently lending. Concentration risks are monitored and 
credit exposures are diversified by sector and geography. Regular reviews are performed on loans in the portfolio, 
with particular attention paid to larger exposures. 

Property Development  
The Group has a small portfolio of property development loans, which are predominantly for the purpose of 
building and developing residential property.  



Aldermore Group PLC – Pillar 3 Disclosures 31 December 2014 
 

35 
 

 

 

  
 

Although the UK property sector has shown signs of recovery, the Group continues to be cautious about property 
development financing. The Group has maintained a conservative approach to development lending and 
developments are regularly inspected by the Group and external quantity surveyors.  

5.5.3. Invoice Finance credit risk  
The invoice financing activity provides working capital finance for SME clients. This activity may also include 
credit control and collection services for clients. 

The approval process includes a review of the management, financial and operational strength of the client’s 
business and careful consideration is given to the quality and contractual collectability of the underlying 
receivables which act as security. Information on the business and the individuals behind the business are 
reviewed and financial and credit information is obtained from external credit reference agencies.  

During the term of the facility, in-life monitoring, audits and reconciliations are performed to ensure the risk of 
fraud and default associated with client failure are carefully managed. There is significant diversification at the 
invoice level which heavily mitigates concentration risk.  

5.5.4. Asset Finance credit risk 
The asset finance business line originates loan and lease contracts to a diversified range of end users and 
finances a range of assets. Exposures range from public sector organisations to corporates, SMEs and sole 
traders. Asset finance and leasing to smaller businesses can represent a higher risk, although the majority of 
contracts will have tangible assets acting as security which can be recovered and sold in the event of default. 

Expert manual underwriting, supported by data driven risk management systems and automated decisioning is 
used to underwrite credit proposals. Information on the business and the individuals behind the business are 
carefully reviewed and financial and credit information is obtained from external credit reference agencies. Assets 
which act as security are valued and the future resale value of assets is also considered where appropriate. 
Audits and site visits are used to ensure the Group maintains an awareness of the location, use and condition of 
assets being financed where considered necessary. 

As at 31 December 2014, the Group has nominal direct residual value risk. 

5.6. Treasury credit risk 
Credit risk exists with Treasury assets where the Group has acquired securities or placed cash deposits with 
other financial institutions. The credit risk of Treasury assets is considered to be relatively low. No assets are held 
for speculative purposes or actively traded. Certain liquid assets are held as part of the Group’s liquidity buffer 
(see Section 6 for further details). 

The allocation of capital to credit risk within the Treasury investment book is calculated under the Standardised 
Approach as per PRA regulations. For these exposures the Group uses credit ratings provided by the recognised 
credit rating agencies Standard & Poor’s, Moody’s, Fitch and DBRS.  
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Information on the credit quality of financial assets held by Treasury is shown in the table below: 

Table 12: Credit quality of Treasury financial assets 
 Exposure value by external rating 

 AAA 
 AA+ to 

AA- 
 A+ to 

A- 
 

BBB+ 
 

Total 
 £’000  £’000  £’000  £’000  £’000 
2014          
Cash and balances at central banks and Loans & 
advances to banks -  79,555  100,043  17,370  196,968 

Debt securities:          
-  UK Government Gilts and Treasury Bills and 
Supranational Bonds 334,927  158,429  -  -  493,356 

-  Asset backed securities 16,328  -  -  -  16,328 

Derivatives held for risk management purposes -  689  4,182  3,297  8,168 

 351,255  238,673  104,225  20,667  714,820 

          
2013          

Cash and balances at central banks and Loans & 
advances to banks -  192,844  237,544  -  430,388 

Debt securities:          
-  UK Government Gilts and Treasury Bills and 
Supranational Bonds 144,794  133,015  -  -  277,809 

-  Asset backed securities 68,837  8,609  398  -  77,844 

Derivatives held for risk management purposes -  651  8,221  -  8,872 

 213,631  335,119  246,163  -  794,913 

 

As at 31 December 2014 and at 31 December 2013 none of the Treasury assets were past due or impaired. 

Credit ratings are based on the specific obligor the Group is exposed to. 

Cash placements 
Credit risk of Group and Treasury counterparties is controlled through the counterparty placements policy which 
limits the maximum exposure by entity where the Group can place cash deposits. All institutions need a 
sufficiently high long term and short term rating at inception. 

Gilts and supranational bonds 
As part of the liquidity buffer, the Group holds a portfolio of Gilts and Supranational Bonds. These instruments are 
AAA or AA+ to AA- rated, and typically carry sovereign risk.  

Asset backed securities 
The Group has a portfolio of asset backed securities (‘ABS’). The majority of these investments are in AAA or 
AA+ to AA- rated bonds secured on UK originated assets. All investments are in Sterling; no foreign currency 
bonds were bought. The portfolio has credit enhancement, providing principal protection against losses. 

Derivatives 
Credit risk on derivatives is controlled through a policy of only entering into contracts with a small number of UK 
credit institutions, with a credit rating of at least AA- at inception. Most derivative contracts are collateralised 
through the receipt/payment of daily cash margin calls to cover the mark to market asset/liability. 
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5.7. Credit risk concentration 
Concentration risk exists through having high or excessive exposures to a concentration of certain counterparties, 
regions or sectors. 

Concentration risks from lending activities are managed and controlled through the adoption of concentration 
limits tailored to each business area. Reported exposures against concentration limits are regularly monitored. 

Although there is diversification within the Group’s portfolios and operations, there are certain features of the 
Group’s activity which contain an element of concentration: 

• The Group operates across the whole of the UK and has a regionally diversified lending portfolio, with a 
larger proportion of balances in the more significant regional economies such as London, the South East 
and Manchester. As at 31 December 2014, approximately 40 per cent (2013: 38 per cent) of the Group’s 
lending was to the South East and Greater London, reflecting a concentration of the market in that region 
and historically higher asset value growth trends. 
 

• Notwithstanding the range of products offered, a significant proportion of the Group’s mortgage loans are 
residential and commercial buy-to-let mortgages. As at 31 December 2014, approximately 56 per cent 
(2013: 65 per cent) of mortgage loans were buy-to-let mortgages. 
 

• Notwithstanding the range of customer types, the Group has a sector focus on residential and real estate, 
renting and business activities. As at 31 December 2014, approximately 80 per cent (2013: 78 per cent) 
of the Group’s loans and advances were to customers within these two sectors. 

The Group only operates within the UK and limits its focus on certain sectors. These sectors have been targeted 
due to the Group’s expertise and/or the security and other risk mitigants available. 

Concentration risk of Treasury assets is managed and controlled through a counterparty placements policy. 

5.8. Past due and impaired assets 

Assets held at amortised cost 
The Group considers evidence of impairment of financial assets at both an individual asset and collective level. 

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

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

• A default position equivalent to 3 or more missed monthly repayments (or a quarterly payment which is 
over 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 are classified as in default when there is cessation of additional advances 

and/or when the facility is in collect-out; or 
• Where there is evidence of fraud. 

All financial assets that are not found to be individually impaired are collectively assessed for impairment by 
grouping together financial assets with similar risk characteristics. 

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 
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original effective interest rate (‘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 
expected loss. An emergence period is 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. 

In assessing the level of collective impairment provisions, the Group uses statistical modelling of historical trends 
of probability of default, the timing of recoveries and the amount of loss incurred, adjusted for management’s 
judgement as to whether current economic and credit conditions are such that actual losses are likely to be 
greater or less than suggested by historical trends. Default rates, loss rates and the expected timing of future 
recoveries are benchmarked against actual outcomes to ensure they remain appropriate. 

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. 

A write off is made when all or part of a financial asset is deemed uncollectible 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 the income 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 once they are received. Allowances for impairment losses are released at the point when it 
is deemed that, following a subsequent event, the risk has reduced such that an allowance is no longer required. 

The table below provides an analysis of the payment due status of gross loans and advances to customers and 
allowances for impairment losses as at 31 December 2014. For the purposes of these disclosures, an exposure is 
‘past due’ when a counterparty has failed to make a payment when contractually due. The amounts shown as 
past due represent the full amount of the loan outstanding, not just the amount that is past due. 

Table 13: Past due loans and allowance for impaired losses 

  
Residential 
Mortgages  

SME 
Commercial 

Mortgages  
Asset 

Finance  
Invoice 

Finance  Total 

31 December 2014 
 

£'000  £'000  £'000  £'000  £'000 

   
         

Neither past due nor individually impaired 
 

2,542,738  994,410  1,039,692  183,324 
 

4,760,164 
Past due but not individually impaired: 

 
       

 
 

-       Up to 2 months past due  15,107  8,978  5,904  -  29,989 
-       2 to 3 months past due  4,298  7,083  1,263  -  12,644 
Individually impaired: 

 
       

 
 

-       3 to 6 months past due  3,397  510  1,837  -  5,744 
-       6 to 12 months past due  923  2,891  370  3,225  7,409 
-       Over 12 months past due  1,683  2,891  407  2,707  7,688 

            
Gross loans & advances to customers 

  
2,568,146  1,016,763  1,049,473  189,256  4,823,638 

            
Allowance for impairment losses   3,247  5,472  5,175  8,680  22,574 
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Table 13: Past due loans and allowance for impaired losses (continued) 

           

  
Residential 
Mortgages  

SME 
Commercial 

Mortgages  
Asset 

Finance  
Invoice 

Finance  Total 

31 December 2013 
 

£'000  £'000  £'000  £'000  £'000 

   
         

Neither past due nor individually impaired 
 

1,654,324  
 

752,387 
 

715,971  
 

213,749  
 

3,336,431 
Past due but not individually impaired: 

   
   

 
   

-       Up to 2 months past due  19,239  3,222  4,857  -  27,318 
-       2 to 3 months past due  4,476  1,511  371  -  6,358 
Individually impaired: 

          -       3 to 6 months past due  2,758  2,417  1,424  -  6,599 
-       6 to 12 months past due  766  1,257  654  4,727  7,404 
-       Over 12 months past due  110  6,305  1,160  3,187  10,762 

            
Gross loans & advances to customers 

  
1,681,673  

 
767,099 

 
724,437  

 
221,663  

 
3,394,872 

            
Allowance for impairment losses   1,987  5,101  4,239  9,701  21,028 
            
            
 

The following table summarises the movement during the year in allowances for impairment losses: 

Table 14: Movements in allowance for impairment losses 

Allowance for impairment losses       

  
Individual 

 
Collective 

 
Total 

 
 

£’000 
 

£’000 
 

£’000 
       
Year ended 31 December 2014       
Balance as at 1 January 2014 

 
14,714  

 
6,314  

 
21,028  

Impairment loss for the year:       
Charge to the income statement 

 
6,373  

 
3,197 

 
9,570  

Unwind of discount 
 

(1,025) 
 

(984) 
 

(2,009) 
Write-offs net of recoveries  (6,015)  -  (6,015) 
       
Balance as at 31 December 2014 

 
14,047  

 
8,527  

 
22,574  

       
       
Year ended 31 December 2013       
Balance as at 1 January 2013  9,318  3,131  12,449 
Impairment loss for the year: 

 
   

 
 

Charge to the income statement 
 

7,689  3,779 
 

11,468 
Unwind of discount 

 
(361)  (596) 

 
(957) 

Write-offs net of recoveries  (1,932)  -  (1,932) 
       
Balance as at 31 December 2013 

 
14,714  6,314  21,028 

       
       
Further information on the charge to the income statement is included in Note 20 in the Annual Report and 
Accounts with more detailed analysis of credit risk on lending included in Note 41.  

As shown above in Section 5.4.2 ‘Geographic analysis of credit risk exposures’, the Group’s lending is virtually all 
within the UK. No analysis of past due and impaired assets on a geographical basis has therefore been disclosed. 
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Forbearance 
On occasion, borrowers experience financial difficulties which impact their ability to meet mortgage or SME 
finance obligations.  Management seeks to identify borrowers who are experiencing financial difficulties as well as 
contacting borrowers whose loans have gone into arrears, consulting with them in order to ascertain the reason 
for the difficulties, and to establish the best course of action that can be taken to bring the account up to date. In 
certain circumstances where the borrower is experiencing significant financial distress, management may use 
forbearance measures to assist them. These are all considered on a case-by-case basis and must be in the best 
interest of the customer. 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 any early stage. 

The most widely used methods of forbearance are 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. Temporary concessions are counted as forborne for three months following the end of the concession. 
Permanent concessions, such as permanent switches to interest only due to financial difficulties, are counted as 
forborne for 24 months following the concession.  

The Group’s total loan balances in forbearance decreased by 30 per cent from £12.1 million as at 31 December 
2013 to £8.5 million as at 31 December 2014. For further information on forbearance measures undertaken by the 
Group, see Note 41 to the Annual Report and Accounts. 

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 sale reserve in equity to the income 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 the income statement. 
Changes in impairment provisions attributable to the effective interest method are reflected as a component of 
interest income. 

If in a subsequent period the fair value of an impaired 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. 

As at 31 December 2014, no available for sale debt securities were past due or impaired. 

5.9. Credit risk mitigation 
The Group uses a wide range of techniques to reduce the credit risk of its lending. The most basic of these is 
performing an assessment of the ability of a borrower to service the proposed level of borrowing without distress. 
However, the risk can be further mitigated by obtaining security for the funds advanced. 

Residential Mortgages 
Residential property is the Group’s main source of collateral and means of mitigating credit risk inherent in its 
residential mortgage portfolio. All mortgage lending activities are supported by valuation reports produced by an 
experienced panel of qualified external valuers. The Group also offers mortgages via the Help to Buy scheme. 
This lending has an associated government guarantee which reduces the credit risk to the Group. 
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Loan-to-collateral value on indexed origination information on the Group’s residential mortgage portfolio is set out 
below: 

Table 15: Residential Mortgages – loan-to-collateral value 

   
2014 

 
2013 

 
   

£'000 
 

£'000 
       

100%+ 
 

9,167  39,122 
 95-100% 

 
82,454  26,378 

 90-95%  151,447  23,775  
85-90%  82,427  20,103  
80-85%  117,888  62,875  
75-80% 

 
219,839  225,890 

 70-75% 
 

370,024  421,991 
 60-70% 

 
770,682  486,067 

 50-60%  450,194  211,533  
0-50% 

 
310,777  161,952 

        
   2,564,899  1,679,686  

       

Capital repayment 
 

898,008 
 

425,316 
 Interest only 

 
1,666,891 

 
1,254,370  

        

   
2,564,899  1,679,686  

       
Average Loan-to-Value percentage - all residential mortgages 

 
66.84%  66.80%  

Average Loan-to-Value percentage - buy to let residential mortgages 
 

64.18%  68.19%  
 

Residential Mortgages at a Loan-to-Value of 90 per cent and above have increased as a result of the Group’s 
participation in the Help to Buy Scheme. 

SME Commercial Mortgages 
Commercial property is the Group’s main source of collateral and means of mitigating credit risk inherent in its 
commercial portfolios. Properties are individually valued and a detailed report produced to ensure the property 
represents suitable security. Consideration is given to whether the property has an alternate use and/or can be 
disposed of within a reasonable period in the event of default, where the asset acting as security has to be 
recovered and sold. Valuations are performed by qualified external surveyors. The valuation reports also provide 
commentary on the tenancy/letting of properties where the commercial mortgages are connected to an 
investment property transaction. In-house valuation experts approve the panel of qualified external valuers and 
perform ongoing quality monitoring. 

Affordability assessments are performed on all loans and other forms of security are often obtained, such as a 
personal guarantee. 
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Loan-to-collateral value on indexed origination information on the Group’s commercial mortgage portfolio is set 
out below: 

Table 16: SME Commercial Mortgages – loan-to-collateral value 

   
2014 

 
2013 

 
   

£'000 
 

£'000 
       

100%+ 
 

-  - 
 95-100% 

 
-  - 

 90-95%  -  -  
85-90%  209  566  
80-85%  2,113  812  
75-80% 

 
26,522  21,515 

 70-75% 
 

73,065  42,474 
 60-70% 

 
204,627  215,914 

 50-60%  252,420  264,764  
0-50% 

 
452,335  215,953 

        
   1,011,291  761,998  
       

Capital repayment 
 

478,760 
 

380,760 
 Interest only 

 
532,531 

 
381,238  

        

   
1,011,291  761,998  

       
Average Loan-to-Value percentage - all commercial mortgages 

 
52.23%  56.82%  

Average Loan-to-Value percentage - buy to let commercial mortgages 
 

55.73%  60.72%  
 

2013 comparatives have been re-presented with a revised split between the LTV bandings. 

Invoice Finance 
In respect of invoice finance, collateral is provided by the underlying receivables (e.g. trade invoices). As at 31 
December 2014, the average advance rate against the fair value of sales ledger balances which have been 
assigned to the Group, net of amounts considered to be irrecoverable, is 68.04 per cent (31 December 2013: 
69.34 per cent). 

In addition to the value of the underlying sales ledger balances, the Group will, wherever possible, obtain 
additional security before offering invoice finance facilities to a client. These 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. These additional forms of security are impracticable to 
value given their nature. 

Asset Finance 
In respect of asset finance, collateral is provided by the Group’s rights and/or title to the underlying leased assets, 
which the Group is able to repossess in the event of default. Where appropriate, the Group will also obtain 
additional security, such as parent company or personal guarantees. Asset finance also undertakes a small 
volume of unsecured lending where it has obtained an understanding of the ability of the borrower’s business to 
generate cash flows to service and repay the facilities provided. As at 31 December 2014 the total amount of 
such unsecured lending was £17.4m. 
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Treasury 
Collateral held as security for Treasury assets is determined by the nature of the instrument. Loans, debt 
securities and treasury bills are generally unsecured. Asset backed securities, covered bonds and similar 
instruments are secured by pools of financial assets. 

It is the Group’s 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 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 the Group has a net asset position valued at current market values, in 
respect of its derivatives with a counterparty, then that counterparty will place collateral, usually cash, with the 
Group in order to cover the position.  Similarly, the Group will place collateral, usually cash, with the counterparty 
where it has a net liability position. As at 31 December 2014 the Group had received £1.1 million (2013: £1.7 
million) of cash collateral from derivative counterparties. 

Guarantees 
Guarantees are a form of unfunded credit protection that can be used by the Group to reduce its exposure to 
credit risk. The receipt of a guarantee is treated as a credit substitution and enables credit exposure to be 
transferred to the guarantor. 

As at 31 December 2014, the Group held two bonds issued by third party financial institutions under the UK 
Government’s National Loan Guarantee Scheme totalling £20.3 million, reducing the Group’s exposure to the 
Institutions exposure class from £29.2 million to £8.9 million, as shown in Table 7. No guarantees for the 
purposes of credit risk mitigation were received against other exposure classes. 

5.10. Counterparty credit risk 
The Group enters into derivative transactions only for the purpose of reducing exposures to fluctuations in interest 
rates, exchange rates and market indices; they are not used for proprietary trading purposes.  

Counterparty credit risk is the risk that a counterparty to a derivative instrument to which the Group has an 
exposure could default. The risk is mitigated by offsetting the amounts due to the same counterparties (‘netting 
benefits’) and by cash or non-cash collateral deposited by certain of the counterparties (‘collateral held’). 

The Group calculates counterparty credit risk exposures using the mark-to-market method. Exposure is 
calculated as the positive mark-to-market value of outstanding contracts plus an additional potential future credit 
exposure that varies according to the transaction.  
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The following table shows the exposures to counterparty credit risk for derivative contracts at 31 December 2014: 

Table 17: Net exposures to counterparty credit risk for derivative contracts 

 
 2014  2013 

 
 £’000  £’000 

     
Interest rate contracts  7,707   8,484 
Equity index contracts  408  354 
Foreign exchange contracts  53  34 
     
Gross positive fair value of contracts  8,168   8,872 

Less: netting benefits(1)  (2,220)  (2,702) 
     
Netted current credit exposure  5,948   6,170 
Less: collateral held  (1,100)  (1,675) 
     
Net derivative credit exposure  4,848   4,495 
     
 
(1) Netting benefits shown are after the inclusion of potential future credit exposures. 

The net derivatives credit exposure represents the credit exposure to derivative transactions after taking account 
of legally enforceable netting agreements and collateral arrangements, and after including potential future credit 
exposures as required in the calculation of exposure. 

As at 31 December 2014, the Group had no public credit rating and no exposure to credit derivatives. 

Counterparty credit limits are established for authorised counterparties and are updated on a periodic basis to 
take account of any ratings migration and the Group’s assessment of the credit risk for the institution. The 
maximum exposure limit is set at 25 per cent of the Group’s capital resources, although each counterparty is 
assessed on individual merit. Any exposure to central banks, multilateral development banks, other public sector 
institutions and other entities which carry 0 per cent risk weighting as per the Standardised Approach, are exempt 
from the counterparty and exposure limits. The exposure limit for each institution is maintained in an Authorised 
Counterparties List which is reviewed at least annually or more frequently should a change in ratings occur. 

Wrong way risk is defined as the risk that occurs when exposure to a counterparty is adversely correlated with the 
credit quality of that counterparty (i.e. the size of the exposure increases at the same time as the risk of the 
counterparty being unable to meet that obligation increases). As the Group primarily enters into interest rate and 
basis swap contracts, it had very limited exposure to wrong way risk as at 31 December 2014. 
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6. Liquidity risk 
Liquidity risk is the risk that the Group is not able to meet its financial obligations as they fall due, or can do so 
only at excessive cost.  The risk can arise because: 

• The Group has insufficient funds to pay the amounts that it owes (either to depositors or creditors); 
• The Group has sufficient funds but they are not readily accessible; or 
• The Group’s credit rating, asset quality or reputation deteriorates to such an extent that it is prevented 

from refinancing its borrowings on maturity. 

To protect the Group and its depositors against liquidity risks, the Group maintains a liquidity buffer which is 
based on the Group’s liquidity needs under stressed conditions. The liquidity buffer is monitored on a weekly 
basis to ensure there are sufficient liquid assets at all times to cover cash flow movements and fluctuations in 
funding and to enable the Group to meet all financial obligations and to support anticipated asset growth.  

Liquidity risk is specifically assessed through the Individual Liquidity Adequacy Assessment (‘ILAA’), which is 
approved by the Board. Through the ILAA process, the Group has assessed the level of liquidity necessary to 
prudently cover systemic and idiosyncratic risks and the ILAA process determines the appropriate liquidity buffer, 
taking into account the specific nature of the deposit base.  

The ILAA requires the Group to consider all material liquidity risks in detail and the ILAA has documented the 
Group’s analysis of each key liquidity risk driver and set a liquidity risk appetite against each of these drivers. 
Liquidity risks are specifically considered by the ALCO each month.  

Based on the business model of funding primarily via retail and SME deposits, the board has set a liquidity risk 
appetite which it considers to be appropriate to provide it with the assurance that the relevant liquidity risk drivers 
should be considered and appropriately stressed and that the Group is able to meet liabilities beyond the targeted 
survival period. 

The Group’s liquidity buffer (aligned with the definition of liquid asset buffer in CRD IV) is categorised as primary 
liquidity. The Group also holds other liquid assets, including unencumbered cash and covered bonds, that meet 
the definition of secondary liquidity. Together, these assets comprise the Group’s liquidity portfolio as shown 
below. 

Table 18: Liquidity portfolio 

   

 31 December 
2014 

 31 December 
2013 

   

 £'000  £'000 

Bank of England reserve account and unencumbered cash and 
bank balances 

 
104,216 

 
390,369  

UK Gilts and Treasury Bills and Supranational Bonds 

 

 486,225  275,817 

Treasury bills held under the FLS scheme   179,608  99,784 

Covered Bonds 

 

 4,005  -  

Total liquidity buffer 

 

 774,054  765,970 

of which: primary liquidity   739,468  564,616 

of which: secondary liquidity   34,586  201,354 

Average liquidity buffer  
 

824,920 
 

554,284 

Total liquidity buffer as a % of funding liabilities   14.87%  19.56% 
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Primary liquidity has increased by £174.9 million, or 31 per cent, to £739.5 million as at 31 December 2014, as a 
result of an increase in the amount of highly liquid gilts, treasury bills and supranational bonds held by the Group. 
This increase is partially offset by a decrease in secondary liquidity of £166.8 million, or 83 per cent, to £34.6 
million. 

6.1. Liquidity ratios 
CRR provided for two new liquidity safeguards. The Liquidity Coverage Ratio (‘LCR’) aims to improve the 
resilience of banks to liquidity risks over a 30 day period. The Net Stable Funding Ratio (‘NSFR’) aims to ensure 
that banks have an acceptable amount of stable funding to support their assets over a one year period of 
extended stress. 

Liquidity coverage ratio 
In January 2014, the Basel Committee on Banking Supervision (‘BCBS’) issued its revised draft guidance for 
calculating the LCR, which came into force from 1 January 2015 on a phased basis. The detailed rules for the 
calculation of the LCR are set out in the Liquidity Coverage Requirements Delegated Act, which was adopted by 
the European Union in October 2014 and will be directly applicable in the United Kingdom from 1 October 2015, 
as well as PRA rules and supervisory statements on CRD IV Liquidity. 

Under the finalised rules, the LCR is calculated as: 

High Quality Liquid Assets 

Cash outflows – capped cash inflows 

High Quality Liquid Assets, cash outflows and capped cash inflows are defined in the Liquidity Coverage 
Requirements Delegated Act. 

Based on these rules, the Group’s LCR as at 31 December 2014 was 270 per cent. This is in excess of the 
minimum standard of 60 per cent set out in the delegated act, effective from 1 October 2015.  

The PRA issued a consultation paper in November 2014 which proposes a minimum LCR requirement of 80 per 
cent, applicable in the UK from 1 October 2015. This would then increase to 100 per cent from 1 January 2018 on 
a phased basis. These requirements are subject to finalisation of the consultation period and adoption of the 
finalised rules; however, the Group’s LCR at 31 December 2014 is already in excess of the proposed 
requirements. 

Net stable funding ratio 
The BCBS published the final standard on the calculation of the NSFR in October 2014 and is currently 
developing disclosure standards which it published for consultation in December 2014. The NSFR is expected to 
be implemented at a minimum of 100 per cent from January 2018.  

Based on the final standard, the Group’s NSFR as at 31 December 2014 was 132 per cent, in excess of the 
minimum level that will apply from 2018. 
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6.2. Liquidity risk drivers 
This section provides an overview of the Group’s key liquidity risk drivers. 

Deposit funding risk  
The deposit funding risk is the primary liquidity risk driver for the Group and this could occur if there was a 
concern by depositors over the current or future creditworthiness of the Group. Although the Group seeks to 
operate in such a way as to protect depositors, an extremely high proportion of deposits are protected by the 
government’s Financial Services Compensation Scheme (‘FSCS’). The FSCS provides £85,000 of protection to 
depositors. 

Wholesale funding 
The Group mainly finances its operations through retail and SME deposit taking. It does not have long term 
wholesale funding lines in place with the exception of drawings under the Funding for Lending Scheme, repo 
facilities to help manage liquid assets, and debt securities issued by the Group’s securitisation vehicle in April 
2014. The Group does have relationship banking facilities in place which are used to hedge against currency and 
interest rate exposures as well as repo facilities for short term liquidity management. 

Further details of the Group’s securitisation vehicle and participation in the Funding for Lending Scheme are 
included in Sections 11 and 12 of this document, respectively.  

Payments systems 
The Group does not form part of the UK payment system. However, in the event there are problems with one of 
the payment systems, the Group has access to other facilities with which to make payments if needed.  

Pipeline loan commitments 
The Group needs to maintain liquidity to cover the outstanding pipeline of loan offers. Although certain pipeline 
offers may not be legally binding, the failure to adhere to an expression of intent to finance a loan contract brings 
reputational risk, therefore liquidity is held for such pipeline offers.  

Cash collateral requirements 
The swap Credit Support Annex (‘CSA’) agreement requires the Group or a swap counterparty to hold cash in a 
deposit account, depending on whether the swap is in or out of the money. As the Group is unrated, the swap 
agreements are not credit rating sensitive in relation to the Group, which removes the impact from a downgrade 
risk. 

Contingency funding plan 
As a regulated firm, the Group is required to maintain a Contingency Funding Plan (‘CFP’). The plan (which is 
now part of the Group’s Recovery and Resolution Plan (‘RRP’)) involves a two stage process, covering 
preventative measures and corrective measures to be invoked when there is a potential or actual risk to the 
Group’s liquidity or capital position. The CFP/RRP provides a plan for managing a liquidity or capital situation or 
crisis within the Group, caused by internal events, external events or a combination thereof. The plan outlines 
what actions the Group could take to ensure it complies with the liquidity adequacy rules, maintains sufficient 
capital and operates within its risk appetite and limits, as set and approved by the Board. 
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6.3. Asset encumbrance 
The tables below show disclosure of the Group’s encumbered and unencumbered assets as at 31 December 
2014 based on the requirement in CRD IV and the related guidance issued by the European Banking Authority in 
June 2014. 

The Group has taken advantage of the waiver provided by the PRA in Supervisory Statement SS11/14 and has 
therefore not included the disclosure in respect of collateral received as set out in Template B of the EBA 
guidance. 

Table 19: Template A – Assets 

 
  

Carrying 
amount of 

encumbered 
assets  

Fair value of 
encumbered 

assets  

Carrying 
amount of 

unencumbered 
assets  

Fair value of 
unencumbered 

assets 
 

  £'000  £'000  £'000  £'000 
          
010 Assets of the reporting institution  1,082,999     4,482,244    
030 Equity instruments  -   -   -   -  
040 Debt securities  -   -   509,684   509,684  
120 Other assets  -     59,321    

 

Table 20: Template C – Encumbered assets/collateral received and associated liabilities 

 

 

 

Matching liabilities, 
contingent liabilities 

or securities lent 

 Assets, collateral 
received and own 

debt securities issued 
other than covered bonds 

and ABSs encumbered 
 

  
£'000  £'000 

      
010 Carrying amount of selected financial liabilities 

 
357,369   538,162  

 

Template D – Information on importance of encumbrance  

The Group reviews all assets against the criteria of being able to finance them in a secured form (encumbrance) 
but certain asset types lend themselves more readily to encumbrance. The typical characteristics that support 
encumbrance are an ability to pledge those assets to another counterparty or entity through operation of law 
without necessarily requiring prior notification, homogeneity, predictable and measurable cash flows, and a 
consistent and uniform underwriting and collection process. Retail assets including residential mortgages and 
personal loans display many of these features. 

From time to time the Group encumbers assets to serve as collateral to support certain wholesale funding 
initiatives. The principal forms of encumbrance used by the Group are own asset securitisations and securities 
repurchase agreements. The Group holds encumbered assets in the form of a reserve bank account with the 
Bank of England, loans and advances to customers secured within the Group’s securitisation vehicle and 
prepositioned under the Funding for Lending Scheme, and cash collateral received in relation to derivative 
transactions.  
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7. Market and interest rate risk 
Market risk is the risk that the value of, or net income arising from, the Group's assets and liabilities changes as a 
result of changes to market forces, in particular interest rates, exchange rates or equity prices. The main market 
risk faced by the Group is interest rate risk. 

7.1. Interest rate risk 
Interest rate risk is the risk of loss through mismatched asset and liability positions sensitive to changes in interest 
rates. 

7.1.1. Management of interest rate risk 
Interest rate risk primarily arises from retail and commercial assets and liabilities, liquidity holdings, funding 
through the Funding for Lending Scheme, debt securities issued by the Group securitisation vehicle and 
subordinated notes.  

The Group aims to minimise interest rate risk and has a policy to ensure at least 95 per cent of its assets are 
matched with liabilities of a comparable interest rate. 

Interest rate risk is monitored by the Asset and Liability Management (‘ALM’) function and reported to ALCO on a 
monthly basis. 

Interest rate risk consists of asset-liability gap risk and basis risk. 

7.1.2. Asset-liability gap risk 
Where possible the Group seeks to match the interest rate structure of assets with liabilities, creating a natural 
hedge. Where this is not possible the Group will enter into interest rate swap transactions to convert the fixed rate 
exposures on loans and advances, customer deposits and available for sale securities into variable three month 
LIBOR liabilities.  

Given timing differences and the price of hedging small gaps, it is not cost effective to have an absolute match of 
variable rate assets and liabilities. The risk exposure of the overall asset-liability interest rate profile is monitored 
against approved limits using two main measures: 

• Changes to economic value of the balance sheet as a result of 2 per cent shift in the interest yield curve; 
and 

• Simulated Value at Risk (‘VaR’). 

For each period the risk measures reported were as follows (note: potential losses are shown as negative 
numbers): 

Table 21: Reported risk measures 

   

31 December 
2014 

 

31 December 
2013 

   
£'000 

 
£'000 

2 per cent shift up of the yield curve: 
 

 
  As at period ended  (323)  (1,459) 

Average of month end positions reported to ALCO 
 

(2,274) 
 

(1,463) 
     
2 per cent shift down of the yield curve: 

 
 

  As at period ended 
 

(1,086) 
 

3,206  
Average of month end positions reported to ALCO 

 
2,490 

 
1,722  

     
Simulated VaR: 

 
 

  As at period ended 
 

(3,687) 
 

1,106  
Average of month end positions reported to ALCO 

 
(1,966) 

 
1,652  
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Simulated VaR measures the monthly maximum potential gain or loss in the net fair value of interest bearing 
assets and liabilities due to market volatility within a statistical confidence level of 99 per cent. The VaR 
methodology employed is a Monte Carlo simulation based on 30 day average movements in LIBOR. The VaR 
methodology has inherent limitations in that market volatility in the past may not be a reliable predictor of the 
future, and may not reflect the time required to hedge or dispose of the position, hence VaR is not used as the 
sole measure of risk. The risk measures above are based on the Group’s interest bearing assets and liabilities, 
including the contingent convertible securities. 

7.1.3. Basis risk 
Basis risk is where there is a mismatch in the interest rate reference base for assets and liabilities. When the 
Group enters into derivative contracts to swap fixed rate assets and liabilities into variable rate liabilities, the 
reference base is usually three month LIBOR. Certain lending products have interest rates which are based on 
the prevailing Bank of England Base Rate (‘BBR’) and this different basis reference can lead to basis risk.  

The Group has a basis risk policy in place which places limits on the net mismatch between base rate-linked 
assets and liabilities, and seeks to manage the overall level of basis risk exposure by entering into basis swap 
agreements.  As at 31 December 2014 the amount of the basis risk sensitivity measure, as described above, was 
£480,000 (2013: £260,000). 

7.2. Other market risks 
The Group does not carry out proprietary trading or hold any positions in assets or equity which are actively 
traded. 

The Group does, however, hold a portfolio of asset backed securities and a portfolio of liquid assets (primary UK 
Gilts, Treasury bills and Supranational Bonds) which are used for liquidity buffer purposes. Further information on 
the Group’s liquidity buffer is provided in Section 6.  

The interest rate risk on these liquid assets is considered as part of the asset-liability gap risk described above. 
The instruments are also exposed to other forms of market risk e.g. credit spread risk. Prices are monitored on a 
day to day basis to ensure that the Group is aware of any material diminution in value. Formal monthly prices are 
subject to independent review and are reported to ALCO. The Group has repo facilities in place which will be 
used in the first instance to obtain liquidity when necessary, which will avoid the need to sell the liquidity buffer 
assets and so crystallise any price gain or loss due to market price movements. 

7.3. Hedge accounting 
Further information on the Group’s mitigation of risk through the use of hedge accounting is included in Note 41 to 
the Annual Report and Accounts.  
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8. Operational risk 
Operational risk is the risk of financial loss and/or reputational damage resulting from inadequate or failed internal 
processes, people and systems or from external events including financial crime. This risk includes IT, information 
security, project, outsourcing, tax, legal, fraud and compliance risks. 

8.1. Management of operational risk 
The Group aims to maintain robust operational systems and controls and seeks to operate within a defined level 
of operational risk. The operational risk appetite considers risk events, the assessment of internal controls as well 
as holding additional capital for certain operational risks. 

As part of the operational risk management process, the Group has an Operational Risk Policy, and undertakes a 
Risk & Control Self-Assessment process across the Group, and has business continuity plans in place. The 
Group uses an Enterprise Risk Management system to support the recording of risks and controls as well as 
monitoring operational risks and risk events. 

Through the establishment of, and investment in, sound systems, controls and audit functions, the Group aims to 
minimise operational failures. Operational risk is reviewed by the Operating Committee, which meets monthly to 
ensure that a quality and robust IT, operations and compliance service is delivered at all times and is capable of 
supporting the changing business requirements of the Group. It has responsibility for monitoring all the key 
operational risks facing the organisation, including compliance and operational risks. The Operating Committee 
provides a monthly report to the Executive Committee on operational risk matters. 

The Group has placed emphasis on ensuring that the IT infrastructure, performance, resilience, and security meet 
the on-going needs of the business. In particular significant investment in cyber risk controls to ensure that the 
Group maintains appropriate levels of controls to counter the increasing threat of cyber-crime across the banking 
and financial services industries. 

The Group currently has a significant change agenda which includes the concurrent running of numerous 
projects. These projects include IT based projects designed to ensure that the Group’s infrastructure remains 
modern and scalable, to support the Group’s growth strategy. Therefore the Group is exposed to execution risk 
on these projects. 

8.2. Operational risk capital calculation approach  
The operational risk charge for the Group under Pillar 1 is calculated using the Basic Indicator Approach, whereby 
a 15 per cent multiplier is applied to the 3 year historical average net interest and fee income. The capital 
requirement calculated under this approach at 31 December 2014 was £10.0 million (2013: £6.5 million). The 
capital charge is included in Table 6. 

The table below shows movements in RWAs for operational risk (as shown in Table 2) from 31 December 2013 to 
31 December 2014. 

Table 22: Operational risk RWAs flow statement 

 
 Group 

Operational risk RWAs  £’000 
   
As at 1 January 2014  81,038 
   
Revenue generation  44,051 

As at 31 December 2014 
 

125,089 
   
The increase in RWAs for operational risk is due to the increase in revenue generated by the Group over the last 
three years compared to the three years prior to 31 December 2013. 
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9. Conduct risk 
Conduct risk is the risk of detriment caused to the Group`s customers due to the inappropriate execution of its 
business activities and processes. The Group extends the definition of ‘customer’ to include both retail and SME 
commercial customers (but excludes intermediaries and other third parties) across all business segments, 
including both regulated and non-regulated activities, thereby applying its conduct risk policies to all lending and 
deposit-taking activities.  

The Group has a zero appetite for systemic unfair outcomes, which may result in significant detriment to the 
Group’s customers. Systemic unfair outcomes may arise from poor product design, poor sale processes or 
unacceptable operational practices which risk repeated or continual outcomes which are detrimental to 
customers. 

However, occasional failures in operational processes may occur, for example administration and processing 
errors or interruptions to IT systems. These occasional events may have an impact on customers, leading to 
customer detriment. The Group has set a tolerance around the detriment caused through such non-systemic 
process failings. 

The risk is that customers can suffer detriment due to actions, processes or products which originate from within 
the Group. Conduct risk can arise through the design of products that do not meet customers’ needs, mishandling 
complaints where the Group has behaved inappropriately towards its customers, inappropriate sale processes 
and exhibiting behaviour that does not meet market or regulatory standards.  

Customer detriment could affect the Group’s reputation, lead to loss of market share due to damage to 
Aldermore’s brand, may lead to customer redress payments and could lead to regulatory action and censure. 

The Group mitigates conduct risk by monitoring various operational metrics and by tracking activities which affect 
customers, monitoring customer complaints, implementing process improvements and adhering to service 
standards. The conduct risk metrics (which include among others, staff performance levels, training, customer 
feedback and complaints, product retention rates and cancellations, arrears levels and customer service 
standards) vary across the business lines and consist of individual business line conduct risk KPIs, the sum of 
which is measured against the risk appetite. 

Conduct risk metrics and KPIs are in place to evidence fair outcomes, identify any emerging issues and document 
remedial actions. Each customer-facing area is responsible for implementing controls designed to manage and 
report on conduct risk, which includes understanding how customer detriment may occur, how it is identified and 
how it is prevented going forward. Conduct risk is monitored by the Product Committees. 
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10. Strategic risk 
Strategic risk is the risk which can affect the Group’s ability to achieve its corporate and strategic objectives. 

Strategic risk is particularly important as the Group continues its growth strategy. The Group seeks to mitigate 
strategic risk by focusing on a sustainable business model which is aligned to the Group’s business strategy. 

Strategic risk can arise as a result of both internal and external factors. The Group seeks to identify and mitigate 
the individual components of strategic risk through the application of the Risk Management Framework. 

The Group’s strategic direction and performance is impacted by external factors (that are similar to those 
impacting other financial institutions) and internal operational factors. 

External factors 
External factors include uncertainty around future interest rate movements and increased competition, especially 
from new entrants to the market, which may challenge product and pricing margins. The Group closely monitors 
competitor activity, pricing, and customer behaviour and feedback and reflects this in pricing and marketing plans. 

As with other financial institutions, the Group is also affected by the level of litigation activity environment. 
However, the Group has not sold any Payment Protection Insurance (‘PPI’) products and only provides advice to 
retail mortgage customers on a limited basis. The Group does not currently operate in the retail lending space of 
unsecured personal loans, credit cards or current accounts. 

As a regulated business, the Group must also comply with the complex and changing regulatory environment. 
Prudential and conduct regulation continues to evolve and the Group maintains regulatory monitoring activity to 
understand future requirements and how this may affect the Group. To comply with current prudential regulatory 
requirements, the Group maintains adequate capital and liquidity resources to satisfy these requirements at all 
times. Notwithstanding, the Group’s borrowing costs and capital requirements could be affected by future 
prudential regulatory developments. 

There remains a keen focus on capital management to ensure that the Group has an appropriate capital structure 
in place to support the Group’s growth strategy. 

The Group has a zero risk appetite for material regulatory breaches. To ensure compliance with regulatory 
requirements, the Group has policies, processes and standards which provide the framework for business 
activities and staff to operate to which are in accordance with the laws, regulations and voluntary codes which 
apply to the Group and its activities. Compliance with regulation incurs significant costs which are factored into 
the operational cost and are considered in relation to the specific products and services that the Group offers. 

Internal factors 
Internal factors which impact strategic risk include the adequacy of IT systems, data security, project 
management, supplier and outsourcing arrangements and from internal and third party fraud and compliance 
failings. As the Group grows it continues to monitor the adequacy and ability of its third party suppliers to support 
the Group, now and in the future and where necessary will seek alternative arrangements. 

The Group’s distribution strategy involves the use of intermediaries based in the UK. As a result of this strategy, 
the Group is exposed to the risk inherent in relying on third parties to sell and promote products. There is a risk 
that intermediaries act inappropriately or fail to adhere to applicable conduct regulations or standards in the sale 
of the Group’s loan products, which could harm the Group’s brand and/or reputation. Other risks include that the 
Group may fail to develop products that are attractive to intermediaries or otherwise not succeed in developing 
relationships with intermediaries and could therefore lose the service of intermediaries.  



Aldermore Group PLC – Pillar 3 Disclosures 31 December 2014 
 

54 
 

 

 

  
 

11. Securitisation 

11.1. Objectives in relation to securitisation 
Securitisation uses a pool of assets, usually loans, to back the issue of securities by securitisation vehicles, 
allowing the credit rating of the securities to be kept separate from the credit rating of the originating company. 
The principal objective of securitisation is to provide funding diversification. In addition, it can also reduce the cost 
of funding for participating companies. 

11.2. Issued and retained securitisation positions 
In April 2014, the Group launched its debut issuance of listed residential mortgage backed securities to the value 
of £372.2 million under the name of Oak No.1 PLC. As part of the issuance, the Bank retained securities totalling 
£38.9 million. As part of the securitisation transaction, the Bank transferred the beneficial rights to a portfolio of 
residential mortgages to Oak No.1 PLC, a vehicle created for the securitisation transaction. Oak No.1 PLC then 
issued a series of securities backed by the mortgage assets that it acquired, comprising Class A Notes traded on 
the Irish Stock Exchange and a Class Z Variable Funding Note (‘VFN’) which is held by the Bank. The Class A 
Notes were rated as Aaa by Moody’s and AAA by Standard & Poor’s, whereas the Class Z VFN was unrated. 
There have been no changes to the ratings assigned to the notes since the date of issue. 

Oak No.1 PLC is wholly owned by Oak No.1 Mortgage Holdings Limited, which operates as a holding company. 
SFM Corporate Services Limited in turn holds the entire share capital of Oak No.1 Mortgage Holdings Limited 
under the terms of a discretionary trust. 

Control over an entity is achieved when the Company has power over the investee, is exposed, or has rights, to 
variable returns from its involvement with the investee, and has the ability to use its power to affect its returns. 
The securitisation vehicle is fully consolidated into the Group’s accounts as the Group has control on this basis. 

The Bank has retained the VFN issued by Oak No.1 PLC. The ratings assigned to the notes are as follows: 

Table 23: Retained securitisation positions 
 

Issuer Notes 
31 December 2014 

£’000 Moody’s Standard & Poor’s 
     
Oak No.1 PLC Class Z VFN 32,650 Not rated Not rated 

 

No securitisation activity was undertaken by the Group during the year ended 31 December 2013. 

The Group does not enter into synthetic securitisations. 

External Credit Assessment Institutions used for securitisations 
The Group utilised the services of the recognised External Credit Assessment Institutions (‘ECAIs’) Moody’s and 
Standard & Poor’s to rate the securitisation transaction in issue. The ratings assigned assess the ability of the 
structure to allow for the timely payment of interest and the ultimate payment of principal of each of the rated 
notes. As part of the ratings process each of the agencies is committed to ongoing transaction monitoring to 
ensure that, in their view, the assigned ratings remain an appropriate reflection of the issued notes' credit risk. 
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Roles played by the Group in the securitisation process 
 
The Bank is the originating entity and is the sole administrator in relation to the securitised loans. The Bank has 
continued to service the loans on the same basis as non-securitised loans and also acts as cash manager for the 
transaction. The Bank provides a basis swap to Oak No.1 PLC to hedge against the possible variance between 
the standard variable rates of interest received on the mortgages in the loan portfolio and three month LIBOR. 
Although services of investment banks and legal advisers were utilised in originating new transactions, the 
management of existing securitisations is undertaken by the Group. 

The Group is under no obligation to support any losses that may be incurred by the securitisation transactions or 
holders of the notes issued and do not intend to provide such further support. The parties holding the notes in 
issue are only entitled to obtain payment of the principal and interest to the extent that the resources of the Oak 
securitisation transaction are sufficient to support such payment and the holders of the notes have agreed not to 
seek recourse in any other form. 

Risks inherent in issued and retained securitisation positions 
The principal risks that are inherent in securitised mortgage assets are: 

• Credit risk; 
• Market risk; and 
• Liquidity risk. 

As a result of retaining securities (see Table 23 above), the Group retains some of its exposure to credit risk and 
market risk for the securitised mortgage assets. 

The processes undertaken by the Group to monitor changes in the credit risk of securitised assets are consistent 
with those described for non-securitised assets in Section 5 of this document. 

In order to mitigate the interest rate risk to which the securitised assets are exposed, the Bank entered into 
interest rate swap agreements with Oak No.1 PLC, paying a rate of interest based on the securitised mortgages 
and receiving a rate inherent in the debt issuances. The internal derivatives are carried at fair value with 
movements in fair values recorded in the income statement. Cash flows arising from these internal derivatives are 
accounted for on an accruals basis. 

Further information on the management of liquidity risk is included in Section 6 of this document.  

Calculating risk weighted exposure amounts 
As the Group’s securitisations have not been undertaken in order to obtain a capital benefit, the Group does not 
exclude securitised exposures from its calculation of risk weighted exposures. Risk weighted exposures at 31 
December 2014 for issued and retained securitised assets are calculated within the capital calculation of the 
overall mortgage portfolio, using the Standardised Approach. 

Accounting policies for securitisation activities 
Securitisation is a means used by the Group to fund an element of its mortgage portfolio. The Group has 
securitised certain loans and advances to customers by the transfer of the beneficial interest in such loans to 
securitisation vehicles. The securitisation enabled the subsequent issue of debt securities by a securitisation 
vehicle to investors 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 the risks and rewards from the assets. 

Debt securities in issue are classified as financial liabilities as the contractual arrangements result in the Group 
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having an obligation to deliver cash to the security holder. 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. 

The Group enters into derivative transactions only for the purpose of reducing exposures to fluctuations in interest 
rates, exchange rates 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 a risk 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 there is 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 collateral is given, to 
mitigate the risk inherent in amounts due from the Group, it is included as an asset in ‘Loans and advances to 
banks’. 

Exposures securitised by the Group 
As the securitised mortgage assets are retained on the Group’s statement of financial position, the Group records 
exposures in relation to the securitised assets. 

The table below shows the book value of exposures included in the securitisation transaction, the amount of 
impaired and past due exposures securitised, and the losses incurred by the Group during the year ended 31 
December 2014. As the Group had not entered into any securitisation transactions prior to the current year, no 
comparatives are presented below. 

 
Table 24: Impaired and past due exposures securitised 
 
2014 Carrying value per 

statement of 
financial positon  

Impaired and 
past due  

Losses 
recognised 

 £’000  £’000  £’000 
      
Residential mortgages 293,110  532  - 
      
 
As at 31 December 2014 the total outstanding externally issued securitisation debt was £279.1 million (2013: 
£nil). 

As at 31 December 2014 the total value of outstanding retained securities was £32.7 million (2013: £nil), as 
detailed in Table 23 above. 

As at 31 December 2014 there were no assets awaiting securitisation (2013: £nil). 

11.3. Purchased securitisation positions 
The purchase of securities provides the Group with a diversified source of investment income. Investment is 
undertaken within a clearly defined credit risk policy. The Group employs a ratings-based approach for calculating 
risk weighted exposure on its securitisation portfolio. The total Group exposure to purchased securitisation 
positions at 31 December 2014 was £16.3 million by market value with mortgage-backed securities accounting for 
the entirety of this exposure. Since December 2013 the Group has selectively acquired and disposed of positions 
in securitisations, primarily senior tranches of Residential Mortgage Backed Securities (‘RMBS’). This 
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deleveraging accounts for the reduction shown in Table 25 below. 

The aggregate fair values are based on current quoted bid prices in active markets for identical assets that the 
Group can access at the reporting date. For those notes 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. The following table shows the 
breakdown of these exposures split by credit quality steps with indicative external credit assessment ratings: 

Table 25: Aggregate exposure to purchased securitisation positions 
 
   Ratings   
Credit 
quality step 

Risk 
weights  S&P  Moody’s 

 
Fitch 

 
Exposure values 

         2014  2013 
 %        £’000  £’000 
            

1 20  AAA to AA-   Aaa to Aa3  AAA to AA-  16,345  76,234 
2 50  A+ to A-  A1 to A3  A+ to A-  -  398 
3 100  BBB+ to BBB-  Baa1 to Baa3  BBB+ to BBB-  -  - 
4 350  BB+ to BB-  Ba1 to Ba3  BB+ to BB-  -  - 
5 1,250  B+ and below  B1 and below  B+ and below  -  - 
            

Total         16,345  76,632 

 

No purchased re-securitisation positions were held by the Group at 31 December 2014 or 31 December 2013. 

The following table shows the breakdown of purchased positions by exposure type: 

 
Table 26: Aggregate amount of purchased securitisation positions by exposure type 
 

 
2014  2013 

 
£'000  £'000 

    
Residential mortgages 16,345   73,583  
Commercial mortgages -   3,049  
    
Total 16,345   76,632  

 
All purchased securitisation positions were located in the UK as shown in Table 10. 

Further information on securitisation can be found in Notes 1 and 20 to the Annual Report and Accounts. 
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12. Participation in the Funding for Lending Scheme 
During 2014, the Group has continued to make use of the Funding for Lending Scheme (‘FLS’), a scheme 
launched by the Bank of England and HM Treasury in July 2012 which provides loans to banks and building 
societies with the aim of stimulating lending within the economy. Originally due to end in January 2015, the FLS 
was extended for another year in December 2014 and will now end in January 2016. 

In order to access the facility, the Group pre-positions certain lending assets with the Bank of England in 
exchange for UK Government treasury bills which are then converted to cash via repurchase agreements with 
other counterparties.  

Loans and advances over which the Group transfers its rights to the collateral thereon to the Bank of England 
under the FLS 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 treasury bills that the Group borrows against the transferred assets are not recognised in the 
statement of financial position, but where they are sold to third parties by the Group under agreements to 
repurchase, the cash received is recognised as an asset within the statement of financial position together with 
the corresponding obligation to return it which is recognised as a liability at amortised cost within ‘Amounts due to 
banks’. Interest is accrued over the life of the agreement on an EIR basis. 

At 31 December 2014 the Group had pre-positioned £719.9 million of residential and commercial mortgages with 
the FLS, which are available for use as collateral for participation in the scheme (2013: £822.9 million).  

At 31 December 2014 the Group had drawn down securities with a face value of £485.0 million (2013: £485.0 
million) from the Bank of England under the terms of the FLS.  
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13. Remuneration 
The PRA has defined certain requirements relating to remuneration, referred to as the Remuneration Code (‘the 
Code’). Firms that fall within the scope of the Code (which includes banks) must establish, implement and 
maintain remuneration policies, procedures and practices that are consistent with and promote sound and 
effective risk management. Policies and procedures must be comprehensive and proportionate to the nature, 
scale and complexity of the firm’s activities. 

A firm must maintain a record of its Code Staff (being those staff whose professional activities have a material 
impact on the firm’s risk profile) and take reasonable steps to ensure Code Staff understand the implications of 
their status.      

The disclosure requirements of Pillar 3 are defined by CRR Article 450. Data is provided for remuneration 
received by Code Staff for the year ended 31 December 2014.  

During the year, the Group employed a total of 39 individuals (including Non-Executive Directors) who were 
classed as Code Staff. Of these, 16 were categorised as Senior Management (being the Executive and Non-
Executive Directors who served during the year, and members of the Executive Committee), as well as 23 
individuals categorised as other Code Staff.  

13.1. Approach to remuneration  
The Group’s remuneration policies are designed to comply with the Code and the Group is committed to 
adherence to its practices and guidelines in respect of Code Staff. 

The key principles behind Aldermore’s remuneration policy are those that we believe are critical to the business 
and reflect our values and recognises the need to be competitive within the UK banking market.  

The policy is to set remuneration levels which are aligned within the overall Group stated risk appetite and ICAAP 
measures, and to ensure that the Executive Directors, Senior Management and employees are fairly and 
responsibly rewarded in return for high levels of individual and business performance 

The overall aim of the policy is to attract, motivate and retain Executives of high calibre who can deliver sustained 
performance consistent with strategic goals, appropriate risk management and to reward them for enhancing 
value.  

The following key principles underpin these themes: 

• attract and retain high calibre individuals – employee turnover will be monitored for the proportion 
attributable to remuneration policy and practices; the performance management framework will be 
maintained to ensure it continues to reflect and support business goals; assessment of the value of roles 
will be through an objective measurable methodology, that ensures value is attached to tangible services 
and outputs of the role; 

• remuneration will not be excessive – losses associated with remuneration set in excess of market rates 
will be avoided through the regular application of comparisons against independent third party data; 

• remuneration is aligned to the long term success of the Group – performance related components of 
remuneration will be aligned to risk adjusted financial measures which reflect achievement of the Group’s 
longer term business plan; 

• proportion of variable pay is appropriate, predominantly cash based and may be deferred – where a 
significant proportion of remuneration is variable, it will be designed to reward longer term success. The 
ratio of fixed to  variable  remuneration will differ depending on the specific incentive schemes  in 
operation across the business, however as a general rule the Group seeks to ensure that the majority of 
an individual’s remuneration is fixed; 

• no reward for poor performance - the performance management framework focuses on objective 
measurement of outputs along with behavioural measures which assess the way in which work is done.  
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These are set against the DNA values which articulate how the Group delivers the vision and strategic 
objectives, Reliable, Expert, Dynamic and Straightforward; the design of methodology and mechanisms 
does not deliver awards for substandard performance; 

• no conflict of interest in decision making processes – the governance and decision making processes 
ensure an appropriate level of independent challenge to remuneration policy and its application to ensure 
the avoidance of risk through any conflicts of interest; and 

• it is fair and equitable, reflecting the Group’s commitment to diversity and equality of opportunity. 

13.2. Decision-making process for determining remuneration policy 
In line with regulatory guidance, remuneration is overseen by the Remuneration Committee (‘the Committee’) of 
the Board of Directors. The Committee is responsible for: 

• reviewing the appropriateness and relevance of the remuneration policy; 

• determining and reviewing regularly the policy, terms, objectives and content of the Executive Directors’ 
service contracts; 

• approving the design of and determining targets for any performance-related pay schemes applying to 
the Executive Directors; 

• determining the policy and scope of pension arrangements for the Executive Directors; 

• reviewing and approving the introduction of any new incentive arrangement across any part of the 
organisation; 

• overseeing any major changes to the Group’s employee benefits structures; 

• overseeing remuneration policy throughout the Group, noting the risks posed by remuneration policies; 
and 

• overseeing the annual pay review budget. 

The Committee’s terms of reference were last reviewed and updated in November 2013. 

13.2.1. Remuneration policy for Code Staff   
The objective of the remuneration policy is to ensure that appropriate incentives are awarded for individual 
contributions to the success of the Group and encourage enhanced performance. The policy in relation to the 
various elements of remuneration structures for Executive Directors and other Code Staff is set out below.  

(a) Basic salary  
The basic salary of the Executive Directors and other members of the senior leadership team (as for all 
employees) is determined by taking into account the responsibilities and experience of the individual director and 
having regard to relevant market comparisons. Progression is reflected through the annual salary and personal 
review processes.  

(b) Variable pay  
In 2014, the Executive Directors and other Code Staff participated in a non-pensionable performance incentive 
scheme, the metrics of which were based on the elements of which reflected the Group's key objectives. These 
elements were all set to provide challenging objectives, giving the Executive Directors an incentive to perform at 
the highest level.  
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(c) Long Term Incentive Plan  
Executive Directors and some Code Staff participate in a Long Term Incentive Plan (‘LTIP’). The LTIP is designed 
to reward participants for enhancing value for shareholders which is determined by using an internal rate of return 
(‘IRR’) approach. This plan consists of the issue of a specified class of shares redeemable only in relation to 
particular company outcomes. The restriction period adds a longer term element to focus behaviour and decision-
making activity beyond the current year.  

(d) Benefits  
Each Executive Director is provided with benefits which comprise a company car (or an equivalent allowance), 
pension arrangements, private medical insurance, critical illness cover, life assurance and group income 
protection insurance. The Executive Directors are invited to participate in the relevant Group pension plan.  

Other Code Staff have similar car, pension, life assurance and private medical insurance arrangements.  

13.2.2. Composition of the Committee 
The Committee is made of five members, three of whom are Independent Non-Executive Directors. The members 
are appointed by the Board, on the recommendation of the Nomination Committee in consultation with the Chair 
of the Remuneration Committee. The members of the Committee at 31 December 2014 were:  

Name   Position    

Cathy Turner  Committee Chair*     

Glyn Jones   Chairman    

Peter Cartwright  Non-Executive Director   

Danuta Gray   Non-Executive Director*   

Peter Shaw   Non-Executive Director*   

* Independent Non-Executive Directors within the meaning of the UK Corporate Governance Code. 

 

The following Directors also served during the year and resigned from the Committee prior to 31 December 2014: 

Name   Position    

John Callender   Committee Chair*    

Christopher Stamper  Non-Executive Director*   

* Independent Non-Executive Directors within the meaning of the UK Corporate Governance Code. 

 

Within its terms of reference the Committee is obliged to review its own performance, constitution and terms of 
reference at least annually to ensure it is operating at maximum effectiveness and in line with regulatory 
requirements, and recommend any changes it considers necessary to the Board for approval. 

The Committee meets at least three times a year, although it can meet more frequently as required. During the 
year ended 31 December 2014, the Committee met four times. 

13.2.3. The role of relevant stakeholders 
Only members of the Committee have the right to attend and vote at Committee meetings. However, other 
individuals (such as the CEO and Group HR Director) are invited to attend meetings when appropriate or 
necessary but are excluded from discussions relating to their own remuneration arrangements. The Committee is 
also supported by the Risk Committee on risk-related matters including design of performance-related pay 
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structures, assessment of specific performance measures and wider discussions related to risk management. 

The Committee may take external professional advice as appropriate. During 2014, the Committee obtained 
external remuneration advice from FIT Remuneration Consultants LLP. The Committee also monitors 
comparative remuneration packages within the financial sector. 

13.2.4. Link between pay and performance 
Performance-based remuneration is awarded by the Committee in a manner which promotes sound risk 
management (within the Group’s stated risk appetite and ICAAP measures) and does not induce excessive risk-
taking.  

The Group’s remuneration policy focuses on ensuring sound and effective risk management through:  

• a stringent governance structure for setting goals and communicating these to employees; 

• performance assessment metrics for Executive Directors and other Code Staff are reviewed and agreed 
by the Chief Risk Officer and include both financial and non-financial goals; and 

• making all variable remuneration awards at the discretion of the Committee and subject to individual, 
business unit, overall Group performance, stated risk appetite and ICAAP measures. 

In practice all remuneration decisions would be approved by relevant Executive Committee members and the 
relevant HR Business Partner before implementation, and as part of this be reviewed from a risk perspective. For 
Code Staff the remuneration decisions are reviewed and approved by the Committee. Group Risk would also be 
involved as appropriate to provide input around risk measurement and performance.  

13.3. Design and structure of remuneration 
There are three main elements of remuneration available to Code Staff: 

• Basic salary; 
• Variable awards (made under the performance incentive scheme and Long Term Incentive Plan); and 
• Benefits (car, pension and insurance). 

All the current Executive Directors have entered into contracts that can be terminated after the relevant notice 
period has been served or by the payment by the Group of an amount equivalent to six months remuneration. 
Service contracts for other Code Staff have notice periods which vary depending on the particular role.  

Non-Executive Directors are appointed by letter for an initial term of three years and will generally be expected to 
serve a second three year term. 

The variable incentive scheme is operated in a manner which promotes sound risk management (within the 
Group’s stated risk appetite and ICAAP measures) and does not induce excessive risk-taking. This is done by 
ensuring: 

• an appropriate balance between fixed and performance-based components; 

• awards are made by assessing both individual performance against KPIs and underlying Group 
performance (using an appropriate combination of financial & non-financial metrics). Individuals 
performance within control functions are assessed against the achievement of objectives linked to their 
functions which are independent of the financial performance of the business area that the individual 
controls; 

• The outcomes are also moderated by the extent to which personal objectives had been achieved and 
based on any input from the Risk Committee with regards to any adjustments required for risk; and 

• The awarding of performance-based remuneration for Executive Directors and other Code Staff is at the 
full discretion of the Committee. 
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13.3.1. Salary and fees 
All Code Staff, other than Non-Executive Directors, receive a basic salary that reflects the risks and 
responsibilities attached to each specific role. Salaries are reviewed by the Committee on an annual basis with 
consideration given to external market data for similar roles in the financial services sector. Other factors 
considered by the Committee include the individual’s skills, experience and performance. 

Non-Executive Directors receive fees for their services. Fees are reviewed and approved by the Nomination 
Committee on an annual basis with consideration given to the level of fees at comparable organisations. 

13.3.2. Variable awards 
The Group makes two types of variable award scheme available to Code Staff. 

Performance incentive scheme 
In 2014, the Executive Directors and other Code Staff participated in a non-pensionable performance incentive 
scheme, the metrics of which were based on the elements of which reflected the Group's key objectives.  

When considering the performance of the Group and participants the Committee will assess progress against a 
number of key financial and operational drivers including: 

• profit before tax; 

• return on assets / return on equity; 

• cost/income ratio; 

• stated risk appetite; 

• ICAAP measures; 

• progress in the Group’s focus areas; and 

• compliance with internal business procedures. 

The performance of individuals within control functions is assessed independently of the financial performance of 
the business area that the individual controls. 

These measures were all set to provide challenging objectives that are aligned with the Group’s strategy, giving 
the Executive Directors an incentive to perform at the highest level. The financial outcomes were also moderated 
by the extent to which personal objectives had been achieved. 

Where individual KPIs are achieved but the underlying performance of the Group is unsatisfactory, annual 
performance-based payments may be reduced in part or withheld altogether at the Committee’s discretion.  

Payment of performance-based remuneration will be subject to any deferral requirements as required by the 
Committee at their discretion. 

Long Term Incentive Plan 
The Executive Directors and certain Code Staff participate in a Long Term Incentive Plan (‘LTIP’). The LTIP is 
designed to reward participants for enhancing value for shareholders which is determined by using an IRR 
approach.  

Awards under the LTIP scheme cannot be vested until or upon an exit event (sale or listing). The LTIP is 
designed to reward the Executive Directors for enhancing value for shareholders which is determined by using an 
IRR approach.  IRR represents the return achieved by the investors in respect of their investment in the Company 
by reference to a discounted cash flow rate. If the IRR is less than 20 per cent on an exit, no value attaches to 
LTIP shares. 

The Committee considers the IRR to be an appropriate risk-adjusted measure of performance as this would 
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ultimately be determined by a third party purchaser/investor independently assessing and valuing the underlying 
quality of the Group’s assets and future returns. 

The provision of awards under the LTIP is available as a non-cash instrument by which variable reward may be 
deferred as at the discretion of the Committee in cases where the proportion of variable to fixed reward is deemed 
to be of sufficient value to warrant deferral. 

13.3.3. Benefits 
Each Executive Director is provided with benefits which comprise a car allowance (or eligibility to participate in the 
company car scheme), pension arrangements, private medical insurance, critical illness cover, life assurance and 
group income protection insurance.  

Other Code Staff have similar car, pension, life assurance and private medical insurance arrangements.  

13.4. Remuneration for Code Staff 
The following tables display the 2014 remuneration for the Group’s Executive Directors, Non-Executive Directors, 
Senior Management and colleagues whose professional activities have a material impact on the risk profile of the 
company (together, Code Staff). 

During the year, Code Staff received total remuneration as shown in the table below: 

Table 27: Remuneration by band 

Remuneration band (Euros)(1)  Number of Code Staff 

   

Less than 1 million  39 

 
(1) Total remuneration has been calculated including base salary, allowances, performance pay in relation to the performance 

year, and fees for Non-Executive Directors. Performance pay comprises the performance incentive plan payments in 
respect of the 2014 financial year. 

Aggregate remuneration expenditure in respect of Code Staff was £7.9 million, of which 64 per cent represented 
fixed remuneration and 36 per cent represented variable remuneration. 

The table below shows the total remuneration awarded to Code Staff in 2014 broken down by business area. 

Table 28: Total remuneration to Code Staff by business area  

 
 

Mortgages(1) 
 Commercial 

Finance(2) 
 Central 

Functions 
 

Total 

  £’000  £’000  £’000  £’000 

         

Total remuneration  633  837  6,440  7,910 

 
(1) Mortgages comprises the Group’s Residential Mortgages and SME Commercial Mortgages divisions. 
(2) Commercial Finance comprises the Group’s Asset Finance and Invoice Finance divisions. 
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13.4.1. Fixed and variable remuneration 
The table below shows the total fixed and variable remuneration awarded to Code Staff in 2014 and the number 
of beneficiaries.  

Table 29: Fixed and variable remuneration to Code Staff 

Code Staff  

 Senior 
management 

 Other Code 
Staff 

 
Total 

 £’000  £’000  £’000 

       
Total fixed remuneration  2,306  2,724  5,030 

       

Cash awards under performance incentive scheme  1,553  806  2,359 

Share awards under LTIP  499  22  521 

Total variable remuneration  2,052  828  2,880 

       
Total remuneration  4,358  3,552  7,910 

       
Number of Code Staff  16  23  39 

13.4.2. Deferred remuneration 
During the year ended 31 December 2014, the Group did not operate any deferral of variable incentive within the 
variable remuneration awarded to its Code Staff. There is currently no requirement for the Group to operate 
deferral of remuneration. 

13.4.3. Sign-on and severance payments 
The table below shows the amount of new sign-on and severance payments made to Code Staff during the 
financial year ended 31 December 2014, the number of beneficiaries of those payments and the highest 
individual severance award made during the financial year. 

Table 30: Sign-on and severance payments 

 Total 

Sign-on payments made during 2014 (£’000) 13 

Number of beneficiaries 1 

Severance payments made during 2014 (£’000) 147 

Number of beneficiaries 4 

Highest individual award (£’000) 60 
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Appendix 1: Disclosures for Aldermore Bank PLC 

The following tables present the disclosures required for the Bank. The differences between the Group and the 
Bank relate primarily to reserves held by entities that sit outside of the scope of the Bank that are included in the 
Group consolidation, a small impact from the risk weighted assets of these entities and Additional Tier 1 capital 
issued by the Group. 

Capital resources – CRD IV 
The table below shows the composition of the Bank’s regulatory capital position under Pillar 3 as at 31 December 
2014 on a CRD IV basis. Prior year comparatives are presented under Basel II and have been restated following 
the Bank’s conversion to IFRS during the year ended 31 December 2014 where indicated. 
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Table 31: Capital composition 

  Bank 

  
2014 

 
 2013 

  CRD IV  Basel II(1) 

  
£'000 

 
£'000 

Regulatory capital     
     
Common equity Tier 1 (CET1) 

 
   

Share capital 
 

3,300  3,300 
Share premium account  233,380  233,380 
Capital contribution reserve  3,112  2,503 
Retained earnings  59,299  19,590 
Regulatory adjustments to CET1     
Intangible assets(2)  (18,279)  (18,366) 
  ________  ________ 
Total Common equity Tier 1 capital (CET1) (2013: Core Tier 1 capital)  280,812  240,407 
     
Additional Tier 1 (AT1)     
Additional Tier 1 – perpetual loan  74,250  - 
  ________  ________ 
Total Tier 1 capital  355,062  240,407 
     
Tier 2     
Subordinated notes   36,758  35,571 
Collective impairment allowance  8,527  6,314 
  ________  ________ 
Total Tier 2 capital  45,285  41,885 
  ________  ________ 
Total regulatory capital  400,347  282,292 
     
(1) Comparative amounts have been restated following the Group’s adoption of IFRS during 2014. 
(2) Intangible assets and goodwill do not qualify as capital for regulatory purposes. 

  Bank 

  
2014 

 
 2013 

  CRD IV  Basel II 

  
£'000 

 
£'000 

     
Risk weighted assets – Pillar 1(3)     
Credit risk  2,592,523  2,065,277 
Market risk  262  264 
Operational risk  125,089  81,038 
Credit valuation adjustment (CVA)  1,638  - 
  ________  ________ 
Total risk weighted assets  2,719,512  2,146,579 
     
Capital ratios(4)     
Common Equity Tier 1 capital ratio (2013: Core Tier 1 capital ratio)  10.3%  11.2% 
Tier 1 capital ratio  13.1%  11.2% 
Total capital ratio  14.7%  13.2% 
 
(3) Comparative risk weighted assets shown are derived from underlying records prepared under UK GAAP, as previously 

reported to the PRA. 
(4) Capital (solvency) ratios are calculated as relevant total capital divided by risk weighted assets. 
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Total regulatory capital has strengthened by £118.1 million to £400.3 million (2013: £282.3 million) during 2014 as 
a result of the Additional Tier 1 perpetual loan entered in to with the Group in December 2014 and the inclusion of 
the Bank’s profit for the year in retained earnings. RWAs increased by £727.1 million reflecting the continued 
growth of the Bank’s lending, although the impact of this growth was partially offset by the introduction of reduced 
capital requirements for lending to SMEs under CRD IV. 

The table below shows movements in the Bank’s capital during 2014. There were no movements as a result of 
the adoption of CRD IV. 

Table 32: Flow statement for regulatory capital 

    Bank 

  
  £'000 

     
Common equity Tier 1 capital at 1 January 2014 

 
  240,407 

 
 

   
Profit for the year 

 
  39,709 

Changes in reserves    609 
Decrease in intangible assets deduction 

 
  87 

    ________ 
Common Equity Tier 1 capital at 31 December 2014    280,812 
     
Additional Tier 1 capital at 1 January 2014 

 
  - 

 
 

   
Additional Tier 1 (AT1) perpetual loan received 

 
  74,250 

    ________ 
Additional Tier 1 capital at 31 December 2014    74,250 
    ________ 
Total Tier 1 capital at 31 December 2014    355,062 
     
Tier 2 capital at 1 January 2014    41,885 
     
Increase in subordinated notes    1,187 
Increase in collective impairment allowance    2,213 
    ________ 
Tier 2 capital at 31 December 2014    45,285 
    ________ 
Total regulatory capital at 31 December 2014    400,347 
 
The table above shows that the increase in the Bank’s total regulatory capital during 2014 is largely due to the  
Additional Tier 1 perpetual loan received from the Group in December 2014, with the Bank’s profit after tax for the 
year also resulting in an increase in retained earnings. 

Tier 1 capital 
The Bank’s Tier 1 capital comprises: 

• Shareholders’ equity; and  
• Additional Tier 1 (AT1) perpetual loan. 

Shareholders’ equity comprises issued share capital and associated premiums, accumulated accounting profits 
and other reserves balances. The Bank’s available for sale reserve totalling £1.4 million as at 31 December 2014 
is excluded from regulatory capital during the CRD IV transitional period in 2014. This reserve will be eligible for 
inclusion in the Bank’s capital resources from 1 January 2015. 

In December 2014, following the Group’s issuance of Additional Tier 1 contingent convertible securities, the Bank 
entered into an agreement with its parent company, Aldermore Group PLC, for an Additional Tier 1 Perpetual 
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Loan of £74.25 million. Refer to Section 1.7 for further details of the perpetual loan. 

A regulatory adjustment is required to be made to the Bank’s Common Equity Tier 1 (‘CET1’) capital in respect of 
intangible assets, as set out in CRD IV. For accounting purposes, items including computer software, other 
intangibles resulting from business combinations and goodwill are capitalised as intangible fixed assets subject to 
certain criteria. Intangibles assets are therefore deducted from capital under the regulatory rules. 

Tier 2 capital 
Tier 2 capital at Bank level is identical to Tier 2 capital for the Group. Please refer to Section 3.4 for further 
information on Tier 2 capital. 

The key features of the subordinated notes issued by the Bank are detailed in Appendix 2 to this document. 

Reconciliation of statutory equity to regulatory capital 
The table below reconciles the Bank’s statutory equity balance shown within the Bank’s Annual Report and 
Accounts to the total regulatory capital balance shown in Table 31 above. 

Table 33: Reconciliation of statutory equity to total regulatory capital 

   Bank 

   

31 
December 

2014 
 

31 
December 

2013(1) 

   
£'000 

 
£'000 

 
Total equity per statement of financial position 

 
374,717  259,356 

     
Regulatory adjustments: 

 
   

Add: subordinated liabilities 
 

36,758  35,571 
Add: collective impairment allowance  8,527  6,314 
Less: available for sale reserve 

 
(1,376)  (583) 

Less: intangible assets  (18,279)  (18,366) 
 

  
________  ________ 

Total regulatory capital  400,347     
 

282,292        
   ________  ________ 
 
(1) Comparative amounts have been restated following the Group’s adoption of IFRS during 2014. 

 

 

 

 

 

 

 



Aldermore Group PLC – Pillar 3 Disclosures 31 December 2014 
 

70 
 

 

 

  
 

Leverage ratio 
The Bank’s leverage ratio is calculated on a basis consistent with that of the Group, as set out in Section 3.6. The 
table below shows the calculation of the leverage ratio for the Bank as at 31 December 2014. 

Table 34: Leverage ratio 

 

2014 

CRD IV 

£’000 

 2013 

Basel III(1) 

£’000 
Total Tier 1 capital for the leverage ratio    
Total Common Equity Tier 1 (CET1) capital 280,812  240,407 
Additional Tier 1 (AT1) capital 74,250  - 
 ________  ________ 
Total Tier 1 capital 355,062  240,407 
    
Exposures for the leverage ratio    
Total statutory assets per the statement of financial position 5,583,119  4,196,248 
Off balance sheet items(2) 66,971  343,652 
Derivative exposures adjustment(3) (1,387)  (2,702) 
Other adjustments (18,279)  (18,366) 
 ________  ________ 
Leverage ratio exposure 5,630,424  4,518,832 
 ________  ________ 
Leverage ratio 6.3%  5.3% 

 
(1) Amounts have been restated following the Group’s adoption of IFRS for the year ended 31 December 2014. 
(2) In June 2014, the European Banking Authority (‘EBA’) published final draft implementing technical standards which 

included a revised definition for calculating the leverage ratio. The revised definition allows the application of credit 
conversion factors to commitments, thus reducing the exposure measure. 

(3) The derivative exposures adjustment recognises the difference in value between the accounting value of the derivatives 
recognised as assets and the leverage ratio exposure value as determined by application of the mark-to-market method.  
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Minimum capital requirement: Pillar 1 
The following table shows the Bank’s capital resources requirement and capital resources surplus under Pillar 1 
as at 31 December 2014: 

Table 35: Total minimum Pillar 1 capital requirement 

 

  

31 December 
2014 

 

31 December 
2013 

  
£'000 

 
£'000 

  
   

Capital resource requirement – Pillar 1(1)     
Credit risk 

 
207,402  165,031 

Market risk 
 

21  21 
Operational risk  10,007  6,483 
Credit valuation adjustment (CVA)  131  - 
  _________  _________ 
Capital resources requirement under Pillar 1 

 
217,561  171,535 

     
Capital resources (per Table 31)(2)  400,347  282,292 

  
_________  _________ 

Capital resources surplus over Pillar 1 requirement  182,786     
 

110,757        
 
 

 _________  _________ 

(1) Comparative capital resources requirements shown comprise the requirement calculated based on the risk weighted 
assets derived from underlying records prepared under UK GAAP, as previously reported to the PRA. 

(2) Comparative capital resources have been restated following the Group’s adoption of IFRS during 2014. 

The overall capital resources requirement for the Bank is £46.0 million higher compared to 2013. The Bank’s 
largest exposures continue to be credit risk exposures arising on lending to borrowers. Minimum Pillar 1 capital 
requirements for credit risk are considered in further detail at a Group level in Section 5 of this document.  
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Appendix 2: Main features of regulatory capital instruments 
1 Issuer Aldermore Bank PLC Aldermore Group PLC Aldermore Bank PLC 

2 ISIN GB00B7W22H34 XS1150025549 n/a 

3 Governing law English English English 

 Regulatory treatment    

4 Transitional CRR rules Tier 2 Additional Tier 1 Additional Tier 1 

5 Post-transitional CRR rules Tier 2 Additional Tier 1 Additional Tier 1 

6 Eligible at Group or Bank Group, Bank Group Bank 

7 Instrument type (type to be specified by each 
jurisdiction) Subordinated Debt 

Additional Tier 1 – 
Contingent Convertible 

Securities 

Additional Tier 1 – 
Perpetual Loan 

8 Regulatory capital value 36,758,000 73,657,000 74,250,000 

9 Nominal value (£) 40,000,000 75,000,000 74,250,000 

10 Accounting classification Liability – amortised cost Equity Equity 

11 Date of issue 11 May 2012 9 December 2014 9 December 2014 

12 Perpetual or dated Dated Perpetual Perpetual 

13 Original maturity date 31 May 2022 n/a n/a 

14 Issuer call Yes Yes Yes 

15 Optional call date, contingent call dates and 
redemption amount 

31 May 2017; par 
regulatory/tax call 

30 April 2020; par 
regulatory/tax call 30 April 2020 

16 Subsequent call dates Semi-annually Annually Annually 

 Coupons / dividends    

17 Fixed or floating dividend/coupon Fixed-to-fixed Fixed-to-fixed Fixed-to-fixed 

18 Coupon rate and any related index 12.875% 11.875% 11.875% 

19 Existence of a dividend stopper No No No 

20 Fully discretionary, partially discretionary or 
mandatory Mandatory Fully discretionary Fully discretionary 

21 Existence of step up or other incentive to redeem No No No 

22 Non-cumulative or cumulative n/a Non-cumulative Non-cumulative 

23 Convertible or non-convertible Non-convertible Convertible Non-convertible 

24 If convertible, conversion trigger (s) n/a Group CET1 < 7% n/a 

25 If convertible, fully or partially n/a Full/Partial conversion n/a 

26 If convertible, conversion rate n/a 

Pre-IPO conv. price: 
£1.80 (or adjusted) 

Post-IPO conv. price: 
higher of Pre-IPO price 
or 66% of Offer Price 

n/a 

27 If convertible, mandatory or optional conversion n/a Both n/a 

28 If convertible, specify instrument type convertible 
into n/a CET1 - Ordinary shares n/a 

29 If convertible, specify issuer of instrument it converts 
into n/a Group n/a 

30 Write-down feature None contractual, 
statutory via bail-in 

None contractual, 
statutory via bail-in Yes 

31 - 34 If write-down, trigger(s), full/partial, 
permanent/temporary n/a n/a Bank or Group CET1 

< 7% 

35 Instrument type immediately senior Senior Unsecured Tier 2 Tier 2 

36 Non-compliant transitioned features No No No 

37 If yes, specify non-compliant features n/a n/a n/a 
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