Aldermore Bank Plc
Pillar 3 Disclosures
January 2010

1. Consolidation Group
For accounting purposes Aldermore Bank Plc (the “Bank” or “Aldermore”) has taken advantage of
the exemption, allowed under section 228 of the Companies Act 1985, not to prepare group
accounts as it is a wholly owned subsidiary of Aldermore Holdings Limited, a company
incorporated in England and Wales. Aldermore Holdings Limited has no commercial interests other
than its holding in the Bank.
Accordingly, the Pillar 3 disclosures represent the Bank only.
2. Risk Management
2.1

Principal Risks

A core objective for Aldermore is the effective management of risk. Given the nature of the
activities undertaken, the principal risks faced are credit risk, market risk, liquidity risk, interest rate
risk and operational risk. Each risk has a detailed documented policy and is overseen by a robust
governance process including regular and detailed management information.
Aldermore has a Risk Director who is responsible for ensuring each risk is adequately monitored,
managed and mitigated. A detailed analysis of all key risks has been documented in the Individual
Capital Adequacy Assessment Process (“ICAAP”) report, which was approved by the Board.
The risk management framework is outlined below, indicating the relevant governance and control
structure for each principal risk.
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Credit Risk
Credit risk is the risk of principal loss arising from defaults and losses in the event of default under
mortgage, lease and loan contracts. Credit risks are managed through the use of a detailed lending
criteria, careful assessment and suitable product structures. The Credit Risk & Lending Policy
outlines the approach to lending, underwriting criteria, mandates, concentration limits and product
terms. Each business area has a dedicated team which assesses credit risk, with the Head of
Credit Management having oversight of the lending activities. The Management Credit Committee
and Board Credit Committee have oversight responsibility for credit risk.
Operational Risk
Operational risk is the risk of loss resulting from inadequate or failed internal processes, people
and systems or from external events. This risk includes IT, information security, project,
outsourcing, tax, legal, fraud and regulatory risks. Aldermore aims to accept a low level of
operational risk. Through the establishment and investment in sound systems, controls and audit
functions, the Bank minimises operational failures. The Operating Committee has responsibility for
monitoring all the key operational risks facing the organisation.
Market Risk
Aldermore does not carry out proprietary trading or hold any positions that would require to be
marked to market, nor does it have any intention in the foreseeable future. Any investments in
assets or equity are not actively traded.
Interest Rate Risk
Interest rate risk is the risk of loss through un-hedged or mismatched asset and liability positions
sensitive to changes in interest rates. Where possible the Bank seeks to match the interest rate
structure of assets with liabilities, or deposits, creating a natural hedge. Where this is not possible
Aldermore will enter into swap agreements to convert fixed interest rate liabilities into variable rate
liabilities, which are then matched with variable interest rate assets.
Liquidity Risk
Liquidity risk is the risk that Aldermore is not able to meet its financial obligations as they fall due,
or can do so only at excessive cost. Aldermore maintains a liquidity buffer which is monitored on a
regular basis to ensure there are sufficient liquid assets at all times to cover cash flow imbalances
and fluctuations in funding and to enable the Bank to meet all financial obligations and support the
asset growth. The Asset & Liability Committee (“ALCO”) meets on a monthly basis to consider
market, interest rate and liquidity risks.
The principal risks are covered in more detail below.

2.2

Risk Governance Structure

Authority for managing these risks ultimately rests with the Bank’s Board of Directors. The Board
currently comprises four Executive Directors, three non-Executive Directors and a non-Executive
Chairman.
The risk governance structure is outlined below.
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The main elements of risk governance are as follows:
Board: Aldermore’s Board has ultimate responsibility for setting the firm’s strategy, risk appetite
and control framework. This is the primary governing body and it approves the level of risk which
the Bank is exposed to and the framework for reporting and mitigating those risks. The Board
manages risks and internal capital requirements, for both current and future activities, through a
combination of monthly board reports including financial results, periodic reports, budgets and
forecasts and periodic reviews of the main risks set out in the ICAAP report.
Audit & Risk Committee: The Committee meets quarterly and monitors and considers the internal
control environment focusing on operational risks, internal and external audits and compliance
matters. The Committee, chaired by a non-executive director, comprises the non-executive
chairman, the chief executive and two non executive directors. The Internal Audit function reports
directly to the Audit & Risk Committee under the terms of reference for the committee. The Audit &
Risk Committee approves the terms of appointment and receives reports from the external auditors
independently from the Board.
Board Credit Committee: The Committee meets on a quarterly basis to agree provisioning and
lending policies and monitors portfolio performance and the lending environment.
Board Nomination and Remuneration Committee: The Committee meets to consider material
appointments and remuneration matters.
Executive Committee: Takes day-to-day responsibility for the running of the business.
Implements the strategy and ensures the performance of the business is conducted in accordance
with the Board’s instructions.
Asset & Liability Committee: The ALCO meets monthly to ensure that the firm meets the 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.
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Operating Committee: The Committee meets monthly to review IT, operations and compliance
matters to ensure an appropriate systems and controls framework exists which can supporting the
changing business requirements.
Management Credit Committee: The Committee meets monthly and is responsible for monitoring
portfolio performance and reviewing policy issues, such as provisioning and lending policies and
recommending these to the Board. Also responsible for approving credit proposals that have been
presented to it by the business lines pursuant to its delegated authority.
Compliance
The Head of Compliance is an experienced executive who is responsible for compliance and acts
as the MLRO. Board responsibility rests with the Risk Director.

3.

Internal Capital Adequacy

The Board manages its internal capital levels for both current and future activities. Under the Basel
2 regulatory requirement, the Bank undertakes its own assessment of its internal capital needs,
known as the ICAAP. The Bank submitted its last ICAAP to the Financial Services Authority in
November 2009 and received confirmation of its Individual Capital Guidance (ICG) in March 2010.

4.

Capital Resources

As at 31 December 2009, the Bank’s capital base was £45,126k of Tier 1 capital and £935k of Tier
2 capital. Tier 1 capital consisted of fully issued ordinary shares, satisfying all the criteria for a tier 1
instrument as outlined in the FSA’s regulatory document GENPRU 2.2.83 R and audited reserves.
Tier 1 capital based on the 31 December 2009 audited accounts is as follows:
£'000
Share capital
Share Premium
Profit and loss reserve
Total Core Tier 1 capital
Total Tier 2 capital
Total capital
Less deductions:
Intangible Assets
Total capital less deductions

3,300
47,394
2,408
______
53,102
______
935
______
54,037
______
7,976
______
46,061
______

The Bank does not hold any Tier 3 capital.
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The Bank has elected to use the standardised approach for credit risk. Under Basel 2, the Bank
must set aside capital equal to 8% of its total risk weighted assets to cover its ‘Pillar 1’ capital
requirement. The Bank must also set aside additional ‘Pillar 2’ capital to provide for additional risks.
This is calculated by multiplying the Pillar 1 capital by the ICG ratio. The ICG ratio is based on the
various risks the Bank faces and has been agreed by the FSA.
The Bank’s capital base was significantly in excess of the minimum required under the interim ICG.

5.

Credit Risk

Credit risk is the risk that borrowers, companies, financial institutions and other counterparties will
be unable to meet their obligations to the Bank which may result in financial losses. This is the
most significant risk incurred by the Bank. Credit risk arises principally from the Bank’s loan book
but can also arise from other on and off balance sheet activities. The Bank does not trade in
financial instruments.
The Bank mitigates credit risk by:
- Focusing on business sectors it knows well or has an established connection
- Limiting the size of exposures to any particular entity / group
- Limiting the aggregate size of exposures to any particular sector or subsector
- Obtaining security cover and where appropriate personal guarantees for the exposure
- Regularly reviewing the credit risk grading of each exposure
Due to the markets the Bank operates in, none of the credit risk categories are calculated using
external credit agencies.
5.1
Credit Risk Exposures
The numerical disclosure below shows the total amount of exposures at 31 December 2009,
including off balance sheet items, after accounting offsets analysed by different type of exposure
classes, as follows:
Credit risk exposure

Government or banks
Corporates
Retail *
Securitisation positions
Past due items

Carrying
value
£'000

8% risk
weighted
£'000

89,599
71,868
89,100
37,361
11,964

1,434
5,026
5,346
598
1,243

* Retail are exposures to a person or persons or to a small or medium sized entity (SME)
The numerical disclosure below shows the total amount of exposures at 31 December 2009,
including off balance sheet items, after accounting offsets analysed by sector, as follows:
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Credit risk exposure
Carrying
value
£'000
Banks
Property
Asset Finance
Invoice Financing
Asset Backed Securities
Other

Provision
£'000

85,138
70.281
21,807
79,712
37,361
4,901

7,603
1,663
2,318
113

The numerical disclosure below shows the total amount of exposures at 31 December 2009,
including off balance sheet items, after accounting offsets analysed by maturity, as follows:
Credit risk exposure
Carrying
value
£'000
Loans & advances to Banks
- Repayable in not more than 3 months
- Swaps
Asset Backed Securities
- Marketable
Loans & advances to Customers
- Repayable in not more than 3 months
- More than 3 months but not more than 6 months
- More than 6 months but not more than 1 year
- More than 1 year but not more than 5 years
- More than 5 years
- Specific & General Provisions
- Commitments & Guarantees

83,486
1,652
37,361
109,810
10,909
4,890
16,193
30,469
(11,697)
16,127

5.2 Credit Risk Management
Credit risk in each business line is managed through the application of a detailed lending criteria,
careful assessment of new customers and appropriately designed product structures. Each new
business area has a dedicated team which assesses credit risk who operate within a clear
mandate structure. The Head of Credit Management has oversight of all lending activity.
Asset Finance and Leasing
Historically the asset finance portfolio was primarily made up of fairground rides, leisure equipment,
coin operated machines and printing equipment. Following the change of control in May 2009 the
lending criteria was tightened and it was decided to run down the exposure to fairground and
theme park equipment loans. Aldermore will continue to offer hire purchase products to certain
aspects of the leisure industry, in particular coin operated machines.
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During the second half of 2009, Aldermore grew its asset finance business through origination of IT
leases to the public sector, professions and corporate sectors. The bank sources new business
from specialist brokers, but plans to seek vendor partnerships to help diversify distribution.
Commercial Property Mortgage Finance
Through the acquisition of Base Commercial Mortgages, Aldermore has an established UK SME
commercial mortgage lender, offering specialist products and solutions via intermediaries.
Aldermore has a conservative lending criteria and cautious approach to underwriting commercial
property loans and during the year resumed lending in the commercial mortgage sector, limiting
underwriting to select customers for first-charge, low-LTV commercial mortgage loans.
Invoice Discounting
On 17 November 2009, Aldermore acquired the invoice discounting business formerly known as
Cattles Invoice Finance. The business is currently known as Absolute Invoice Finance (“Absolute”).
Absolute provides working capital finance, with the principal product lines being factoring and
invoice discounting, and related services. Products are targeted at small and medium enterprises
(SMEs) with a turnover typically ranging from £100k to £25m.
Through the acquisition of Absolute, Aldermore will offer invoice discounting and factoring products
to UK SMEs. As an established lender in this sector, Absolute will continue trading in much the
same way but will benefit from enhanced risk management controls and support from Aldermore.
Property Development and Bridging Finance
Given the recent weaknesses in the UK property sector, Aldermore continues to be cautious about
property development financing and bridging facilities. Aldermore has a small portfolio of residential
property development loans and, as the residential property market has started to stabilise, will
maintain a presence in this market, but on a very conservative basis. The bank does not offer
bridging facilities at this time.
Other Assets
Aldermore has a small portfolio of asset backed securities. These investments are in AAA rated
bonds secured on UK originated assets. All investments are in Sterling; no foreign currency bonds
were bought. As at 31 December 2009 the value of these investments was £37.4million. The
portfolio has a significant level of credit enhancement, providing substantial principal protection
against losses.
Aldermore has two other business lines; personal loans and corporate lending. Aldermore does not
intend to continue in these areas and the loans currently outstanding will continue to be managed
by the bank and will run off through natural maturity or redemption.

5.3
Non-performing Loans and Provisioning
Aldermore maintains a provisioning policy which applies to all lending activities within the Bank. A
general provision is raised against performing balances and a specific provision is raised against
non-performing or defaulted agreements.
Defaulted agreements are considered to be loans 90 days plus in arrears, where there is an event
of agreement default or where the debtor is insolvent. Invoice finance will raise a full specific
provision for any current account balance remaining outstanding on expiry of 6 months following
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commencement of a collect out. A specific provision will be raised earlier if there is an immediate
anticipation of loss.
On a monthly basis, the requirement for specific bad debt provisions is considered. This is
completed in conjunction with the review of credit risk gradings. Exposures that attract a grading of
7 or where the agreement is non-performing and given a specific provision, interest is no longer
accrued.
The opening and closing position for provisions is outlined below. The closing specific provision
balance primarily relates to certain property development loans, commercial mortgages and the
existing provision within the invoice finance business acquired during the year.
Specific and general doubtful debt provisions
Specific

General

Total

Nine months ended 31 December 2009

£’000

£’000

£’000

31 March 2009

3,595

-

3,595

Purchased as part of acquisition

7,103

255

7,358

(3,893)

-

(3,893)

3,956

680

4,636

Written off
Charge to profit and loss account

__________ __________ __________
31 December 2009

10,761

935

11,696

__________ __________ __________

6. Liquidity Risk
Liquidity risk is the risk that the Bank encounters difficulty in realising assets or otherwise raising
funds to meet commitments associated with liabilities or financial obligations. There is a
requirement to keep a balance between the funding maturity profile and the funding requirements
derived from the run off of the loans receivable. Although Aldermore is significantly funded from
shareholder’s funds, the gap between the deposit maturity profile and the loan book maturity profile
is kept to within agreed limits. Aldermore has uncommitted overdraft facilities. Aldermore has
always met its own and FSA requirements with significant headroom. Aldermore monitors closely
the profile of deposits and has the flexibility to quickly amend the interest rates on offer to
rebalance the profile of deposits in the prevailing market conditions.
Aldermore maintains a liquidity buffer which is monitored on a regular basis to ensure there are
sufficient liquid assets at all times to cover cash flow imbalances and fluctuations in funding and to
enable the bank to meet all financial obligations and support the asset growth. The Asset & Liability
Committee (“ALCO”) meets on a monthly basis to consider market, interest rate and liquidity risks.
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7. Interest Rate Risk
Interest rate risk is the risk that the value of a financial instrument will fluctuate because of changes
in market interest rates.
Where possible the Bank seeks to match the interest rate structure of assets with liabilities, or
deposits, creating a natural hedge. Where this is not possible Aldermore will enter into swap
agreements to convert fixed interest rate liabilities into variable rate liabilities, which are then
matched with variable interest rate assets.
Aldermore finances its loan book from its capital base and customer deposits. At present a minority
of Aldermore’s lending to customers is at fixed rates or subject to a minimum fixed rate (set with
reference to the market at the time the loan is made) whilst in excess of 87% of customer’s
deposits are at fixed rates.

8. Operational Risk
Operational risk is the risk of loss resulting from inadequate or failed internal processes, people
and systems or from external events. This risk includes IT, information security, project,
outsourcing, tax, legal, fraud and compliance risks. Aldermore aims to accept a low level of
operational risk. Through the establishment and investment in sound systems, controls and audit
functions, the bank minimises operational failures.
The Operating Committee meets monthly to ensure that a quality and robust IT, operations and
compliance service are delivered at all times and is capable of supporting the changing business
requirements of Aldermore. It has responsibility for monitoring all the key operational risks facing
the organisation, including compliance and operational risks.
As part of the operational risk management process, Aldermore has an Operational Risk Policy,
maintains a key risks register and has business contingency plans in place.
The operational risk charge for Aldermore under pillar 1 is calculated using the basic indicator
approach, whereby a 15% multiplier is applied to 3 year average net interest and fee income. The
amount calculated under this approach was £743k
9. Post Balance Sheet Events
On the 23 February 2010 AnaCap Derby Co-Investment (No. 1) L.P and AnaCap Financial
Partners II LP invested a further £20m in the ultimate parent AC Acquisitions Limited. This has
been invested in Aldermore via a subscription of ordinary share capital.
On the 2 March 2010 Aldermore acquired the assets and employees of Heritable Asset Finance for
£23.0m. The book value of net assets acquired was £25.5m.
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