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Strategic report

Chairman’s and Chief Executive Officer’s review

2015 highlights

• Listed on the London 
Stock Exchange on 
13 March 2015

• Entered the FTSE 250 
in June 2015 

• Profit before tax up by 
88% to £94.7m

• Earnings per share 
increased 75% to 22.7p

• Return on equity 
increased by 6.2 points 
to 19.7%

• Net lending up by 
28% to £6.1bn

• Record annual loan 
origination of £2.6bn

• Customer deposits up by 
29% to £5.7bn; matching 
growth in lending

• Strong capital position; 
CET1 ratio of 11.8%

• 97% of customers 
providing online feedback 
would recommend us to 
friends and family

In our first Annual Report and Accounts 
as a listed company, we are pleased to 
report another year of strong lending 
growth and record levels of profitability. 

The past year has been one of 
tremendous achievement for Aldermore. 
This report provides considerable detail 
about this and about our governance, 
strategy, remuneration, risk and 
financial results.

Another year of 
strong performance
At IPO, we described our journey to 
generate both further scale and strong, 
sustainable returns for our shareholders. 
2015 marks another year of significant 
progress with lending to customers now 
at £6.1 billion and the Group already 
generating what we believe are attractive 
and sustainable returns. Our financial 
performance reflects the successful 
execution of our strategy and the strength 
of our business model. We remain 
confident that we are well positioned for 
further success.

Profit before tax on a reported basis 
increased by 88 per cent to £94.7 million. 
We generated earnings per share of 
22.7 pence, up by 75 per cent compared 
with 2014 and our return on equity 
increased by 6.2 per cent to 19.7 per cent.

Once again, we lent more than ever to 
UK SMEs, homeowners and landlords. 
Driven by record organic origination of 
£2.6 billion, net loans increased by 28 per 
cent to £6.1 billion. Although marginally 
below our target, this represents a strong 
performance supported by net loan 
growth in SME Commercial Mortgages 
of 50 per cent, Residential Mortgages of 

42 per cent, Asset Finance of 29 per cent 
and Buy-to-Let of 18 per cent. 

We also continue to benefit from 
a diversified funding base with our 
innovative, online savings franchise 
at its core. Matching the increase in 
our lending to customers, we have 
grown deposits by 29 per cent to reach 
£5.7 billion. Once again, within this, our 
SME deposits business has delivered 
excellent growth, with total balances of 
£1.4 billion up by 37 per cent in the year, 
and forms a key plank of our ongoing 
diversification strategy.

Across the business, we now support 
around 195,000 customers who we 
continue to impress, with 97 per cent of 
customers who posted feedback via our 
website saying they would recommend us 
to friends and family. Our Net Promoter 
Score, which measures customer loyalty, 
is 22, remains consistently strong and well 
above the UK banking industry average 
of 2.

Strong balance sheet 
Through our IPO, we built our capital 
position to ensure that we continue 
to remain well ahead of our minimum 
regulatory requirements as we fund the 
Group’s growth. Our fully loaded CRD IV 
CET1 ratio at 11.8 per cent remains ahead 
of both regulatory requirements and our 
target of around 11 per cent.

Our loan to deposit ratio remained 
broadly stable at 107 per cent as we 
continue to manage the balance between 
wholesale and deposit funding to drive 
an efficient cost of funds. Our funding is 
very well diversified by type and by size of 
individual depositor.
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Rigorous focus on prudent 
risk management
Prudent risk management is central to 
our operations and 2015 saw further 
ongoing enhancements.

Our approach to credit is prudent. 
The vast majority of our loans are well 
secured with tangible collateral and 
affordability tests applied on origination 
where applicable, with the portfolio 
being regularly stress tested thereafter. 
Albeit in a relatively benign interest rate 
environment, we have experienced low 
levels of arrears and our cost of risk has 
fallen to 19 basis points in 2015. Within our 
chosen lending lines, we avoid any undue 
concentration risks including by size of 
borrower, geography and industry. 

We also overhauled our Risk Management 
Framework to respond to the increasing 
scale and sophistication of our business 
and to meet best practice industry and 
regulatory standards. We considerably 
expanded our risk management 
resources in 2015 following an earlier 
investment in 2014.

Financial crime and cyber security is a 
growing threat in today’s world. In 2015, 
we invested significantly to improve our 
defences and will continue to do so in the 
coming year.

Continued investment 
and innovation 
To remain competitive and to ensure 
sustainability, we are continuously 
investing in our core systems and 
our digital capabilities. In 2015, we 
further enhanced our core systems to 
expand capacity, improve functionality, 
efficiencies and control. We delivered 
a new asset and liability management 
system which enhances our dynamic 
modelling capability enabling us to more 
efficiently manage liquidity and interest 
rate risk. We initiated the upgrading of 
our Asset Finance back office and our 
Mortgages platforms, investments which 
continue into 2016. Across the Group, we 
outsourced our IT infrastructure support 
to enhance our round the clock support 
capability and allow our strengthened 
internal team to focus on delivering our 
technology strategy to enhance our 
enterprise architecture, security and 
digital capability.

We paved the way for further 
transparency in the industry when, three 
years ago, we became the first bank in 
the UK to allow customers to rate and 
review our services online. In 2015, we 
continued to set standards by launching 
our SME Rate Checker tool, which enables 
business owners to check the rates of over 
90 savings institutions to see the current 
rate of interest being earned on their 
current or business savings account. 

A successful IPO
As noted above, we listed Aldermore in 
March 2015. Just over three months later, 
we were delighted to be admitted to the 
FTSE 250. 

The listing allowed us to raise gross 
primary capital of £75 million to ensure 
that we continue to remain well ahead of 
our minimum regulatory requirements 
as we fund the Group’s growth. 
Going forward, as we build further scale, 
retained profits will fund our incremental 
CET1 requirements organically. As we said 
at the time of the IPO, we will consider 
paying an initial dividend from 2017 taking 
into account the growth opportunities 
available to the Company at the time 
and the associated capital requirements. 
This continues to be our intention.

The IPO also enabled our principal 
shareholders, collectively AnaCap 
Financial Partners LP, AnaCap Financial 
Partners II, LP, AnaCap Derby Co-
investment (No.1) LP and AnaCap Derby 
Co-investment (No.2) LP, to reduce their 
equity interest in Aldermore to 53 per 
cent. As is natural for private equity, 
our principal shareholders continued 
the transition of Aldermore to public 
ownership and this interest was further 
reduced to 40 per cent in September 
2015. The liquidity in our stock, therefore, 
has improved as a result.

An evolving 
regulatory landscape
The chart on the left shows the movement 
in the Aldermore share price, indexed to 
100, from our listing in March until the end 
of 2015. As can be seen, our share price 
performed strongly in the initial months 
after IPO but since then has experienced 
significant volatility. In the period from 
float to the end of the year, our share price 
rose from 192p at the pricing of our IPO to 
close at 231.5p on 31 December, having 
closed as high as 316p during July. 

As can be seen in the chart overleaf, the 
volatility in our share price and across 
the wider financial markets continued 
throughout the first two months of 2016. 
However, more recently, we seen some 
recovery with the share price closing at 
224.3p on 4 March 2016.
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The disconnect between the continued 
strong financial and operational 
performance of the business, which 
has delivered a 75 per cent increase in 
EPS during 2015, and the share price 
performance is clear. Your Board of 
Directors is disappointed by the impact 
on shareholder value of the share price 
movement and so it is appropriate 
to consider the main causes and our 
perspective on these.

Having discussed this at length with our 
major shareholders and advisers, we 
believe that this disconnect comes down 
to the market’s changing perception of 
the business risk to our future growth 
prospects. Broadly speaking, there are 
two major themes at play: the evolving 
regulatory landscape in which we operate 
and global financial markets’ volatility 
in 2016.

Firstly, the impact of the following 
regulatory announcements made in the 
second half of 2015:

• A new corporation tax surcharge of 
8 per cent on all UK banking profits 
above £25 million applicable from 
1 January 2016

• Measures by the UK Government 
to dampen the buy-to-let market by 
restricting relief on mortgage interest 
payments to the basic rate of income 
tax from 2017 and by adding an extra 
3 per cent stamp duty on buy-to-let 
and second home purchases from 
April 2016

• Possible additional powers to be 
granted to the Financial Policy 
Committee of the Bank of England to 
further dampen buy-to-let by placing 
limits on loan-to-value ratios and 
interest coverage ratios

• A Basel Committee consultation paper 
that proposes raising standardised risk 
weightings on buy-to-let mortgages 
which is expected to be effective from 
2019 if agreed upon

The bank surcharge will impact our 
returns and, as a result, we now believe 
our percentage return on equity will be in 
the high-teens going forward. However, 
buy-to-let remains a key element of UK 
housing stock with continuing demand 
expected to be driven by factors 
including net migration into the UK, the 
reduced availability of social housing and 
affordability pressures on potential owner 
occupiers. We represent a small part of 
the overall market and believe that this 
lending segment remains attractive from 
both a growth and return perspective. 
The Basel Committee proposals are 
still only at a consultation stage but we 
have already started work to understand 
the requirements to transition to an 
IRB approach and use our own internal 
credit models rather than standardised 
risk weightings. 

The second theme has arisen in the 
early part of 2016 and hit the entire 
European banking sector without 
discrimination. Bank share prices were 
subject to increased volatility as a result 
of heightened fears about slowing 
global growth and the limited policy 
responses available to address this, 
with a particular concern about the use 
of negative interest rates that would 
hurt bank margins. As the UK economy 
appears to be in better shape than most 
other developed economies, (albeit with 
Brexit raising uncertainties), Aldermore, 
as a robust UK-focused business, should 
be somewhat insulated from these 
concerns. Certainly, at present, we are 
not seeing any loss of confidence in our 
customer base.

In conclusion, we continue to focus on 
building Aldermore’s track record of 
delivery and remain confident of our 
ability to deliver continued nominal net 
loan growth in line with recent run rates 
and strong, sustainable returns. 

A differentiated and 
diversified strategy
Aldermore is a diversified specialist lender 
focused on segments of large, growing 
markets which are under- or poorly served 
by the wider market and which provide 
numerous opportunities to deliver strong 
profitable growth. Our business model 
gives us significant operational leverage 
as we distribute primarily via specialist 
broker intermediaries, rather than through 
a costly branch network, and we have 
modern, scaleable systems and digital 
capability. As we have grown in size, our 
income growth is exceeding our cost 
growth and we are making good progress 
towards our cost/income ratio target of 
less than 40 per cent by the end of 2017.

Aldermore 2016 share price performance v FTSE 350 Banks Index*

100
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Aldermore FTSE 350 Banks

Jan 2016 Feb 2016 Mar 2016

* Indexed to 100
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1 BDRC Continental, SME Finance Monitor Q3 2015.

We have a clear strategy for delivering 
further profitable growth based on the 
following high level drivers:

• We have a diversified lending 
portfolio which gives us multiple 
options for growth. As our 2015 results 
demonstrate, we are not reliant on any 
one business

• We have small shares of our 
addressable markets which provides 
ample opportunity for growth as 
we drive incremental increases in 
market share

• We continued to extend our 
distribution reach and mix, deepening 
relationships with existing brokers, 
establishing new relationships and, 
in tandem, developing our direct 
distribution capability 

• We continue to invest in technology to 
improve our customers’ experience of 
doing business with us and our ability to 
innovate, which helps us to both attract 
new customers and retain existing ones

• We have proven our ability to leverage 
our specialist underwriting capability 
into adjacent market segments, for 
example IT and telephony assets in 
Asset Finance and Bridging loans 
in Mortgages.

These factors taken together are hugely 
supportive of our future growth potential 
and we are confident therefore that this 
business will continue to deliver nominal 
net loan growth in line with recent 
run rates. 

Corporate governance
As a public company and regulated 
banking business, we strongly believe 
that effective corporate governance is 
fundamental to our business success. 
We have been fully compliant with the 
UK Corporate Governance Code 2014 
from the date of our listing. Your Board of 
Directors has ensured that best practice 
governance standards have been fully 
embedded. Towards the end of 2015, we 
undertook a Board effectiveness review, 
overseen by our Senior Independent 
Director and Company Secretary, to 
validate our effectiveness.

In June 2015, we further strengthened the 
Board with the appointment of Robert 
Sharpe as an Independent Non-Executive 
Director and member of the Risk and 
Audit Committees. Robert brings a 
wealth of experience in retail banking with 
a particular focus on mortgage lending 
and, as such, he complements the broad 
expertise we are able to draw upon as 
a Board.

We would particularly like to thank Mark 
Stephens, Deputy CEO and Group 
Commercial Director, who left during 
2015, for his enormous contribution to 
Aldermore. We had strong succession 
plans in place and Mark’s departure saw 
us welcome Carl D’Ammassa, as Group 
Managing Director of Business Finance, 
and Charles Haresnape, as Group 
Managing Director of Mortgages, to the 
Executive Committee. 

Customers and communities
Our customers and communities are key 
to our success and our strong relationship 
with these groups is discussed in detail on 
page 22.

We recognise that we have a 
responsibility to play our part in the UK’s 
financial services community, which 
includes taking part in Government 
schemes to support SMEs, homeowners 
and savers. We continue to be one of the 
most active lenders in the Funding for 
Lending Scheme (FLS) and were pleased 
to be the third largest net lender to SMEs 
under FLS in 2015. 

Our support for the Help to Buy scheme 
also goes back several years. We were 
one of the first lenders to take part in the 
Government’s Help to Buy scheme and 
the first to allow borrowers to remortgage 
onto Help to Buy products. In late 
2015, we were pleased to be one of the 
first organisations to offer the Help to 
Buy: ISA.

Outlook
As described earlier, the global 
economy has been full of gloomy news 
in the first two months of 2016. The UK 
economy, however, looks to be one of 
the more resilient developed economies 
notwithstanding that more recently, the 
Brexit in/out debate and referendum 
is introducing risk and uncertainty and 
we have seen sterling under pressure 
as a result. The UK also continues to 
experience a period of stable, low interest 
rates with current market expectations for 
the first interest rate rise now pushed out 
to 2018.

We are a purely UK-focused bank and 
our customer base remains positive. 
SME confidence continues to be resilient, 
with recent surveys showing that almost 
half of SMEs intend to grow in 20161. 
As discussed, we believe underlying 
demand in buy-to-let will remain 
resilient to regulatory changes and in 
the residential mortgages market, the 
UK Government is supporting various 
initiatives to encourage first time buyers 
which should stimulate further growth in 
this segment.

Looking forward to 2016, there are risks 
and uncertainties that will challenge 
us, but we have a proven strategy and 
business model and a capacity to be fast 
and agile, so we are confident that we will 
continue to deliver further growth and 
increasing profitability.

We would like to thank our staff for 
their dedication and commitment, our 
customers for their valued business 
and our shareholders for their 
ongoing support.

Glyn Jones
Chairman

Phillip Monks
Chief Executive Officer



2015 highlights

• Net loans to customers up by 
28% to £6.1bn

• Customer deposits up by 
29% to £5.7bn

• Reported profit before tax up by 
88% to £94.7m

• Underlying profit before tax2 up by 
75% to £98.8m

• Underlying return on equity2 
increased to 20.6% (2014: 15.1%)

• Net interest margin of 3.6% in line 
with expectations

• Underlying cost/income ratio2 
improved by 9pts to 51%

• Cost of risk improved to 19bps

• Issued £75m of gross primary 
equity at IPO

• Strongly capitalised with a total 
capital ratio of 15.1%
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Strategic report

Chief Financial Officer’s review

2015 was another excellent year financially 
for the Group. We delivered record levels 
of profitability, with reported profit before 
tax up by 88 per cent to £94.7 million, and 
continued strong lending growth. 

Net loans of £6.1 billion
We continued to support UK SMEs, 
homeowners and landlords and increased 
our net lending to customers by over 
£1.3 billion or 28 per cent to £6.1 billion 
(31 December 2014: £4.8 billion). 
Although marginally below our target, 
this strong performance was driven 
by excellent organic origination of 
£2.6 billion, up 10 per cent on the 
prior year.

Total assets exceeded £7 billion, an 
increase of 26 per cent on 2014. 

Continued 
funding diversification
We remain primarily deposit funded but 
continue to diversify our funding base 
through wholesale sources including the 
Bank of England’s Funding for Lending 
Scheme (FLS), RMBS and a small amount 
of Tier 2 debt securities.

Profit before tax (£m)

2014 2015

50.3

94.7 +88%

Balance sheet – key items
2015 

£m
2014 

£m
% 

change

Net loans 6,144.8 4,801.1 28

Cash and investments 805.6 706.7 14

Intangible assets 24.0 22.6 6

Fixed and other assets 34.1 34.8 (2)

Total assets 7,008.5 5,565.2 26

Customer deposits 5,742.0 4,459.0 29

Wholesale funding 635.8 620.7 2

Other liabilities 97.1 106.6 (9)

Total liabilities 6,474.9 5,186.3 25

Ordinary shareholders’ equity 459.6 305.2 51

AT1 capital 74.0 73.7 –

Equity 533.6 378.9 41

Total liabilities and equity 7,008.5 5,565.2 26

Key metrics 

Net loan growth (£m) 1,344 1,427 (6)

Loans to deposits ratio (%) 107% 108% 1

Liquid assets/deposits (%) 14% 16% (2)

Fully loaded CRD IV total capital ratio (%) 15.1% 14.8% 0.3

2 Excludes IPO-related costs of £4.1 million pre-tax and £3.4 million post tax in 2015 (2014: £6.0 million and £4.6 million).
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Our savers continue to be attracted by 
our innovative online proposition and 
we grew total deposits by 29 per cent to 
£5.7 billion during 2015. We continued to 
diversify our deposit base, growing our 
SME deposits strongly by 37 per cent to 
£1.4 billion. Corporate deposits, which 
we launched in December 2014, now 
total £156 million and we are pleased by 
this progress.

Our loans to deposits ratio is 107 per cent, 
broadly in line with the position at the end 
of 2014 and reflects our ability to match 
lending and deposit growth. 

As at 31 December 2015, Wholesale 
funding includes £0.4 billion of FLS, where 
we were pleased to be the third largest 
net lender to SMEs under this scheme in 
2015, £0.2 billion of RMBS, reflecting the 
outstanding balance on our April 2014 
issuance, and a small amount, around 
£38 million, of Tier 2 debt securities, which 
are callable in May 2017.

As a result of the above, total liabilities 
grew by 25 per cent to £6.5 billion 
(31 December 2014: £5.2 billion).

Raised £75 million of gross 
primary equity
As at 31 December 2015, total equity was 
£534 million, an increase of 41 per cent 
on the prior year due primarily to the 
increase in retained earnings driven by 
profit after tax for the year of £78.3 million 
and the issuance of £75 million of gross 
primary equity at our IPO in March 2015 
(£72.3 million net of costs).

Interest income reflects 
continued loan growth
The 28 per cent growth in net lending 
drives the 32 per cent growth in interest 
income to £300.4 million for 2015 
(2014: £227.8 million). We are particularly 
pleased to have achieved this growth 
whilst maintaining the overall gross 
interest margin broadly constant at 5.5 
per cent (2014: 5.6 per cent). 

As described above, we continued 
to diversify our funding base and as a 
result, of this and further movement in 
market deposit rates, our cost of funding 
reduced to 1.9 per cent (2014: 2.1 per 
cent). Interest expense has therefore only 
grown at 16 per cent to £101.5 million 
(2014: £87.6 million). 

As a result, we delivered a 42 per cent 
increase in net interest income to 
£198.9 million (2014: £140.2 million) whilst 
also driving the expected 0.2 percentage 
point improvement in the net interest 
margin to 3.6 per cent (2014: 3.4 per cent).

Stable net fee and other 
operating income
Net fee and other operating income 
was broadly flat on the prior year at 
£25.6 million (2014: £26.0 million) with fee 
and commission income down by 5 per 
cent to £25.2 million (2014: £26.4 million) 
and a reduction in fee and commission 
expense of 10 per cent to £7.0 million 
(2014: £7.8 million) driven predominantly 
by Invoice Finance but partially offset 
by increased Asset Finance fees as this 
business has grown. Other operating 
income is mainly related to Invoice 
Finance and is in line with 2014 at 
£7.4 million for both years.

Income statement – key items
2015 

£m
2014 

£m
% 

change

Interest income 300.4 227.8 32

Interest expense (101.5) (87.6) (16)

Net interest income 198.9 140.2 42

Net fee and other operating income 25.6 26.0 (2)
Net derivatives income and gains on 
disposal of debt securities 0.2 (1.2) –

Operating income 224.7 165.0 36

Expenses, depreciation and amortisation (115.5) (99.1) (17)

IPO costs (4.1) (6.0) 32

Impairment losses (10.4) (9.6) (8)

Profit before tax 94.7 50.3 88

Tax (16.4) (11.9) (38)

Profit after tax 78.3 38.4 104

Key metrics

Net interest margin (%) 3.6% 3.4% 0.2%

Underlying cost/income ratio1 (%) 51% 60% 9%

Cost of risk (bps) 19bps 23bps 4bps

Underlying return on Equity1 (%) 20.6% 15.1% 5.5%

1 Excludes IPO-related costs of £4.1 million pre-tax and £3.4 million post tax in 2015 (2014: £6.0 million and £4.6 million).
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“We delivered record profitability and 
continued strong growth in 2015.”

James Mack, Chief Financial Officer

Net investment income
Net derivatives income and gains on 
disposal of debt securities shows a profit 
of £0.2 million (2014: £1.2 million expense) 
with a £2.1 million net expense from 
derivatives offset by a £2.3 million gain on 
disposal of the related debt securities. 

Operating income
As a result, we delivered a 36 per 
cent increase in operating income to 
£224.7 million (2014: £165.0 million).

Leveraging our 
operating platform
We have modern systems which 
we continue to invest in to maintain 
scaleability, improve functionality and 
cost efficiency. These systems, plus 
variabilising distribution costs via broker 
distribution plus avoiding expensive 
branch networks, has enabled us to 
grow revenues more quickly than costs. 
Total underlying expenses, excluding 
IPO costs, totalled £115.5 million 
(2014: £99.1 million) an increase of 17 per 
cent on the prior year and in line with our 
previous guidance of mid-teens per cent 
growth for the year.

The components of the cost base 
are shown in the table above. 
Other administrative expenses have 
grown by 18 per cent to £107.9 million 
(2014: £91.6 million) mainly due to a 
24 per cent increase in staff costs as 
we increased the average number of 
employees by 12 per cent to 845.

A more detailed split of administrative 
expenses including provisions and IPO 
related costs can be found in Note 11 of 
the financial statements.

Provisions predominantly reflect the 
levy for the UK Government’s Financial 
Services Compensation Scheme (FSCS) 
which offers protection to individual 
deposit holders on amounts up to 
£75,000. The levy for 2015 was £2.2 million 
(2014: £ 2.6 million).

The Group listed on the London Stock 
Exchange on 13 March 2015 and the 
related costs charged to the income 
statement for 2015 were £4.1 million 
(2014: £6.0 million).

Depreciation and amortisation was 
£5.3 million (2014: £3.9 million) with the 
increase over 2014 due to increased levels 
of amortisation on computer software 
reflecting the higher opening balance and 
additions during the year.

Improved cost/income ratio 
We continue to make good progress 
towards our target cost/income ratio of 
less than 40 per cent by the end of 2017 
with a 9 percentage point reduction 
during the year in our underlying cost/
income ratio to 51 per cent (2014: 60 per 
cent) which excludes IPO costs.

Rigorous credit 
risk management
Our continued focus on prudent credit 
risk management, as well as the benefit of 
the relatively benign credit environment, 
is reflected in the strong cost of risk of 
19bps (2014: 23bps). Impairment losses 
increased by 8 per cent to £10.4 million 
(2014: £9.6 million) reflecting growth in the 
portfolio and low levels of arrears.

In 2015, the cost of risk benefitted from 
a relatively benign credit environment 
as well as low levels of arrears across the 
portfolio. We continue to believe that, 
over the cycle, the normalised cost of risk 
for the business will be in the mid to high 
30s basis points.

Significant increase 
in profitability
In 2015, we generated profit before 
tax of £94.7 million, an increase of 88 
per cent over 2014 profit before tax of 
£50.3 million. Excluding IPO related 
costs, the underlying profit before tax 
is £98.8 million (2014: £56.3 million), an 
increase of 75 per cent.

Tax
The tax charge for the year increased 
by 38 per cent to £16.4 million 
(2014: £11.9 million) reflecting the Group’s 
increased profitability. However, the 
Group also benefitted from a one-
off revaluation of deferred tax assets 
following the announcement of the 
introduction of the 8 per cent bank 
tax surcharge from 1 January 2016. 
As a result, the effective tax rate for 
2015 was unusually low at 17.3 per cent 
(2014: 23.7 per cent). Going forward, we 
would expect our effective tax rate to 
move towards the mid-20s percentages 
as we apply the UK statutory tax rate on 
all taxable profits and the additional 8 per 
cent surcharge on taxable banking profits 
above £25 million.

Profit after tax
Profit after tax for 2015 more than doubled 
to £78.3 million (2014: £38.4 million). 
Excluding IPO costs, the underlying profit 
after tax increased by 90 per cent to 
£81.7 million (2014: £43.0 million).

Delivering strong, 
sustainable returns 
Our continued strong improvement in 
profitability drove an improved return 
on equity of 19.7 per cent (2014: 13.5 per 
cent). On an underlying basis, excluding 
IPO related costs, the return on equity 
was 20.6 per cent (2014: 15.1 per cent). 
Return on equity is calculated as returns 
to ordinary shareholders, i.e. profit after 
tax less the post tax AT1 coupon, divided 
by average ordinary shareholders’ equity.

Both RoE measures benefit from the 
one-off deferred tax asset revaluation 
described above which is worth just less 
than 1 percentage point.

Operating expenses
2015 

£m
2014 

£m
% 

change

Other administrative expenses 107.9 91.6 (18)%

Provisions 2.3 3.6 36%

IPO related costs 4.1 6.0 32%

Depreciation and amortisation 5.3 3.9 (36)%

Total operating expenses 119.6 105.1 (14)%
Operating expenses excluding IPO 
related costs 115.5 99.1 (17)%
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continued

Asset Finance
The Asset Finance business delivered 
strong growth in 2015, with net loans 
growing by 29 per cent to £1.3 billion 
(31 December 2014: £1.0 billion) as we 
grew customer numbers by 30 per cent 
to around 42,000 (31 December 2014: 
c33,000). This growth was also driven 
by excellent organic origination which 
increased by 21 per cent to £893 million 
(2014: £740 million). We continued 
develop our IT and telephony assets 
capability, and these assets now comprise 
around 7 per cent of the portfolio. 

We also saw good progress with our 
stocking proposition which we launched 
toward the end of 2014.

Net interest income grew by 40 per 
cent to £51.8 million (2014: £36.9 million) 
driven by growth in lending with the 
net interest margin remaining broadly 
in line with the prior year at 4.3 per cent 
(2014: 4.2 per cent).

Administrative expenses were also 
stable at £12.0 million (2014: £11.9 million). 
We continue to invest to support growth 
and in upgrading our operating platform.

Impairment charges for the year totalled 
£4.8 million (2014: £2.7 million) leading 
to a cost of risk of 40 basis points 
(2014: 31 basis points). The 2015 charge 
reflects low levels of arrears whereas 2014 
benefitted from one significant recovery. 

Asset Finance delivered an excellent 
bottom line performance with the 
segmental result increasing by 55 per cent 
to £39.3 million (2014: £25.4 million).

Strong performance across the business

2015 (£m)
Asset 

 Finance
Invoice 
Finance

SME 
Commercial 
Mortgages Buy-to-Let

Residential 
Mortgages 

Central 
Functions Total

Net loans to customers 1,346.7 160.8 829.2 2,417.9 1,390.2 n/a 6,144.8

Average net loans 1,195.5 170.7 690.8 2,231.0 1,185.0 n/a 5,473.0

Origination 893 35 428 673 582 n/a 2,611

Net interest income 51.8 5.3 34.2 73.3 43.8 (9.5) 198.9
Net fees and other 
income 4.3 15.2 0.8 3.0 2.2 0.3 25.8

Total operating income 56.1 20.5 35.0 76.3 46.0 (9.2) 224.7

Administrative expenses (12.0) (14.5) (4.8) (9.0) (5.1) (74.2) (119.6)

Impairment losses (4.8) (1.5) (2.0) (1.3) (0.8) n/a (10.4)

Segmental result 39.3 4.5 28.2 66.0 40.1 (83.4) 94.7

Net interest margin (%) 4.3 3.1 5.0 3.3 3.7 n/a 3.6

Cost of risk (bps) 40 88 29 6 7 n/a 19

2014 (£m)
Asset  

Finance
Invoice  

Finance

SME 
Commercial 
Mortgages Buy-to-Let

Residential 
Mortgages 

Central 
Functions1 Total

Net loans to customers 1,044.3 180.6 552.4 2,044.1 979.7 n/a 4,801.1

Average net loans 882.3 196.3 477.7 1,773.5 757.8 n/a 4,087.6

Origination 740 45 301 726 560 n/a 2,372

Net interest income 36.9 6.0 27.5 57.3 20.2 (7.7) 140.2
Net fees and other 
income 3.1 17.5 1.1 2.9 1.7 (1.5) 24.8

Total operating income 40.0 23.5 28.6 60.2 21.9 (9.2) 165.0

Administrative expenses (11.9) (14.7) (3.0) (9.3) (4.1) (62.1) (105.1)

Impairment losses (2.7) (3.4) (3.0) 0.3 (0.8) – (9.6)

Segmental result 25.4 5.4 22.6 51.2 17.0 (71.3) 50.3

Net interest margin (%) 4.2 3.0 5.8 3.2 2.7 n/a 3.4

Cost of risk (bps) 31 173 63 (2) 11 n/a 23

1 A £1.6 million write-off in relation to an Asset Finance intangible asset has been recorded within Central Functions as the asset was under development at the time of write-off.
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Invoice Finance
Invoice Finance remains the smallest part 
of the Group at around 3 per cent of the 
total net loan portfolio. At 31 December 
2015, net loans were £0.2 billion 
(31 December 2014: £0.2 billion). 
Customer numbers increased marginally, 
although remain around 1,200. Our trade 
and construction finance propositions 
which were launched toward the end of 
2014 are starting to gain traction. 

Net interest income decreased 
by £0.7 million to £5.3 million 
(2014: £6.0 million) driven by a lower 
average balance during the year with 
the net interest margin broadly flat 
at 3.1 per cent (2014: 3.0 per cent). 
Net fee income was down 13 per cent 
to £15.2 million (2014: £17.5 million) due 
to smaller average facility sizes and 
improvements in the credit performance 
of the portfolio leading to lower collect 
out fees. However, the latter was 
offset by improvements generated on 
impairments. The net revenue margin 
also remained constant at 12.0 per cent 
(2014: 12.0 per cent). 

We maintained our focus on cost 
management and expenses were 
£14.5 million (2014: £14.7 million). 

In addition to a number of fully provided 
loans being written off, we continue to 
benefit from actions previously taken to 
enhance credit and fraud controls and our 
non-performing loans ratio has reduced 
by 1.61 per cent to 1.51 per cent since the 
start of the year. These actions have also 
led to the improved credit performance 
of the business with impairments 
down by 56 per cent to £1.5 million 
(2014: £3.4 million) leading to a 85 basis 
points improvement in the cost of risk to 
88 basis points (2014: 173 basis points). 

The segmental result decreased 
by £0.9 million to £4.5 million 
(2014: £5.4 million).

SME Commercial Mortgages
In 2015, our SME Commercial Mortgage 
business grew net loans to customers by 
50 per cent to £0.8 billion (31 December 
2014: £0.6 billion) as we grew customer 
numbers by 38 per cent to around 1,500 
(31 December 2014: c1,100). Growth was 
supported by good organic origination, 
up by 42 per cent to £428 million 
(2014: £301 million). We delivered strong 
growth in the Commercial Investment 
portfolio where we focus on multi-let 
developments. We were also particularly 
pleased by the growth in the Property 
Development portfolio, with brokers 
attracted by our high quality service and 
national coverage.

The continued momentum is reflected 
in the increasing net interest income, 
up by 24 per cent to £34.2 million 
(2014: £27.5 million). The net interest 
margin reduced by 0.8 percentage 
points to 5.0 per cent (2014: 5.8 per 
cent) as a result of the strong growth in 
the relatively lower margin Commercial 
Investment product. 

The Mortgages division is run as one 
business with common platforms and 
some shared teams. We have allocated 
expenses to the three portfolios, 
with front office costs allocated using 
origination activity and back office costs 
allocated on the basis of average loan 
balances. The increase in administration 
expenses of £1.8 million therefore 
predominantly reflects increased 
origination compared with 2014 as well 
as the underlying 15 per cent increase in 
the overall cost base as we continued to 
invest in the business.

As at 31 December 2015, the non-
performing loans ratio was 0.83 per cent. 
Impairment losses decreased by 33 per 
cent to £2.0 million (2014: £3.0 million), 
despite the growth in the portfolio, 
reflecting the low levels of arrears in 
the current relatively benign credit 
environment. As a result, the cost of risk 
has reduced by 34 basis points to 29 basis 
points (2014: 63 basis points). 

The segmental result was strong, 
growing by 25 per cent to £28.2 million 
(2014: £22.6 million).

Buy-to-Let
In 2015, our Buy-to-Let mortgage 
business grew net loans to customers by 
18 per cent to £2.4 billion (31 December 
2014: £2.0 billion) as we grew customer 
numbers by 15 per cent to around 16,000 
(31 December 2014: c14,000). Growth was 
supported by robust organic origination 
of £673 million (2014: £726 million).

Net interest income increased by 28 per 
cent to £73.3 million (2014: £57.3 million) 
and the net interest margin remained 
broadly constant at 3.3 per cent 
(2014: 3.2 per cent).

The reduction in the allocated 
administration expenses of £0.3 million 
predominantly reflects the impact of 
reduced origination compared with 
2014 offset by the underlying 15 per cent 
increase in the overall cost base.

As at 31 December 2015, the non-
performing loans ratio was 0.21 per 
cent. Impairment losses increased 
by £1.6 million to £1.3 million 
(2014: £0.3 million benefit) as 2014 
benefitted from one unusually large 
recovery and the cost of risk was 6 basis 
points (2014: 2 basis points benefit).

The segmental result was excellent, 
growing by 29 per cent to £66.0 million 
(2014: £51.2 million).
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Residential Mortgages
In 2015, Residential Mortgages grew 
net loans to customers by 42 per cent to 
£1.4 billion (31 December 2014: £1.0 billion) 
as we grew customer numbers by 40 per 
cent to around 10,000 (31 December 
2014: c7,000). Growth was driven by 
organic origination, up by 4 per cent to 
£582 million (2014: £560 million) and was 
supported by a strong performance in 
Help to Buy. 

Net interest income grew by 117 per 
cent to £43.8 million (2014: £20.2 million). 
The net interest margin improved by 
1 percentage points to 3.7 per cent 
(2014: 2.7 per cent) due to the increased 
levels of Help to Buy which, by design, is 
higher loan-to-value lending and attracts 
higher margins. 

The increase in allocated administration 
expenses of £1.0 million predominantly 
reflects increased origination compared 
with 2014 as well as reflecting the 
increased scale of the business.

As at 31 December 2015, the non-
performing loans ratio was 0.29 per cent. 
Impairment losses were unchanged at 
£0.8 million (2014: £0.8 million) despite the 
growth in the portfolio, reflecting the low 
levels of arrears in the current relatively 
benign credit environment. As a result, 
the cost of risk improved to 7 basis points 
(2014: 11 basis points). 

The segmental result was excellent, 
growing by 136 per cent to £40.1 million 
(2014: £17.0 million).

Central Functions
Central Functions includes the Savings 
division and the Group’s Treasury function 
as well as common costs which are not 
directly attributable to the business lines. 
Common costs include central support 
functions such as Finance, IT, Legal & 
Compliance, Risk and Human Resources.

Net interest income includes the 
interest expense relating to the Tier 2 
subordinated notes and the net interest 
income or expenses element arising from 
derivatives held at fair value in hedging 
relationships, neither of which are 
recharged to the business lines. 

Net fees and other income predominantly 
includes the net expense or income from 
derivatives not in hedging relationships 
and other financial instruments at 
fair value through profit or loss and 
gains on disposals of available for sale 
debt securities. 

Central administrative expenses, 
excluding IPO costs, increased by 25 per 
cent to £70.1 million (2014: £56.1 million) 
mainly driven by an increase in the 
number of head office employees as we 
invested in the central functions ahead 
of the IPO to support life as a listed 
company and to support the growth of 
the business.

Total IPO costs incurred in 2015 were 
£6.8 million (2014: 6.0 million) of which 
£4.1 million (2014: 6.0 million) was charged 
to the P&L with the remainder charged 
to equity.

The segmental result was a charge of 
£83.4 million (2014: charge of £71.3 million)

Capital position
The Group maintains a strong capital 
position and its fully loaded CRD IV total 
capital ratio as at 31 December 2015 was 
15.1 per cent (31 December 2014: 14.8 
per cent). Within this, the Group’s fully 
loaded CRD IV CET1 ratio was 11.8 per 
cent (31 December 2014: 10.4 per cent). 
Our total capital increased by 39 per cent 
to £558.2 million due to retained earnings 
of £78.3 million for the year and the 
£72.3 million of net primary equity raised 
at IPO. At the same time, our capital 
requirement increased as we grew RWAs 
by 37 per cent. 

The Group’s leverage ratio remains 
comfortably above the required minimum 
of 3 per cent at 7.3 per cent, up from 
6.3 per cent at the end of 2014 due to 
retained earnings for the year as well as 
the equity raised at IPO.

Outlook
We are confident about the prospects 
for the Group. We continue to focus on 
balancing risk and return and remain 
committed to delivering profitable 
growth and strong, sustainable returns 
to shareholders while maintaining our 
prudent and disciplined approach to 
risk management. 

Specifically, in 2016, we expect to deliver:

• nominal net loan growth in line with 
recent run rates

• a broadly flat net interest margin, 
reflecting the low and stable UK interest 
rate environment

• a return on equity percentage in the 
high teens.

• a fully loaded CRD IV CET1 capital ratio 
of around 11 per cent.

James Mack
Chief Financial Officer

Capital position
2015 

£m
2014 

£m
% 

change

Common Equity Tier 1 capital 435.6 281.2 55%

Additional Tier 1 capital 74.0 73.7 –

Tier 2 capital 48.6 45.3 7%

Total capital 558.2 400.2 39%

Risk Weighted Assets (RWAs) 3,693.0 2,702.0 37%

Fully loaded CRD IV capital ratios (%)

CET1 ratio (%) 11.8% 10.4% 1.4%

Total capital ratio (%) 15.1% 14.8% 0.3%

Leverage ratio (%) 7.3% 6.3% 1.0%



 

Residential 
Mortgages 23% 

Buy-to-Let 39% 

Asset Finance 22%

Invoice Finance 3%

SME Commercial
Mortgages 13%

£6.1bn

1.0

1.4 +42%

2015 growth 
(%)

+28%6.1

4.8

+18%

+50%

-11%

+29%

2.4

0.8

1.3

2.0

0.6
0.2

0.2

1.0

2014 2015

13Aldermore Group PLC Annual Report and Accounts 2015

Strateg
ic rep

ort
C

orp
orate g

overnance
Rem

uneration
Risk m

anag
em

ent
Financial statem

ents
A

p
p

end
ices

Strategic report

>

Read more about our businesses on pages 26 to 35

Investment highlights
Aldermore is a diversified, specialist lender.

We support UK SMEs, homeowners and landlords, 
who are often under- or poorly served by the wider market.

Loan portfolio as at 31 December 2015

Net loans (£bn)

We continue to strongly grow net lending which was up by 28% in 2015. Our diversified 
lending portfolio provides multiple avenues for continued significant growth.

 Asset Finance

 Invoice Finance

 Buy-to-Let

 Residential Mortgages

  SME Commercial  
Mortgages



Asset Finance Invoice Finance

SME Commercial Mortgages Residential Mortgages

3.2%

Buy-to-Let

1.8%

0.8%

0.9% 0.3%

£38bn

£28bn £20bn

£48bn £182bn 

Strategic report
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>

Read more about our markets on pages 24 to 25

 Investment highlights
continued

Our specialist lending lines are deliberately 
selected for their common characteristics.

Specifically we operate in subsegments of large markets, which are largely 
backed by tangible collateral and delivering attractive risk-adjusted returns.

1 All market size data is based on annual loan origination, except for Invoice Finance which represents year end advances. See pages 24 to 25 for further details.

Market size1 (£bn) and current market share (%)



2011 2012 2013 2014

2.4

1.7

1.2

0.8

2.6

2015

2011 2012 2013 2014

23

42

34

25

19

2015
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Read more about our businesses on pages 26 to 35

 
We adopt a targeted human underwriting approach 

within a prudent risk appetite.

We combine targeted human credit underwriting with speedy decision-making 
and great customer service. Our modern systems do the hard work, supporting 

our underwriters and creating a scaleable advantage.

Our differentiated approach has enabled strong growth within our prudent risk appetite. 
Aided by a relatively benign environment, our credit losses have been consistently modest.

Annual loan origination (£bn)

Cost of risk (bps)



2011 2012 2013 2014

2.1

2.8

3.9
3.7

1.9

2015

 Other
wholesale 1% 

RMBS 3% 

FLS 6% 

Corporate deposits 2% 

SME deposits 22% 

Retail deposits 66%
£6.4bn
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Read more about our savings business on pages 36 to 37

Investment highlights
continued

We benefit from a diversified funding base.

Our lending is funded by a strong and well diversified online retail and SME 
deposit franchise together with a growing amount of wholesale funding.

This diversification, along with falling interest rates, has been a key driver 
of our reducing cost of funds in recent years.

Funding base (%)

Cost of funds (%)



2011 2012 2013 2014

60
66

90
97

51

2015

2011 2012 2013 2014

15.1

11.6

0.7
-0.5

20.6

2015
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Read more about our business model on page 20

 
We leverage our operating platform to help 

deliver strong sustainable returns.

We continue to leverage our operating platform to drive efficiency.

And are building a strong track record of delivery.

Underlying cost/income1 ratio (%)

Underlying return on equity1 (%)

1 Excludes IPO related costs of £4.1 million pre-tax and £3.4 million post tax in 2015 (2014: £6.0 million and £4.6 million).
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Strategic objective Our progress in 2015 Key performance indicators (2013–2015) 2016 priorities

Strategic objectives
Another year of strong delivery

Serving customers’ needs
Aldermore focuses on specialist lending across large lending 
segments which were deliberately chosen for their strong 
collateral characteristics, attractive risk-adjusted returns and 
growth potential. 

We look to leverage the strong market positions we have built, 
with distinctive customer propositions in chosen segments 
while maintaining excellent asset quality.

• We originated £2.6 billion of new loans in 2015 with net loans 
to customers reaching £6.1 billion at the end of 2015

• We maintained our average rating from customers leaving 
feedback via our online “Ratings and Reviews” service at 
4.6 out of 5

Deliver strong, sustainable returns 
to shareholders
The Group leverages its scaleable, efficient and legacy-free 
operating platform to grow revenues more quickly than its 
cost base and deliver long-term, sustainable profitability.

• We continue to invest in our business to ensure its 
sustainability and to leverage our modern and scaleable 
operating platform. Our underlying cost/income ratio1 
further improved by 9 percentage points to 51 per cent in 
2015 despite continued investment

• Growth in our balance sheet along with a falling cost/
income ratio and a strong credit performance are driving 
the Group’s profitability, return on equity and earnings per 
share. Underlying return on equity1 was 20.6 per cent in 
2015, an increase of 5.5 percentage points over 2014

Maintain prudent risk appetite, capital 
and funding positions
We take a prudent approach towards maintaining a capital 
base that supports the Group’s growth aspirations and 
exceeds regulatory requirements at all times. 

Our funding base is expected to remain predominantly 
deposit-led from retail and SME customers. However, in 
addition, we utilise wholesale sources such as the Bank of 
England’s Funding for Lending Scheme, our Residential 
Mortgage Backed Securitisation (RMBS) and a small amount of 
Tier 2 funding.

• Our cost of risk during the year was 19 basis points due 
to our rigorous focus on credit management leading to 
low levels of arrears in our loan book and was aided by a 
relatively benign credit environment 

• Aldermore holds at all times, regulatory capital in excess of 
the requirements set by the Prudential Regulation Authority 
(PRA) 

• As at 31 December 2015, our fully loaded CRD IV Total 
Capital Ratio was 15.1 per cent and our CET1 ratio was 11.8 
per cent compared with our target of around 11 per cent

• The increase in capital ratios was primarily driven by profit 
after tax for the year of £78 million and the £75 million of 
gross primary capital issued at IPO, partially offset by an 
increased capital requirement due to growth in lending

• At 31 December 2015, our loans to deposits ratio was 107 
per cent, in line with management expectations and the end 
of 2014

Continue to build an engaged and 
committed team
We recognise that for us to be successful, it is important to 
attract and retain a talented workforce. 

The Group aims to hire people who fit culturally and have 
the right competencies. We then empower managers 
with the tools and support they need to increase 
employee engagement.

• 2015 has been an exceedingly busy year for our team who 
have driven the continued operational success of the 
business whilst simultaneously undertaking a listing on the 
London Stock Exchange and operating in a new public 
company environment

• We have continued to focus on training and engagement 
and have also introduced changes to pension, maternity 
and paternity benefits. See page 22 for further details 

1 Underlying measures exclude IPO-related costs of £4.1 million pre-tax and £3.4 million post tax in 2015 (2014: £6.0 million and £4.6 million).
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We are committed to supporting UK SMEs, homeowners and landlords 
who are under- or poorly served by the wider market. We remain excited by 
the opportunity and confident of delivering continued strong growth and 

attractive, sustainable returns.

Strategic objective Our progress in 2015 Key performance indicators (2013–2015) 2016 priorities

Cost of risk (bps)

19
23

42

201520142013

Cost/income ratio2 (%)

51
60

66

201520142013

Total capital ratio (%)

11.8

201520142013

2.0
1.3

2.7
1.7
14.8 15.1

10.4
12.1
2.1
14.2

CET1 capital ratio
AT1 capital ratio 
Tier 2 capital ratio 

Customer rating

4.64.64.5

201520142013

Net promoter score

222325

201520142013

Loan origination (£bn)

2.6
2.4

1.7

201520142013

Return on equity2 (%)

20.6

15.1
11.6

201520142013

Earnings per share (p)

22.7

13.0
10.0

201520142013

Loans to deposit 
ratio (%)

107108
97

201520142013

• Continue to deliver nominal net loan growth in line with 
recent run rates while maintaining our prudent risk appetite

• Continue to deliver excellent service to customers and 
intermediary partners 

• Continued investment in IT systems to further improve 
customer journeys and enable enhanced product offerings

• Focus on selected market segments where we have 
product and industry expertise and so are able to generate 
attractive returns

• Continue to aim to deliver a cost/income ratio of less than 
40 per cent by the end of 2017

• The Group remains committed to continuing to deliver 
strong, sustainable returns to shareholders

• Maintain prudent and rigorous focus on underwriting and 
credit risk management

• We aim to maintain our fully loaded CRD IV CET1 capital 
ratio at around 11 per cent

• We anticipate our loans to deposits ratio reaching the 
110 per cent to 115 per cent range as we continue to 
diversify our funding sources

• We were delighted to retain our “One to Watch” 
classification in the Sunday Times Best Companies Survey

• We continue to focus on the wellbeing and engagement 
of our team as we look to further improve upon our “Best 
Companies” score in 2016 

2 Underlying measures exclude IPO-related costs of £4.1 million pre-tax and £3.4 million post tax in 2015 (2014: £6.0 million and £4.6 million).
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Leveraging our business model

SMEs Intermediated

Landlords

Direct
Homeowners

Savers Online direct

Prime credit
quality customers

Highly secured 
asset-backed 
lending with 

attractive
risk-adjusted

returns

 

Brand pillars: Transparency, Exceptional Service, Community

DNA: Reliable, Expert, Dynamic, Straightforward

Strong lending growth drives 
Strong growth
in net interest
income

 
Cost base 
grows
more slowly  

Accelerating 
profit 
trajectory 

Net
interest
income

 Costs ProfitInterest 
Income

Cost of
funds 

Lending Funded by

Asset Finance

Invoice Finance

SME Commercial 
Mortgages 

Residential 
Mortgages

Buy-to-Let

Retail deposits

Wholesale funding

SME deposits 

Corporate deposits

Risk appetite Customers Distribution

Strong capital base

Expert underwriting and risk
management 

Modern, legacy-free systems

Scaleable operating platform

Aligning the KPIs

We have aligned our key performance 
indicators (KPIs) to the various elements 
of our business model to provide 
additional clarity on how we measure 
and monitor performance and drive the 
business forward. 

Our DNA is to be Reliable, Expert, 
Dynamic and Straightforward – these 
values inform everything we do, forming 
the basis of our culture and brand.

We focus on prime creditworthy 
customers across lending lines chosen 
for their market size, growth potential, 
attractive risk adjusted returns and 
tangible asset security. We distribute 
to our customers through specialist 
brokers but have added growing direct 
distribution capability.

We enjoy the advantages of modern, 
legacy-free systems which we use to 
support our expert underwriters in 
making considered decisions, rather 
than adopting a “computer says yes or 
no” approach. Our operating platform is 
scaleable to support our future growth 
an we continue our investment in 
these systems.

We advance loans on which we earn 
income; these loans are funded via a mix 
of deposits and wholesale funding, on 
which we pay interest. The difference is 
net interest income which grows as we 
expand our loan book. Our cost base 
grows more slowly than our net interest 
income, driving an accelerating profit 
trajectory. This is what we refer to as 
“leveraging our business model”.

>   Read more about our 
strategy on page 18

>   Read more about our 
strategy on page 18

>   Read more about our 
strategy on page 18

Definition
Cost of risk is defined 
as impairment losses 
expressed as a 
percentage of average 
net loans.

Definition
Customer rating is 
defined as the average 
rating out of 5 on 
feedback collected via 
our website.

Definition
Total capital ratio 
is defined as total 
capital expressed as 
a percentage of risk 
weighted assets.

Cost of risk (bps)

19
23

42

201520142013

Customer ratings 
(out of 5)

4.64.64.5

201520142013

Total capital ratio (%)

15.114.814.2

201520142013



21Aldermore Group PLC Annual Report and Accounts 2015

Strateg
ic rep

ort
C

orp
orate g

overnance
Rem

uneration
Risk m

anag
em

ent
Financial statem

ents
A

p
p

end
ices

SMEs Intermediated

Landlords

Direct
Homeowners

Savers Online direct

Prime credit
quality customers

Highly secured 
asset-backed 
lending with 

attractive
risk-adjusted

returns

 

Brand pillars: Transparency, Exceptional Service, Community

DNA: Reliable, Expert, Dynamic, Straightforward

Strong lending growth drives 
Strong growth
in net interest
income

 
Cost base 
grows
more slowly  

Accelerating 
profit 
trajectory 

Net
interest
income

 Costs ProfitInterest 
Income

Cost of
funds 

Lending Funded by

Asset Finance

Invoice Finance

SME Commercial 
Mortgages 

Residential 
Mortgages

Buy-to-Let

Retail deposits

Wholesale funding

SME deposits 

Corporate deposits

Risk appetite Customers Distribution

Strong capital base

Expert underwriting and risk
management 

Modern, legacy-free systems

Scaleable operating platform

>   Read more about our 
strategy on page 18 
and remuneration on 
page 81

>   Read more about our 
strategy on page 18

>   Read more about our 
strategy on page 18

>   Read more about our 
strategy on page 18

>   Read more about our 
strategy on page 18 
and remuneration on 
page 81

>   Read more about our 
strategy on page 18 
and remuneration on 
page 81

Definition
Underlying profit before 
tax is defined as profit 
before tax excluding 
IPO costs.

Definition
Net loan growth 
is defined as the 
difference between net 
loans at the end and the 
start of the year.

Definition
Cost of funding is 
defined as interest 
expense expressed as a 
percentage of average 
net loans.

Definition
Gross interest margin 
is defined as interest 
income expressed as a 
percentage of average 
net loans.

Definition
Net interest margin is 
defined as net interest 
income expressed as a 
percentage of average 
net loans.

Definition
Cost/income 
ratio is defined as 
administration expenses, 
excluding IPO costs, plus 
depreciation expressed 
as a percentage of 
operating income.

Cost/income ratio1 (%)

51
60

66

201520142013

Net loan growth (£bn)

1.3
1.4

1.3

201520142013

Net interest 
margin (%)

3.63.4
3.0

201520142013

5.55.65.8

201520142013

REMGross interest 
margin (%) Cost of funding (%)

1.92.1

2.8

201520142013

Underlying PBT1 (£m)

99

56

26

201520142013

1 Excludes IPO related costs of £4.1 million pre-tax and £3.4 million post tax in 2015 (2014: £6.0 million and £4.6 million).



Strategic report

22 Aldermore Group PLC Annual Report and Accounts 2015

Customers, people and communities

Our customers, people and communities 
are an integral part of our business 
model and key to our success. We realise 
that by doing our best for those we 
serve, those who work for us and those 
who are impacted by our activities, 
we are contributing to the success of 
the business and so doing our best for 
shareholders as well.

Our customers
Our customers are at the centre of our 
business and underpin everything that we 
do. We now serve more customers than 
ever – around 195,000 at the end of 2015 
compared with c160,000 at the beginning 
of the year, an increase of 21 per cent. 

We believe in listening to our customers 
to understand what they think of us. 
We actively use customer feedback that 
we receive through our online “Ratings 
and Reviews” service to improve our 
offering. During 2015, we received an 
average rating of 4.6 out of 5, with 97 per 
cent of customers posting feedback 
on our website saying they would 
recommend us, tangibly demonstrating 
the continued strong performance in 
our brand and customer advocacy. 
Further endorsement from our customers, 
as well as our intermediary partners and 
the wider industry, came in the form of 
the 27 awards that we won during the 
year. We are also pleased with our Net 
Promoter Score of 22, which remains 
well ahead of of the UK banking industry 
average of 2.

Customer care is a key focus and all of 
our customer service teams are based in 
the UK. Occasionally, our customers do 
not enjoy the experience that they expect 
from us. When we receive a complaint, 
it is managed and resolved by the 
relevant business line and the responsible 
member of our Executive Committee 
is notified.

Our digital platforms, including 
our website, form a central part of 
our customer service proposition. 
We continue to make enhancements to 
our mobile friendly, customer-led website. 

To improve the customer service we 
provide we launched a number of 
new tools and resources during 2015. 
As described on page 37, we launched 
our SME Rate Checker which allows 
SMEs to compare rates from over 90 
providers online. To support our landlord 
community we created a buy-to-let hub 
on our website which contains a range 
of resources for both prospective and 
existing landlords.

Our people
We have a strong performance culture 
at Aldermore built on the DNA that we 
established at the very beginning in 2009: 
to be Reliable, Expert, Dynamic and 
Straightforward. This culture is one of the 
many factors that attract people to work 
at Aldermore.

We are committed to promoting diversity 
in the workplace and as at 31 December 
2015, two or 25 per cent of our Executive 
Committee and 383 or 47 per cent of total 
employees were female. Both a “Diversity 
and Inclusion” policy and a “Dignity 
at Work” policy were adopted during 
the year. 

In 2015, we improved our employee 
recognition packages to help us retain 
our people and bring us in line with listed 
companies. We improved parental leave 
for new mothers and fathers, raised the 
level of pension contributions that we 
match, and encouraged all employees 
to participate in our recently launched 
Sharesave scheme. 

We are totally committed to developing 
people who choose to work at Aldermore. 
In 2015, we launched our “Empowered 
Managers” programme, our biggest 
development initiative to date, as well as 
“Aspiring Managers” for those employees 
who would like to take on management 
positions in the future. Our “Next 
Generation Leaders” programme, which 
focuses on leadership capabilities, was 
also revamped in 2015.

Our “Skill!” programme promotes entrepreneurialism amongst young people. Aldermore’s Community team managed fundraising 
for Headway our chosen charity for 2015.
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We are constantly on the lookout for 
new talent and increasingly use digital 
channels for recruitment. Social media 
has proved to be both efficient and 
cost-effective with over 25 per cent of 
our external hires coming as a direct 
result of our social media presence. 
We also understand the need to help 
the next generation of employees enter 
the workforce and in 2015, recruited our 
first ever apprentices who joined our 
Mortgages team in Wilmslow.

Communication plays a big part in 
maintaining an engaged employee 
population and our senior leaders place 
a great deal of emphasis on meeting with 
and listening to our employees so that 
their views can be taken into account in 
making decisions which are likely to affect 
their interests. Executive Committee 
roadshows were held in Manchester, 
Reading and Leicester during 2015, 
allowing all of our people to interact 
with our senior team. Having attended 
these events, 90 per cent of colleagues 
said they felt proud of working for 
Aldermore. Outside of these events, 
we communicate systematically with 
employees on matters which concern 
them and to ensure a common awareness 
of the financial and economic factors 
affecting the performance of the Group. 
We also launched our first “Meet the 
Board” events in 2015 to give people the 
opportunity to interact with our Non-
Executive Directors. 

We were proud to be again awarded 
“One to Watch” status in the Sunday 
Times “Best Companies to Work 
For” survey. We view this recognition 
as an indication that our employee 
engagement is heading in the 
right direction. 

Our communities
Community is a core pillar of our brand 
and we are committed to making a 
contribution to those communities that 
we operate in, whether by supporting 
the UK’s vital SME community, 
giving something back to the areas 
where we operate or acting as a 
responsible member of the financial 
services community.

The UK’s SMEs play a large part in the 
country’s economic success, and as a 
lender serving these vital businesses, 
we recognise that our contribution can 
extend beyond merely providing finance. 
This is the reason that we continue to 
run regular education and networking 
events for SMEs and our introducers, 
most notably our Asset Finance training 
series. During 2015, over a hundred 
junior members of staff from our broker 
partners went through this training which 
introduced the basics of asset finance 
and the underwriting processes that 
lenders follow. The programme proved 
very popular amongst our brokers and is 
continuing into 2016.

The “SKILL!” programme, our flagship 
community initiative which promotes 
entrepreneurialism amongst young 
people, continued in 2015. For the first 
time, we held a national SKILL! final for the 
winning teams from each of the schools 
where we held events. Appropriately, 
given that 2015 was the year that we 
listed, this took place at the London Stock 
Exchange and coincided with Global 
Entrepreneur Week who recognised our 
programme as high impact in providing 
the support, inspiration and skills to help 
young people become more enterprising. 

We are aware of our impact on 
the environment and details of our 
greenhouse gas emissions can be found 
on page 80.

Headway, the brain injury association, 
was chosen as our charity of the year 
in memory of Adam Massen, one of 
our colleagues who sadly passed away 
in late 2014. Fundraising for Headway 
was managed by the Aldermore 
Community Team.

Our chosen charity of the year for 2016, 
is the Batten Disease Family Association 
(BDFA) which supports families, raises 
awareness and facilitates research into 
the group of fatal neurodegenerative 
diseases known as Batten disease. 
The charity was selected through an 
organisation-wide employee vote.

Were it not for our customers, people and 
communities, Aldermore would not exist 
and it is only with their ongoing support 
that we will thrive. 

Aldermore’s Risk and Internal Audit teams supporting local community initiatives.
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Market overview

Asset Finance
The asset finance market lends money 
to businesses to purchase new plant, 
machinery and equipment with the loans 
secured on the acquired asset.

In 2015, Asset Finance new lending 
or loan origination in the UK1 totalled 
c£28 billion, an increase of 12 per cent 
over the prior year and an average growth 
rate of 12 per cent over the last two years.

“Hard assets”, which have a strong 
secondary market, such as plant and 
machinery, commercial vehicles and 
cars constitute around 80 per cent of the 
market while “soft assets”, such as IT and 
telephony equipment which have limited 
or no residual value, and receivables 
account for the remaining 20 per cent. 

In terms of distribution, in 2015, direct 
accounted for 50 per cent of all new 
lending, sales through vendors and 
dealers about 32 per cent and brokers 
accounted for the remaining 18 per cent. 
Strong growth was registered across all 
channels, with direct growing by 15 per 
cent, sales through vendors and dealers 
by 10 per cent and the broker channel by 
9 per cent.

Invoice Finance
The invoice finance market provides 
working capital for businesses by lending 
against outstanding invoices issued by the 
borrower to its customers. During 2015, 
the market has remained fairly stable2 
in terms of both loan advances and 
customer numbers at around £20 billion 
and around 44,000 respectively. 

Although accounting for only 20 per cent 
of customer numbers, around 80 per cent 
of advances by value are to businesses 
with turnover in excess of £5 million. Here, 
the market has seen customer numbers 
grow by c8 per cent with advances up by 
c2 per cent during 2015.

The remaining 80 per cent of UK invoice 
finance customers have turnover of 
less than £5 million. However, smaller 
companies only represent around 20 
per cent of invoice finance lending. 
During 2015, the market reported an 
increase in advances of around 5 per 
cent to customers with turnover of less 
than £5 million whilst customer numbers 
remained broadly stable. 

Commercial Mortgages
Commercial mortgages are secured 
against commercial properties such as 
retail premises, offices, industrial units 
and commercial investment property.

We estimate that the gross mortgage 
origination in 2015, was around £48 billion3 
growing by around 9 per cent compared 
with 2014 and by around 17 per cent 
since 2013.

3 Source: The UK commercial property lending 
market research findings by De Montfort University 
June 2015 (annualised).

2 Source: Asset Based Finance Association – data as at 
September 2015.

1 Source: Finance and Leasing Association, excluding 
High Value.

Direct Sales/Vendor Broker

2013

Asset Finance market origination (£bn)

3.8
22.4

2014 2015

11.0

7.6

12.3

8.2

4.6

14.1

5.0

9.0

28.1
25.2

12% CAGR

2013

Gross commercial mortgage origination 

(£bn)

2014 2015

+17% CAGR

35

44
48

<5
Customer turnover (£m):

5 – 50 50 – 100 100+

2013

Invoice Finance loan advances by 
customer turnover (£bn)

2014 2015

1.8

4.1

6.6
7.7
1.8

4.1

5.9

19.4
6.2

20.0

2.2
7.3

4.3

5.3

17.8
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Buy-to-Let Mortgages
Around £38 billion of buy-to-let 
mortgages4 are estimated to have been 
advanced in 2015, with this segment 
of the market growing by 39 per cent 
compared with 2014 and at an average of 
35 per cent over the last two years. 

In the second half of 2015, the UK 
Government introduced a number of 
measures aimed at moderating future 
growth in buy-to-let and second home 
ownership. These are discussed in more 
detail on pages 32 and 42 but include 
restricting mortgage interest rate relief to 
the basic tax rate for individual landlords 
from 2017, a change which will be phased 
in over four years. An additional 3 per cent 
stamp duty will be payable on buy-to-let 
and second home purchases from April 
2016. However, it should be noted that, 
as shown in the chart, currently over half 
of all mortgages in the buy-to-let market 
relate to re-mortgaging and attract no 
stamp duty.

Residential Mortgages
According to the CML, in 2015, residential 
owner-occupied mortgage loan 
origination4 was around £182 billion and 
is up by 4 per cent over 2014 and by 
an average of 8 per cent over the last 
two years. 

Within this, advances to first time buyers 
totalled around £47 billion up 4 per cent 
on 2014 and new mortgage lending to 
the self-employed (excluding first time 
buyers) was up 9 per cent compared to 
2014 at £18 billion.

Around 70 per cent of the total residential 
owner-occupied mortgage market is 
distributed via intermediaries, with the 
remainder distributed directly. 

Savings
The UK deposit market is enormous5 
at around £1.8 trillion and has grown by 
around 4 per cent per annum over the last 
two years.

Although there are an increasing number 
of new entrants, the market continues to 
be dominated by the large incumbent 
banks, with six institutions holding 73 per 
cent of the UK’s savings. Around two-
thirds of the savings market is held in 
“Easy Access” products.

Retail deposits represent around two-
thirds of the market at £1.2 trillion, with 
the remaining third being SME and 
corporate deposits. 

4 Source: Council of Mortgage Lenders (CML). 5 Source: Bank of England. UK deposit pool comprises 
outstanding sterling deposits and repos for individuals 
(retail) and non-financial businesses (SME/corporate).

Aldermore supports UK SMEs, homeowners, landlords and savers; 
customers who are often under- or poorly served by the wider market. 
We operate in large, growing lending segments which are backed by 

tangible asset collateral and offer attractive risk adjusted returns.

Remortgage Purchase Other

2013

Gross buy-to-let mortgage originations 

(£bn)
+35% CAGR

2014 2015

14.5
10.7

0.3

0.4

0.8

27.2

37.9

20.8

9.3

12.4

21.9

15.6

Retail deposits SME/corporate deposits

2013

UK deposit market
(£tm)

2014 2015

1.1

1.7

1.1

1.6

0.6
0.6
1.8

0.6

1.2

+4% CAGR  

2013

Gross residential mortgage origination  

(£bn)

2014 2015

+8% CAGR  

55

156.8

62

176.1

70

182.3

Bar shows origination in £bn with the line showing the %
distributed via intermediaries.



2015 highlights

•  Net lending to customers 
up by 29% to £1.3bn

• Customer numbers up 
by 30% to c42,000 

• Organic origination up 
by 21% to £893m

• Broker origination up 
by 21% to £670m

• Direct origination up 
by 21% to £223m
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Business Finance
Asset Finance

Business Finance
In the second half of 2015, we created 
the Business Finance division bringing 
together the Asset and Invoice Finance 
business lines under common leadership.

Asset Finance
Aldermore Asset Finance supports 
capital investment in business critical 
assets. Leveraging our depth and breadth 
of expertise, we finance a wide array of 
assets. This flexibility enables us to meet 
the needs of customers of all sizes across 
key industries. 

In addition, we offer wholesale and block 
discounting facilities to smaller leasing 
companies and brokerages enabling 
them to extend credit directly to SMEs.

Market and strategy
Please see page 24 for an overview of the 
UK asset finance market.

We aim to be our partners’ “funder of 
first choice” by being easy to do business 
with, quick to respond and consistent in 
our credit decisions. 

Our main focus is lending through the 
broker channel, which as shown on 
page 24 represents almost 20 per cent 
of annual lending across the market. 
We’re delighted to have built excellent 
relationships with our network of around 
400 broker partners who have supported 
us in growing our market share to around 
13 per cent in this channel. 

From an asset perspective, our primary 
focus to date has been hard assets. 
In 2014, we extended our product range 
into soft, or IT and telephony, assets 
and these now account for 7 per cent of 
the portfolio.

Towards the end of 2013, we entered 
selected segments of the sales/vendor 

space which, in total, accounts for a 
further third of annual origination. 
Although our share of this is small today 
we see an opportunity though initiatives 
such as our dealer finance proposition.

On an overall basis, we estimate 
our 2015 market share to be around 
3.2 per cent.

Growth
2015 was another excellent year for our 
Asset Finance business with our portfolio 
growing by 29 per cent to £1.3 billion 
and customer numbers now totalling 
c42,000 (2014: c41,000). We grew organic 
origination to £893 million, up by 21 per 
cent over 2014 of £740 million. In October, 
we launched our new dealer finance 
proposition which brings together 
services from both Asset and Invoice 
Finance, including inventory, retail, 
working capital and trade finance to 
better meet our customers’ needs. 

Continued investment
We continued our multi-year investment 
programme in our technology and 
digital capability to improve customer 
experience. In 2015, we began upgrading 
our back office systems to strengthen 
their integration with our front office 
systems. The development of our front 
office portal, to provide functionality 
to allow documents to be uploaded, 
tracking of applications and e-signature 
capability, was also initiated.

In addition to continuing to invest in 
our own team, we’ve launched the 
“Next Generation Training Initiative” 
to help develop the UK’s new asset 
finance brokers. We believe it’s the first 
programme of its kind in the industry 
and, to date, over 100 of our registered 
brokers have participated in these 
free workshops.

Net lending up 

29%
to £1.3bn

2

1

3

4

6
5

Portfolio by product type (%)

1 Plant and machinery 34%

2 Commercial
 vehicles 30%

3 Professional loans 11%

4 Cars – used 10%

5 Cars – new 6%

6 Other 9%

Awards

• SME Champion Award (2015 
Leasing World Awards)

• Leasing & Asset Finance provider 
of 2015 (NACFB)

Net loans (£bn)

2014 2015

1.0
1.3 +29%
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D B Ramsden, an independent 
wholesaler, specialising in providing 
goods and services to the retail 
sector, was looking for a finance 
facility to undertake a major office 
refurbishment and expansion to bring 
together staff from their four offices 
into one.

The ability to provide and maintain 
a high level of customer service 
is key, requiring investment in our 
people and office environment. 
Aldermore worked closely with our 
broker and supplier so I didn’t have 
to deal with issues. We wanted 
hassle-free financing and that’s 
what we received.”

Nick Ramsden, 
Group Managing Director, D.B. Ramsden

The firm’s broker, Bluestone Leasing, 
approached us to fund demountable 
partitioning and heat exchanger units. 
We provided a tax-efficient, flexible 
solution that utilised the client’s 
unused Annual Investment Allowance 
and also allowed for stage payments 
to the contractor.

“Aldermore were a pleasure to work with. 
Their flexibility and practical approach at every 

turn left a lasting impression on the client, 
their suppliers and our team.”

Louise Harris, Head of Interiors at Bluestone Leasing

Supporting our

customers’ ambitions

Efficient and

flexible solution

Easy to do

business with



2015 highlights

• Provided in excess of 
£1bn of working capital to 
UK SMEs

• “Pay and Bill” launched for 
the recruitment sector

• Trade Finance launched 
for businesses with 
overseas suppliers

• Rated 4.7/5 by our 
customers online

• Now jointly managed with 
Asset Finance
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Business Finance
Invoice Finance

7

1

23

4

5

Portfolio split by sector (%)

6
1 Manufacturing 32%

2 Other business
 activities 17%

3 Wholesale 16%

4 Recruitment 15%

5 Logistics 13%

6 Construction 4%

7 Other 3%

Aldermore Invoice Finance provides 
working capital solutions for UK SMEs, 
ranging from vanilla invoice discounting 
and full service factoring, where we 
manage the customer’s debt collection 
on their behalf, to more tailored customer 
solutions requiring the in-house expertise 
that Aldermore has developed. We will 
usually lend up to 90 per cent of the value 
of approved outstanding sales invoices. 
Given the short-term nature of these 
loans, with the underlying invoices usually 
converting to cash within 60 days, our 
average loan balance is equivalent to 
providing over £1 billion in working capital 
finance to UK SMEs each year.

Market and strategy
Please see page 24 for an overview 
of the UK invoice finance market. 
The competitive landscape is split, with 
four large high street banks controlling 
around 70 per cent of advances and 
customer numbers, usually targeting 
larger clients with whom they hold 
the primary banking relationship. 
The remainder of the market is served by 
a fairly long and diverse tail of lenders, of 
which Aldermore is part. We estimate our 
current overall market share to be around 
0.8 per cent.

Our customers are typically SMEs 
with turnover of up to £2 million and 
we focus on key sectors including 
Manufacturing, Wholesale, Recruitment 
and Logistics. We have experienced client 
relationship managers who understand 
our customers’ businesses and provide 
expert advice to support their growth 
aspirations. We continually develop 
simple and transparent solutions, for 
example our trade finance product for 
businesses with overseas suppliers and 
our “Pay and Bill” product designed 
specifically for the recruitment industry 

which offers a simple solution to the 
funding gap between paying candidate 
wages and being paid by their customers. 

Our distribution channels are supported 
by local relationship managers based in 
our seven regional offices. We work with 
more than 500 intermediary groups at a 
local and national level. 

To ensure we have a sustainable 
platform for the future, during 2015, 
we restructured our operating model 
and sales structure to better serve our 
clients’ needs whilst maintaining our 
differentiated service proposition. 

Portfolio
Invoice Finance represents a useful part 
of our lending proposition to SMEs rather 
than a key driver of the Group’s growth 
and remains the smallest part of the 
Group at around 3 per cent of the total 
net loan portfolio. At 31 December 2015, 
net loans were £0.2 billion (31 December 
2014: £0.2 billion). Customer numbers 
increased marginally, although remain 
around 1,200, with average facility sizes 
reducing. We continue to support our 
customers with innovative products such 
as our construction finance proposition. 
This was launched toward the end of 2014 
and is gaining traction and now accounts 
for c4 per cent of the portfolio. 

Continued investment
During 2015, in addition to upgrading our 
core operating system, we upgraded our 
risk systems and framework to allow much 
earlier visibility of potential credit risk 
issues. This has both a positive effect on 
our credit decision process but also allows 
us to take remedial action much sooner 
with greater effect.

Awards

• Invoice Finance Provider of the Year 
(Credit Today Awards 2015)

• Alternative Funder of the Year 
(Central & North-East Dealmakers)

Supporting  
UK SMEs  
with

over £1bn
of financing in 2015

12

Portfolio by product type (%)

1 Discounting 47%

2 Factoring  53%
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Deep industry expertise

transparent solution

Simple and

DK Concrete Ltd is a concrete pouring 
business providing ready mixed 
concrete and floor screed using 
volumetric trucks. The company runs 
a fleet of trucks from its site in Corby, 
servicing Northamptonshire, Rutland 
and North Cambridgeshire.

Owners, and husband and wife team, 
David and Lea Kernaghan, were 
introduced to us by their broker who 
realised that we would be able to 
offer them more favourable terms for 
their invoice discounting facility than 
their existing major high street lender. We also provided bad debt 

protection. In partnership with David 
and Lea, we reduced the exposure 
to one client who ultimately went 
into administration owing money 
to the firm. As we had reduced 
the potential loss, we were able to 
return a significant proportion of the 
outstanding amount to the firm.

“I was particularly impressed with the approach taken by 
Aldermore. We were also very grateful for the 

bad debt protection provided which proved extremely 
valuable when one of our clients fell into administration.”

Lea Kernaghan, DK Concrete Ltd

Understanding our 

customer’s business



2015 highlights

• Net lending to customers 
up by 50% to £0.8bn

• Customer numbers up 
by 38% to c1,500

• Organic origination up 
by 42% to £428m

• Direct origination up 
by over 200%
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Mortgages
SME Commercial Mortgages

Mortgages
Since 2014, the Mortgages division has 
been run as an integrated business 
and one team under the leadership of 
Charles Haresnape. We’ve built an award-
winning, innovative and comprehensive 
proposition based on the foundations 
common across all of our lending lines, 
namely our ability to use our modern, 
flexible systems to enable our expert 
underwriters to make considered 
credit decisions and our responsive 
service culture.

In line with our operating model and to 
provide additional transparency, we have 
restructured our segmental reporting 
creating a “Buy-to-Let” segment which 
brings together loans which were 
previously split across SME Commercial 
and Residential Mortgages.

SME Commercial Mortgages
Aldermore offers mortgages to cover the 
full life cycle from property development 
through to purchase and refinancing 
as well as bridging loans. Our SME 
Commercial Mortgages business focuses 
on mortgages for shops, warehouses, 
industrial units and offices distributed 
through financial intermediaries and 
directly with customers.

Market and strategy
Please see page 24 for an overview of 
the UK commercial mortgage market of 
which we estimate our overall share to be 
around 0.9 per cent.

We look to build on our ability as one 
of the few lenders who can offer a full 
spectrum of products from property 
development to commercial investment 
and commercial owner occupied. 
We work closely with our panel of 
around 800 brokers to ensure we are 
easy to do business with and engage 
in a proactive dialogue particularly 
around more complex cases. Our direct 
business has also grown rapidly in recent 
years and now accounts for 26 per cent 
of origination.

Growth
Our SME Commercial Mortgage portfolio 
grew by 50 per cent to £0.8 billion 
(2014: £0.6 billion) driven by strong new 
lending levels which at £428 million 
represented an increase of 42 per cent 
compared with 2014 of £301 million.

Gross new lending via brokers grew by 
20 per cent to £318 million with direct 
distribution growing by over 200 per cent.

We were particularly pleased with the 
growth in our Commercial Investment 
portfolio, where we focus on multi-let 
developments, as well as significant 
traction gained by both the Property 
Development business, as we continue 
to support experienced regional 
developers, and by our commercial 
Bridging product, which is making good 
progress following its launch in June 2014.

Awards

• Best Development Finance 
Provider (Business Moneyfacts)

• Best Service from a Commercial 
Mortgages Provider 
(Business Moneyfacts)

6

1

23

4

5
7

Portfolio by property type (%)

1 Shop 31%

2 Property
 development 22%

3 Office 17%

4 Warehouse 14%

5 Residential  8%

6 Industrial unit 3%

7 Other 5%

Net loans (£bn)

2014 2015

0.6
0.8 +50%

Net lending up by

50% to £0.8bn
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“Relationships are so important, especially 
because we are the ‘S’ of the ‘SME’. Aldermore’s 
team has been great and so enthusiastic. I can 

honestly say that Aldermore has been a pleasure 
to work with.” 

Anthony McCourt, Director at Gethar Ventures

Nearing completion

A Grade II listed Victorian building in 
the West Midlands provided Gethar 
Ventures with a unique development 
project. However, funding the 
purchase was complex as there were 
caveats such as the need to retain the 
historic façade.

It has become easier to get funding in 
the past two years but the price of the 
funding can be varied. Getting the 
right cost of money from the right sort 
of provider remains challenging.”

Anthony McCourt,  
Director at Gethar Ventures

Work on the building is now at 
an advanced stage and will be 
completed in the next few months, 
while the pre-sales process is 
progressing extremely well.

A unique  

development project

Getting the cost of 

money right



2015 highlights

• Net lending to customers 
up by 18% to £2.4bn

• Customer numbers up by 
15% to c16,000

• Organic origination of 
£673m, down 7%

• Direct origination up 10%

• Launched online Buy-to-
Let and landlord hubs

Strategic report
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Mortgages
Buy-to-Let Mortgages

Aldermore provides a complete Buy-
to-Let proposition catering for both 
individual and corporate landlords, simple 
to complex properties and from a single 
property to large portfolio.

Market and strategy
Please see page 25 for an overview of 
the UK buy-to-let market of which we 
estimate our overall share to be less than 
2 per cent. 

There have been a number of regulatory 
changes related to the buy-to-let sector. 
Firstly, the Summer Budget introduced 
plans to restrict relief on mortgage 
interest for individual landlords to the 
basic rate of income tax from April 2017. 
This was followed by the introduction, 
from April 2016, of an additional 3 per 
cent stamp duty tax on buy-to-let 
properties over £40,000. We monitor 
activity in our buy-to-let portfolio closely. 
However, to date, we have seen no 
significant shift in customer behaviour 
and believe that it will be later in the 
year before we can see any possible 
impact of these changes on the market. 
Over half of all buy-to-let mortgages 
originated across the market each year 
relate to remortgage rather than purchase 
transactions and therefore attract no 
stamp duty. In comparison, around 
70 per cent of balances, and annual 
origination, in our Buy-to-Let portfolio 
relate to remortgages. 

Additionally, in December 2015, 
the Basel Committee on Banking 
Supervision issued a consultation paper 
on risk weights which, if implemented as 
currently drafted, would, probably from 
2019, increase the standardised capital 
risk weights for a buy-to-let mortgage on 
a residential property from 35 per cent 
to 70 per cent for transactions with 
a loan-to-value of below 60 per cent 

and 90 per cent for loans-to-value of 
between 60 per cent and 80 per cent. 
Although we believe the PRA will 
continue to determine the appropriate 
standardised risk weight for UK buy-to-let 
at a national level, we intend to pursue 
an IRB approach which would lead to 
the adoption of our own internal credit 
model, subject to regulatory approval, 
rather than standardised risk weights.

Buy-to-let remains a key element of 
UK housing stock with the underlying 
demand continuing to grow. 
We represent a small part of the overall 
market and, as such, believe that this 
lending segment remains attractive from 
both a growth and return perspective.

During 2015, we significantly enhanced 
our Buy-to-Let offering creating a 
seamless proposition for amateur to 
professional landlords. We streamlined 
our product range, launched Buy-to-
Let and landlord hubs on our website, 
providing enhanced buy-to-let calculators 
and additional information for brokers 
and customers. 

Growth
In 2015, our Buy-to-Let business grew 
net loans to customers by 18 per 
cent to £2.4 billion (31 December 
2014: £2.0 billion) as we grew customer 
numbers by 15 per cent to around 16,000 
(31 December 2014: c14,000). Growth was 
supported by origination of £673 million 
(2014: £726 million) which although down 
by 7% remains robust. We were pleased 
with the 10 per cent growth in direct 
distribution which now accounts for 
19% of annual origination.

Awards

• Best Service from a Commercial 
Buy-to-Let Mortgage Provider 
(Business Moneyfacts)

Net lending up by 18% to

£2.4bn

Net loans (£bn)

2014 2015

2.0
2.4 +18%

Buy-to-Let

Geographic distribution

Greater London 35%

South East  20%

Midlands 9%

East Anglia 9%

North West 9%

South West 8%

Yorkshire 5%

Other 5%
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“I was bowled over. I had battled for two years to 
find a provider. The relationship I have with 

Aldermore is terrific and the process is simple, 
hassle-free and the communication I have with 

the team is second to none.”
Chris Symons, professional property investor

A detailed review

Problem solved

Facing challenges

When Chris Symons came to 
remortgage some of his buy-to-let 
properties to expand his portfolio, 
a County Court Judgement against 
his previous limited company was 
identified and his previous high street 
lenders refused to help.

Our underwriters took a detailed look 
at his wider circumstances, reviewing 
his application on its own merits and 
providing him with the support he 
needed. Chris’ business is thriving. 
He has remortgaged five other 
properties and has a commercial 
mortgage with us.

Speaking to Aldermore was like a 
breath of fresh air. I explained my 
situation to one of the advisers and 
she immediately said, “Yes we can 
help. How many properties are you 
looking to remortgage?”

Chris Symons, professional property investor



2015 highlights

• Net lending to customers 
up by 42% to £1.4bn

• Customer numbers up by 
40% to c10,000

• Organic origination of 
£582m up by 4%

• Direct origination up 33% 

• Launched Help to Buy 
Equity Loan product

Strategic report
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Mortgages
Residential Mortgages

Within Residential Mortgages we target 
prime creditworthy quality customers, 
including first time buyers, self-employed 
and professionals, who often fall outside 
the automated lending criteria of some 
of the mainstream banks. We were also 
an early adopter of Government schemes 
such as the Help to Buy: mortgage 
guarantee and equity loan schemes.

Market and strategy
Please see page 25 for an overview of the 
UK residential owner occupied mortgage 
market of which we estimate our overall 
share to be around 0.3 per cent.

We aim to get our customers into new 
homes or remortgage their existing 
properties as quickly as possible. As in 
our other business lines, we aim to be 
easy to do business with, transparent 
and quick to respond. We benefit from 
modern technology with our brokers able 
to apply via an online portal and obtain 
a decision in principle within 90 seconds. 
This portal takes the application and 
links to external systems, automatically 
completing basic identity, fraud and 
credit checks and builds an underwriting 
file highlighting any specific issues to our 
underwriters. This technology allows us 
to use a targeted approach to human 
underwriting in a cost-effective manner 
to make considered and consistent 
credit decisions.

We work with around 12,000 brokers via 
our paperless broker portal. These broker 
relationships accounted for just over 
90 per cent of gross new lending in 2015. 
We also continue to develop our direct 
distribution capability which grew by 
around a third in 2015.

Growth
Aldermore’s residential owner occupied 
mortgage portfolio grew by 42 per cent 
to £1.4 billion (2014: £1.0 billion) as we 
grew customer numbers by 40 per cent to 
10,000. Gross new lending of £582 million 
was up by 4 per cent on 2014 levels.

We continue to support first time buyers 
and delivered good growth in Help To 
Buy, including our launch of Help To Buy 
Equity Loan product, which increases our 
support for the new build market.

Continued investment
Across the Mortgages division, to support 
the continued growth of the business we 
have increased our sales team and back 
office operations. We are also refreshing 
our operating platform and continue to 
invest in our online capability.

Awards

• Best Specialist Lender (Mortgage 
Strategy Awards)

• Best Specialist Lender 
(Financial Reporter)

• Service Standard Award 
(What Mortgage Awards)

• Best Specialist lender 
(What Mortgage Awards)

• Best Non Mainstream lender 
(Mortgage Force)

• 4 star service award (FT Adviser)

• Best Specialist Lender 
(Your Mortgage)

Net lending  
up by 

42%
to £1.4bn Net loans (£bn)

2014 2015

1.0

1.4 +42%

Residential

Greater London 6%

South East  21%

Midlands 16%

East Anglia 13%

North West 13%

South West 10%

Yorkshire 8%

Other 13%

Geographic distribution
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“When we heard we had the mortgage we both 
cried. Owning our own home has been an 

ambition for us both for such a long time and now 
we have one. It’s amazing!”

Kelly Evison, homeowner

Help to Buy

An easy process

Determined to secure a home for 
their young family, first time buyers 
Kelly and Wayne Evison had lived with 
Wayne’s parents for two years so that 
they could save for a deposit.

Wayne’s self-employed status meant 
their 10 per cent deposit was too 
low for some high street lenders. 
We recommended Help to Buy, 
a UK Government scheme which 
enables borrowers with a small 
deposit to get a mortgage. 

Aldermore made the mortgage 
application process really easy. 
If I didn’t understand any of the 
terms or the process I just rang the 
team and it was explained perfectly 
and understandably.”

Kelly Evison, homeowner

Determined first

time buyers



2015 highlights

• Total deposits up by 29% 
to £5.7bn

• SME deposits up by 37% 
to £1.4bn

• Corporate savings up by 
571% £156m

• Customer numbers up by 
18% to 124,000

• Launched SME 
Rate Checker

• Launched Help to Buy ISA

Strategic report
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Savings

With our dynamic, online savings 
platform, we have created a strong 
customer franchise which provides a 
stable funding base enabling us to fund 
our lending to UK SMEs, homeowners 
and landlords.

We offer a range of award-winning, 
straightforward saving products to Retail, 
SME and Corporate customers. 

Market and strategy
Please see page 25 for an overview of the 
UK savings market of which we estimate 
our market share in retail deposits to be 
0.4 per cent and in SME deposits to be 
0.2 per cent, providing significant scope 
for future expansion without the need to 
target large market shares.

We believe that it should be as simple 
as possible to save so we make it easy 
for our customers to use their accounts. 
Both Retail and SME savers are able to 
open and fund an account online within 
15 minutes as our modern IT systems 
link with third parties to complete key 
identity checks.

We publish unedited reviews on our 
website, allowing us to react to customer 
feedback, as well as letting potential 
customers see what other savers think 
of us. We believe that we are still unique 
in this transparent approach in the UK 
banking sector.

Growth
Our savings business delivered another 
excellent year, matching our growth in 
lending with total deposits up by 29 per 
cent to £5.7 billion (2014: £4.5 billion). 

We now support almost 124,000 savers 
(2014: 105,000 savers). Total retail deposits 
grew by 23 per cent to £4.2 billion 
(2014: £3.4 billion). SME deposits have 
grown very strongly, up by 37 per cent to 
£1.4 billion (2014: £1.0 billion).

In a little over a year, our corporate 
deposit portfolio exceeds £156 million. 
This is an excellent performance and 
provides further diversification to our 
deposit base.

Continued investment
In line with our transparent approach and 
building on our track record of innovation, 
we commissioned bespoke research that 
showed that almost a quarter of SMEs 
didn’t know what interest rate they were 
receiving on their savings. In response, 
we’ve created a new and unique rate 
checking tool which compares the rate 
being paid by over 90 providers with that 
they could expect to earn with Aldermore.

We also recently launched our Help to 
Buy ISA, supporting the Government 
scheme specifically designed for 
people looking to buy their first home. 
The scheme allows savers to put away up 
to £200 a month, which the Government 
will boost by 25 per cent when they buy 
their home, up to a maximum of £3,000. 
We are also one of a small number of “ISA 
wrapper” providers, meaning that we 
can offer this new ISA to those who have 
already opened a Cash ISA in this tax year 
but have not taken advantage of their full 
ISA allowance.

Awards

• Best Business Variable Rate 
Deposit Account Provider 
(Business Moneyfacts Awards)

• Best Business Fixed 
Account Provider (Business 
Moneyfacts Awards)

• Savings Innovation award for 
Customised Fixed Business 
Savings Account (Moneynet 
Personal Finance Awards)

• Best Business Savings 
Provider (Moneynet Personal 
Finance Awards)

• ISA Provider of the Year – 5 times 
Winner (Consumer Moneyfacts 
Awards 2011 – 2015)

• Savings Innovation Award for 
Business Customers (Savings 
Champion Awards)

Total deposits  
up by

29% to £5.7bn
1

2

3

Retail deposits distribution1 (%)

1 Online 75%

2 Post 22%

3 Phone 3%

Retail SME Corporate

3.4 4.2

1.4
0.2

1.0

4.5 5.7

2014 2015

Deposits (£bn)

1 Based on accounts opened in 2015.
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“The SME Rate Checker originated from our belief that it 
should be really easy for time-poor SMEs to find out 

something as fundamental as their savings interest rate.”
Simon Healy, Managing Director of Savings at Aldermore

Innovative

Transparent

Talking to SMEs, it became clear that 
many were not getting the most out 
of their surplus funds. They found it 
difficult to find out what interest rate 
they were earning and were unable to 
shop around easily. 

In response, we became the first 
financial institution to offer an 
independent business savings rate-
checking tool to SMEs. Our SME Rate 
Checker allows SMEs to view the rates 
of more than 90 savings institutions 
and provides a comparison rate for a 
similar Aldermore account.

The SME Rate Checker makes it 
straightforward for businesses to do 
in moments what can be an onerous 
task with some providers.

Listening to

our customers



Risk principles

We manage risk in line with the following principles: 

• Strong risk governance:  
Risk is managed using the “three lines of defence” principle – separating risk 
origination from risk oversight and risk assurance, with governance provided 
by formal committees, including the Board’s Risk Committee and Audit 
Committee. See page 108 for further details 

• Independent risk oversight:  
Group Risk is the risk oversight function independent of the business with an 
independent reporting line to the Board Risk Committee. It is the basis of the 
“Second Line of Defence”. See page 108 for further details

• Defined risk appetite:  
A clearly defined Risk Appetite Framework is aligned to our business strategy 
and reflects the Board’s prudent approach towards risk taking. See page 106 
for further details

• Risk transparency and control:  
All risks are measured, monitored, managed and reported. All are subject to 
appropriate controls and governance. Responsibility for the identification, 
assessment, measurement, monitoring and management of risks rests with the 
First Line of Defence, overseen by Group Risk. See page 108 for further details 

• Value preservation:  
The protection of our reputation is paramount. Everything we do is guided by 
the principle of putting the customer at the centre of what we do. It informs our 
business strategy, the way in which we do business and the manner in which we 
treat our customers and other stakeholders 
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Risk overview

Risk Management Framework

The Risk Management Framework is 
the collection of tools, processes and 
methodologies that support the business 
to identify, assess, monitor and control 
the risks it faces. This framework outlines 
the means by which the Board and senior 
management establish the Group’s 
strategy in relation to its risk appetite and 
articulates how we identify, measure and 
manage risk. Senior management ensure 
that the Risk Management Framework is 
embedded in its day-to-day management 
and control activities. 

See page 105 for further details.

Risk culture

We have established and maintain a 
strong culture focusing on empowerment, 
customer-centricity, risk-awareness and 
responsibility supported by our brand 
pillars of exceptional service, transparency 
and community. Our performance 
management processes promote 
sound risk management and incentivise 
appropriate behaviour in our employees. 

Our employees should be risk aware, 
understand accountabilities and 
consequences of not adhering to policies 
and procedures as we aim to strike 
the right balance between openness, 
accountability and effective performance 
management. An understanding of risk 
and the risk appetites is embedded 
within business practices alongside 
a close collaboration with risk and 
compliance functions. 



Achievements in 2015

We continue to deliver against our strategy of delivering for our customers and 
shareholders while maintaining prudent capital, funding and liquidity positions. 
In addition to the ongoing process and systems enhancements, our Risk function 
has played a key role in supporting strategic progress via:

• Capital position: Our successful listing in March 2015 provided access to the 
equity capital markets and enabled us to raise £75m of gross primary equity to 
support our growth plans. Our fully loaded CRD IV CET1 ratio was 11.8% as at 
31 December 2015

• Risk Management Framework: Enhanced the overarching approach to 
the management of risk across the Group. As part of this, the Operational 
Risk Management Framework has been updated to conform to the Basel 
Committee on Banking Supervision (BCBS) criteria for the sound management 
of operational risk 

• Risk Appetite Framework: A revised Risk Appetite Framework was adopted 
which links together our business objectives, the overarching risk appetite with 
detailed key risk indicators and performance metrics 

• Governance structure: In 2015 an enhanced governance structure was 
implemented, providing improved focus on risk management at the Board, 
Executive and Management levels 

• Resourcing: Further recruitment of risk management resources has helped 
strengthen risk management in the first line of defence as well as improved 
oversight capacity in the second line of defence 

• Funding: Our loans to deposit ratio reduced to 107% as we continued to 
effectively manage the balance between wholesale and deposit funding to drive 
an efficient cost of funds 

• Impairment: As a result of our continued rigorous focus on risk management, 
together with the relatively benign credit environment, we reduced our cost of 
risk from 23 basis points to 19 basis points

• Liquidity: Implemented international standards for Liquidity Risk Management 
(LRM) and integrated our wholesale liability management with the 
savings division

• Operational risk: Increased the awareness of operational risk management 
across the Group through engagement and training. Risk & Control Self-
Assessment process enhanced and deployed across the business to provide an 
accurate assessment of our operational risk profile. Embedded operational risk 
managers established within first line business units

• Conduct risk: Enhanced conduct risk framework by strengthening product 
governance controls, improving conduct risk metrics across the product life 
cycle and increasing awareness and understanding of conduct risk management 
across the Group through engagement and training

• Regulatory: Delivered a framework to address the requirements of the Senior 
Manager and Certification Regime (SMCR) and establish appropriate oversight

• Financial crime: Implemented enhanced monitoring and surveillance systems 
for Anti-Money Laundering and Counter-Terrorist Finance

Priorities for 2016

39Aldermore Group PLC Annual Report and Accounts 2015

Strateg
ic rep

ort
C

orp
orate g

overnance
Rem

uneration
Risk m

anag
em

ent
Financial statem

ents
A

p
p

end
ices

Effective risk management is a key component of our strategy 
of supporting UK SMEs, homeowners, landlords and savers. 

Our approach to risk combines an effective Risk Management 
Framework with a strong risk management culture.

We expect the risk agenda in 2016 
to remain focused on the continually 
evolving regulatory landscape 
and ongoing enhancements to 
our internal risk processes and 
methodologies including:

• Further progress of IFRS 9: 
Which replaces the “incurred loss” 
approach to impairment with one 
based on expected losses

• SMCR: 
Which has a greater focus on decision-
making individuals in the top tiers of a 
firm and came into force in March 2016. 

• Internal Ratings-Based 
Approach (IRB): 
We intend to pursue an IRB approach 
and have mobilised a team to look at 
the transition. The initial phase will be to 
understand the requirements to move 
over time from a standardised capital 
model to an advanced approach using 
internal models

• Business Assurance Framework: 
As part of our ongoing process 
of continual improvement to risk 
management, we are reviewing our 
business assurance framework to align 
this to the risk and control assessment 
process and ensure it remains 
appropriate for our needs

• Operational risk quantification: 
Enhancing the quantification of 
operational risk to support the Internal 
Capital Adequacy Assessment Process 
(ICAAP) and risk appetite reporting 
for both expected and unexpected 
operational risks
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Principal risks

Principal risks Mitigation Key risk measures Commentary

Strategic and business risk

The risks that can affect our 
ability to achieve our corporate 
and strategic objectives. 

• Remain focused on a 
sustainable business model 
which is aligned to the 
Group’s strategy

Underlying return
on equity1 (%)

2014 2015

15.1

20.6

RoE has improved as we 
continue to increase lending 
while improving the net interest 
margin, driving cost/income ratio 
lower and delivering a low and 
consistent cost of risk.

Credit risk

The risk of financial loss arising 
from a borrower failing to meet 
their financial obligations to 
the Group.

• Focus on business 
sectors where we have 
specific expertise

• Limit concentration of 
exposures by size, geography 
and sector

• Obtain appropriate level of 
security cover along with 
affordability testing

• Detailed lending policies 
embedded in all business areas

• Portfolio performance against 
risk appetite regularly reviewed

• Stress testing

 
>    See page 110 for 

further information

Cost of risk (bps)

2014 2015

23
19

Improved cost of risk reflects 
continued focus on underwriting 
and credit risk management 
as well as the relatively benign 
external credit environment.

Liquidity risk

The risk that we are not able to 
meet our financial obligations as 
they fall due, or can do so only at 
excessive cost.

• Maintain a liquidity buffer, 
which is based on requirements 
under stressed conditions

• Monitor liquidity buffer on 
a daily basis to ensure there 
are sufficient liquid assets at 
all times

 
>    See page 123 for 

further information

Liquidity coverage 
ratio (%)

2014 2015

270
235

Liquidity coverage ratio is well in 
excess of current and expected 
future regulatory requirements.

Market risk 

The financial impact from 
movements in market prices on 
the value of assets and liabilities.

• We do not seek to take or 
expose the Group to market 
risk and we do not carry out 
proprietary trading

 
>   See page 125 for 

further information

No material risk.

1 Excludes IPO-related expenses at £4.1 million pre-tax and £3.4 million post tax in 2015 (2014: £6.0 million and £4.6 million respectively).
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Principal risks Mitigation Key risk measures Commentary

Interest rate risk

The risk of financial loss through 
un-hedged or mismatched asset 
and liability positions sensitive to 
changes in interest rates.

• Match interest rate structure of 
assets with liabilities or deposits 
creating a natural hedge

• Alternatively, we will enter into 
swap agreements to convert 
fixed interest rate liabilities into 
variable rate liabilities, which 
are then matched with variable 
interest rate assets 

 
>    See page 125 for 

further information

Hedged fixed rate 
assets v liabilities (%)

2014 2015

99.5 100

Percentage un-hedged remains 
well within our tolerance of 5%.

Capital risk

The risk that we have insufficient 
capital to cover regulatory 
requirements or growth plans.

• Regulate the volume of 
loan origination

• Monthly forecasting of 
12 – 18 month capital outlook

• Stress testing and 
sensitivity analysis 

 
>    See page 126 for 

further information

Fully loaded 
CRD IV CET1 ratio (%)

2014 2015

10.4
11.8

Increase in CET1 ratio driven by 
2015 retained earnings of £78m 
plus £75m of gross primary equity 
raised at IPO partially offset by 
growth in risk weighted assets as 
lending has increased. 

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.

• Embed and ensure all staff 
understand and follow 
the Operational Risk 
Management Framework

• Oversight and challenge from 
Group Risk

• Monitoring of the operational 
risk profile

• Strengthened cyber security

 
>    See page 129 for 

further information

We agree a tolerated level of 
losses arising from operational 
risk events. During 2015, we have 
operated within risk appetite.

Conduct risk

The risk of causing unfair 
outcomes and detriment to 
our customers, regulatory 
censure and/or undermining 
market integrity as a result of 
our behaviour, decision-making, 
activities or processes.

• Conduct Risk Framework

• Product Governance  
Framework

• Conduct Risk built into 
Risk & Control Self-
Assessment process

• Monitor first line conduct risk 
metrics covering the product 
life cycle

• Oversight and challenge 
from Group Risk

 
>    See page 130 for 

further information

We utilise a composite metric 
which takes into account a 
number of factors including 
customer complaints and 
customer detriment suffered as a 
result of product design, product 
sales and post-sale processes. 
This includes actual detriment or 
emerging issues which may lead 
to detriment. During the year, 
we remained within our overall 
risk appetite.
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Current strategic risks 

The Group’s current strategic risks are 
detailed as follows. These may have a 
potential future impact on the strategic 
plans for the business and its future 
financial performance.

Compliance and 
competition regulation
The banking sector is currently subject 
to a large volume of actual and potential 
regulatory change arising from European 
regulation and from the PRA and FCA. 
We actively manage a number of 
regulatory review and change activities. 

Buy-to-Let
There have been a number of actual 
and proposed regulatory and legislative 
changes related to the buy-to-let sector.

Firstly, the Summer Budget introduced 
plans to restrict relief on mortgage 
interest for individual landlords to the 
basic rate of income tax from April 2017. 
This was followed by the introduction, 
from April 2016, of an additional 
3 per cent stamp duty tax on buy-to-let 
properties over £40,000. It should be 
noted, that around half of all buy-to-let 
mortgages across the market relate 
to remortgage rather than purchase 
transactions and attract no stamp duty. 
We represent a small part of the overall 
market and, as such, believe that this 
lending segment remains attractive from 
a growth and return perspective.

In addition to the powers of 
recommendation already granted, the 
UK Government is currently consulting 
on whether to grant the Financial Policy 
Committee (FPC) powers of direction to 
the PRA/FCA in relation to restrictions 
to the buy-to-let market. We consider 
our current underwriting criteria to 
be prudent. We stress all loans at 
origination to ensure that the mortgage 
is still affordable in a rising interest 
rate environment.

Additionally, in December 2015, the Basel 
Committee issued a consultation paper 
on risk weights which, if implemented as 
currently drafted, would, probably from 
2019, increase the standardised capital 
risk weight for a buy-to-let mortgage on a 
residential property. 

Although we believe the PRA will continue 
to press for the right, which it currently 
exercises, to determine the appropriate 
standardised risk weight for UK buy-to-let, 
given it is a mature and efficient market, 
we intend to pursue an IRB approach.

Interest rates
We are cognisant of the very low interest 
rate environment at present, with inflation 
and unemployment remaining low, 
despite global economic uncertainty and 
financial market turmoil. Predictions for an 
interest rate rise are highly uncertain but 
are currently indicating a rise sometime 
in 2018. However, the risk of an interest 
rate rise and the associated potential 
impact on our customers’ ability to repay 
is recognised and is mitigated through 
a range of measures, including stress 
testing and the use of affordability criteria 
which measure the ability of customers 
to service loan payments at higher 
interest rates. 

Political risks
There are ongoing political risks, 
including the UK’s membership of the 
EU. The impact of leaving the EU is 
uncertain but could affect exports and 
the position of London as a major financial 
centre. There could also be changes in 
taxation or regulation which may prove 
to be disadvantageous to our customers. 
We are solely a UK-focused business 
and seek to mitigate these by working 
closely with banking regulators and 
Government authorities.

Economic risks
The UK economic outlook remains 
relatively benign, with growth expected 
to continue, a stable property market 
and very gradually rising interest rates. 
Although there are some sub-sectors 
which have some risks (oil and gas and 
steel sectors), we have only limited 
exposure to these areas.

The international economic and 
political environment also contains risks. 
These include structural and deflationary 
concerns in the EU, worsening 
geopolitical risks in Russia and the Middle 
East, and a continued slowing of the 
economy in China, putting pressure on 
global financial and commodity markets. 

To date, the UK economy has remained 
robust in the face of these global 
headwinds and as a UK- focused 
business we have not felt any adverse 
consequences. The medium-term impact 
is unclear and there remains a possibility 
that material international events could 
adversely affect the UK and act as a drag 
on the UK economy and sectors in which 
we lend. We aim to manage these risks 
by maintaining a well-diversified product 
base, and remaining focused on the UK.

Cyber-crime
Financial cyber-crime has become a major 
issue in our increasingly interconnected 
world and exposes our business to both 
financial and reputational damage. 
During 2015, we continued to strengthen 
our defences against cyber-crime. 
Notwithstanding this, we plan to make 
further security improvements during 
2016 and to ensure that the measures 
in place are in line with best practice 
standards. Additionally, we have plans in 
place to identify and respond to a cyber 
risk event on a timely basis, ensuring that 
there is a practical approach to actions 
and escalation to help minimise any 
potential impact.

Impact of accounting standards
New reporting requirements under IFRS 9 
introduce forward looking credit models 
which will lead to changes in the timing 
of impairment recognition. We continue 
to assess the impact of IFRS 9 and have 
implemented a project plan to ensure 
compliance with this new standard well 
ahead of its proposed implementation 
date of 1 January 2018.

Competition
The competitive landscape contains risks 
from new entrants, increased competition 
from incumbent lenders and disruptive 
products/software solutions potentially 
affecting both lending and deposit taking 
activities. The effect of this could result in 
lower volume, higher customer attrition 
and/or lower net interest margins. The risk 
of competition has been recognised 
in our future planning process but is 
constantly monitored.
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Strategic report

Risk management, internal control 
and viability reporting

Assessment of principal risks
As described further in the Risk 
Report, the Board is responsible for 
determining the nature and extent of 
the principal risks it is willing to take in 
order to achieve its strategic objectives. 
The Board is also ultimately responsible 
for maintaining sound risk management 
and internal control systems. In line with 
the Code requirements, the Directors 
have performed a robust assessment 
of the principal risks facing the Group, 
including those that would threaten its 
business model, future performance, 
solvency or liquidity. 

The principal risks are further described 
on pages 40 to 41 and the current 
strategic risks are described on page 42. 

Risk management and 
internal controls
The Board monitors the Group’s risk 
management and internal control 
systems. A review of the effectiveness 
of the systems has been performed 
incorporating all material controls, 
including financial, operational and 
compliance controls.

The Group’s risk management and 
internal control systems are designed 
to identify, manage, monitor and report 
on risks to which the Group is exposed. 
It can therefore only provide reasonable 
but not absolute assurance against the 
risk of material misstatement or loss. 
Further details of the processes and 
procedures for managing and mitigating 
these risks are provided in the Risk report 
from page 110. 

The effectiveness of the internal controls 
was regularly reviewed by the Board, 
Audit Committee and Risk Committee 
during the year. This involved receiving 
reports from management including 
reports from Finance, Risk, Compliance, 
Internal Audit and the business lines. 
The Audit Committee also receives 
reports on internal controls from the 
Group’s External Auditor. Where 
recommendations are identified for 
improvements to controls these are 
monitored by Internal Audit who report 
the progress made in implementing 
them to the Audit Committee.

Based on the review performed during 
the year, and the monitoring and 
oversight activities performed, the 
Audit Committee, in conjunction with 
the Risk Committee, concluded that the 
Group’s risk management and internal 
control systems were effective and 
recommended a statement to this effect 
to the Board.

Based on this assessment, the Board are 
satisfied with the effectiveness of the 
Group’s risk management and internal 
control systems. 

Viability 
In accordance with provision C.2.2 of UK 
Corporate Governance Code, published 
by the Financial Reporting Council 
in September 2014 (“the Code”), the 
Directors have assessed the prospects of 
the Group over a three-year time horizon 
to 31 December 2018.

The Directors concluded that a three-
year time horizon is an appropriate 
length of time to perform the 
assessment over because this is the 
period over which financial forecasts 
have a greater level of certainty. 
The Board monitor a longer term 
strategic plan which extends beyond 
the three-year horizon. This longer term 
strategic plan provides less certainty of 
outcome, but provides a robust planning 
tool against which strategic decisions 
can be made. 

In the assessment of the viability of the 
Group, the Directors considered each 
of the Principal risks set out on pages 40 
to 41 of the Strategic report. In addition, 
the assessment has been performed 
with reference to the Group’s current 
position and strategy. Details of the 
Group’s financial performance, capital 
management, business environment and 
outlook are set out on pages 3 to 37.

In making this assessment, the Directors 
have considered a wide range of 
information relating to present and 
future conditions, including the current 
state of the balance sheet, future 
projections of profitability, cash flows 
and capital resources. The information 
considered includes a wide range of 
stress testing which is performed as part 
of both the ICAAP and ILAA processes 
as further described in the Risk report on 
page 109.

Based on the above assessment, the 
Directors have concluded that there is a 
reasonable expectation that the Group 
will be able to continue in operation and 
meet its liabilities as they fall due over 
the period to 31 December 2018. 

This Strategic report was approved by 
the Board and signed on its behalf by

Phillip Monks
Director

9 March 2016




