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A & L CF DECEMBER (2) LIMITED
DIRECTORS’ REPORT

— o —

FOR THE YEAR ENDED 31 DECEMBER 2007

The directors present their report and the audited financial statements for the year ended
31 December 2007

RESULTS AND DIVIDENDS

The Company elected to adopt International Financial Reporung Standards (IFRS) for the reporting of
its financial results and position as at 31 December 2007 The Company made the decision to report
under IFRS to align the subsidiary’s reporting with Group which publishes 1ts Annual Report and
Accounts under IFRS and to apply best practice The adoption of IFRS has required restatement of
balances as at 1 January 2006 onwards Reconciliations of the restated amounts under United
Kingdom Generally Accepted Accounting Principles (UKGAAP) and IFRS have been provided m the
notes to the financial statements

The trading results for the year, and the Company's financial position at the end of the year are shown
in the attached financial statements The directors have not recommended a dividend (year to
31 December 2006 £nil)

BUSINESS REVIEW AND PRINCIPAL ACTIVITIES

The Company 15 a wholly owned subsidiary of Allhance & Leicester plc and operates as part of the
Group's Commercial Bank Division

The Company's principal activities are those of lessors and financiers of assets for the corporate and
public sectors

The directors are not aware, at the date of this report, of any likely major changes 1n the Company’s
activities 1n the next year and business 15 expected to continue at current levels General mformation
about the Group’s business during the year and future plans which include the Company 1s disclosed
in the Group’s Annual Report and Accounts

As shown 1n the Company's income statement on page 10, the Company's operating income decreased
during the year compared to the prior year which reflects a reduction in new business written in the
current year compared to the prior year

The balance sheet on page 12 shows that the net assets of the Company decreased during the year
Details of amounts owed to the Company's immediate parent undertaking at 31 December 2007 are
shown 1n note 13 to the financial statements

Alliance & Leicester ple manages its operations on a divisional basis For this reason, the Company's
directors believe that non-financial key performance indicators for the Company are not necessary or
appropnate for an understanding of the development, performance or position of the business The
performance of the Commercial Bank division of Alliance & Leicester plc, which includes the
Company, 15 discussed n the Group's Annual Report and Accounts

The financial Key Performance Indicators (KPIs) for the Company are set out below

Operating profit
2007 £1,660,787
2006 £3,268,588

Customer exposure
2007 £46,139,535
2006 £57,503.417




A & L CF DECEMBER (2) LIMITED
y DIRECTORS’ REPORT (continued)
FOR THE YEAR ENDED 31 DECEMBER 2007
EVENTS AFTER THE BALANCE SHEET DATE
As disclosed in note 22 to the financial statements the shareholders of the ultimate parent undertaking
Alliance & Leicester plc have approved an offer by Banco Santander S A to acquire the entire share

capital of that company

DIRECTORS

The following persons were directors of the Company during the year

M W Evans

C R Morley

A B Swann {resigned 31 March 2007)
R L Towers (resigned 1 April 2008)

C S Jones (appointed 1 January 2007)
W H Paterson (appointed 3 August 2007)

M C Rogers was appointed as a director on 1 April 2008
DIRECTORS’ INTERESTS IN CONTRACTS

No director had a material interest at any time during the year 1n any contract of significance with the
Company (2006 none)

CORPORATE GOVERNANCE

The Company operates under the Group’s Corporate Governance Structure the key elements of which
are described in the Group’s Statement of Corporate Governance along with details of how the Group
complies with the principles of the Combined Code in the Group’s Annual Report and Accounts

SOCIAL RESPONSIBILITIES

The Company operates in accordance with Group policies, which are described in the Corporate
Responsibility Report m the Group’s Annual Report and Accounts

EMPLOYEES

As disclosed in note 6 to the financial statements the Company had no employees n either the current
year or the prior year Services to the Company are carried out by employees of the immediate parent
undertaking, Alhance & Leicester Commercial Finance plc  Responsibility for all employee related
matters rests with the Alhance & Leicester plc Director of Group Human Resources Information on
Group policies and responsibilities on employee related matters are disclosed in the Directors’ Report
and Corporate Social Responsibility Report in the Group’s Annual Report and Accounts

ENVIRONMENT

The Alliance & Leicester plc Group recognises that 1t has a responsibility to act in a way that respects
the environment The Company operates n accordance with Group policies, which are described 1n
the Corporate and Social Responsibility Report in the Group’s Annual Report and Accounts

CREDITOR PAYMENT POLICY

The Company operates 1n accordance with the Group’s Creditor Payment Policy details of which are
disclosed in the Group's Annual Report and Accounts
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A & L CF DECEMBER (2) LIMITED
DIRECTORS’ REPORT (continued)
FOR THE YEAR ENDED 31 DECEMBER 2007

PRINCIPAL RISKS AND UNCERTAINTIES

As a result of its normal business activities, the Company 1s exposed to a variety of risks, the most
significant of which are operational risk, credit risk and hquidity risk  The Company manages its risk
in line with the Group's Risk Management Policy and Control Framework and the Statement of
Corporate Governance as described in the Group’s Annual Report and Accounts

Information specific to this Company in relation to risk 15 disclosed in note 5 of the financial
statements

The financial rnisks of the Company are managed by the Group Treasury function of the ultimate parent
Company, Alhance & Leicester plc

The Company 1s mainly financed by loans from 1ts immediate parent undertaking and the level of the
third party debt 1s not censidered to be matenal

Residual values are reviewed for impairment in line with the policy of the immediate parent
undertaking, Alliance & Leicester Commercial Finance ple and an appropriate provision 1s recognised
in the iIncome statement

DISCLOSURE OF INDEMNITIES
The directors confirm that under Section 309A of the Companies Act -

a) at the time this Directors' Report 1s signed a qualifying third party indemnity provision (provided
by the ultimate parent company Alliance & Letcester ple) 15 in force for the benefit of all the directors
of the Company,

b) for the financial year ended 31! December 2007 a qualifying third party indemnity provision
{provided by the ultimate parent company Ailliance & Leicester plc) was n force for the benefit of all
the directors of the Company and,

¢) that there 1s no qualifying third party indemnity provision provided by the Company for one or
more directors of an associated company either on the date the Directors’ Report 1s signed or in the
last financial year

STATEMENT AS TO DISCLOSURE OF INFORMATION TO AUDITORS

Each of the persons who are a director at the approval of this report confirms that

(1) so far as the director 1s aware, there 1s no relevant audit information of which the Company's
auditors are unaware, and

(2) the director has taken all the steps that he ought to have taken as a director 1n order to make
himself aware of any relevant audit information and to establish that the Company's auditors are aware
of that information

This confirmation s given 1n accordance with the provisions of Section 2347A of the Companies Act
1985




A & L CF DECEMBER (2) LIMITED
DIRECTORS’ REPORT (continued)
FOR THE YEAR ENDED 31 DECEMBER 2007

AUDITORS

The Company has by eiective resolution, dispensed with the obligation to appomt auditors annually in
accordance with section 386(1) of the Companies Act 1985 Therefore, the auditors, Deloitte &
Touche LLP, will be deemed to be re-appointed for each succeeding year

Approved by the board on 8 October 2008
and signed on 1ts behalf by

C R Morle
Darector




A & L CF DECEMBER (2) LIMITED . |
STATEMENT OF DIRECTORS’ RESPONSIBILITIES ' ‘
FOR THE YEAR ENDED 31 DECEMBER 2007

STATEMENT OF DIRECTORS' RESPONSIBILITIES

The directors are responsible for preparing the Annual Report and the financial statements in
accordance with applicable law and regulations

Company law requires the directors to prepare financial statements for each financial year Under that
law the directors have elected to prepare the financial statements in accordance with International
Financial Reporting Standards (IFRS) as adopted by the European Umion The financial statements are
required by law to be properly prepared in accordance with [FRS as adopted by the European Union
and the Companies Act 1985

International Accounting Standard 1 requires that financial statements present fairly for each financial
year the company's financial position, financial performance and cash flows This requires the faithful
representation of the effects of transactions, other events and conditions in accerdance with the
definitions and recognition criteria for assets, habilities, income and expenses set out in the
International Accounting Standards Board's 'Framework for the preparation and presentation of
financial statements' [n virtually all circumstances, a fair presentation wall be achieved by compliance
with all applicable IFRS However, directors are also required to

. properly select and apply accounting policies,

. present information, including accounting policies, in a manner that provides relevant,
reliable, comparable and understandable information,

. provide additional disclosures when compliance with the specific requirements in IFRS are

nsufficient to enable users to understand the impact of particular transactions, other events
and conditions on the entity's financial position and financial performance, and
. make an assessment of the company's ability to continue as a geing concern

The directors are responsible for keeping proper accounting records that disclose with reasonable
accuracy at any time the financial position of the company and enable them to ensure that the financial
statements comply with the Companies Act 1985 They are also responsible for safeguarding the
assets of the company and hence for taking reasonable steps for the prevention and detection of fraud
and other 1rregularities




]
INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF A& L CF
DECEMBER (2) UIMITED '

We have audited the financial statements of A & L CF December (2) Limited for the year ended 31
December 2007 which comprise the Income Statement, the Statement of Changes in Equity, the
Balance Sheet. the Cash Flow Statement, and the related notes 1 to 22 These financral statements
have been prepared under the accounting policies set out therein

This report 1s made solely to the Company’s members, as a body, in accordance with Section 235 of
the Companies Act 1985 Our audit work has been undertaken so that we might state to the
Company’s members those matters we are required to state to them n an auditors’ report and for no
other purpose To the fullest extent permitted by law, we do not accept or assume responsibility to
anyone other than the company and the company’s members as a body, for our audit work, for this
report, or for the opinions we have formed

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND AUDITORS

The directors’ responsibilities for preparing the Annual Report and the financial statements in
accordance with applicable law and International Financial Reporting Standards (IFRS) as adopted by
the European Union are set out in the Statement of Directors’ Responsibilities

Our responsibility s to audit the financial statements in accordance with relevant legal and regulatory
requirements and International Standards on Auditing (United Kingdom and Ireland)

We report to you our opinion as to whether the financial statements give a true and fair view and are
properly prepared 1n accordance with the Companies Act 1985 We also report to you whether 1n our
opimon the information given in the Directors’ Report 1s consistent with the financial statements

[n addition we report to you if, in our opinion, the company has not kept proper accounting records, 1f
we have not receved all the information and explanations we require for our audit, or f information
specified by law regarding directors' remuneration and other transactions 1s not disclosed

We read the other information contained in the Annual Report as described 1n the contents section and
consider whether 1t 1s consistent with the audited financial statements We consider the implications
for our report 1f we become aware of any apparent misstatements or matenal inconsistencies with the
financial statements Our responsibilities do not extend to any further information outside the Annual
Report

BASIS OF AUDIT OPINION

We conducted our audit in accordance with International Standards on Auditing (United Kingdom and
Ireland) 1ssued by the Auditing Practices Board An audit includes examination, on a test basis, of
evidence relevant to the amounts and disclosures 1n the financial statements It also includes an
assessment of the significant estimates and judgements made by the directors in the preparation of the
financial statements, and of whether the accounting policies are appropnate to the company's
circumstances, consistently applied and adequately disclosed

We planned and performed our audit so as to obtaimn ali the information and explanations which we
considered necessary m order to provide us with sufficient evidence to give reasonable assurance that
the financial statements are free from material misstatement, whether caused by fraud or other
iregulanty or error In forming our opinion we also evaluated the overall adequacy of the
presentation of information 1n the financial statements




INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF A& L CF
DECEMBER (2) LIMITED (continued)

OPINION
In our opinion
. the financial statements give a true and fair view, in accordance with [FRS as adopted by the

European Union, of the state of the company's affairs as at 31 December 2007 and of 1ts profit
for the year then ended,

. the financial statements have been properly prepared in accordance with the Companies Act
1985, and
. the information given n the Directors' Report 1s consistent with the financial statements

Deterdee & Tovda  LLP
/

DELOITTE & TOUCHE LLP
Chartered Accountants and Registered Auditors
Birmingham

1 ocTolet 20048




A & L CF DECEMBER (2) LIMITED

INCOME STATEMENT

FOR THE YEAR ENDED 31 DECEMBER 2007

Notes
2007 2006
£ £
Revenue 5,301,935 7,986,904
Cost of sales (2,902,604) (3,922,258)
GROSS PROFIT 2,399,331 4,064,646
Administrative expenses (738,544) (796,058)
PROFIT FROM OPERATIONS 6 1,660,787 3,268,588
Finance costs 7 (1,990,468) (2,696,507)
{L.LOSS)/PROFIT BEFORE TAX (329,681) 572,081
Corporation tax income/(expense) 3 490,884 (171,555)
PROFIT FOR THE YEAR ATTRIBUTABLE TO
EQUITY HOLDERS OF A & L CF DECEMBER (2) LIMITED 161,203 400,526

There are no other recognised gains or losses in either the current or previous financial year other than
the profit (2006 profit) for the financial year

All of the activities of the Company are classed as continuing

The notes on pages 14 to 34 form part of these financial statements
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A & L CF DECEMBER (2) LIMITED
STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2007

Issued

capital

£

Balance at 1 January 2007 100
Profit for the year -
Balance at 31 December 2007 100
Issued

capital

£

Balance at 1 January 2006 100
Impact of adopting IFRS (note 19) -
Balance at 1 January 2006 restated 100
Profit for the year -
Balance at 31 December 2006 100

The notes on pages 13 to 34 form part of these financial statements
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Retamned
earnings
£

25,500
161,203

186,703

Retamned
earnings
£
524,082
(899,108)

(375,026)
400,526

25,500

Total
equity
£

25,600
161,203

186,803

Total

Equity

£

524,182
(899,108)

(374,926)
400,526

25,600




A & L CF DECEMBER (2) LIMITED
BALANCE SHEET '
AS AT 31 DECEMBER 2007

ASSETS

NON CURRENT ASSETS
Operating lease assets
Trade and other receivables

CURRENT ASSETS
Trade and other receivables
Cash and cash equivalents

TOTAL ASSETS

EQUITY

ISSUED CAPITAL AND RESERVES
Issued share capital

Retained profit

EQUITY ATTRIBUTABLE TO EQUITY

HOLDERS OF A & L. CF DECEMBER (2) LIMITED

NON CURRENT LIABILITIES
Deferred tax habilities

CURRENT LIABILITIES
Trade and other payables

TOTAL EQUITY AND LIABILITIES

Notes

10
14

15

6

17

The notes on pages 14 to 34 form part of these financial statements

Approved by the Board on 8 October 2008 and signed on its behalf by

C R Mar!
Director
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2007 2006

£ £
8,132,353 12,528,009
30,563,042 36,303,978
38,695,395 48,831,987
10,805,156 12,642,595
10,805,156 12,642,595
49,500,551 61,474,582
100 100
186,703 25,500
186,803 25,600
5485430 6,218,959
43,828,318 55,230,023
49,500,551 61,474,582




A & L CF DECEMBER (2) LIMITED
CASH FLOW STATEMENT
AS AT 31 DECEMBER 2007

Notes

Total profit for the year

NON-CASH ADJUSTMENTS

Depreciation

(Profit)/loss on disposal of operating lease
(Decrease/(increase) n trade and other receivables
Decrease n trade and other payables

Decrease in accruals

(Decrease)increase 1n deferred taxes

CASH FLOWS FROM OPERATING ACTIVITIES

Group relief received
Interest paid to parent undertakings
Management charges paid to parent undertakings

NET CASH FLOWS FROM OPERATING ACTIVITIES
CASH FLOWS FROM INVESTING ACTIVITIES

Payments to acquire operating lease assets
Receipts from sale of operating lease assets

CASH FLOWS FROM FINANCING ACTIVITIES
(Payments of)/receipts from cash advances to parent undertaking

NET INCREASE IN CASH AND CASH EQUIVALENTS
Cash and cash equivalents as at 1 January

CASH AND CASH EQUIVALENTS AS AT
31 DECEMBER 14

The notes on pages 14 to 34 form part of these financial statements
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2007 2006
£ £
161,203 400,526
2,902,604 3,922,258
(334,791) 89,292
7,578,375  (3,098,700)
- (1,931,165
(732,114) (864,644)
(733,529) 972,400
8,841,748 (510,033)
1,041,217 533,701
(1990,468)  (2,696,507)
(738,544) (796,058)
7,153,953  (3,468,897)
(12,000) -
1,839,843 989,826
1,827,843 989,826
(8981,796) 2,479,071




A & L CF DECEMBER (2) LIMITED
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

1.

AUTHORISATION OF FINANCIAL STATEMENTS AND STATEMENT OF
COMPLIANCE WITH IFRS

The Company's financial statements for the year were authorised for 1ssue on 8 October 2008
and the balance sheet signed on the board's behalf by C R Morley A & L. CF December (2)
Limited 1s a company incorporated and domiciled tn England & Wales The company’s
registered office 1s shown on page 2

The Company's financial statements have been prepared in accordance with International
Financial Reporting Standards (IFRS) The financial statements have also been prepared in
accordance with [FRS adopted for use by the European Union (EU), and therefore the financial
statements comply with Article 4 of the EU [AS regulation The principal accounting policies
adopted by the Company are set out 1n note 2

These are the Company’s first financial statements to which [FRS | - "First time adoption of
International reporting standards’ has been applied

Results and disclosures for the comparative year are on the same basis as the 2007 results

ACCOUNTING POLICIES
Accounting convention

The Company prepares 1ts accounts under the historical cost convention The principal policies
adopted are set out below

Revenue recognition

Revenue 1s recognised to the extent that 1t 1s probable that the economic benefits will flow to
the Company and the revenue can be reliably measured All such revenue 1s reported net of
discounts and value added and other sales taxes

Revenue from operating and finance leases 1s recognised in accordance with the Company’s
policy on Operating Lease Assets and Finance Lease Receivables (see below)

Up front arrangement fees on financing agreements with customers are spread on an effective
interest rate basis over the expected life of that agreement

Interest expense recognmon

Interest expense on financial assets and liabilities held at amortised cost 15 measured using the
effective interest rate method, which allocates the interest income or interest expense over the
relevant peritod The effective interest rate is the rate that exactly discounts estimated future
cash payments or receipts through the expected life of the financial instrument

Finance lease agreements
Leases are classified as finance leases whenever the terms of the lease transfer substantially all

the risks and rewards of ownership to the lessee All other leases are classified as operating
leases

214 -




A & L CF DECEMBER (2) LIMITED
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

2. ACCOUNTING POLICIES (continued)

Finance lease receivables

Amounts due from lessees under finance leases and hire purchase contracts are recorded as
receivables at the amount of the Company's net mvestment m the lease Finance lease income
15 allocated to accounting periods so as to reflect a constant periodic rate of return on the
Company's net investment outstanding 1n respect of the leases and hire purchase

Finance lease payables

Assets acquired under finance leases are capitalised at the fair value at the start of the lease,
with corresponding obligations being included in other habiliies The finance lease costs
charged to the income statement are based on a constant periodic rate as applied to outstanding
liabilities

Operating lease assets

Assets acquired for the purpose of renting out under operating lease agreements are capitalised
and depreciation 15 provided at rates calculated to wnte off the cost of the assets, less estimated
residual value, on a straight line basis over the estimated useful life

Rental income from operating leases 1s recognised on a straight ke basis over the term of the
relevant lease Initial direct costs mcurred in negotiating and arranging an operating lease are
added to the carrying amount of the leased asset and recognised on a straight line basis over the
lease term

Taxation

The tax expense represents the sum of the tax currently payable and deferred income tax

The tax currently payable 1s based on taxable profit for the year Taxable profit differs from
“Profit before tax’ as reported 1n the Income Statement because 1t excludes tems of income or
expenditure that are taxable or deductible n other years and it further excludes items that are
never taxable or deductible Taxable profit also includes items that are taxable or deductible
that are not included in *Profit before tax’ The Companys habihity for current tax and deferred
tax 1s calculated using tax rates that have been enacted or substantially enacted at the balance
sheet date

Deferred tax liabihities are recognised for all taxable temporary differences and deferred tax
assets are recognised to the extent that 1t 1s probable that taxable profits will be available against
which deductible temporary differences can be utilised

Deferred tax 1s calculated at the tax rates that are expected to apply n the period when the
hability 1s settled or the asset realised Deferred tax 1s charged or credited in the income
statement, except when 1t relates to items charged or credited directly to equity, in which case
the deferred tax 1s also dealt with 1n equity

- 15 -




-

A & L CF DECEMBER (2) LIMITED

NOTES TO THE FINANCIAL STATEMENTS '
FOR THE YEAR ENDED 31 DECEMBER 2007

2.

ES

ACCOUNTING POLICIES (continued)

Cash and cash equivalents

Cash and cash equivalents comprise cash at bank and 1n hand and short term deposits  Short
term deposits are defined as deposits with an initial maturity of three months or less

Financial assets

The company classifies all its financial assets as determined at imtial recognition as loans and
receivables  Loans and receivables are non-denivative financial assets with fixed or
determinable payments that are not quoted 1n an active market

*Loans and advances to customers’ are classed as Loans and Receivables “Net investment in
finance leases and operating leases’ are treated in accordance with the Company’s policy on
finance lease agreements

Loans and receivables are carmed at amortised cost using the effective interest rate method
Interest calculated using the effective interest rate method 1s recognised in the income
statement

Financial habilities

Non-trading financial habilities are held at amortised cost Finance costs are charged to the
income statement using the effective interest rate method

Trade and other payables are imitially measured at fair value, and are subsequently measured at
amortised cost, using the effective interest rate method

Impairment of financial assets

A financial asset or a group of financial assets 1s impaired and impairment losses are incurred 1f,
and only if, there 15 objective evidence of impairment as a result of events that occurred after
the nitial recognition of the asset (a "loss event’} and that loss event has an impact on the
estimated future cash flows of the financial asset or group of financial assets Objective
evidence that a financial asset or group of assets 1s impawred includes observable data that
comes to the attention of the Company about the following loss events

a) significant financial difficulty of the 1ssuer or obhigor,

b) a breach of contract, such as a default or delinquency in interest or principal
payments;

c) the Company, for economic or legal reasons relating to the borrower’s financial

difficulty, granting to the borrower a concession that the Company would not
otherwise consider,

d) it becoming probable that the borrower will enter bankruptcy or other financtial
reorganisation,
e) the disappearance of an active market for that financial asset because of financial

difficulties, or

-16 -




A & L CF DEGEMBER (2) LIMITED
NOTES TO THEJFINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2007

2.

ACCOUNTING POLICIES (continued)

) observable data indicating that there 1s a measurable decrease in the estimated future
cash flows from a group of financial assets since the mitial recognition of those assets,
although the decrease cannot vet be 1dentified with the individual financial assets 1n
the group, including

1) adverse changes in the payment status of borrowers in the group, or
1) national or local economic conditions that correlate with defaults on the assets
in the group

The Company first assesses whether objective evidence of impairment exists individually for
financial assets that are individually significant, and individually or collectively for financial
assets that are not individually significant  If there 1s no objective evidence of impairment for
an individually assessed financial asset 1t 1s included 1n a group of financial assets wath similar
credit risk charactenstics and collectively assessed for impairment

Commercial lending 15 reviewed for impairment on a case by case basis for individually
significant loans Loans that are not individually significant are assessed for impairment on a
portfolio basis

Impairment 1s calculated based on the probability of default, exposure at default and the loss
given default, using recent data An adjustment is made for the effect of discounting cash
flows

If there 15 objective evidence that an impairment loss on loans and receivables carrmed at
amortised cost has been incurred, the amount of the loss 1s measured as the difference between
the asset’s carrying amount and the present value of estimated future cash flows (excluding
future credit losses that have not been incurred) discounted at the financial asset’s effective
interest rate

Financial assets are written off when it 1s reasonably certain that receivables are irrecoverable
Foreign currencies

Foreign currency monetary transactions are translated into sterling using the exchange rates
prevaihing at the dates of the transactions, and are re-translated at vear end exchange rates

Foreign exchange gains and losses are recognised in the income statement, except when
deferred in equity as qualifying cash flow hedges and qualifying net mvestment hedges
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A & L CF DECEMBER (2) LIMITED
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

2.

ACCOUNTING POLICIES (continued)

CHANGES TO IFRS NOT ADOPTED IN 2007 ACCOUNTS

The International Accounting Standards Board has published the following 1AS, [FRS and
International Financial Reporting Interpretations Commuittee (IFRIC) interpretations

Standard/Interpretation Issued Effective for periods
commencing on or
after

Amendments to IAS | Presentation of financial Sep 2007 1 Jan 2009

statement - A revised presentation’

Amendment to [AS 23 Borrowing costs' Mar 2007 1 Jan 2009

IFRIC 12 Service concession arrangements’ Nov 2006 1 Jan 2008

IFRIC 13 Customer Loyalty Programmes’ Oct 2007 1 Jul 2008

Amendment to IFRS 2 Share based payments — Vesting  Jan 2008 1 Jan 2009
conditions and cancellations

IFRS 3 (revised) Business combinations’ Jan 2008 1 Jul 2009

Amendments to IAS 27 Consolidated and separate Jan 2008 1 Jul 2009

financial statements®

Notes

1 May be adopted prior to endorsement as long as there 1s no conflict with the current
standard

2 May not be adopted in the EU prior to endorsement for arrangements currently
accounted for under IFRIC 4

3 May be adopted prior to endorsement as interpretative only

4 May not be adopted prior to endorsement These two Standards are expected to apply

prospectively so there will be no retrospective adjustment to balances currently being
reported when presented as comparatives

The Company has not elected to adopt these early in these financial statements The Directors
anticipate that the adoption of these Standards and Interpretations n future periods will have no
material impact on the financial statements of the Company

-18 -




A & L CF DECEMBER (2) LIMITED
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2007

3.

CRITICAL ACCOUNTING ESTIMATES AND AREAS OF SIGNIFICANT
MANAGEMENT JUDGEMENT

Some asset and hability amounts reported in the accounts are based on management judgement,
estimates and assumptions There 1s a risk of significant changes to the carrying amounts for
these assets and hiabihities within the next financial year

Residual values

Residual values are estimated at the inception of lease agreements and are subsequently
reviewed for impairment during the life of the lease agreements Appropriate provisions are
recognised 1n the income statement

Impairment Provisions

Individual provisions are made in respect of finance and rental agreements where recovery 15
considered doubtful, a collective provision 1s made for losses which, although not specifically
identified, are known to be inherent m any portfolio of lending The provisions are deducted
from the net investment 1n finance agreements The charge in the income statement comprises
write offs, recoveries and the net movement 1n provisions in the year

Effective interest rate calculations

[AS 39 requires certain financial assets and habilities to be held at amortised cost, with income
recognised using the EIR methodology In order to calculate EIR, the contracted repayment
profile 1s used If customers repay earlier than anticipated, this will generally lead to an
increase n the balance sheet carrying value and a gan 1n the income statement

RISK MANAGEMENT POLICY AND CONTROL FRAMEWORK

As a result of its normal business activities, the Company 1s exposed to a variety of risks, the
most significant of which are operational risk, credit nisk and hquidity nsk  The Company
manages 1ts risk in line with the Group’s Risk Management Policy and Control Framework (see
note 5) and the Statement of Corporate Governance as described mn the Group’s Annual Report

RISK MANAGEMENT DISCLOSURES
Operational risk

Operational risk 1s defined as “the nisk of loss resulting from inadequate or failed internal
processes, people and systems or from external events’ Operational risk 1s monitored by Group
as described in the Risk Management Policy and Control Framework 1n the Group’s Annual
Report An independent operational risk team within the Group Risk function has the overall
responsibility for ensuring effective operation of the framework within which operational nisk 1s
managed, and for 1ts consistent application across the Group Day to day management of
operational risk rests with line managers It 1s managed through a combmation of internal
controls, processes and procedures and various risk mitigation techniques, including insurance
and busmess continuity planning Oversight of regulatory nisk 1s the responsibility of the Group
Risk and Compliance functions
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5.

RISK MANAGEMENT DISCLOSURES (continued)
Credit nsk

Credit risk 1s the nisk of loss ansing from a customer or counterparty failing to meet their
financial obligations to the Company as and when they fall due The Company manages its
credit risk i Iine with Group which 1s firmly commtted to the management of credit nisk n 1ts
Commercial Lending activities and 1s detailed 1n the Risk Management Policy and Control
Framework in the Group's Annual Report

Lending decisions are based on independent credit risk analysis supplemented by the use of
internal ratings tools which assess the obligor’s likelihood of default The output of the ratings
tools 1s a borrower grade which maps to a long-run average one year probability of default
Borrower grades are reviewed at least annually, allowing identification of adverse individual
and sector trends The grade 15 integrated into an overatl Credit & Risk evaluation, including
wider factors such as transaction and borrower structure (ranking and structural subordination),
debt serviceabihity and security (imitial and residual value considerations) Consideration s also
given to risk mitigahon measures to protect the Company, such as third-party guarantees,
supporting collateral and security, robust legal documentation, financial covenants and hedging
Transactions are further assessed using an internal pricing model which measures both the
return on equity and the nsk adjusted return on capstal against a series of benchmarks to ensure
risks are appropriately priced

Portfolio asset quality monitoring 1s based on a number of measures, including expected loss,
financial covenant monitoring, security revaluations, pricing movements and external input
from rating agencies and other organisations Should particular exposures begin to show
adverse features such as payment arrears, covenant breaches or business trading performance
that 1s materially worse than expected at the pomt of lending, a full risk reappraisal 1s
undertaken Where appropriate, case management 15 transferred to a specialist recovery team
that works with the customer in an attempt to resolve the situation If this does not prove
possible, cases are classified as being unsatisfactory and are subject to intensive monitoring and
management procedures designed to maximise debt recovery

The classes of financial instruments that are most exposed to credit risk in the Company are net
investment 1n operating lease assets (note 10) and finance leases and hire purchase contracts
{note 12)

2007 2006

£ £

Net investment in finance leases and hire purchase contracts 38,007,182 44,975,408
Operating lease assets 8,132,353 12,528,009

46,139,535 57,503,417

For the Company, 100% (2006 100%) of the balances are secured The main types of security
are charges over assets bewng financed such as property and vehicles £nil of finance and
operating leases are secured by bank guarantees (2006 Nil)

All exposures are with Corporate and other customers
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5.

RISK MANAGEMENT DISCLOSURES (continued)

Arrears and impairment

Asset quality remains good with 09% of lending balances in arrears at 3! December 2007

(2006 12%)

Payment due status

Not impaired
Netther past due nor impaired
Past due up to 3 months but not impaired

Impaired
Past due 3 to 5 months

Past due over 5 months

Individually assessed impairments

IAS adjustment

Provisions

Total

18,118,270 100

2007
Corporate Commercial Asset
Finance
£ %o £ %

17,992,230 993
127,040 07

29,513,854 990
258,936 09

- - 29,634 01

29,802,424 100

(566,764) - (700901) -
- - (514,494) .
17,552,506 28,587,029
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(1,267,665)

{514,494)
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5. RISK MANAGEMENT DISCLOSURES (continued)

2006
Corporate Commercial Asset Total
Finance

£ % £ % £ %
Not imparred
Neither past due nor imparred 18,783,264 994 39595640 985 58,384904 0988
Past due up to 3 months but not impaired 104,269 06 591,084 14 695,353 11
Impaired
Past due 3 to 5 months - - 31,314 01 31,314 01

Past due over 5 months - - - - -

Individually assessed impairments - - - - -

18,893,533 100 40,218,038 100 59,111,571 100

{AS adjustment (540,321) - (793,103) - (1,333,426} -
Provisions - - (274,728) - (274,728) -
Total 18,353,212 39,150,205 57,503,417

The carrying value of repossessed stock (buses, coaches and commercial stock) was £Nil (2006
£Nil)

The fair value of collateral on impaired assets at 31 December 2007 was £N1l (2006 £Nil)
Interest accrued on impaired assets at 31 December 2007 was £Nil (2006 £2,192)

The portfolio 15 subject to regular momitoring for potential impairment  This monitoring
includes review of each counterparty's repayment record and examination of new financial and
business sector nformation relevant to each counterparty In the event of deterioration n a
counterparty’s creditworthiness being identified through this monttoring a thorough analysis 15
undertaken to establish the full circumstances surrounding the cause and severnity of that
deterioration Where this indicates a reasonable expectation that future anticipated cashflows
may not be received, the asset originating these doubtful cashflows 1s deemed to be impaired
Typical reasons for an impairment charge being made include counterparty nsolvency, failure
to make agreed repayments or a breach of a covenant included within facility documentation

£N1l (2006 £Nil) of loans that would have been past due or impaired, have had their terms
renegotiated

Loans up to 3 months past due have a collective provision set aside to cover losses on loans
which are n the early stages of arrears
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5.

RISK MANAGEMENT DISCLOSURES (continued)

Impairment on loans and advances

2007 2006
£ £

At 1 January
Individual . )
Collective 274,728 377,202
Total impairments 274,728 377,202
Charge for the year
Increase/(decrease) in provisions 239,766 (102,474)
Recoveries of amounts previously written off - -
Total amounts written off/(back) in year 239,766 (102,474)
At 31 December
Individual - -
Collective 514,494 274,728
Total impairments 514,494 274,728
Market risk

Market risk 1s the potential adverse change in Company income or the value of Company net
worth ansing from movements 1n market rates, including interest rates, exchange rates, inflation
rates and equity prices The Company manages market risk in accordance with Group policy
which recogmises that the effective management of market risk s essential to the maintenance of
stable earnings and the preservation of sharehoider value Details of the policy are disclosed in
the Risk Management Policy and Control Framework 1in the Group’s Annual Report

Interest rate risk

Interest rate risk 1s the most significant market risk to which the Company 1s exposed Thus risk
mainly arises from mismatches between the re-pricing dates of the interest bearing assets and
liabilities on the Company’s balance sheet, and from the investment of the Company’s reserves
Interest rate risk primarily arises in the Company’s leasing trade The exposure m this area 1s
hedged with Group Treasury using interest rate swaps and other appropriate instruments

Changes 1n interest rates would result 1n no impacts on either the equity of the Company or on
the income statement Interest 15 allocated on a lease agreement by lease agreement basis within
the Company and all interest rate risk 1s borne by the immediate parent company, Alliance &
Leicester Commercial Finance ple
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S.

RISK MANAGEMENT DISCLOSURES (continued)
Equity risk

The Company follows the Group’s policy which 1s to have no matenal expeosure to equity
markets

Liquidaty risk

Liquidity risk 1s the nisk that the Company, though solvent, either does not have sufficient
financial resources available to meet 1ts obligations as they fall due, or can only secure them at
excessive cost

The Company 1s dependent on loans from its immediate parent undertaking and the level of the
third party debt 15 not considered to be matenal

As a result of the above the Company’s policy 15 in line with Group’s policy as detailed n the
Risk Management and Centrol Framework in the Group’s Annual Report

The day to day management of hquidity 1s the responsibility of Group Treasury, which provides
funding to and takes surplus funds from the Company as required

The foltowing tables analyse the Company’s non-derivative habilities into relevant maturity
groupings based on the remamning period at the balance sheet date (to contractual maturity)
These have been drawn on the undiscounted contractual maturities of financial habilities
including interest that will accrue to those habilities except where the Company 1s entitled and
intends to repay the liability before its maturity

Repayable | Less than 3to 12 lto5 Over 5 Total
2007 on demand | 3 months months years years
£ £ £ £ £ £
Due to group 42,419,765 - - - - | 42,419,765
undertakings
Other 1,408,553 - - - - 1,408,553
Total habilities | 43,828,318 - - - - | 43,828,318
Repayable | Less than 3tol2 lto35 Over 5 Total
2006 on demand | 3 months months years years
£ £ £ £ £ £
Due to parent 53,089,356 - - - -| 53,089,356
undertakings
Other 2,140,667 - - - -1 2,140,667
Total habilities | 55,230,023 - - - - | 55,230,023
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6.

OPERATING INCOME

Operating income 1s stated after charging the following

2007 2006
£ £
Depreciation of operating lease assets 2,902,604 3922258

The depreciation of operating lease assets is included 1n cost of sales

Directors’ emoluments

The directors received no remuneration for their services to this Company 1n either the current
or the preceding year The directors are also directors of the immediate parent Company,
Alhance & Leicester Commercial Finance plc and the majonty of their activittes relate to
services carried out in relation to Alhance & Leicester Commercial Finance ple and other Group

companies Therefore the directors deem 1t inappropriate to directly allocate any of their costs
to the income statement of this Company

Auditors' remuneration

Auditors' remuneration of £3,000 was borne by the immediate parent company, Alllance &
Leicester Commercial Finance plc, in both the current and the preceding year

Particulars of employees

No salaries or wages have been paid to employees, including the directors, during the year or
the preceding year The Company had no employees 1n either the current or the preceding year

FINANCE COSTS

2007 2006
£ £
Interest expense finance leases 7,271

Amounts payable to immediate parent undertakings 1,990,468 2,689,236
1,990,468 2,696,507
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8. CORPORATION TAX INCOME/(EXPENSE)

Components of Corporation tax

Current tax expense/(income)
Current tax charge/{credit)
Adjustments to current tax of prior period

Current tax expense/(income)

Deferred tax (income)/expense
Relating to origination and reversal of temporary differences
Adjustments to deferred tax of prior period

Deferred tax (income)/expense

Tax {income)/expense reported in income statement

Reconciliation of corporation tax charge to accounting profit

2007
£

745,027
(504,656)

240,371

(1,235,911)
504,656

(731,255)

(490,884)

2006
£

(30,237)
(770,508)

(800,745)

201,892
770,508

972,400

171,555

During 2007 the Government enacted a change in corporation tax reducing the rate from 30% to
28% with effect from April 2008 The impact of this change on the corporation tax charge 1s

disclosed 1n the table below

The effective rate of tax 1s lower than (2006 lower) the standard rate of corporation tax in the
UK of 30%, where the Company generates substantially all its profits The differences are

explained below

(Loss)profit before tax

Tax calculated at a rate of 30% (2006 30%)
Impact on deferred tax of change in the rate of corporation tax

Adjustment to tax expense In relation to prior year
Other

Corporation tax income/{expense)
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(329,681)

(98,904)
(391,980)

(490,884)

2006
£

572,081
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9.

OPERATING LEASE ASSETS

The Company enters into operating lease arrangements with customers in the commercial and
public sectors

2007 2006
£ £

Cost
At | January 25,809,648 27,509,632
Additions 12,000 -
Disposals (7,132,244) (1,699,984)
At 31 December 18,689,404 25,809,648
Depreciation
At | January {13,281,639) (9.980,246)
Disposals 5,627,192 620,865
Charge for year (2,902,604) (3,922,258)
At 31 December (10,557,051  (13,281,639)
Net book vailue
At | January 12,528,009 17,529,386
At 31 December 8,132,353 12,528,009

At the balance sheet date, the Company had contracted with lessees for the following future
mummum lease payments

2007 2006

£ £

Within | year 2,271,084 3,127,257
Between 1-5 years 2,960,490 4,757,261
In more than 5 years 38,890 244,512
Total 5,270,464 8,129,030
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10.

11.

TRADE AND OTHER RECEIVABLES

Non current
Finance lease receivables

Current
Finance lease receivables
Other receivables

FINANCE LEASES

2007 2006

£ £
30,563,042 36,303,978
7,444,140 8,671,430
3,361,016 3,971,165
10,805,156 12,642,595

The Company enters into finance lease arrangements with customers in the commercial and

public sectors

Less than one year

Later than one year but less than five
years

Later than five years

Less

Unearned finance income
Unguaranteed residual value
accruing to the benefit of the lessor
Provision for uncollectible mimmum
lease payments

Present value of minimum lease
payments receivable

Non-cutrent
Current

Gross tnvestment in the

Present value of minimum

lease lease payments
2007 2006 2007 2006
£ £ £ £

10,031,885 11,591,346 7,444,140 8,671,430

22,926,477 24,887,844 16,415,042 18,176,822

18,930,339 25,530,828 14,148,000 18,127,156

51,888,701 62,010,018 38,007,182 44,975,408
(10,662,698) (13,078,263)
(3,192,256) (3,926,809)
(26,565) (29,538)
38,007,182 44,975,408

30,563,042 36,303,978

7,444,140 8,671,430

38,007,182 44,975,408
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12.

13.

CAPITAL

Capital 1s managed on a Group basis, the objectives, policies and processes for managing capital
are disclosed 1n the Group’s Annual Report

RELATED PARTY TRANSACTIONS

Ultimate controlling party

The 1mmediate parent company, Alliance & Leicester Commercial Finance plc, 1s a subsidiary
of Alliance & Leicester plc which 1s the controlling party and ultimate parent undertaking
incorporated in England and Wales

The largest and smallest Group in which the results of the Company are consolidated 1s that
headed by Alliance & Leicester plc  The consolidated accounts of this Group are available to
the public and may be obtamned from Carlton Park, Narborough, Leicester, LE19 QAL

Trading activities

Payable to related parties

2007 2006
£ £

Current tax Group relief 240,372 (800,845)
Amounts owed to parent undertakings 42,179,393 53,890,201

42,419,765 53,089,356

The Company entered into transactions with other related parties as shown in the table below

2007 2006
£ £
Amount owed to parent undertakings
As at | January 53,089,356 53,569,150
Net movements (10,669,591) (479,794)
As at 31 December (note 17} 42,419,765 53,089,356
Interest paid to parent undertakings 1,990,468 2,689,236

Key management compensation
As detailed n note 6 the Company had no employees in either the current or preceding year and

the directors are remunerated through Alliance & Leicester Commercial Finance plc therefore
no key management compensation was paid by this Company
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13. RELATED PARTY TRANSACTIONS (continued)
Administration expenses

During the current year the Company paid administrative cost recharges to other parent
undertakings of £738,544 (2006 £796,058)

14. CASH AND CASH EQUIVALENTS

For the purposes of the cash flow statement, cash and cash equivalents comprise the following

2007 2006
£ £
Cash at bank - -
15. SHARE CAPITAL
Authorised share capital
2007 2007 2006 2006
No £ No £
Ordinary shares of £1 each 100 100 100 100
Issued share capital
2007 2007 2006 2006
No £ No £
Issued and fully paid
Ordinary shares of £1 each 100 100 100 100
All 1ssued share capital 1s classified as equity
16. DEFERRED TAX LIABILITIES
Balance sheet Income statement
2007 2006 2007 2006
£ £ £ £
Deferred tax liabilities
Relating to depreciation 5,629,488 6,301,377 (669,615) 904,393
Relating to provisions (144,058) (82,418) (61,640) 68,007
5,485,430 6,218,959 (731,255) 972,400
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16.

17.

18.

DEFERRED TAX LIABILITIES (continued)

The movement in the deferred tax account 15 as follows

At | January

Income statement (credit)/charge (note 8)
Transfer lease agreements from group undertaking
Transfer lease agreements to group undertaking

At 31 December

TRADE AND OTHER PAYABLES

Accrued liabilities
Payable to related parties (note 13)

2007 2006

£ £
6,218,959 5,246,559
(731,255) 972,400
5,888 -
(8,162) -
5485430 6,218,959
2007 2006

£ £
1,408,553 2,140,667
42,419,765 53,089,356
43,828,318 55,230,023

RECONCILIATION OF 31 DECEMBER 2006 UKGAAP SHAREHOLDERS’ EQUITY

TO 31 DECEMBER 2006 IFRS SHAREHOLDERS’ EQUITY

Equity shareholders” funds at 3 | December 2006 (UKGAAP)
Reduction on Retained earnings at | January 2006 (note 19)
Reduction in Profit after Tax for 2006 (note 20)

Equity shareholders’ funds at 3 1 December 2006 (IFRS)
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19,

RECONCILIATION OF BALANCE SHEET AT 1 JANUARY 2006 (Date of Transition

to IFRS)

Assets

Operating Lease Assets

Trade & Other Receivables
Cash & Cash Equivalents

Total Assets

Equity & Liabihties
Issued Share Caputal

Retained Profits

Trade and Other Payables
Deferred Tax

Total Equity & Liabilities

Notes

Note

[u—

UKGAAP

31 December

2005

18,190,024
46,471,678

64,661,702

100
524,082

58,505,629
5,631,891

64,661,702

Effect of IFRS
Transition to 1 January
IFRS 2006
(660,638) 17,529,386
(623,802) 45,847,876
(1,284,440) 63,377,262
- 100
(899,108) (375,026)

- 58,505,629
(385,332) 5,246,559
(1,284,440) 63,377,262

I IAS 16 and 1AS 17 require the use of straight line depreciation compared to an annuity basis
in UKGAAP Depreciation 1s recognised earlier under IFRS, reducing the carrying value of

*Operating Lease Assets’

2 1AS 17 requires the use of the pre-tax actuanal method of income recognition compared to

the post-tax basis in UKGAAP

IAS 17 results 1n mterest being recognised later than under

UKGAAP Consequently there 1s a reduction 1n the “Net Investment 1n Finance Leases’ on

first ume adoption of [FRS

3 On first time adoption of [FRS, all movements in equity from UKGAAP to IFRS are posted
directly to profit and loss account reserves
the impacts to assets and liabilities at 1 January 2006

The reduction of £899,108 reflects the sum of

4  The reduction n ‘Deferred Tax Liabilities’ reflects the tax impacts ansing from changes to
assets and Labilities on adopting IFRS for the first time
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20. RECONCILIATION OF PROFIT FOR THE YEAR ENDED 31 DECEMBER 2006

Note UKGAAP Effect of IFRS

31 December Transition to 31 December

2006 IFRS 2006

Revenue i 8,132,299 (145,395) 7,986,904
Cost of sales 2 (4,018,666) 96,408 (3,922,258)
Admimstrative expenses (796,058) - (796,058)

Profit from Operations 3,317,575 (48,987) 3,268,588
Finance costs (2,696,507 - (2,696,507)

Profit Before Tax 621,068 (48,987) 572,081
Corporation tax Expense (186,251) 14,696 (171,555)

Profit for the year 434,817 (34,291) 400,526

Notes
1 The reduction in Turnover 1s due to the pre-tax actuarial method of income recognition
under I1AS 17, compared to the post-tax basis in UKGAAP This changes the income profile

on finance lease assets

2 The reduction in cost of sales 1s due to [AS 16 and IAS 17 which requires the use of straight
line depreciation compared to an annuity basis under UKGAAP
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21.

22,

OPERATING SEGMENTS

The Company adopted IFRS 8 "Operating Segments” in advance of its effective date, with
effect from | January 2007 IFRS 8 requires operating segments to be identified cn the basis
of internal reports

Allance & Leicester plc manages its operations on a divisional basis, Retatl, Commercial and
Treasury As outlined in the Directors’ Report the company operates as part of the Group's
Commercial Bank Division and therefore considers that all of its operations are managed as
part of the commercial division and further segmental analysis 1s not necessary

EVENTS AFTER THE BALANCE SHEET DATE

In July 2008 Banco Santander S A approached the board of the ultimate parent undertaking
Alhance & Leicester plc with a proposed offer to acquire the entire share capital of that
company

The offer was approved by the shareholders of Alhance & Leicester plc on 16 September
2008 and subject to the satisfaction of a number of other conditions 1s expected to be
completed on or around 10 October 2008

This transaction has had no impact on the Company’s reported results for the year ended 31
December 2007
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