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Alliance & Leicester is one of the UK’s major financial
services groups, with around 5.5m customers. We
offer a broad range of financial services to personal
and commercial customers.

Our aim is to be the UK’s leading direct bank.

Our business strategy is focused on delivering
increased shareholder value built around the
delivery of our four brand values:

o we attract new customers by offering better
value products and services

o we are simple and straightforward to deal with
o we offer a friendly and approachable service

o we recognise existing customers by offering even
better value throughout their lifetime with us.

For more information visit www alliance-leicester-group.co.uk
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Note: Core operating profit, underlying basic eamings per share and underlying
return on equity ties 1 capital exclude the £8m pre-tax gain from fair value accounting
volatility (2005: £1m pre-tax loss) and £24m of redundancy costs, primarily relating
to the re-arganisation of our current accounts back office (2005: £nil),
Underlying basic eamings per share and underlying retum on equity ter
1 capital in 2006 also exclude the release of a tax provision of £30m.



Key Performance Indicators

(KPIs)

585
540 548 [

I(}a

£585m

Core Gperating Profit
{2005 — £548m)

4.9

4.9
2.5 |
os JU3

£4.9bn

Net Mortgage Lending
(2005 — £4.9bn)

225 215 21.5
oo |

21.5%

Underlying Return on
Equity Tier 1 Capital
(2005 — 21.5%)

300

254
228
I 05 LS

300,000

New Current
Accounts Opened
(2005 — 254,000}

2 Alliance & Leicester Annual Report and Accounts 2006

92.4
843 871 M

04

92.4p

Underlying Basic
Earnings per Share
(2005 — 87.1p)

5.5
s I
G |0

£6.5bn

Commercial
Lending Balances
(2005 - £5.5bn)

573
352 530
04 @

53.0%

Cost:lncome Ratio
(2005 — 55.2%)

67.0
os Bid

/76,300

Active Business
Banking Accounts
(2005 - 67,000)



2006 KPIs

Core Operating Profit

Core operating profit excludes the £8m pre-tax
gain from fair value accounting volatility (2005:
£1m pre-tax loss) and £24m of redundancy
costs (2005: £nil).

Underlying Return on Equity
Underlying return on equity tier 1 capital
excludes the £8m pre-tax gain from fair value
accounting volatility (2005: £1m pre-tax loss),
£24m of redundancy costs (2005: £nil} and
the release of a tax provision of £30m.

The calculation is included on page 24.

Underlying Basic Earnings per-Share
Underlying basic earnings per share exclude
the £8m pre-tax gain from fair value accounting
volatility (2005: £1m pre-tax loss), £24m of
redundancy costs (2005: £nil) and the release
of a tax provision of £30m. The calculation is
included in Note 13 on page 70.

Cost:Income Ratio

The cost:income ratio is calculated by dividing
total costs, excluding £24m of redundancy costs
(£2005: £nil), by total income, excluding the
£8m pre-tax gain from fair value accounting
volatility (2005: £1m pre-tax loss).
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“We met all our strategic targets, delivered franchise
growth and created shareholder value.”

Itis my privilege and pleasure to report that
Alliance & Leicester once again had a successful
year in 2006. It was my first full year as Chairman
and it was never dull,

Above all else, we met all our strategic targets,
delivered franchise growth and created
shareholder value, We also saw clearly that

our ambition to grow revenue by building the
UK’s leading direct bank, supported by a national
retail branch network, was being achieved.

In our Commercial Bank too, we more than met
our targets and are an course with our aim to
create the leading bank for businesses.

All this was achieved despite the distractions

of press speculation in the summer about a
possible bid for Alliance & Leicester. A perennial
chestnut maybe, but this time accompanied by an
announcement from Credit Agricole that we were
- along with others - a potential target. Whilst
that quickly went away without any proposal ever
being made to us, we would have preferred to
focus wholly and solely on growing the business
in shareholders interests.

Itis a tribute to Richard Pym, his management
team and all our staff that during this period they
not only dealt calmly with the pressures created
by the press but got on, to great effect, with
delivering results today and building for the
future. As Richard describes in his report, during
the year we made a number of important
decisions which will have a far-reaching effect

on the shape of the business in future years.

Richard has informed the Board of his wish to
step down as Chief Executive and we respect that
decision. He has led the Company over the past
5 years with distinction and to great effect.
Although Richard has put together a first class
management team, it is true, even if trite, that
tie will be a hard act to foltow.

Turning to other changes to the Board, Michael
Allen refired at the end of 2006 and we thank him
for his wise counsel and insightful contribution to
the Group as a non-executive Director over a total
of 11 years. Peter Barton, our Deputy Chairman
and Senior Independent Director, retires in 2007
after nine years of distinquished service and we
will shortly appoint two new non-executive
directors to our Board.
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We will ensure that the Board continues to
comprise a balanced group of experienced
directors, well equipped to bring relevant
insight and understanding to the issues that
matter to the Company and your investment as
shareholders. Information on directors can

be found on pages 30to 31,

Information about how the Board gives leadership
to the Company starts on page 34 under Corporate
Governance, and details of how the Company
delivers responsible business practices in the
community, the workplace, the marketplace and

" the environment can be found on pages 25 to 28

under Corporate Respansibility.

At the end of 2006 the Board arranged foran
independent external review of the Board

and its Committees, by Dr. Tracy Long of
Boardroom Review. The review included a written
questionnaire; individual meetings with directors:
and Board observation, and the results were
presented by Dr. Long to cur Board at the
beginning of 2007, The review was positive about
the high level of trust and confidence between
members of the Board and the effectiveness of its
leadership of the Company. As one would hope
from such a learning process, a number of
suggestions for change and improvement were
made which we will implement during this year.

Alliance & Leicester’s business is built on our
people, our products and the way we engage
with our customers. Qur staff are friendly,
enthusiastic and capable and our products are
good vatue, simple and straightforward. Qur
reputation with customers for the way we deal
with their needs and help them has been earned
by hard work and dedication.

We have every reason to be confident about the
continued success of Alliance & Leicester.

Sir Derek Higgs
Chairman
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Richard Pym
Group Chief Executive
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“Alliance & Leicester is making excellent progress
towards becoming the UK’s leading direct bank.”

Alliance & Leicester delivered a good set of
financial results in 2006. We also achieved
strong franchise growth and increased the
propartion of business both sold and managed
via direct channels. In addition, we continue

to develop and implement projects which are
transforming Alliance & Leicester into a growing,
modern, efficient bank.

Qur 2006 core operating profit was £585m, up
7% from £548m in 2005, and underlying basic
earnings per share were 92.4p, up from 87.1pin

- 2005. Basic earnings per share were 96.4p, up

from 86.9p. The Board is proposing a final
dividend of 36.5p, making total dividends
of 54.1p, anincrease of 5%.

We achieved each of our strategic objectives in
2006. As well as delivering strong franchise
growth, we improved our operating efficiency,
maintained above average asset quality and
delivered an underlying return on equity tier
1 capital of 21.5%.

We have updated our strategic objectives,
reflecting our confidence that the significant
changes that are taking place across the Group
will deliver future success. Qur new objectives are
to deliver a minimum underlying return on equity
tier 1 capital of aver 20%, and an underlying
basic earnings per share growth of at least

RPI + 9% by 2009.

Retail Banking Progress

Retail Banking core operating profit was £445m,
£7m higher than in 2005. Revenues increased by
£25m and operating expenses fell by £9m. Asset
quality remains very strong, with the impairment
charge in the second hatf of 2006 in line with the
charge in the first half of the year.

Our Retail Banking strategy offers customers
great value products, particularly when they
choose to buy or transact using direct channels.
For the second year in a row, our market share of
new business was greater than our share of stock
for each of our Core 4 products — mortgages,
current accounts, savings and personal loans.

In mortgages our market share of net lending
was 4.4%, compared with our share of balances
of 3.5%.

Qur current account business had a record year.
We opened 300,000 new accounts and delivered
strong profit growth. We now have 1.64m active
current accounts,

Our personal customer deposit balances grew by

£2.1bn during the year, to £22.7bn at the end of .

December. Growth in direct account balances was
strong and these now account for around 60% of
total savings balances.

Our unsecured personal loan gross advances
were £2.3bn, an estimated market share of
6.4%, compared with our share of stock of 5.1%.
Changes to our credit criteria have resulted in
new loans written in 2006 being of higher quality
than in 2005, We continue to believe that the
proportion of loans in arrears is around its peak.
It was 5.6% at the end of December 2006,

Alliance & Leicesteris growing its customer base.
Total sales in 2006 increased through both our
direct and branch ¢hannels, Qur brand continues
to be recognised as providing customers with
good value, and for the third successive year the
‘Alliance & Leicester’ brand received more ‘best
buy’ mentions in national newspapers than any
of our competitors.

A number of areas of the UK financial services
industry are the subject of current or potential
regulatory scrutiny. Our strategy emphasises
excellent value for customers and straightforward
dealings with them, an approach which we
believe to be generally aligned with the
regulators’ agenda.

We remain committed to direct banking,

and market research and benchmarking
studies continue to show that we have a higher
proportion of new business generated online
than our competitors.

The proportion of business originated and
managed via the direct (telephone and internet)
channels continues to increase. More than 38%
of our Core 4 product sales were sourced via the
internet in 2006, higher than the 30% achieved
in 2005, Half of our current accounts and savings
accounts are now registered for internet banking,
and on average more than 600,000 internet
banking transactions were undertaken online
each month during 2006,
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Our branches are an important part of our
distribution capability and are being transformed
into a network of sales and self-service stores.

In 2006 we refurbished a further 49 branches in
our new design concept and we plan to refurbish
up to another 50 during 2007, In addition, we
will be rolling out deposit-taking ATMs into all of
our branches. The machines installed so far have
been well received by our customers, with up to
70% of card-based deposits in some branches
new being made using an ATM.

Our direct banking strateqgy is being reflected in
our customer base. In recent years, customers
joining Alliance & Leicester have, on average,
been both younger and had higher incomes

than those joining our competitors. We are also
attracting more customers from locations where
we have traditionally had lower market shares,
for example 20% of new ‘Premier’ current account
customers recruited over the past two years are
from London.

We will continue to enhance our product portfolio
in 2007. This will include entering new segments’
of the current account and prime mortgage
markets in which we currently do not have
specific offerings. Most notably, we are planning
to offer customers combined mortgage and
unsecured lending. In addition, our secured
personal loan and specialist mortgage operations
will have their first full year of trading in 2007.

We are confident about the future growth
prospects for our Retail Banking business.

In 2007 we expect the rate of decline in the
net interest margin to slow and the unsecured
personal loan impairment charge to be below
thatin 2006.

Commercial Banking Progress
Commercial Banking had a good year, delivering a
core operating profit of £162m, £30m higher than
in 2005, Increased profits from commerdial lending
and business banking more than offseta £17m fail
in the profitabitity of our cash handling business.
Commercial lending’s profitincluded £32m from
the sale of customer leases in September.

We saw good franchise growth in each core
product. Cash sales increased by 5% to £69bn,
commercial iending balances increased by £1.0bn
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to £6.5bn, and our active business banking
current account base increased to 76,300
accounts, with 24,700 new accounts opened
during the year.

Our Commercial Banking strategy is based on
building primary, futl-banking relationships.

We offer market-leading direct banking facilities,
These are complemented by our growing network
of business centres for businesses with a turnover
between £1m to £10m, and an increasing range
of products and services far larger corporates.

We are steadily and effectively evolving our
commerdal lending operations, with specialist
teams operating in a wide range of markets,
and we are now taking more lead roles in
transactions. This business is growing well,
with strong asset quality being maintained.

Our commercial customer internet banking service
was launched in 2006 and already has over 46,000
registered customers. From September, customers
have been able to open new accounts online,

and over 35% of new business banking account
applications in December originated via the
internet. In 2007 we will continue to develop

this internet service, including implementing

our ‘second factor authentication’ security process
and online statements.

During 2006 we opened a further four busiriess
centres, making a total network of nine. In 2007
we ptan to open another four centres, and to
increase the number of relationship managers
in each of our existing centres. We will also be
enabling business banking customers to use our
retail branch network for banking transactions.

In 2006 we launched our pre-paid debit card,
targeted at the business to business sector.
During the year we rolled out full functionality,
including the ability to access money from ATMs
and reloadable cards. We are planning to issue a
significant number of cards in 2007, building on
successful pilots that are currently underway in
a number of different industries.

We are confident about the outlook for our
Commercial Banking business. Future earnings
growth will be driven primarily by commercial
lending and business banking, with support from
cash sales and pre-paid debit cards. In addition,




we are well advanced in our discussions with the
Post Office and anticipate the agreement of a new
cash contract in the first half of 2007, which
should facilitate profitable growth of our cash
handling business.

System Developments

In October 2006 we announced plans to replace
our core IT banking systems with Alnova Financial
Solutions ™ (Alnova), an Accenture banking
solution, This system, which has proven very
successful for a significant number of banks in
Europe and elsewhere, is an important part of
building a modern, efficient bank. It will increase
our flexibility, allow further simplification of our
operations and enhance customer service, with
real-time, customer focused processes based

on a single view of the customer.

Alnova will replace our existing legacy systems for
commercial and personal current accounts, savings
and personal loans. It will be imptemented in
phases gver the next three years, with the first
deliverables in 2008. The costs of implementing
the new system will be treated as part of ‘business
as usual’ and will largely be capitalised. The
implementation will incur only marginal
incremental systems costs, as the cost of
maintaining legacy systems will be reduced.

Capital Management and Basel Il

In 2006 we continued to manage our capital
proactively, issuing £300m of preference shares
and completing a share buyback of 13.8m shares
with a value of £150m.

We are the first UK bank to have obtained
unconditional approval from the Financial
Services Authority (FSA) to operate under the
new Basel II regime, effective from 1 January
2007. We are a beneficiary under the new regime.
Qur risk weighted assets, including the impact

of operational risk, have reduced by between
35%-40% under Basel I, with the weighting for
our mortgage assets being around 10%.

During each of the first three years of Basel II,
the Group is required to hold capital at or above
a calculated transitional floor. Whilst the
transitional floors will restrict the amount of
excess capital the Group can deploy during this

period, we will have surplus capital. The Group's
Board will ensure that the capital is deployed in
the most effective manner, taking into account
the views of our shareholders and the credit
rating agencies.

In 2007 we are planning a share buyback of up
to £300m.

Our People

I would like to thank our people for their
contribution to our achievements in 2006, Over
the past twelve months they have continually
shown their willingness to adapt to the changes
that are taking place across the Group as we
implement our strategy and deliver our goal

of being the UK's leading direct bank,

The results of our annual employee opinion
survey — which over 80% of our people
completed — were as good as in previous years
and significantly better than the average fora
LK company, confirming that our workforce is
motivated and supportive of the changes being
made at Alliance & Leicester,

Outlook

We expect the UK economy to continue to

grow in 2007, with GDP growth of around 2.5%.
This hackdrop provides good opportunities for
growth in all our core products.

The mortgage and commercial lending markets
grew strongly in 2006, whilst the personal
unsecured lending sector saw lower gross
lending and the effect of an increase in personal
insotvencies. Despite the recent bank base

rate increases, we expect the mortgage and
commergial lending markets to remain strong
in 2007, although we expect slower rates of
growth than in 2006. In 2007 we will continue
to focus our plans for lending growth in the

UK homeowner and commercial sectors.

The Future

Alliance & Leicester is making excellent progress

towards becoming the UX's leading direct bank.

We have a clear strategy and we are confident of
our ability to deliver it. The Group is changing
and is now radically different from the business
that demutualised 10 years ago.
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I have gained enormous personal satisfaction
from the progress the business has made over the
five years since I first became Chief Executive.
However, I will be 58 years of age later this year
and I have asked the Board to begin to consider
who my successor will be and the Board has
appointed a search consultancy to look at the
range of potential candidates, both internal and
external. It is never possible to predict timescales
for these processes and in the meantime [ am
fully committed to ensuring that Alliance &
Leicester has a successful 2007.

Over the past five years our share price has
outperformed the FTSE all share banks index by
over 20%, generating a total shareholder return

of over 80%. The projects we are implementing and
are planning across the Group will enable us to
achieve our strategic goals, and therefore deliver
continued growth and value for shareholders.

We face the changing future of banking with
great confidence.

Richard Pym
Group Chief Executive

Business Revi



- Group Overview

Alliance & Leicester delivered a good set of financial results in 2006. We also
achieved strong franchise growth and increased the proportion of business sold
and managed via the direct channels. In addition, we continue to develop and
implement projects which are transforming the Group into a growing, modern

and efficient bank.
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Commercial Banlking

Chris Rhades
Managing Director, Retail Banking

Richard Banks
Managing Director, Commercial Banking

2006 Highlights

m Strong franchise growth in each of
our core products, with new business
market shares higher than our shares
of stock

= Improved operating efficiency,
cost:income ratio reduced to 40.6%

m Asset quality remains very strong
and better than industiry averages

m 38% of new core product sales
originated via the internet

® 50% of current and savings accounts
registered to use internet banking

2006 Highlights

» Strong growth in commercial lending
and business banking profitability

= £2.9bn of new commerdial lending
facilities agreed

m Named ‘Best Business Current Account
Provider’ by Moneyfacts for the tourth
year in succession

m Over 46,000 cuslomers registered
for our new internet banking service

m Asset quality remains very strong




£4.9bn

Net mortgage lending
(2005 — £4.9bn)

£2.3bn

New personal loan advances
(2005 — £2.5bn})

1.64m

Active currend accounts
(2005 -1.52m)

£22.7bn

Customer deposit balances
(2005 — £20.6bn)

New Developments for 2007

O Plamring) ey cemtimues) iRt grewih, wiih the tumdh
ofnevlitrenfaceolnfendinodgageprodtcisttargeted
aifspesiiidmarkeifsegmen s

O Refturlsfihing up W@ o fturlier SO bremxdi wilh eur mew dEgn
Concep@iollownalth cblidcesstd fretfitbisheagoid obraacied
T Z006

mlRol gl fdenosidtakingPAlM Jtotatifoligbranche

mlEpablinglbtsiaesdbankinoletistomenticih ol gbrap ekl ctvoty
fodtheidbankinghiransagtions

£68.6bn

Cash sales
(2005 — £65.6bn)

£6.5bn

Commercial lending balances
(2005 — £5.5bn)

24,700

Business banking accounts opened

(2005 — 24,300)

£46m

Treasury core operating profit
(2005 — £43m)

New Developments for 2007
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Retail Banking delivered core operating profit

of £445m, £7m higher than in 2005, Strong
franchise growth in our Core 4 products enabled
revenues to increase by £25m in 2006. Qperating
expenses were £9m lower than in 2005, reflecting
the benefits of our lower cost direct banking
business model. Asset quality remains very
strong. The impairment charge in the second half
of 2006 was in line with the chargein the first
half of the year.

Cored

Mortgages

The UK mortgage market in 2006 was stronger
than most market commentators had expected,
with gross lending of £345bn, 20% higher than in
2005, and netlending of £111bn, 22% higher.
We expect the market to remain strong in 2007,
although the rates of growth of both gross and
net lending are forecast to be lower than in 2006.

Our mortgage business delivered net lending of
£4.9bn in 2006 {2005: £4.9bn), a market share
of 4.4%, higher than our 3.5% share of mortgage
balances. Gross mortgage lending was £12.6bn, a
market share of 3.6%, and mertgage redemptions
were £7.7bn, a market share of 3.3%.

During 2006 our mortgage business sustained the
momentum built up in 2005. We have maintained
a competitive and profitable range of mortgage
products, all of which are available to both new
and existing customers. In January 2007 we
refined our policy for customers paying a
mortgage exit administration fee; this has had

no significant impact on the Group's provisions.

The proportion of customers paying standard
variable rate at the end of December 2006 was
10%, lower than the 14% reported at the end
of 2005. The difference between new business
and existing mortgage asset margins has
significantly narrowed over recent years, and
as a result we expect a more stable mortgage
margin in the future.

In July 2006 we entered the specialist mortgage
markets under an agreement with Lehman
Brothers, and have launched products for the
buy to tet, self-certification, near-prime and
sub-prime segments of the market. The products
are distributed via mortgage intermediaries, with
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applications being received and processed

by Alliance & Leicester using underwriting
criteria developed with Lehman Brothers,

Once completed, the mortgages are sold on

to Lehman Brothers. The roll out of the product
range and the natural lead time from application
to completion have resulted in a low level

of gross advances in 2006. Following the
development of an internet application system
in December 2006, we are confident that business
volumes will grow in 2007.

Personal Loans

Our personal unsecured loan gross advances were
£2.3bnin 2006 (2005: £2.5bn), reflecting a fall
in the size of the UK unsecured lending market
and the tighter credit criteria we introduced
during 2005 and early 2006. Our estimated share
of gross lending in 2006 was 6.4%, higher than
our 5.1% share of balances. Qur unsecured
lending balances at the end of December 2006
were £3.6bn (2005: £3.5bn).

Our payment protection insurance product
continues to offer customers comprehensive
cover at a competitive price. The lower level of
unsecured lending business volumes has resulted
in sales of payment protection insurance being
lower than in 2005.

The direct channels generated 86% of unsecured
loansin 2006. ‘Moneyback Bank’, our intemnet only
proposition, together with our Alliance & Leicester
branded internet offering, generated 50% of

new loans. During 2007 we will be implementing
enhancements to both our intemet and branch
loan sales processes in order to improve further
the customer experience, as well as increasing

our focus on customer retention.

In 2006 we launched our secured loan product

in partnership with Cattles plc. New business
volumes have been small as we gain experience
of marketing to this segment and refine our sales
fulfilment processes. In 2007 we will continue to
work in partnership with Cattles and implement
further refinements to our processes to maximise
business volumes, particularly from unsuccessful
unsecured loan applicants who are homeowners,




Current Accounts

We opened a record 300,000 new current
accounts during 2006, 18% higher thanin 2005,
and increased our active account base to 1.64m
accounts. We estimate that cur market share of
new account openings was 4.6%, higher than the
4.4% achieved in 2005 and higher than our 2.9%
share of total UK personal current accounts.

We continue to see anincrease in both the
number and proportion of new accounts opened
via theinternet. In 2006, 29% of new current
accounts were opened via the internet, with

a further 8% via the telephone.

Our current account products have once again
received industry recognition for their credit

and debit interest rates, winning awards from
Moneyfacts and Meneywise during 2006. During
2007 we are planning to improve cur product
portfolio with the launch of a number of products
targeted at specific market segments,

Savings
Personal customer deposit balances at the end

" of December 2006 were £22.7bn, £2.1bn higher
than at the end of 2005. We saw a good start
to 2006, with cne of our most successful ISA
campaigns, and the end of 2006 saw an increase
in new deposits following the launch of our
‘Direct Saver’ product in October.

We continue to see strong growth in direct
account balances and these accounts now
represent around 60% of total savings balances.

Partner 4

Our Partner 4 products of credit cards, leng
term investments, life assurance and general
insurance continue to offer our customers good
value, and our relationships with our partners
are working well.

New credit card sales in 2006 were 109,000
(2005: 110,000), with the majority being cross
sold to our current account customers. Qver 15%
of credit card sales in 2006 were originated via
theinternet.

Sales of new long term investment products in
2006 were higher than in 2005, with the value of
new investments around 8% higher than in 2005.

Sales of life assurance and general insurance
products in 2006 were higher than in 2005,
primarily as a result of higher gross mortgage
lending and slightly better penetration rates.
During 2007 we plan to launch a number of
new online generalinsurance products. We
have already introduced a new motor insurance
product with Equity Insurance Group in
January 2007.

Distribution

We are building the UK's leading direct bank,
supported by a national branch network.
During 2006 the branch and direct channels
saw increased sates. Market research and
benchmarking studies continue to show that
we have a higher proportion of new business
generated online than our competitors.

Qver 38% of our Core 4 product sales were sourced
via the internet, higher than the 30% achieved in
2005, Half of our current and savings accounts are
now registered to use internet banking, with over
600,000 transactions carried out online each
month. During 2006 we launched a new look and
feel to our internet banking service, as well as
introducing ‘second factor authentication’ for

all Retail Banking customers, making our service
cne of the most secure in the UK.

We refurbished a further 49 branches in our

new design concept in 2006 and are planning

to refurbish up to 50 more in 2007, We are also
planning to install wetcome desks and deposit-
taking ATMs into all our branches in 2007. The
machines installed so far have been well received
by customers, with up to-70% of card-based
deposits in some branches now being made using
an ATM. We have also introduced fexible opening
hours for our branches, enabling them to open
later in the evening, an Saturday afternoons, or
on Sundays, depending on local customer needs.

1
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Asset Quality
Our asset quality remains better than industry
averages.

Our mortgage asset quality remains excellent,
with 0.51% of accounts more than 3 months in
arrears at the end of December 2006, lower than
the 0.58% in December 2005 and significantly
lower than the Councit of Mortgage Lenders’
industry average of 0.95%.

Total repossessions in 2006 were 90, lower
than the 99 in 2005. Qur stock of repossessed
properties at the end of Decemher 2006 was
27 (June 2006 29).

During 2006, 10% of new mortgage lending had
an average loan to value ratio (LTV) of over 90%,
in line with the estimated industry average. The
average LTV of our new lending in 2006 was 70%
(2005: 61%). The indexed LTV of our mortgage
book at the end of 2006 was 46% {2005: 44%).

Our unsecured lending asset guality remains
strong. The proportion of balances over 30 days
in arrears at the end of December was 5.6%,
compared with 5.5% at the end of June 2006
(December 2005: 5.1%). Qur unsecured lending
arrears are around 30% better than the average
for Finance and Leasing Association members.
Changes to our credit criteria have resultedin a
better quality of new loans being written in
2006 compared with 2005, and we continue to
believe that the proportion of balances in arrears
isaround its peak. As a result we expect the
unsecured personal loan impairment loss
chargein 2007 to be below the charge in 2006.
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Key Retail Banking Volumes
and Market Shares

Year Year
ended ended
31.12.06 31.12.05
Residential Mortgages
Gross lending fbn 12,6 111
Net lending fbn 4.9 4.9
Mortgage balances fbn  38.0 331
Savings
Personal customer
deposit balances fbn  22.7 20.6
Current Accounts
New accounts opened ‘000 300 254
Total number of active
accounts m  1.64 1.52
Personal Unsecured
Loans
Gross advances £bn 2.3 2.5
Balances £bn 3.6 3.5
Residential Mortgages®
Share of gross lending % 3.6 38
Share of net lending % 4.4 5.4
Share of mortgage
batances . % 3.5 3.4
Savings’ and 3
Share of new business % 3.0 3.8
Share of household liquid
assets % 2.3 2.2
Current Accounts’
Share of new accounts
opened % 4.6 4.4
Share of total number of
accounts % 2.9 2.9
Personal Unsecured
Loans*
Share of gross advances % 6.4 6.7
Share of balances % 5.1 5.2

Notes: Market shares calculated using the following sources:

1. Bank of England,

2. Estimate based on CACI data.

3. UK Household Eiguid Assets - ONS Financial statistics
series NNMO - X,

4. Estimate based an Major British Banking Group
personal loans data.




Commercial Banking delivered core operating
profit of £162m, £30m higher than in 2005.
Increased profits from commercial lending and
business banking, together with a £3m increase
in treasury profits, more than offset a £17m fall
in the profitability of our cash handling business.
Commerdial lending’s profitincluded £32m from
the sale of £391m of customer leases in September.
Commerdial lending and business banking profits
contributed over 60% of Commercial Banking
profits in 2006.

Our Wholesale Banking business unit has been
renamed Commercial Banking. This change has
no impact on our financial results or disclosures.

Money Transmission

Our money transmission business comprises a
number of products, including cash sales, cash
handling, bill payments, pre-paid debit cards,
ATMs, benefit payments and cheque processing.

In 2006 we delivered further growth in cash sales
to financialinstitutions, with sales increasing

by 5% to £68.6bn. Cash handling deposits were
£64.5bn, slightly higher than the £64.0bn in 2005,
and the number of cheques processed continued
to decline, reducing by 7m to 28m in 2006.

During 2007 we will continue toimplement the
relationship banking structure we introduced in
the first half of 2006. The new structure aims to
acquire increasing numbers of customers with a
full-banking relationship by integrating our cash
handling sales teams with lending managers.

We are making good progress in improving the
efficiency of our money transmission operations.
These improvements are focused around creating
a paperless back office and enabling customer
enquiries to be serviced at the initial point of
contact. The majority of cur cash handling
customers have now been supplied with plastic
cards for use at Post Office counters when making
deposits and withdrawals, reducing the volume

of paper processed and the number of customer
queries, During 2007 we will work with these
customers to ensure that we maximise the benefits
from using the cards. In 2006 we also completed
the initial phases of the implementation of new
image and workflow technolegy in our Commercial
Banking contact centres.

We have completed the trials of alternative ways
through which our commercial customers can
deposit cash and cheques with us. As a result of
these trials, in 2007 we will be enabling business
banking customers to have access to our Retail
Banking branches for their banking transactions,
in addition to the Post Office network, We are also
making very good progress in negotiating a new
¢ash contract with the Post Office, which should
facilitate future profitable growth for our cash
handling business. We anticipate completing
these negotiations in the first half of 2007.

In 2007 our bill payment customers will benefit
from having twice as many Locations at which
bills can be paid, as a result of having access to
the payzone network as well as the Post Office.
This increased accessibility, at 31,000 different
locations, is important in maintaining our
leading position in the over the counter bill
payment market.

We launched our pre-paid debit card product for
the business-to-business market in 2006. We are
working with potential customers in the private
and public sectors, developing a wide range of
potential uses for the product. These include
staff incentive schemes, replacing existing cash
cheques and paying insurance claims, small
unsecured loans or customer refunds. Pilot
projects are going well, with over 15,000 cards
already ordered, and we anticipate issuing a
significant number of cards in 2007,

Lending )

During 2006 we agreed £2.9bn of new lending
facilities, and commercial lending balances
increased to £6.5bn at the end of December
2006. Commercial lending balances increased by
£1bn during 2006, despite the sale of £391m of
commercial customer leases in September 2006.

We have significant expertise in a number of
commerdial lending sectors, which has enabted
us to grow a diversified lending book. Examples
of the type of transactions completed by our
Corporate Asset Finance team in 2006 include
deals with a major European aviation company,

a Japanese shipping company and the provision
of finance for a major UK film release. As we build
our knowledge and experience in these markets

65.6
53.4
3 o

Cash Sales (£bn)

58.8 T

64.0 64.5

B
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we are becoming capable of taking more lead
roles in transactions. Our recently established
PFL and Public Sector lending teams manage
batances of nearly £400m, whichinclude
hospitals and toll roads. Gur commercial
property lending now totals over £750m, with
recent transactions involving major hotel chains
and food retailers, as well as our entry into the
professional buy to let market.

Business Banking

The number of active business banking current
accounts increaséd by 14% to 76,300 accounts,
with 24,700 new accounts opened during the
year (2005: 24,300).

Our business banking product range offers
businesses excellent value for money, and we
continue to position ourselves as a challenger
bank in this market which is dominated by the
major UK ctearing banks. In 2006 we were named
as the ‘Best Business Current Account Provider’
by Moneyfacts for the fourth year in succession.

*Qur business centres are focused on businesses -

with a turnover of between £1m and £10m and
are fundamentat to the successful delivery of
relationship banking. During 2006 we opened
business centres in Liverpool, Birmingham,
London and Brighton, and now have a total
network of nine. In 2007 we plan to open
another four centres, and to increase the
number of relationship managers within each
existing business centre to ensure that we
maintain a high standard of customer service
and maximise business {eads. For businesses with
a turnover of less than £1m we provide a direct
sales and service operation.

Each of our business centres is building a good
reputation in its region, as well as developing
ties with local business communities. The centres
are developing full-banking relationships with
customers, with new lending in 2006 more than
doubling compared with 2005. Business banking
customer lending balances were £385m at the
end of December 2006 (2005: £265m).

Over 46,000 Commercial Banking customers
registered for the internet banking service
following its launch in early 2006. In September
we enabled customers to open new accounts
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online, and by December over 35% of new current
account applications were being originated via
theinternet, During 2007 we plan to enhance
further our commerdial internet banking service
by implementing a ‘second factor authentication’
security process and online statements.

Treasury
Treasury delivered a core operating profit of
£46m, £3m higher than in 2005,

Treasury has continued to manage the Group’s
liquidity, funding and hedging requirements,
Increased usage of our Euro Medium Term Note
and US § Extendible Note programmes has
enabled us to further diversify the Group’s
funding base and extend the maturity of our
non-retail funding book.

In November we completed the first issue

under our Fosse Master Trust, with a £2.5bn
mortgage securitisation. We expect to undertake
securitisations on a more regular basis going
forward, as we continue to deliver strong franchise
growth and a diversified funding base.

Asset Quality
Asset guality remains very strong in Commerciat
Banking.

The proportion of commerdial lending non-
performing assets, being loans over 30 days in
arrears, was 0.60%'at the end of December 2006
(2005: 0.32%)}. However, this was distorted by
one late payment which was subsequently made
in the first week of January 2007. If this payment
was taken into account, the proportion of
commercial loans in arrears at 31 December
2006 would have been 0.26%.

The £6.5bn of commercial lending balances
included £5.4bn of balances made up of finance
leases, operating leases and secured loans,
together with £1.1bn of unsecured lending. In
2006 our total leasing book reduced in value from
£2.5bn to £2,2bn, and the proportion of total
leases that were hank guaranteed reduced from
54% to 45%, reflecting the sale of £391m of
leases in September,

Treasury asset quality remains strong with 97%

"of expasures having a long term credit rating at

or above single ‘A"




Key Commercial Banking Volumes

Year Year
ended ended
311206 31.12.05
Money Transmission
Sales of cash to
financial institutions fbn 68.6 656
Cash handled fbn  64.5  64.0
Lending
Balances fbn 6.5 5.5
Business Banking

New accounts opened ‘000  24.7 243

Total number of active
accounts ‘000 76.3 67.0

Capital Management and Basel Il

In 2006 we continued t0 manage our capital base
proactively, issuing £300m of preference shares
in May and buying back 13.8 million sharesata
value of £150m in the second half of the year.
Our core tier 1 capital ratio at the end of 2006
was 7.0% (on a Basel I basis).

Alliance & Leicester’s Basel IT waiver application
has been unconditionally approved by the FSA.
The Group has therefore been operating under
the Basel I regime from 1 January 2007.

Alliance & Leicester is a beneficiary from Basel II.
Our regulatory capital requirement under Basel II
is lower than under Basel L.

We have adopted the Foundation Internal Ratings
Based (IRB) approach for commercial assets, as
there is no additional benefit available to the Group
from adopting the advanced approach at this
time. For Retail Banking assets we have adopted
the Retail IRB approach. There is no distinction
between foundation and advanced approaches
for Retail Banking assets. We have adopted the
standardised approach for operational risk.

The key features of the transition to Basel I are
as follows:

» the Group's Risk Weighted Assets (RWA),
including the impact of aperational risk, have
reduced by 35%-40% compared to Basel L Qur
risk weighting for mortgage assets is around
10%, commercial lending assets is around
70%, and for treasury and unsecured loan
assets is broadly similar to Basel 1. The lower
risk weightings reflect the excellent asset
quality of our lending books;

« under Pillar II the Group is required to hold
capital for otheritemsincludinh pension risk
and interest rate risk in the banking boo'k,
The Pillar IT capital requirement for 2007 is
less than 30% of our total regulatory capital
requirement. We expect this proportion to
reduce over the medium term;

o under Pillar Il the Group is required to
disclose additional information on its loans
and advances. These disclosures will clearly
show the high credit quality of sur assets. We
are currently working on our Pillar III reporting
process, format and timescales;

« the Group’s total capital has changed under
Basel I. A deduction is made for the excess
of expected losses over collective provisions.
Half of this is deducted from tier 1 and hatf
from tier 2 capital. Under Basel L, tier 2 capital
benefited from the inclusion of collective
provisions, These are no longer included under
Basel II. In total the Group’s tier 1 regulatory
capital reduces by around £100m and the
Group'’s tier 2 regulatory capital reduces by
around £250m, Capital increases by £44m,
as a deduction for securitisations is no longer

.required due to securitised mortgages now

being included within the Group’s risk
weighted assets. The overall impact of these
changes is a reduction in total regulatory
capital of around £300m.

The transition to Baselt Il is being phased over the
next three years, During this time the Group s
required to hold capital at or above a transitional
floor. This floor is calculated as 8% of Basel TRWA
less coltective provisions, multiplied by a factor
of 95% in 2007, 90% in 2008 and 80% in 2009.

We have been advised of our regu[atory capital
guidance by the FSA and expect that the transitional
floor will be our minimum capital requirement.

As a result of obtaining our Basel I waiver, we
have been able to increase our share buyback
plans for 2007. During 2007 we are now planning
to undertake a share buyback of up to £300m and
are anticipating our core tier 1 ratio on a Basel1
basis to be in the range of 5.5%-6% at the end of
the year.
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David Bennett
Group Finance Director

Progress Against Strategic Objectives 2005-2007

Our strategic objectives for the period 2005-2007 are to grow our franchise,
improve our cost efficiency, and deliver a strong return on equity, whilst
maintaining above average asset quality.

We have achieved each of these objectives in 2006:
« ourunderlying return on equity tier 1 capital was 21.5%, within
our targeted range of 20% plus or minus 3%;

s we delivered strong franchise growth in our core markets;

» weimproved our cost efficiency, with the Group cost:income ratio
reducing from 55.2% in 2005 to 53.0%;

s ourasset quality remained strong and better than industry averages.
New Strategic Objectives
Our confidence in our business model and the transformation currently

underway within the Group have enabled us to announce two new strategic
objectives. We will target:

+ aminimum underlying return on equity tier 1 capital of 20%;

« underlying basic earnings per share to grow by at least RPI+9% by 2009.

In addition we will continue to target;

s franchise growth;

* improved cost efficiency;

* above average asset quality; and

* aGroup cost:income ratio of below 50% by 2010.

In assessing each of these, we will exclude any impact arising from fair value
accounting volatility and any redundancy costs.
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Financial Outlook
We plan to grow our core operating profitin 2007.

Total revenues in 2007 are planned to be higher than the £1,468m in 2006.
We expect the Group net interest margin in 2007 to reduce by bess than the
16 basis point fall in 2006, The impact of this fall on net interest income is
anticipated to be more than offset by asset growth. We will continue to
maintain our focus on costs, whilst ensuring that we undertake the
investment required to continue the Group’s transformation and maintain
our customer service standards.

The Group will continue to see a significant amount of change as we simplify
and automate processes and increase the use of self service technology for
basic transactions. This is likely to result in some redundancies, although
we have no specific programmes planned at this time, and any cost in 2007
would be significantly lower than the £24m incurred in 2006. Any redundancy
costs would continue to be excluded from core operating profit.

We expect the unsecured personal loan impairment charge in 2007 to be
lower than the charge in 2006, whilst the impairment charge for other
products will reflect recent growth.

During 2007 we will be undertaking a share buyback programme of up
to £300m,




Results by Category and Business Sector

The commentary and ratios below are based on a comparison of the 2006
results against 2005, Statutory results, which include fair value accounting
volatility gains or losses within non-interest income, are shown in pages
48 t0 90.

Core operating profit for 2006 was £585m, up £37m. Core operating profit
excludes the £8m pre-tax gain from fair value accounting volatility (2005:
£1m pre-tax loss) and redundancy costs of £24m.

Results by category are set out below:

The contribution to core operating profit by each business sector is set
out below:

Six months Six months Year Year

ended ended ended ended

30.06.06 31.12.06 31.12.06 31.12.05

£m £m £m £m

Retail Banking 211 234 445 438

Commercial Banking 69 93 162 132
Group Items (12) (10) {22) {22)

Core operating profit 268 317 585 548

Six months Six months Year Year
ended ended ended ended
30.06.06 31.12.06 31.12.06 31,12.05
£m £m £m £m
Net interest income 373 408 781 751
Non-interest income
(excluding fair value
accounting volatility) 323 364 687 637
Total income 696 772 1,468 1,388
Core operating expenses (341) (358) (699) (692}
Depreciation on operating
lease assets (40} (39) (79) (74)
Total costs (excluding
redundancy costs) (381) (397) (778) {766)
Impairment losses (47) {58) {105) (74)
Core operating profit 268 317 585 548
Redundancy costs (14) (10) {24) -
Gains/(losses) from fair
value accounting volatility 3 5 8 (1
Profit before tax 257 312 569 547
Tax (Note 1) (38) (81) (119) (140)
Profit after tax 219 231 450 407
Profit attributable to:
Innovative tier 1 holders
and minority interests 8 10 18 18
Ordinary shareholders 211 221 432 389
Basic earnings per
ordinary share 46.7p 49.7p 96.4p 86.9p
Underlying basic earnings
per ordinary share 41.9p 50.5p 92.4p 87.1p
Dividend(s) per ordinary
share 17.6p 36.5p 54.1p 51.5p

(Note 1) Inctudes the release of a tax provision of £30m, see Taxation on page 22.

The business comprises three sectors:

* Retail Banking - this comprises the ‘Core 4" products of mortgages,
personal loans, current accounts and savings, plus the ‘Partner 4
products of credit cards, long term investments, life assurance and
general insurance.

* Commercial Banking - this comprises four core business lines
of money transmission, commercial lending, business banking
and treasury.

* Group Items - this represents corporate overheads and income not
allocated to business units.

Retall Banking

Six months Six months Year Year

ended ended ended ended

30.06.06 31.12.06 31.12.06 31.12.05

£m £m £m £m

Net interest income 30 320 621 615

Non-interest income 143 148 291 272

Totalincome 444 468 912 887
Operating expenses {185} (185) (370) (379)
Impairment losses {(48) {49) (97) (70}

Care operating profit 211 234 445 438
Cost:income ratio (Note 1) 41.8% 39.5% 40.6% 42.7%

(Note 1) The cost:inc‘ome ratio is calculated by dividing eperating expenses by total
income.

Retail Banking core operating profit was £445m (2005: £438m). Total
income was £25m higher, whilst operating expenses fell by £9m and the
charge for impairment losses increased by £27m.

Total Retail Banking income of £912m comprises Core 4 income of £801m
(2005: £773m} and Partner 4 income of £111m (2005: £114m}. Core 4
revenues increased by 4% as a result of strong growth in business volumes.
Partner 4 revenues were £3m lower compared to 2005, reflecting the
reduction in the excess recognised from the sale of our credit cards in
2002, partially offset by higher revenues from long terminvestments

and life assurance.
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Net interest income

Six manths Six months Year Year
ended ended ended ended
30.06.06 31.12.06 31.12.06 31,12.05
£m im £m £m
Net interest income 301 320 621 615
Average balances:
Interest-earning
assets (IEA) 38,236 40,398 39,326 33,828
Financed by:
Interest-bearing
liabilities 34,408 36,370 35,397 30,106
Interest-free
liabilities 3,828 4,028 3,929 3,722
Average rates: % % % %
Bank base rate 4.50 4.78 4.64 4.65
Gross yield on
average IEA 5.26 5.49 5.38 5.50
Cost of interest-
bearing liabilities 4,08 4.35 4,22 4.13
Interest spread 1.18 1.14 1.16 1.37
Contribution of
interest-free liabilities 0.41 0.43 0.42 0.45
Net interest margin on
average [EA 1.59 1.57 1.58 1.82

Retail Banking net interest income of £621m was £6m higher than 2005,
with a fallin the net interest margin being more than offset by a 16%
increase in average interest-earning assets.

The Retail Banking net interest margin reduced from 1.82% in 2005 to
1.58% in 2006, This reduction was a combination of lower product margins
and a change in the mix of Retail Banking assets.

In the first half of 2006 the margin fell by 0.23% compared with the whole
of 2005. This fall was driven by a lower mortgage margin as a result of the
seasonal reduction in mortgage capital repayment balances on 1 January
and by a higher proportion of base rate tracker related mortgages compared
to standard variable rate mortgages. Base rate tracker related mortgages
typically have a lower margin but a longer average life.

The margin reduction in the second half of 2006, compared with the first
half of the year, was only 0.02%. A fall in the unsecured loan margin was
partially offset by a more stable mortgage and savings margin.

The reduction in the Retail Banking margin in the second half of 2006 was
less than we had expected at the time of our Interim Results in July 2006.
This was due to lower than expected unsecured personal loan customer
redemptions which resulted in a higher than originally forecast unsecured
loan margin. These customers’ loans will however be settled by the end of
their natural contracts and we therefore continue to expect the unsecured
personal loan margin to reduce in 2007.
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We are planning for a lower Retail Banking net interest margin in 2007,
although the rate of reduction is expected to be lower than the 24 basis
point fall incurred in 2006. The reduction in the margin in 2007 will be
driven by a lower unsecured personal loan margin, with a more stable
mortgage and savings margin.

Non-interest income

Non-interest income was £291m, £19m higher than 2005, Higher revenues
from current accounts and mortgages more than offset a reduction in
income from unsecured personal loans and Partner 4 products. Unsecured
personal loans non-interest income was £77m, £6m lower than 2005,
primarily reflecting lower sales of payment protection insurance as a

result of lower new business volumes in the year.

Qur Partner 4 products of credit cards, long term investments, life
assurance, and general insurance, in total contributed £108m of non-
interest income, £2m lower than 2005. The fallin revenues for the full year
reflects the continued reduction in the excess recognised from the sale of
our credit card accounts in 2002, partly offset by higher long term
investment and life assurance income.

Total credit card revenues were £36m (2005: £43m), including £3m {2005:
£4m) of net interest income and the recognition of £27m of the excess from
MBNA (2005: £34m). The credit card excess recognised is expected to be
£20m in 2007, with a final amount of £16m in 2008.

Operating expenses

Operating expenses of £370m were £9m lower than in 2005. The increased
costs of serviting higher business volumes and the implementation of
anumber of new developments have been more than offset by lower
acquisition costs, increased usage of the lower cost direct channels

and ongoing productivity improvements.

The cost:income ratio was 40.6% (2005: 42.7%).

Impairment losses

The impairment toss charge for 2006 was £97m, £27m higher than in 2005.
The charge of £49m in the second half of 2006 compares with a £48m charge
in the first half of the year.

Our mortgage asset quality remains excellent, with 0.51% of mortgage
accounts over three months in arrears at the end of December 2006 (2005:
0.58%), significantly tower than the Council of Mortgage Lenders’ (CML)
industry average of 0.95%. The UK market remains favourable, and this
combined with our excellent asset quality and low arrears has resulted in
a credit of £3min the year.

Theimpairment loss charge for unsecured personal loans and current
accounts was £100m. This represents a £26m increase compared to 2005,
reflecting seasoning of our unsecured personal lending book and the strong
growth in our active current account base over the past few years.

Our unsecured personal lending asset quality remains strong. The
proportion of non-performing lending balances at the end of December



2006 was 5.6%, compared to 5.5% in June 2006 and 5.1% at the end of
December 2005, Our asset quality remains around 30% better than the

Arrears as a percentage of mortgage balance

K L At 31 December 2006:
average for Finance and Leasing Association members. Our strong asset Book
quality leads us to expect a lower unsecured loan impairment chargein No. of Book  value of ML
cases in value of mortgages average
2007 compared to 2006. Arrears as a % of No,of arrearsas mortgages inamears  Valueof %of
mortgage casesin %oftotal inarrears as%of amears  mortgages
Residential mortgage arrears batance amears  mortgages Em totalbook  £000 inamears
Number of months in arrears 2.5-10% 2,287 0.48 107.2 0.28 4,681 0.74
AL31 December 2006: 10%+ 513 0.11 12.7 0.03 2,979 0.13
Book Repossession stock 27 0.01 2.6 0.01 199 0.06
i oot mor— o Total 2,827  0.60 1225 032 7,859 093
No.of arrearsas mortgages finarrears  Valueof % of
Nuntber of motths in casesin  Noftotal inarrears as%of arresrs 30 At 31 December 2005-
ammears amears  mortgages Em total book £000  inarrears ember c003: Boot
00
3-6 months 1,458 0.31 85.8 0.22 2,757 0.50 No. of Book  valueof ML
cases in valueof mortgages average
6-12 months 669 0.14 41.2 0.11 2,515 0.27 Arrears as a % of No.of arrearsas wmortgages inarrears  Valueof % of
12+ months 231 0.05 12.9 0.03 2 300 0.12 martgage casesin - %oftotal  imarrears as%of arreass  mortgages
X ' balance arrears mortgages £m  total book £000  inarrears
Repossession stock 27 0.01 2.6 0.01 199 0.06 2.5-10% 2,436 0.52 91.7 0.27 4,068 0.79
Total 2,385 051 1425 037 7971 095 oo 528 041 125 004 203 014
W71 December 2005 Repossession stock 26 0.01 1.7 0.01 183 0.04
Baok Total 2,990 0.64 105.9 0.32 7,185 0.97
No. of Boak value of CML
casesin valueof mortgages average
No.of arearsas mortgages inarrears  Valueof % of i 3 H
Number of manths in casesin % oftatal  inarrears as % of arrears  mortgages Residential [endmg by type of borrower (by value)
arears arrears  mortgages £m  total book £000 inarrears Year Year
3-6 months 1,675 0.36 82.3 0.24 2,525 0.55 ended ended
11,1206 31205
6-12 months 717 0.15 32.8 0.10 2,151 0.30 {restated)
12+ months 261 0.06 119  0.06 2726  0.12 * *
Repossession stock 26 0.01 1.7 001 183 0.04  Borrowertype:
Total 2,679 058 1287 039 7,585 101  Firsttimebuyer 27 16
Next time buyer 44 41
Remortgage 23 37
Further advances 6 6
Total 100 100

Our definition of ‘First time buyer’ has been updated to exclude customers who
have had a mortgage in the previous two years, in line with CML practice.
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Commercial Banking

Six months Six manths Year Year
ended ended ended ended
30.06.06 31.12.06 31.12.06 31.12.05
£m £m £m £m
Net interest income 72 88 160 136
Non-interest income 180 213 393 364
Total income 252 301 553 500
Operating expenses (144) {160) (304) (290)
Depreciation on
operating lease assets (40) (39) (79) (74)
Impairment losses 1 (9) (8) (4)
Core operating profit 69 a3 162 132
Netinterest margin 0.75% 0.78% 0.77% 0.76%
Average interest-earning
assets £19,541m £22,165m £20,864m £17,781m
Cost: income ratio
(Note 1) 72.9% 66.0% 69.1% 72.8%

(Note 1) The cost:incame ratio is calculated by dividing the sum of operating expenses
and depreciation on operating lease assets by total income.

Commercial Banking core operating profit increased by £30m to £162m.

Net interest income

Net interestincome of £160m was £24m higher than 2005. Treasury
contributed £6m of the increase, and the remainder was driven by higher
commercial iending and business banking balances, with improved margins
in these areas. During 2007 we are planning for the net interest margin in
Commercial Banking to be higher than in 2006, primarily driven by both
growth and changes in the mix of commercial lending. '

Non-interest income

Non-interest income increased by £29m to £393m. Strong growth in
commercial lending non-interest income, including £32m fram the sale
of commercial customer leases in 2006 (2005: £6m), was partially offset
by lower meney transmission income.

Operating expenses

Operating expenses, excluding operating lease deprediation, increased
by £14m to £304m, The increase reflects higher money transmission costs
as well as the growth in our business banking and commerdial lending
operations, and an increase in fixed asset depreciation as a result of a
reduction in the pericd over which we depreciate ATMs,

Operating lease depreciation
Operating lease depreciation in the second half of 2006 was £39m,
compared to £40m in the first half of the year.

Impairment losses
The impairment charge for the year of £8m was £4m higher than in 2005.

The charge reflects the growth in commercial lending balances over the past

few years and one specific impairment provision of £4m, partially offset by
recoveries. Asset quality remains very strong with 0.60% (2005: 0.32%) of
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balances over 30 days in arrears at the end of 2006, However, this was
distorted by one late payment which was subsequently made in the
first week of January 2007. If this payment was taken into account, the
propartion of commercial loans in arrears at 31 December 2006 would
have been 0.26%.

Commercial lending book

The total commercial lending book, including lending to business banking
customers, net of provisions and intercompany lending, as at 31 December
2006 was £6.5bn and is included in the following balance sheet headings:

Asat Asat
31.12.06 31.12.0%
£m - tm
Loans and advances to customers:
Secured commercial loans 3,159 2,182
Unsecured commercial loans 1,097 842
Net investment in finance leases and hire purchase
contracts 1,927 2,146
Operating lease assets 300 364
6,483 5,534
Group ltems
Six manths Six months Year Year
ended ended ended ended
30.06.06 31.12.06 31.12.06 31.12.05
£m £m £m £m
Net interest income - - - -
Non-interest income - 3 3 1
Total income - 3 3 1
Operating expenses (12} {13) {25) (23)
Core operating loss (12) (10) (22) (22)

Group Items represents corporate overheads and income not allocated to
business units.

Non-interest income in 2006 included income from the sale of development
land at our head office site in Leicestershire.

Operating expenses were broadly similar to 2005.




Group Results by Income Statement Category
Net interest income

Six months Six manths Year Year
ended ended ended ended
30.06.06 31.12.06 31.12.06 31.12.05
£m £m £m £m
Netinterest income 373 408 781 751
Average balances:
Interest-earning
assets (IFA) 57,777 62,564 60,190 51,609
Financed by:
Interest-bearing
liabilities 52,441 56,871 54,674 46,644
Interest-free
liabilities 5,336 5,693 5,516 4,965
) % % % %
Interest spread 0.93 0.89 0.9¢ 1.08
Contribution of interest-
free liabilities 0.37 0.40 0.40 0.38
Net interest margin on .
average [EA ~ 1.30 1.29 1.30 1.46

Group netinterestincome of £781m was £30m higher than 2005. A lower
net interest margin was more than offset by a 17% increase in average
interest-earning assets.

The netinterest margin in 2006 was 1.30%, compared to 1.46% in 2005. The
fallin the net interest margin was driven by lower margins in Retail Banking,
partially offset by higher margins in Commercial Banking in the second half
of 2006.

In 2007 we expect the Group net interest margin to decline by less than the
16 basis point fall in 2006. We anticipate a lower Retail Banking margin
being partially offset by a higher Commerdial Banking margin.

Non-interest income

Six months Six months Year Year
ended ended ended ended
30.06.06 31.12.06 31.12.06 31.12.05
£m £m £m £€m
Fee and commission
income 257 267 524 509
Fee and commission
expense {13) (14) (27) (32)
Other operating income 28 62 920 61
Operating lease income 51 49 100 99
Care nan-interest income 323 364 687 637
Gains/{losses) from fair
value accounting volatility 3 5 8 {1)
Total 326 3569 695 636

Core non-interest income of £687m was £50m higher than 2005,

with growth in Retail and Commercial Banking non-interest income.

Other operating income included £32m from the sale of commercial
customer leases (2005: £6m) and £27m excess from the sale of credit

card accounts to MBNA (2005: £34m).

The £8m pre-tax gain from fair value accounting volatility (2005: £1m
pre-tax loss) is explained on page 23.

Administrative expenses and depreciation

Six months Six months Year Year
ended ended ended ended
30.06.06 31.12.06 31.12.06 31.12.05
£m £m £m £m
Staff related expenditure 142 148 290 286
Post Office/cash business 61 73 134 128
Marketing costs 30 23 53 60
Qutsourcing costs 10 7 17 22
Premises, equipment and
other costs 82 81 163 165
Administrative expenses 325 332 657 661
Depreciation and
amortisation on fixed
assets other than
operating lease assets 16 26 42 31
Core operating expenses 341 358 699 692
Depreciation on operating
lease assets 40 39 79 74
Total costs excluding
redundancy costs 381 397 778 766
Redundancy costs 14 10 24 -
Total costs 395 407 802 766
Cost:income ratio (Note 1) 54.,8% 51.3% 53.0% 55.2%

(Note 1) The cost:income ratio is calculated by dividing total costs excluding redundancy
costs by total income excluding gains or losses frem fair vatue accounting volatility.

The Group cost:income ratio was 53.0%, a reduction of 2.2% compared

to 2005.

Total costs of £802m for 2006 include £24m of redundancy costs primarily
relating to the re-organisation of our Retail and Commercial Banking

current accounts back office operations.

The Group’s core operating expenses were £699m in 2006, £7m higher than
2005. Administrative expenses fell by £4m to £657m, as a result of lower
marketing and outsourcing costs. The deprediation and amortisation charge
increased in the year by £11m to £42m, reflecting a reduction in the period over
which we depreciate ATMs and anincrease in the software amortisation charge.
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Impairment
The charge for impairment losses can be analysed as follows:

Six months Six menths Year Year
ended ended ended ended
30.06.06 31.12.06 31.12.06 31.12.05
£m £m £m £m

Mortgages (2 (1) (3) (4)

Personal loans and current

accounts 50 50 100 74
Retail Banking 48 49 97 70
Commercial Banking {1) 9 8 4
Total 47 58 105 74

The charge for impairment losses increased by £31m to £105m, with a
£27m increase in the Retail Banking charge and an increase of £4m in
Commercial Banking.

The Retail Banking impairment charge in the second half of 2006 remained
at a similar level to the first half.

The closing balances on impairment provisions were as follows:

As at Asat

31.12.06 31.12.05

£m £m

Moartgages 13 16
Personal loans and current accounts 137 134
Retail Banking 150 150
Commercial Banking 18 16
Total provisions 168 166

Mortgage provisions have reduced by £3m, reflecting continued excellent
asset quality.

The provision for personal loans and current accounts increased from £134m
at the end of 2005 to £137m at the end of 2006, reflecting the growth in
both our active current account base and unsecured personal loan book,

The total level of Commercial Banking provisions at the end of 2006 was
£18m {2005: £16m}. There were no treasury impairment provisions.
Commercial Banking provisions represented 0.3% (2005: 0.3%) of
commerdial lending balances. In addition to the provisions shown above,
there was a £4m (2005: £5m) residual value provision against operating
tease assets. Of the leasing book of £2.2bn, 45% was bank guaranteed
(2005: 54%).

Of the total provisions of £168m at the end of 2006, collective impairment
provisions were £158m {2005: £155m} and individual impairment provisions
were £10m (2005: £11m}.
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. Taxation

Astandard corporation tax rate of 30% (2005: 30%) has been used in preparing
these results. The corporation tax charge for 2006 was £118.8m (2005;
£140.2m), which represents 20.9% of profit before tax (2005: 25.6%).

The underlying effective tax rate for 2006 was 27.0% (2005: 26.5%)}.
During the year the Group reached agreement with HM Revenue & Customs
regarding the tax treatment of the disposal of its credit card accounts to
MBNA on 1 August 2002. This resulted in the release of a tax provision of
£29.7min the year. The calculation of the underlying effective tax rate for
2006 excludes the release of this tax provision. It further excludes tax of
£2.3m in respect of the £7.6m Fair vatue accounting volatility gain, a tax
credit of £7.3min respect of £24.2m of redundancy costs primarily relating
to the re-organisation of our current accounts back office operations,

and takes into consideration, in calculating underlying profits, the
appropriation of profit of £17.5m in respect of our innovative tier 1

capital secunities,

The underlying effective tax rate for 2005 excludes a tax credit of £0.3m

in respect of the £1.0m fair value accounting volatility loss and takes into
consideration, in calculating underlying profits, the appropriation of profit
of £17.5m in respect of our innovative tier 1 capital securities.

We expect to maintain an underlying effective tax rate around that achieved
in 2006.

Pensions

Full disclosure of pension liabilities is given in Note 33 on pages 82 to 84.
A summary is given below which sets out the balance sheet position under
IAS 19:

Value at Value at
31.12.06 31.12.05
£m £m
Equities 676.6 644.2
Bonds 629.2 580.0
Net currént assets 6.6 6.2
Hedging derivatives (Note 1) {1.9) -
Total market value of assets 1,310.5 1,230.4
Present value of scheme liabilities (1,336.8) (1,314.3).
Deficit in scheme (26.3) (83.9)
Post-retirement medical henefits liability {21.5) (23.0)
Total retirement benefits liability {47.8) (106.9)

(Note 1) During 2006 the Defined Benefit Pension Scheme entered into a swap overlay
strategy to hedge against the effects of inflation and interest rate movements on the
value of the Scheme's liabilities. At 31 December 2006 20% of Scheme liabilities

were hedged.

The total retirement benefits liability at 31 December 2006 had reduced
to £47.8m (December 2005: £106.9m). )




Scheme assets are included at their market value at 31 December 2006.
Scheme liabilities are based on the most recent actuarial valuation at

31 March 2006 and updated by an independent qualified actuary to assess
the liabilities as at 31 December 2006.

Dividends

We maintain our progressive dividend policy, with a proposed final dividend
of 36.5p per share, giving total dividends of 54.1p for the year, up 5%

on 2005.

Fair Value Accounting Volatility

The fair value accounting volatility pre-tax gain of £8m (2005: £1m pre-tax loss)
represents the net fair value gain on derivative instruments that are matching
risk exposure on an economic basis. Some accounting volatility arises on these
items due to accounting ineffectiveness of designated hedges, or because hedge
accounting has not been adopted or is not achievabte on certain items. The

gain s primarily due to iming differences in income recognition between the
derivative instruments and the hedged assets and liabilities. The impact can be
volatile, but will trend to zero over time and has been excluded in reporting the
Group’s underlying performance.

Summary Balance Sheet

Asat Asat
31.12.06 31.12.05
£m £m
Assets
Cash, treasury assets and due from banks 18,696 15,194
Derivative financial instruments 692 571
Loans and advances to customers:
Secured:
Residential properties:
Mortgages 38,002 33,133
Other secured loans 18 -
Commercial loans 3,159 2,182
Other secured loans 243 391
41,422 35,706
Unsecured:
Personal loans 3,555 3,484
Commercial loans 1,097 842
Other unsecured loans 277 62
4,929 4,388
Net investment in finance leases and hire
purchase contracts 1,927 2,146
Intangible fixed assets 55 19
Property, plant and equipment 255 262
Operating lease assets 300 64
Other assets 281 32
68,557 58,982
Liabilities
Due to other banks 8,629 6,567
Derivative financial instruments 675 410
Customer accounts:
Retail Banking 22,726 20,557
Commercial Banking 6,834 5,881
29,560 26,438
Debt securities in issue 25,415 21,405
Other liabilities 960 904
Subordinated loan capital 697 939
Retirement benefit obligations 48 107
65,984 56,770
Innaovative tier 1 311 311
Preference shares 294 -
Ordinary shareholders’ funds 1,968 1,901
68,557 58,982
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Total loans to customers, including ‘Net investment in finance leases and
hire purchase contracts’ and ‘Operating lease assets’, increased by £6.0bn
to £48.6bn. Cash, treasury assets and due from banks increased by £3.5bn
to £18.7bn. The balance sheet growth was mainly funded by an increasein
customer accounts and debt securities in issue, including a £2.5bn mortgage
securitisation in November 2006.

In May 2006 we received £294m proceeds from the issue of £300m of
preference shares.

Capital Structure
Capital ratios

As at As at
31.12.06 31.12.05
£m im
Tier 1:

Equity tier 1 1,947 1,899
Preference share capital 294 -
Core tier 1 2,241 1,899
Innovative tier 1 {Note 1) 297 297
Total tier 1 2,538 - 2,196
Tier 2 784 850
Deductions (Note 2) {47) {5)
Total capital 3,275 3,041
Total risk weighted assets 32,180 29,062

Risk asset ratios:
Total capital 10.2% 10.5%
Total tier 1 7.9% 7.6%
Core tier 1 71.0% 6.5%
Equity tier 1 6.1% 6.5%

(Note 1) Excludes accrued interest of £13.6m (2005: £13.6m).
(Note 2) Includes the reserve fund for securitisation of £44m (2005: £2m),

In May we received £294m of net proceeds from the issue of £300m of
preference shares. These are being accounted for as an equity instrument,
with the coupon shown below profit after tax as an appropriation. The first
coupon on these shares is due to be made and accounted for in May 2007.

Qur total tier 1 capital ratio at the end of December 2006 was 7.9% and our
core tier 1 ratio, which consists of hoth equity and preference share capital,
was 7.0%.
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Reconciliation of ordinary shareholders” funds to equity
tter 1 capital

As at Asat
31.12.06 31.12.05
£m fm
Ordinary shareholders’ funds {equity) 1,968 1,901
Adjustments:
Intangible assets (Note 1) (55) (14)
Pension fund deficit add back (Note 2) 19 40
Cashflow hedges and available for sale
assets {Note 3) 15 (28)
Equity tier 1 capital 1,947 1,899

(Note 1) Intangible assets, including capitalised saftware and goodwill, are required to be
deducted in the calculatien of equity ter 1 czpital.

(Note 2) The requlatory capital rules allow the pensien scheme deficit to be added back to
regulatory capital and a deduction taken instead for an estimate of the additional
contributions to be made in the next 5 years, less associated deferred tax.

{Note 3} Gains/tosses on cashflow hedges and available for sala assets are required to be
excluded from equity tier 1 capital.

Underlying return on equity tier 1 capital

The Group had a strategic ohjective to deliver an underlying return on equity
tier 1 capital of 20%, plus or minus 3%. This measure excluded any gain or
loss from fair value accounting volatility. The basis of the calculation is
analysed below:

Year Year

ended ended

31.12.06 31.12.05

£m £m

Piofit attributable to ordinary shareholders 432.2 389.4
Redundancy costs 24.2 -
Less associated tax credit (7.3) -
Release of tax provision (29.7) -

(Gains)/losses from fair value

accounting volatility (7.6) 1.0
Less associated tax charge/(credit) 2.3 (0.3)
Core profit after tax for the year 414.1 390.1
Average equity tier 1 for year 1,923 1,818
linderlying return on equity tier 1 21.5% 21.5%

The £29.7m release of the tax provision is in respect of the excess received
from the disposal of the credit card accounts to MBNA in August 2002, If
this release is included within profit after tax for the year to 31 December
2006 the return on capital is 23.1%.




£780,000

Charitable donations

£593 000

Support for local community events

£240,000

Employee time spent
on community activities

Our Corporate Responsibility (CR) report provides
an overview of how we meet the challenge of
being a responsible corporation under the
headings Marketplace, Workplace, Community

and Environment.

The following report contains a summary of
the information contained in our CR Report.
The full report is published on our website at
www,alliance-1eicester-csr.co.uk.

Our Marketplace

Ethical and responsible lending

Alliance & Leicester is an ethical and responsible
lender and a member of the FTSE4Good index.

In all our business activities we will not risk the
Group's reputation by knowingly associating with
people, organisations, products or transactions
which could potentially damage that reputation.

We aim to ensure that any money lent is used

for a reputable purpose and can be repaid by the
customer. Our lending policies comply with all
the appropriate requlatory standards and industry
codes of practice, and we also work closely with
the police and other agencies to ensure we do

not facilitate fraudulent orillegal activities.

Underpinning all of the Group’s policies and
procedures are our key business principles,
which can be seen at www.alliance-leicester-
csr.co.uk/policies.asp. These principles set out
our position on each issue and each external
stakeholder, including customers, staff, business
relationships, security, the local community and
the environment.

Looking at each of our core product areas,
we can assure stakeholders as follows:

e Qurpersonal and corporate customer deposit
balances are used primarily to fund UK
residential mortgage lending.

e Wedo not manufacture life assurance or
long term investment products. These
products are provided by Legal & General,
which has its own socially responsible
investment guidelines.

»  QurTreasury operation does not invest
directly in emerging markets, venture capital
or hedge funds and 97% of its exposures are
rated single ‘A’ or above.

« Each lending application is considered in its
own right, taking account of the following:

- wewill not knowingly invest in any
business invelved in the manufacture
or transfer of armaments to oppressive
regimes;

- wewillnot knowinglyinvest in any business
Jinvolved in the manufacture of torture
equipment or other equipment that is
used in the violation of human rights;

- wewill not knowingly invest with any
government or company which fails to
uphold basic human rights within its
sphere of influence;

- wedo not participate in financing
Sovereign debt to Third World countries;

- wewill notinvestin any company
involved in the unauthorised
development of genetically
modified organisms;

- wewill not support currency speculation;

- wewill not provide funding to the
tobacco industry;

- wewill not lend to any individual
entitled to claim diplomatic immunity;

- wewillnot lend to any individual who
we know to have an unspent criminal
conviction.

Treating customers fairly (TCF)

We are committed to the principle of treating
customers fairly over the complete lifecycle of our
relationship with them. TCFis not a new initiative
for the Group; it is viewed as part of ‘business as
usual’ and inherent in everything we do. Itisan
integral part of the Group’s vision to be the most
customer focused financial services providerin
the UK.

TCF can anly be achieved by embedding the
principle in the culture of the organisation, TCFis
being delivered through our four brand values:
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& we attract new customers by offering better
value products and services;

* weare simple and straightforward to
deal with;

+ we offera friendly and approachable service;
and

¢ we recognise existing customers by offering
even better value throughout their lifetime
with us.

In addition, we are promoting a culture which

- values and respects the individual needs of our

customers, and offers them a friendly and
caring service.

Our Workplace

Responsibility for all employee retated matters,
including health and safety, rests with our
Director of Group Human Resources, who
reports to the Group Chief Executive.

Alliance 8 Leicester’s employees are central to
our present and future success as a business and
we have a responsibility to provide a positive
working environment for them.

How our employees view us

Qur annual employee opinion survey was carried
outin November 2006 across all parts of the
Group. The number of employees completing the
survey has remained consistently high, with 80%
of the workforce responding in 2006. The results
of the 2006 survey were above the average for UK
companies. The survey's findings included:

e 90% of employees have a clear understanding
of what is expected of them in their role;

s 87%of employees say there is at least
one person at wark in whom they can trust
and confide;

s  83% of employees think that the people they
work with are committed to delivering work
of a high standard.

Implementation of change

There is a significant amount of change occurring
across Alliance & Leicester. Roles and organisation
structures are evolving as a result of new
technology, re-engineered processes and
changing customer behaviour. This is resulting

in a number of re-structuring projects across

the Group. When undertaking such difficuit and
sensitive initiatives, we engage voluntarily with
our unions at the earliest opportunity, ensuring
that they understand the reasons for the changes
and the process that we will follow. We also brief
all staff affected by any programme face to face,
and supplement this with regular intranet
communications and team briefings.

Health & safety

As a responsibie employer we are committed to
ensuring that none of our employees, customers,
visitors or contractors are exposed to an
unacceptable risk to their health or safety. We
believe a safe and healthy working environment
is a positive business investment and we seek to
achieve health & safety excellence and statutory
compliance. Qur well established structure of
health & safety committees, which include both
trade union and management representation,
continues to provide a good forum for the
discussion and resolution of any health &

safety issues.

Bullying and harassment/ disciplinary
policy/ grievance procedure

The Group has a robust set of policies and
procedures relating to any forms of bullying,
harassment, discipline and grievances. These
have been documented in previous reports
and can be seen on our website at
www.alliance-leicester-csr.co.uk/policies.asp.

Public interest disclosures

Individual employees may be the first to realise
that there may be something seriously wrong
within a business. We are committed to ensuring
that any suspicion of malpractice is reported, and
therefore encourage atl employees to raise any
genuine concerns about potential malpractice at
the earliest practicable stage. The Group treats all
such concerns very seriously. All staff can initially
report any concerns in confidence to the Director
of Group Human Resources, the Group Secretary,
the Head of Money Laundering or the Chairman
of the Group Audit Committee, who is a non-
executive director.
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Freedom of association and

collective bargaining

The Group recognises a number of trade unions
for collective bargaining purposes.

International hurnan rights, indigenous
rights and forced child labour

The Group’s operations are all based in the British
Isles and our products are aimed at UK-based
customers or ex-patriates. In this context, human
rights and indigenaus rights issues are not
material for the Group, nor does our behaviour
significantly impact such issues. We are not
involved in forced or child labour.

Diversity and equal opportunities

We are committed to equality of opportunity

for atl our employees. We will not condone
discrimination on the grounds of sex, race or
national origin, colour, religious belief, disability
(mental or physical), marital status, age or
sexual orientation.

Our Community

Qur Director of Corporate Communications, who
reports directly to the Group Chief Executive, is
responsible for community affairs.

During 2006, our community programme once
again received external recognition, including
winning the Mortgage Finance Gazette's
‘Community Services — National Lender’ award
for the second year in succession. In Liverpool
we achieved further recognition, winning the
‘Spirit of Merseyside Award for Corporate Social
Responsibility’ at the inaugural Community
Foundation for Merseyside celebration evening.

Our community investment-and charitable
donations programmes have continued to focus
on the following five areas:

‘Educating the next generation’ — Alliance
& Leicester's education programme.
Support for education forms the core of Alliance
& Leicester’s community activities. Our education
programme supports a variety of activities for
teachers and pupils of all ages.

Literacy and numeracy skills are central to any
child’s education. Through the Right to Read
and Number Partners programmes, Alliance &




Leicester and our staff are helping to improve
these skills in local schools.

We have developed the
www.mymoneymatters.info website to help
teachers deliver financial literacy classes.

The website has received PFEG (Primary Financial
Education Group) and NGFL {(National Grid For
Learning) approval. In 2006 we worked with
Leicester Education Business Company (LEBC)
and the separate organisation Educaticn
Business Company (EBC) Ltd - who designed the
original website - to develop a series of financial
literacy lessons, based around the website, which
cover the financial literacy elements of the
natipnal curriculum. These lessons are now being
delivered in a pilot group of five local secondary
schools. A key part of the feedback from the
teachers was the request for help from Alliance

& Leicester staff in delivering the lessons. We
therefore agreed to provide staff volunteers to
support the teachers in each of the schools.

Early feedback from the schools has been positive
and in early 2007 we will review the success of
the programme before looking at opportunities
to roll-out the programme more extensively, We
have also supported the South Leicestershire
Citizen’s Advice Bureau, which is near to our
head office, with a donation which has enabled
the Bureau, together with LEBC, to introduce

the ‘mymoneymatters’ financial literacy project
to pupils at Lutterworth Grammar School.

In 2004 we provided the private sector funding
necessary for Soar Valley College in Leicester to
gain specialist school status in Maths and IT.
Following the success of our relationship with
the College, we were pleased to provide the
funding for Savio High School in Bootle to gain
specialist school status in Business and
Enterprise in February 2006.

Our graduate trainees supported both our partner
schools by delivering enterprise days which give
the pupils an insight into real day to day business
activities. We are also discussing with the -
Principal of Soar Valley how some of the feedback
and development techniques we use to help
manage and develop our staff can be used in

the management of his school.

Supporting our staff efforts in raising
money for charity

During 2006 the Group donated around £90,000
to charities through our Matched Donation
Scheme, which matches funds raised by staff and
their children. Over 400 events have benefited
from a donation.

Supporting organisations who help those
who are experiencing financial difficulties
The Group has continued to support Payplan, the
Consumer Credit Counselling Service, the Money
Advice Trust and the Towards a National Support
Service for Money Advisors initiative, which is led by
the Citizens Advice Bureau and Money Advice Trust.

During 2006 we agreed to increase our support
for the Money Advice Trust by more than 50%
over the next three years. We have also increased
the donations made to Credit Unions, recognising
the work they do to provide financial services to
sections of society who would not be suited by
our product range.

Supporting charities and organisations
within local communities in which our
staff live and work

Our staff volunteering and charitable donations
are primarily focused on the communities in
which our staff live and work.

In the North West, our community investment
pregramme is principally focused around our role
as the official banking and finance partner of
Liverpool's European Capital of Cutture 2008
celebrations. We are investing over £2m between
2004 and 2008 to help ensure that Liverpool
maximises the benefits from this prestigious title.

In Leicestershire, we continued our support for
Leicester City Football Club, Leicester Tigers’

TAG Rugby programme and Leicestershire

County Cricket Club’s Indoor Cricket School.

The Group also continued to support the Leicester
Diwali celebrations.

Supporting organisations who aim to
improve the links between business and
local communities .

We support a variety of organisations which aim
to support the local economies of the areas where
the majority of our staff live and work. A number of

Business Revit

£270,000

Of gifts in kind provided to the
local community and charitable causes

Awarded

‘Community Services - National Lender’
award by Mortgage Finance Gazette

‘Spirit of Merseyside Award’ for
Corporate Social Responsibility at the
Community Foundation For Merseyside
Celebration evening

Planning

To achieve carbon neutrality for
the energy used in all our buildings
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our Senior Managers are involved with local Chamber
of Commerce crganisations and we are a national
member of Business in the Community {BITC).

We continue to be active members of the Leeds,
Leicestershire, Liverpool and Manchester Cares
organisations, which support links between
businesses and the community. We are
represented on the Leadership Team for
Leicestershire Cares and Liverpool Cares. In
each of these regions, we have undertaken
numerous team challenges during the year.

Donations and community investment

In 2006, we continued to support local charities
and community activities. Donations for
charitable purposes in the year amounted to
£780,000. In addition to these donations, our
corporate community investment programme has
given support to a number of local organisations.
In 2006 we contributed £593,000 to local
community events and programmes, including
£250,000 for our commercial sponsorship of

the European Capital of Culture Celebrations

in Liverpool.

As well as providing financial support to
charities and local community organisations,
we also provide support through our staff
volunteering effarts and gifts in kind. In total

it is estimated that the cost of office space

and other non-financial gifts amounted to
£270,000. We estimate that at least £240,000
of employee time was invested in supporting
charitable causes and local community activities
during 2006.

We continue to support our staff who wish to
donate to charities through payroll giving,
and in 2006 over £44,000 was donated to
various charities.

During 2006 our staff helped raise over £75,000
for Marie Curie Cancer Care and Pilgrims Hospice,
our two Charities of the Year.

Our Environment

Alliance & Leicester recognises thatit has a
responsibility to act in a way that respects the
environment. The Group's environmental policy
is applied consistently across the Group and is the
responsibility of the Group Secretary, wha is also
responsible for the Group's Procurement department,

Envircnmental Management System

Our environmental policy is implemented
through our Environmental Management
System (EMS). OQur EMS is reviewed and updated
on an annual basis and can be read online at
www.alliance-leicester-csr.co.uk/ems.asp.

it provides full details about ourimpacton

the environment and how we manage and
monitorit.

Indices and accreditations

We continue to enter Business in the
Community’s annual Environment Index (EI).
inthe 2005 Index, we saw a further improvement
in our overall score and ranking, reflecting
engging improvements in the reporting and
monitoring of our environmental impacts.

A copy of our € report can be read at
www.alliance-leicester-csr.co.uk/bie2005.asp.
In November 2006 we completed our entryin
the 2006 EI, with the results due to be pubtished
in May 2007.

Property design and management

The nature of the Group’s business means that
many of our environmental issues are focused on
our buildings. We therefore employ specialist
facilities management companies to ensure that
our buildings are well maintained. Their role
in¢ludes managing and maintaining both the
interior and exterior of the buildings.

Using more recycled paper

In our Retail Banking operation, we have
switched the production of our marketing
inserts to recycled paper and this paper now also
accounts for three-quarters of the paper used in
the ‘welcome packs’ given to new customers. In
addition, posters and leaflets produced as part
of our monthly branch campaigns use recycled
paper. All our inserts and other publications
produced on recycled paper now carry the
appropriate wording about their recycled
content, as well as the relevant recycling logo.

Travel plan

During 2006 the Group made further progress in
developing a travel plan for our headoffice,
building on the staff survey undertaken in 2005.

In the summer a series of discussion groups
were hetd with staff to understand their travel
requirements and priorities. The results of these
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discussion groups are being used to develop the
plan, which will be shared with other local
employers and local councils.

Utilities usage and carbon neutrality
Qur key impact on the envirgnment continues to
be through our electricity, gas and water usage.

The Group’s energy usage is reported monthly
to the Group Board, and energy costs in 2006
represented less than 1% of the Group’s overall
operating costs.

We continued to reduce our electricity and water
usage in 2006, Gas usage in the year increased
and was broadly in line with 2004, reflecting
higher usage at our Bootle administration office.

During 2006 we extended our renewable
electricity contracts, ensuring that all the Group's
locations continue to be supplied with electricity
from renewable sources. The energy produced
results in no greenhouse gas pollution to the
atmosphere and is carbon neutral.

During 2007 we are planning to achieve carbon
neutrality for the energy used in all our buildings,
extending carbon neutratity to gas as well as
electricity. We will also take actions to
understand better the Group’s overall carbon
footprint, which will be used to improve our
understanding and planning of initiatives
targeted at reducing or mitigating our
environmental impacts.
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Sir Derek Higgs (Aged 62)

Chairman

Appointed to the Board in October 2005, Sir Derek
Higgs is a Chartered Accountant and a former
investment banker, His previous career included five
years as a Director of Prudential pic and Chairman
of its fund management business, and 24 years with
the Warburg Group, where he was Head of Global
Corporate Finance and Chairman of 56 Warburg & Co
Ltd. He is also Chairman of Partnerships UK Plc

and Bramdean Asset Management LLP. His other
appointments include a non-executive directorship
at Jones Lang LaSalle Inc. He is a Pro-Chancellor

of the University of Bristot.

Peter Barton (Aged 69)

Nen-Executive Deputy Chairman and Senior
Independent Birector

Appointed to the Board in May 1998, Peter Barton
is a solicitor, investment hanker and a Deputy
Lieutenant of Greater London. His previous careerin
the financial services industry included nine years
with Lehman Brothers International and four years
with Robert Fleming & Co. His other directorships
include F&C US Smaller Companies plc and the
Guinness Trust Group, of which he is Vice Chairman.
He is also Chairman of Howard de Walden Estates
Limited, a member of the Audit & Scrutiny
Committee of Oxford University, a trustee of

The Leonard Ingrams Foundation and an adviser

to Armstrong Bonham Carter LLP.

Richard Pym (Aged 57)

Group Chief Executive

Appointed to the Board in 1993 as Group Finance
Director, Richard Pym became Managing Director,
Retail Banking in 2001 and was appointed Group
Chief Executive in 2002. A Chartered Accountant,
his previous career was with Thomson McLintock &
Co, British Gas plc, BAT Industries plc and The
Burton Group plc. He became Chairman of Halfords
plcin April 2006. He was a non-executive director
of Selfridges pic from 1998 to 2003. Richard is

a Vice President of the British Bankers Association.

David Bennett (Aged 44)

Group Finance Director

Appointed to the Board in 2000, David Bennett
is responsible for financial accounting, planning
and reporting, strategic planning, group risk
and group property services. He has many years
experience in the financial sector, as Finance
Director of Cheltenham & Gloucester plc and then
as an Executive Director of the National Bank of
New Zealand Ltd. He became a non-executive
director of easylet plcin October 2005,

Rodney Duke (Aged 56)

Non-Executive Director

Appointed to the Board in January 2006, Rod Duke’s
career has been with HSBC, where he spent over 33
years. Upon his retirement in 2004 he was General
Manager Banking Services and a Group General
Manager, managing the bank’s distribution
capability for personal and commerdial customers.
He had previously held a number of executive
positions across the bank, including investment
banking, credit cards and operations, Rod is

a non-executive director of Exedra Clubs Limited
and Nalpetron Limited.
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Mike McTighe (Aged 53)

Non-Executive Director

Appointed to the Board in June 2000, Mike McTighe
is currently Chairman of a small number of private
equity backed technology start ups. He is also
Chairman of Pace Micro Technology plcand a
director of London Metal Exchange Holdings Ltd.
Previousty he was Chairman and CEO of Carrier1
International SA, and before that Executive Director
and Chief Executive, Global Operations of Cable &
Wireless plc. Prior to these appointments, he was
with Philips of the Netherlands, Motorola, and GE.




Malcolm Aish (Aged 61)

Nan-Executive Director

Appointed to the Board in May 2005, Malcolm Aish’s
career has been with N M Rothschild & Sons Limited.
He is a non-executive director and member of the
Audit Committee of Mitsubishi UF] Securities
International plc. Malcolm was a LIBA representative
to the FSA Advisory Group on the Basel Accord.

. Richard Banks (Aged 55)

Managing Director, Commercial Banking
Appointed to the Board in 1998, Richard Bariks
has respensibility for the Group's Cammercial

Banking operations and Treasury. He was previously

Distribution Director, Retail Banking, having held

a number of senior positions in Alliance & Leicester
Commercial Bank plc {formerty Girobank plc) since

he joined the Company in 1987.

Jane Barker (Aged 57)

Non-Executive Director

Appointed to the Board in January 2004, Jane
Barker is a Chartered Accountant and was untit
recently the Finance Director of Equitas Limited,
the company set up to reinsure and run off the 1992
and prior years’ non-life liabilities of Lloyd's of
London Syndicates. She remains on the Board of
Equitas and will become Chief Executive Officer
following the proposed transaction with Berkshire
Hathaway group. She was previously a member

of the Council of the Open University and Chair

of the Audit Committee of the Open University.
Her previous roles have included being Finance
Director of the London Stock Exchange.

Chris Rhodes (Aged 43}

Managing Director, Retail Banking

Appointed to the Board in 2002, Chris Rhodes
became Managing Director, Retail Banking in
October 2003, He was previously the Group’s
Operations Director, and has held a number of
senior positions with the Group since he joined
in 1988, including Deputy Managing Director
and Finance Director of Alliance & Leicester
Commercial Bank plc (formerly Girobank plc).

Margaret Salmon {Aged 59)

Non-Executive Director

Appointed to the Board in 2004 Margaret Salmon
is Chair of the Sector Skills Development Agency
and has held non-executive directorships at
Kingfisher plc, Manchester Airpert Group plc and
the University for Industry, Her previous executive
roles have included being Chief Executive, BBC
Resources Ltd, and MR Director at the BBC and

The Burton Group plc.

Jonathan Watts (Aged 52)

Non-Executive Director

Appointed to the Board in May 2000, Jonathan
Watts is President of Geo (Hutchison Network
Services, part of the Hutchison Whampoa Group of
companies). Previously he was Managing Director of
COLT Telecommunications, Europe’s largest business
telephony, data and internet company and held
senior positions in the UK and everseas in a number
of telecommunications and technology companies,
including National Band Three Ltd, Aircall Holdings,
Sintrom Plc, Datapoint Corp and Control Data Corp.
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The Directors have pleasure in presenting their report and the consotidated
financial statements of Alliance & Leicester plc for the year ended
31 December 2006.

Business Review and Principal Activities

The principal activity of Alliance & Leicester ple and its subsidiaries is the provision
of a comprehensive range of personal finandial services. In addition, the Company’s
subsidiary, Alliance & Leicester Commercial Bank ple, provides a wide range of
banking and financial services to business and public sector customers.

The directors are not aware, at the date of this report, of any likely major
changes in the Group’s activities in the next year. The Group’s business during
the year and future plans are reviewed in detail on pages 4 to 24.

This report together with the sectians which are incorporated by reference,
fulfils the requirements of section 234228 of the Companies Act 1985.

Results and Dividends
The profit before tax for the year ended 31 December 2006 was £568.9m
(2005: £547.1m). Basic earnings per share were 96.4p (2005: 86.9p).

Aninterim dividend of 17.6 pence per share {2005: 16.8 pence per share}
was paid on 9 October 2006.

The directors propose a final net dividend for the year of 36.5 pence per share
(2005: 34.7 pence per share) to be paid on 8 May 2007.

Alliance & Leicester plc manages its operations via two main business units -
Retail Banking and Commercial Banking. Both financial and non-financial
performance indicators for each of these divisions are discussed in the
business and financial review sections set out on pages 10 to 24 and

are summarised on page 2 and in the Group ovetview on page 8.

Directors
The following persons were directors of the Company during the year:

Sir Derek Higgs Chairman

Mr M P 5 Barton Jeputy Chairman
Mr R A Pym Group Chief Executive
Mr M R Aish

Mr M J Allen (to 31.12.2006)

Mr R L Banks

Mrs ]V Barker

Mr D J Bennett

Mr RJ Duke

Mr R M McTighe

Mr CS Rhodes

Mrs M Salmon

Mr £] Watts

The names and brief biographies of the current directors are shown on pages
30and 31. Mrs J V Barker and Messrs R L Banks and E J Watts will retire by
rotation and, being eligible, will offer themselves for re-election at the
forthcoming Annual General Meeting,

Directors’ Interests in Contracts

No director had a materiat interest at any time during the year in any contract
(see Directors’ Report on Remuneration from page 39} with the Company or
any of its subsidiary undertakings.

Directors’ Interests in Shares
Directors’ interests in the shares in the Company and options to acquire shares
are set out in the Directors’ Remuneration Report on pages 43 to 45.

Substantlal Shareholders

Shareholders with an interest in the issued ordinary share capital of the
Company, disclosed in accordance with Sections 198-208 of the Companies
Act 1985, are shown in Note 38 on page 86.
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Corporate Governance
The Group's Statement of Corporate Governance is set out on pages 34 to 37.

Social Responsibilities
A summary of the Group’s Corporate Responsibility Report is set out on pages
25t0 28,

Charitable and Political Donations

No donations were made to political parties. Charitable donations are
disclosed in the summary of the Corporate Responsibitity Report on pages
25t0 28,

Staff

Alliance & Leicester values its employees as the key to delivering our business
strategy and we recognise our responsibilities to provide a positive working
envirpnment,.

Details on the number of employees and related costs can be found in Notes
9and 10 on page 68.

We are committed to equality of opportunity for all our employees. We will
not permit discrimination on the grounds of sex, race or national origin,
colour, religious belief, disability (mental or physical), marital status,
age or sexual orientation.

We operate a joint diversity forum with our trade unions, that provides support
and guidance on diversity issues, along with an opportunity for all employees
to express their views on our diversity agenda.

We have a national ‘Inform and Consult’ forum, chaired by our Chief Executive,
which operates alongside our existing trade union structures. The forum
provides an opportunity for employees to develop a greater understanding of,
and to input into, the development of business initiatives. Feedback from the
forum is published to all Group employees.

We provide appropriate levels of reward and recognition for our employees. In

addition to basic remuneration, we also provide bonus schemes and a number

of schemes aimed at recognising and rewarding excellent customer service. All
of our employees have the ability to share in the success of the Group through

a range of share plans.

More details on the Group’s employee policies and activities can be found in
the Group's Corporate Responsibility Report, a summary of which is set out on
pages 25 to 28.

Creditor Payment Policy
The Group continues to be a signatory of the DTI's Better Payment Practice
Code; more details can be found at www.payontime.co.uk. It is Group pelicy to:

o agree the terms of payment at the start of business with suppliers;
o ensure suppliers are aware of the payment terms;
e payin accordance with any contractual and other legal obligations.

Trade creditors of the Company for the year ended 31 December 2006 were
equivalent to 20 days’ purchases (2005: 23 days), based on the ratio of
Company trade creditors at the end of the year to the amounts invoiced
during the year by trade creditors.

Principal Risks and Uncertainties

As a result of its normal business activities, the Group is exposed to a variety
of risks, the most significant of which are operational risk, credit risk and
liquidity risk.

The Group has established a number of committees and policies to manage
these risks. These are set out in the Statement of Corporate Gevernance on
pages 34 to 37 and Note 2 to the finandial statements on page 58 to 59.

Environment

Alliance & Leicester plc recognises that it has a responsibility to act in a way
that respects the environment. The Group aims to reduce the environmental
impact of all our business activities to a practicable minimum, in accordance




with robust environmental practices. We aim to comply with regulatory and
Legislative requirements as necessary and avoid any unnecessary costs and
penalties. We also recognise and report on the key direct impact areas of
energy and water, as well as monitering transport and waste impacts.

More details on the Group's environment policies and actions can be found in
the Group's Corparate Responsibility Report, a summary of which is set out en
pages 25 to 28.

Authority to Purchase Shares

During the year, 13,790,794 shares of 50 pence each, representing a nominal
value of £6,895,397, were repurchased and cancelled, representing 3.15%

of the Company's issued capital as at 31 December 2006. The aggregate
consideration (including stamp duty) paid for the shares was £151m, The
purpose of the share buyback programme was to help manage the Group’s
capital base.

Capital efficiency remains a key financial objective and shareholder authority
will again be sought, at the Annual General Meeting, for the Company to
purchase in the market up to 65.6 millien of its shares, representing some
15% of the issued share capital, in order to retain flexibility in managing the
Company’s capital requirements.

Special Business

The Annual General Meeting will be held on 1 May 2007. Special business to
be transacted at the Meeting is set out in full in the Notice of the Annual
General Meeting.

Auditors
In the case of each of the persons who are directors of the Company at the
date when this report was approved:

« 5o far as each of the directors is aware, there is no relevant audit
information of which the Company’s auditors are unaware; and

 each of the directors has taken all the steps that He/she ought to have
taken as a director to make himself/herself aware of any relevant audit
information and to establish that the Company’s auditars are aware of
that infermation.

This confirmation is given and should be interpreted in accordance with the
provisions of s234ZA of the Companies Act 1985.

A resolution re-appointing Deloitte & Touche LLP as the Company’s auditors
and authorising the Group Audit Committee to determine their remuneration
will be proposed at the Annual General Meeting.

On behalf of the Board

S Lloyd
Group Secretary
20 February 2007
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Dear Shareholder,

In this section of our Annual Report & Accounts, we explain the key elements
of the Group’s corporate governance structure and how we comply with the
principles of the Combined Code. :

The directors of Alliance & Leicester ple are committed to high standards of
corporate governance practices, and both personal and corporate integrity.
We believe that an effective Board is fundamental to the prosperity of the
Group and continue to strive for excellence in the way we operate and in our
leadership of the Group.

In our continuing drive towards transparency and maintaining an effective
dialogue with our shareholders, I would welcome any comments that you may
have about Alliance & Leicester and our corporate governance,

Sir Derek Higgs
Chairman

Compliance Statement

For the year ended 31 December 2006, Alliance & Leicester has applied the
principles and complied with the provisigns of Section 1 of the Combined Code
on Corporate Governance, Details of how Alliance & Leicester complied with
the Code are summarised in this statement.

Board Structure

At the date of this report, the Group Board comprises the Chairman, Sir Derek
Higgs, the Group Chief Executive, Richard Pym, three executive directors and
seven non-executive directors. All of the non-executive directors are censidered
to be independent by the Board. Peter Barton is non-executive Deputy
Chairman and Senior Independent Director, As a matter of policy,

the roles of the Chairman and Group Chief Executive are distinct and
complementary.

The directors come from diverse business backgrounds and have the
appropriate mix of experience and expertise. Each actively and effectively
contributes to the work of the Board and its Committees. The directars are
required to report any material change in their circumstances to the Board.
During 2006, the Chairman reported that he had resigned as Deputy Chairman
of The British Land Company PLC and the Group Chief Executive reported that
he had become Chairman of Halfords plc. The significant other commitments
of the directors are monitored and are set out in their bicgraphical details

on pages 30 and 31.

The Group Secretary is an employee of the Company.

Role of the Group Board

The Group Board determines the strategic direction of the Group and reviews
operating, finandial and risk performance. It is the dedsion-making body for
all other matters deemed material to the Group in strategic, financial and
reputational terms. The non-executive directors constructively challenge the
management team and supplement the executive directors’ management
expertise with a diversity of business skills and experience.

The Group Board and its Committees meet regularly. The table on page 37
summarises the number of Board and Committee meetings and the level of
attendance. Formal minutes or reports of each of these meetings are circulated
to all Directors.

There is a formal schedute of matters reserved to the Group Board, which includes:
» formulation of corporate strategies and objectives;
» approval of interim and final finandial results and payment of dividends;

o the appointment of directors;

approval of major capital expenditure;

« approval of annual budgets and medium term plans;

approval of significant changes in the Group structure and product range.
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The Board has delegated the day-to-day management of the Group to the
Group Chief Executive, who is supported by the executive directors and senior
executives. The Group Chief Executive and executive directors of the Group are
responsible to the Board for developing strategy and the profitability and
overall performance of the Group.

Appointment, Induction and Training of Directors

The composition of the Board is kept under review, with the aim of ensuring
that the directors collectively possess the necessary skills and experience to
direct the Group’s business activities.

The process for appointing new directors is determined by the Nomination
Committee. The balance and mix of appropriate skills and experience of the
non-executive directors is taken into account when considering a new
appointment. Clear selection criteria are agreed by the Committee and an
external search consultancy is appointed to identify prospective candidates.
The short-listed candidates are interviewed by the Chairman, other members
of the Nomination Committee and the Group Chief Executive.

Newly appointed directors submit themselves for election by shareholders at
the first Annual General Meeting after their appointment and at least every
three years thereafter, An induction programme provides an understanding

of the Group and its strategy, preducts, markets and financiat position, and
includes guidance on directors’ legal responsibilities. New non-executive
directors also have a series of introductory meetings with senior management
of the Group and atl non-executive directors make regular visits to the Group's
operational locations,

All directors have access to the services of the Group Secretary and his
colleagues. Independent professional advice on fssues affecting the Group
is also available to all directors, on request via the Group Secretary, at the
Group's expense. All members of the Board are also encouraged to attend
external training and development events to ensure that they maintain the
necessary skills and knowledge to fulfil their roles.

The appointment of all non-executive directors is documented in a letter of
appointment, the standard terms of which are available on the Group website
at www.alliance-leicester-csr.co.uk.

Board Committees

The Group Board has delegated spedific responsibilities to Board Committees.
The terms of reference for the principal Group Board Committees are available
on the Group website at www.alliance-leicester-csr.co.uk. The Board reviews
the terms of reference of each Committee annually. Membership of each
Committee is designed to ensure that the best use of the non-executive
directors’ skills and experience is made to fulfil the Committees’ vales

- effectively. The current Board Committee structure and the work of the

principal Committees is set out below.

Group Board

[ [ [ ]
Nominaticn Remuneration Group Audit Group Risk
Committee Committee Committee Committee

Nomination Committee
The Nomination Committee comprises the Group Chairman and up to four non-
executive directors and is responsible for:

» evaluating the balance of skills, knowledge, experience and time required
of directors and the structure, size and compesition of the Group Board and
its Committees;

» recommending new appointments to the Group Board and reviewing
re-appointments as they become due;

* succession and contingency planning for all Board, Committee and senior
management positions; and .

« the annual review of performance of non-executive directors and
Board Committees.




As at 20 February 2007, the Committee members are:

Sir Derek Higgs Chairman
Mr M P S Barton

Mrs M Salmon

Mr EJ Watts

Mr S Uloyd, Group Secretary, is the secretary of the Nomination Committee,

During 2006, the Committee’s activities included reviewing the Group Board's
succession plan and considering the selection criteria for new non-executive
directors.

Remuneration Commitiee

The composition and work of the Remuneration Committee and the Group's
remuneration policy is described in detail in the Directors” Remuneration
Report on pages 39 to 45,

Group Audit Committee
The Group Audit Committee comprises five non-executive directors and is
responsible for the following areas:
« Internal Controls:
- reviewing the effectiveness of the Group's system of internal control;

- considering the annual Internal Audit and Compliance plans and those
departments’ activities, resources and organisational structures;
— approving the annual internal audit and compliance plans and
monitoring their progress;
» Financial Reporting:

the Group Board;

reviewing management representations;

reviewing the changes to accounting policy and compliance with best
principles and regulatory requirements;

reviewing the control of the financial and business risks; and

— reviewing the appointment and re-appointment of external auditors and
the nature and scope of work to be performed by the external auditors.

The Committee meets at least four times a year.

During the year the Committee reviewed the level of fees in respect of audit
services and gversaw the policy for engaging the Group’s External Auditors for
audit and nen-audit services. This policy sets out clearly the types of services
the External Auditors are, and are not, allowed to provide, and the criteria that
must be met before the agreed services are provided. Full details of this policy
can be found at www.alliance-leicaster-csr.co.uk.

In addition the Committee reviews the ‘whistle blowing’ arrangements,
ensuring that employees may raise concerns about possible improprieties
in relation to the Group’s business or financial reporting.

As at 20 February 2007, the Committee members are:

Mrs 1V Barker Chairman
Mr M R Aish

MrM PS5 Barton

Mr R J Duke

Mr R M McTighe

The Board considers that the members of the Committee have relevant skills
and experience from a range of finandial services and technology backgrounds
enabling them to apply meaningful independent judgement as part of their
rote, In particular, Mrs J V Barker has the requisite 'recent and relevant
financial experience', as recommended by the Combined Code, to ensure

that the Committee can fulfil its role effectively.

Miss A Ward, Head of Group Internal Audit, is the secretary of the Group Audit
Committee and in 2006 the meetings were attended by the Chairman, the
Group Chief Executive, the executive directors, the Director of Group Finandial
Control and Reporting, the Director of Group Risk, the Group Secretary, the
Head of Group Compliance and representatives from Deloitte & Touche LLP,
and the External Auditors.

reviewing the Annual Report & Accounts and Interim Results on behalf of

Group Risk Committee

The Group Risk Committee approves the Group’s overall risk appetite, reviews
and approves the policy statements relating to credit, market, liquidity and
funding and operational risks. The Committee also monitors the risks
associated with the Group’s pension scheme.

The Committee also approves the use of the Group's economic capital models
in relation to credit, market, operational, pension fund and other risks, for
the purposes of assessing capital adequacy and measuring the risk adjusted
performance of business units and activities.

It receives and considers reports on the status of key current and emerging
risks and internal controls relating to those risks. The Committee also receives
the report from the Group Money Laundering Reporting Officer.

An overview of the Group’s risk management and control framework can be
found on pages 58 and 59.

The Committee comprises four independent non-executive directors, the Group
Chief Executive and Mr M Thomas, the Director of Group Risk. In 2006 meetings
were also attended by the Chairman, the executive directors, the Directors of
Credit & Risk for the Commercial and Retail Banks, the Director of Lending, the
Group Secretary, the Head of Group Compliance, the Head of Group Internal
Audit and the Money Laundering Reporting Officer.

The Committee members as at 20 February 2007 are:

Mr M R Aish Chairman
Mrs ) V Barker

Mr M P S Barton *

Mr R J Duke
MrRAPym

Mr M Thomas

Mr D Austen, Head of Credit - Group Risk and Mr R Davies, Head of Operational
Risk, act as secretaries to the Group Risk Committee,

Chairman’s Committee

The Chairman’s Committee is empowered to take decisions on matters that
require Board approval between Board meetings and comprises the Chairman
or a non-executive directar, the Deputy Chairman or another non-executive
director and the Group Chief Executive or one other executive director.

Evaluation of the Group Board and Committees

During 2006, Dr. Tracy Long of Boardroom Review, an independent
consultancy, carried out an evaluation of the effectiveness of the Board and
its Committees, individual directors and the Chairman. The process included
a written questionnaire, an interview with each director, except Mr M J Allen,
due to his ill-health, and the Group Secretary, Boardroom Review also
attended the November Board meeting and reviewed Board papers for the
October and November 2006 Board meetings.

The review found that the Group Board and its Committees operate as a

streng and effective team which has guided the Company through periods

of significant cultural and organisational change in a volatile and competitive
external environment. The review made suggestions for enhanced
effectiveness in the areas of Board process (papers, agendas and
presentations), succession ptanning and consideration of risk appetite.

The Board has accepted the comments made and will make changes during
this year to reflect them.
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Accountability and Audit

The Board is responsible for the Group’s system of internal controls and for
monitering its effectiveness. The directors are required by law to establish
systems for the cantrol of the conduct of the business under the Financial
Services and Markets Act 2000 and to conduct the business with prudence
and integrity, ensuring that there are adequate reserves and other capital
resources and assets in liquid form for the protection of depositors.

The Board has delegated oversight of the Group’s Internal Control Policy
to the Group Audit and Group Risk Committees,

The Group's system of internal controts is designed to manage rather than
eliminate the risk of failure to achieve business objectives, and provide
reasonable assurance as to the effectiveness of the safeguards protecting

the business against the risk of material error, loss or fraud. The Group Risk
Committee received reports on the current operation of internal controls in
relation to key and emerging risks, and the Group Audit Committee carried out
an overall review of the effectiveness of the Group's system of internal control
for the year to 31 December 2006 and the period to the date of this report, on
behalf of the Board.

There has been in place for the year under review and up to the date of this
report a process of identifying, evaluating and managing the significant risks
faced by the Group. This process is regularly reviewed by the Board and accords
with the Turnbull Guidance for Directors on the Combined Code.

The Board receives monthly reports from the key executives identifying
performance against budget, major business issues, the impact of the external
business and econemic enviranment on their areas of responsibility and
significant risks facing the businesses and how they are being controlled. The
Board also receives minutes and reports from the Chairmen of the Group Audit
Committee and the Group Risk Committee. These identify any significant issues
relating to the adequacy of the Group’s risk management policies and
procedures across the full range of risks to which the Group is exposed, and
how they are being controlled.

Each meeting of the Group Risk Committee and the Group Audit Committee
receives a report identifying the effectiveness of internal controls together
with specific reports on any major issues. The Board keeps itself informed
in relation to this issue through the presentation of regular Group Audit
Committee and Group Risk Committee “activity” reports to the Group
Board, together with the minutes of the Committees” meetings.

The key features of the system of business control and risk assessment
established by the Board are:

« aGroup Internal Control Policy requiring all senior managers to identify
major risks and monitor the effectiveness of internal controls against key
performance indicators applied throughout the business. The effectiveness
of these controls is confirmed and certified to the Board in February and
July each year via the Group Risk Committee and the Group Audit Committee.
The Group's Internal Audit Department carries out reviews of the self
certification process operated by each department or business unit as
part of the audit of that department or unit;

a well defined management structure with clear accountabilities
and delegations;

the Group Audit Committee, the Group Risk Committee and a system of
executive management committees, including the Executive Directors’
Meeting and the Group Executive Management Committee, enhance
and support the oversight role of the Board;

» a comprehensive planning and budgeting process that delivers detailed
annual financial forecasts and targets for Board approval;

« management information systems which enable the Board to receive
comprehensive monthly analysis of financial and business performance
including variance against budget;
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a Group Risk Management function and Group Operational Risk Committee
with overarching responsibility for the monitoring and reporting of

all major risks to which the Group is exposed, supported by specialist

risk functions;

an Internal Audit function which reports to the Group Audit Committee on
the effectiveness of key internal controls in relation to these major risks;

« a{ompliance function to manage relationships with the Group's key
regulators and to identify major compliance and regulatory risks;

¢ aFinancial Crime Steering Group, chaired by the Group Chief Executive,
which tonsiders the potential exposure of the Group to loss through
financial crime and the controls in place to mitigate the risk of such loss;

» aMoney Laundering Reporting Officer and anti-money laundering
procedures, and controls including training programmes for all staff;

» documented procedures and authority levels to ensure that risks involved
in major projects are properly assessed and controlled; and

+ internal assurances given by senior managers to the Board that all risks affecting
the business have been reviewed and identify any risks that need to be reported
to the auditors for the purposes of 5234724 of the Companies Act.

The activities of the Group, including the systems of business contraol, are
subject to supervision by the Financial Services Authority. The Graup is
required on a regular basis to submit detailed prudential and statistical
returns covering all areas of its business and meets regularly with its
supervisors, conducting the retationship in an open and constructive manner.

Going Concern

The directors confirm that they are satisfied that the Group has adeguate
resources to continue in business for the foreseeable future, For this reason,
they continue to adopt the going concern basis in preparing the accounts.

Relations with Shareholders
The Company’s investor relations programme is tailored to meet different
shareholder requirements.

Institutional shareholders may attend meetings, conference calls,
presentations and results briefings. The Company’s major institutional
shareholders have the opportunity to meet regularly with the Company's
management and have the opportunity to request a meeting with the Chairman
or non-executive directors via the Company’s website. A representative from
an institutional shareholder was invited to, and attended, 2 meeting of the
Group Board in 2006 as part of the Group’s communication programme with
institutional investors. The Chairman and non-executive directors attend
results presentations and the Senior Independent Director is available to
deal with any concerns raised by institutional shareholders which cannot
be resolved in the first instance by contacting the Chairman or Group

Chief Executive.

Communication with private shareholders is primarily managed by the Group
Secretary. All shareholders have the opportunity to meet the directors at the
Annual General Meeting, which is held in the evening at the Company's
Leicestershire head office. Shareholders who are unable to attend are
encouraged to vote by proxy and may appoint their proxy by post, on the
internet or via CREST. There is also a website, www.alliance-leicester-
shareregistrars.co.uk, offering a variety of services for sharehaolders such as
amending a mandate instruction, changing address details, registering to
receive communications electronicatly and downloading stock transfer forms,

The Company website provides investors and potential investors with
information about the Company’s financial performance and results, share
price, announcements to the market, group policies, terms of reference for
Board Committees and a number of frequently asked questions and answers.
Shareholders may also contact the investor relations or shareholder services
managers via the website,




Attendance at Board and Committee Meetings

during 2006

Group
Board

ration

ination  Audit

Risk

Total number of meetings

held in 2006

Sir Derek Higgs, Chairman

MrR A Pym
Mr M PS Barton
Mr MR Aish

Mr M J Allen
Mr R L Banks
Mrs J V Barker
Mr DJ Bennett
Mr R J Duke
Mr R M McTighe
MrCS Rhodes
Mrs M Salmon
Mr EJ Watts

Q W W W oo W W o o0 w w wlwo

During the year apologies were received from Mr Duke and Mr Watts for one
Group Board meeting and from Mr M P S Barten and Mr R M McTighe for one
Committee meeting owing to commitments outside Alliance & Leicester. All

directors receive the Board papers and have the opportunity to raise questions

via the Chairman or Group Secretary if they are unable to attend.

Prior to his retirement, Mr Allen was prevented by illness from attending a

number of Group Board and Committee meetings.
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The directors are responsible for preparing the Annual Report and the financial
statements. The directars are required to prepare financial statements faor the
Group in accordance with International Financial Reporting Standards (IFRS),
and have also elected to prepare financial statements for the Companyin
accordance with IFRS. Company law requires the directors to prepare such
financial statements in accordance with IFRS, the Companies Act 1985 and
Article 4 of the IAS Regulation.

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 accordance with
the definitions and recognition criteria for assets, liabilities, income and
expenses set out in the International Accounting Standards Board’s
‘Framework for the preparation and Presentation of Financial Statements’. In
virtually all circumstances, a fair presentation will be achieved by compliance
with all applicable International Financial Reporting Standards. Directors are
also required to:

s properly select and apply accounting policies;

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

« provide additional disclosures when compliance with the specific
requirements in IFRS is insufficient to enable users to understand the
impact of particular transactions, other events and conditions on the
entity’s financial position and financial performance.

The directors are responsible for keeping proper accounting records which
disclose with reasonable accuracy at any time the financial position of the
Company, for safeguarding the assets, for taking reasonable steps for the
prevention and detection of fraud and other irregularities and for the
preparation of a directors’ report and directors’ remuneration report
which comply with the requirements of the Companies Act 1985.

The directors are responsibile for the maintenance and integrity of the
company website. Legislation in the United Kingdom governing the
preparation and dissemination of financial statements differs from
legislation in other jurisdictions.
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This report explains how the Company has applied the principles of good
governance set out in the Combined Code and the disclosures required by
Schedule 7A to the Companies Act 1985. The report of the auditors on the
financial statements set out on page 46 confirms that the scope of their report
covers, where required, the disclosures contained in or referred to in this
repart that are specified for their audit by the UK Listing Authority and under
the Companies Act,

The report has been approved by the Board and shareholders witl be invited to
approve it at the Annual General Meeting on 1 May 2007,

Unaudited information

Remuneration Committee

Role

The Remuneration Committee {‘the Committee’} is responsible for determining
the pay and benefits (including pension arrangements) and contractual
arrangements for the Chairman, executive directors and the Group Secretary,
and for overseeing the Group's share plans. The Committee also recommends
and monitors the structure and levels of remuneration for senior managers
throughout the Group. In fulfitling its role, the Committee develops and
recommends to the Board remuneration strategies that drive and reward
performance. It operates under the delegated authority of the Board and its
terms of reference are available to view on the Group's website at
www_alliance-leicester-csr.co.uk.

During the year, the Committee, inter alia, {a) reviewed the remuneration of
the executive directors, Group Secretary and senior managers of the Group,
particularly in light of new age discrimination legislation, {b) adopted changes
to the Group's share plans on receipt of shareholder approval, {c)
implemented the Restricted Share Plan approved at the 2006 Annual General
Meeting, (d) monitored the vesting of awards under the Executive Share
Option and the Deferred Bonus plans, (e} reviewed the performance of
external advisers to the Committee in relation to executive remuneration and
share plans, and (f) reviewed the Committee’s terms of reference in the light of
amendments to the Combined Code.

Membership and Meetings
The Committee comprises the following non-executive directors:

Mr M P S Barton (ommittee Chairman
Mr M J Alten (until 31 December 2006)
Sir Derek Higgs (from 1 January 2007)
Mr R M McTighe

Mrs M Salmon

The Group Secretary, Mr S Lloyd, acted as secretary to the Committee
throughout 2006 and provided professional advice to the Committee on
governance issues.

The number of Committee meetings held during 2006 and directors’
attendance is set out on page 37. At the invitation of the Chairman of the
Committee, the Group Chief Executive and the Director of Human Resources,
Ms F Rodford, attend, and prior to his appointment to the Committee the
Chairman attended, Committee meetings to provide background and context
on matters relating to the remuneration of the executive directors and
senior managers,

These individuals are not present when the Committee discusses matters
directly relating to their personal remuneration.

The Committee's performance is evaluated on an annual basis and the results
are reported to the Board. The evaluation process is set out in the Statement
of Corporate Governance on pages 34 to 37.

Advisers

The Committee and the Group used the services of Towers Perrin during the
year to provide general remuneration advice and comparator information, and
Mercer Human Resource Consulting (‘Mercer’) to advise specifically on pension
related issues. Mercer also acts as actuary and adviser to the Group’s pension
scheme and advises the Company on matters relating to the operation of the
pension scheme. With the agreement of the Group Audit Committee, the
Group's external auditor, Deloitte & Touche LLP, continued to provide

specialist advice on technical aspects of the Group’s share plans, New Bridge
Street Consultants were appointed by the Committee to replace Deloitte &
Touche LLP with effect from 1 February 2007,

During the year the Committee appointed New Bridge Street Consultants to act
as independent advisers to the Committee on remuneration issues for the
exacutive directors and senior management.

Remuneration Policy

To deliver the strategic objective of increasing shareholder value, the Group
neads to attract and retain high calibre people and create appropriate reward
opportunities for them. The Board's remuneration policy for executive
directors and senior managers is aligned with this ohjective and rewards both
individual and company performance, measured against performance criteria
that are relevant and realistic but alse challenging, to encourage good
performance. Remuneration arrangements will continue to focus on incentive
plans that encourage delivery of strategic and operating plans and
shareholder value,

Under Committee guidelines, each executive director is required to build up
over a period of five years and retain whilst a director, a minimum holding of
shares in the Company with a value equivalent to his annual basic salary.

The Committee monitors the bonus scheme and share awards for all senior
managers in the Group. '

In 2007, annual salary will continue to be set at levels not normally exceeding
market median, whilst bonuses and long term incentive plans will enable
executives to receive up to upper quartile competitive levels, but only for the
delivery of upper guartile levels of performance. The Committee reviews all
elements of these reward packages by benchmarking against other banks and
financial services organisations.

Performance Graph

The performance graph below shows the Company's performance, measured by
Total Shareholder Return {'TSR"), in comparison with the FTSE 100 Index over
the five years ended 31 December 2006. The FTSE Index was chosen asitisa
broad equity market index of which the Company forms a constituent.

200 TSR = Total Shareholder

Retum, i.e. movement
175 / in share price plus
150 / —

reinvested dividends

Alliance & Leicester plc
FTSE 100

125

| e
100?;/

50

Dec Déc Dec Dec Dec Dec
‘01 ‘02 '03 ‘04 '05 '06

Components of the Remuneration Package

Basic Salary

Basic salaries of executive directors are set by reference to information from
independent advisers on a specific financial services comparator group and
general market trends within companies in the FTSE 100 Index. The Committee
reviews such information in light of the performance of both the Company and
the relevant individual, and has proper regard to pay levels throughout the
Company. Salary levels are reviewed annually in July (unless an individual’s
responsibilities change) and may vary depending on each executive director’s
experience, Tesponsibilities and personal contribution. Current basic annual
salaries are as follows:

D J Bennett
£378,900

5 Rhodes
£348,200

Name

Amount

R LBanks
£322,600

RA Pym
£645,100

Details of executive directors’ salaries paid in 2006 are set out on page 42.
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Senior managers’ salary levels are also assessed annually against thase of
other major UK based financial institutions and FTSE 100 companies and the
Company seeks to set pay levels around market median.

At 31 December 2006, the average basic salary for the most senior Group
managers was £177,125. The salary banding for this group is as follows:

Satary Band {£) Number of Managers
125,000-150,000 4
150,000-175,000 9
175,000-200,000 1
200,000-225,000 1
225,000-250,000 1
250,000-275,000 2
Grand Total 18

Annual Bonus

For 2006, bonuses were contingent on achievement of performance targets set
by the Committee. These combined Group targets for pre-tax profit and return
on equity with individual performance targets. Both the return on equity (RoE)
target, of between 17% and 23%, and the pre-tax profit (PBT) target were
calculated on a sliding scale. A multiplier of 0.5 would be applied for meeting
the PBT target and a further multiplier of 0.5 for achieving 20% RoE, risingto a
maximum combined multiplier of 1.6 for achieving a defined level of PBT and
an RoE of 23%. Group targets were consistent for all senior managers and
directors eligible to participate in the bonus scheme, For individual
performance targets a multiplier of up to 1.25 is applied. Assessment of
executive directors’ performance against their individual objectives was
carried out by the Committee. Individual performance objectives were directly
linked to achievement of the Group's strategic targets.

An executive director’s bonus for on-target performance was 75% of salary
with a maximum of 150% of salary for exceptional performance. The actual
bonus was arrived at by calculating the combined multiplier for achieved group
targets, multiplied by the relevant individual performance multiplier and
applying the resulting multiple to 75% of the relevant executive director’s
salary. It is intended that the same bonus scheme will operate in 2007.

Itis not the Committee’s policy to award transaction related bonuses to
executive directors. Bonuses are discretionary and non-pensionable.

Share Options

All executive, associate and divisional directors were eligible in 2006 for the
grant of executive options under the Alliance & Leicester Company Share
Option Plans,

Grants are made in two tranches following the final and interim results.

Executive Options granted prior to 2006 were linked to the achievement of
compound earnings per share ("EPS’) growth over a three year performance
period of RPI+9%. The achievement of this target results in full vesting.
However, eptions granted from 2006 will vest on a sliding scale: 50% of
options awarded will become exercisable at EPS growth of RPI+3% per annum
and 100% of awards will become exercisable if EPS growth equals or exceeds
RPI+5% per annum over the three year performance period. Straight-line
interpolation will be used for achievement between those peints, The
Committee considers this performance condition to be appropriate as a means
of focusing directors on generating earnings growth, and accords with

best practice.

The aggregate value of new shares, for which options to subscribe may be
granted to each director in any year, cannot exceed a maximum totai annual
amount of two times basic salary, Typical grants have been 150% of basic
salary for executive directors and 100% for associate and divisional directors.
For 2007 it is intended to reduce the grant level for executive directors to
100% of basic salary but to increase the grant level under the Performance
Share Plan to 150% of annual basic salary {see page 41 for details}. The
intended grant levels for associate and divisional directors for 2007 will

be in the range of 100% to 150% of annual basic satary.
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Options normally vest after three years subject to attainment of the relevant
performance conditions. Provisions previously existed for the re-testing of
performance after year 4 and year 5, calculated from the base grant year and
based on percentage growth in EPS exceeding the increase in RPI by at least
12% (year 4) or 15% (year 5). No re-testing of performance will take place for
grants made in 2005 and thereafter. Qptions granted prior to 2002 are subject
to performance conditions that may be measured aver any three-year period,
within the term of the gption.

The Company Share Optien Plan rules state that options are exercisable prior
to the third anniversary of the date of grant where an option holder ceases to
be employed by the Company by reason of death, injury, ill-health, disability,
redundancy, retirement or transfer of the employing company outside the
Group. Also, in these circumstances, any perfermance conditions attaching to
the exercise of the options awarded prior to 2006 cease to apply. The
Committee may exercise discretion over the vesting of awards in any other
circumstances.

For awards made from 2006, if any of these events shoutd take place, the
number of shares over which the option can be exercised will be determined by
the Committee, having regard to the amount of time elapsed since the grant of
the option, and the extent to which performance conditions have been met.

Senior managers (excluding executive, associate and divisional directors)
participate in a Restricted Share Plan under which awards usually ranging up
to 15% of basic salary (depending on individual performance ratings) are
made. However, under the plan awards up to 150% of basic salary are
permitted and it is intended, exceptionally, to make awards of up to 135%toa
small number of Senior Managers {excluding executive, associate and
divisional directors) in connection with delivery of the Group's transformation
programmes relating to its new core banking and telephony systems. These
awards will be subject to perfarmance targets.

Fair Value Volatility

The Committee recognises that fair value accounting volatility arises from the
requirement in IAS 39 to measure all derivatives at fair value, with changesin
fair value recorded in the income statement unless designated as part of a
hedging relationship. The volatility from derivative fair value movements can
be mitigated by hedging, butin practice some accounting votatility will
remain, even where hadges are used to match the risk exposure on an
economic basis. Therefore, for grants made from 2005, the Committee has
agreed that calculation of the underlying EPS should exclude fair value
accounting volatility, which is consistent with the calcutation of one of the
Group’s other primary strategic targets, return on equity, which also excludes
this.

Long Term Incentive Plans_

Deferred Bonus Plan

The last grant of deferred and matching options to executive directors was
made in 2005, relating to annual bonuses awarded for 2004. Existing awards of
matched shares under the plan only begin te vest when median TSR
performance relative to the peer group is achieved, with linear progression
from one matching share at median performance up to three matching shares
for upper quartile performance. The constituents of the peer group, excluding
the Company are:

Barclays Bank ple Northern Rock plc
Bradford & Bingley plc HBOS plc
The Royal Bank of Scotland Group plc Lloyds TSB Group plc

The rights to matching shares cannot normally be exercised for three years,
except in the circumstances set out below, and lapse if not exercised within
seven years. TSR was considered by the Committee to be a suitable measure for
this type of plan as it provided clear links with the creation of shareholder
vatue. Further details are set out on page 45.

Under the Deferred Bonus Plan, options may be exercised prior to the third
anniversary of the date of grant where the executive director ceases to be
employed by reason of death, injury, ill-health, disability or at the discretion
of the Plan Trustees, based on the recommendations by the Committee, in any
other circumstances, Performance conditions apply unless waived by the




Committee and are normally subject to a three-year performance period,
without re-resting.

Senior managers (excluding executive, associate and divisional directors)
participate in the new deferred bonus plan introduced in 2006. No
performance conditions will apply to the exercise of options under this plan.
If the Committee decided to allow directors to participate in the plan in future,
a performance condition would be attached to the matching options.

Performance Share Plan

Executive directors and, since 2006, associate and divisional directors
participate in the Alliance & Leicester Performance Share Plan. The annual
award under the plan will normalty be over shares and accrued dividends to
the value of 100% to 150% of annual salary, having regard to the performance
of the business and the individual. Awards of shares are reduced by the
anticipated dividends accruing over the performance period to better align
the awards with shareholder returns. Accrued dividends witl be paid in cash

in proportien to the number of shares vesting.

The maximum annual award under the Rules of the Plan is 200% of annual salary.

The perfarmance peried is three years, with no re-testing. Fer grants made in
2005 and 2006 the performance test is in two parts:

» 50% of the award vests in line with the Company’s TSR performance relative
to a peer group of banks which consists of the following:

Allied Irish Banks plc Bank of Ireland plc

Barclays Bank plc Bradford & Bingley plc

HBOS ple HSBC plc

Lloyds TSB Group plc Northern Rock ple

Standard Chartered plc The Royal Bank of Scetland Group plc

30% of this part of the award is payable at median performance and
maximum vesting is for achieving upper quartile performance, with straight-
line interpolation between these points.

¢ the other 50% of the award vests according to the Company’s adjusted EPS
growth relative to inflation over each performance period.

30% of this part of the award will vest when the adjusted EPS growth equals
RPI + 3% per annum over the performance period, with full vesting at a
growth of RPI + 8% per annum, and straight-line interpolation applying
between these points.

For awards made in 2007 the performance test will be in three parts:

¢ One third of the award witl vest in line with the Company’s relative TSR
performance, with Friends Provident and Legal & General replacing HSBC
and Standard Chartered in the peer group of banks.

« One third of the award will vest according to the Company’s adjusted EPS
growth, on the same basis as the current £PS target.

* (ne third of the award will vest according to the Company's performance
against its RoE target. 30% of this award will vest when the Company
achieves an RoE of 20%, with full vesting for achieving an RoE of 24% and
straight-line interpolation applying between these points.

In the event of a change of control of the Group taking ptace, the Committee,
inits absolute discretton, will determine the extent to which an award may
vest, having regard to the length of time that it has been held and the extent
to which the performance targets have been satisfied.

If an individual leaves the Group, an award that has not vested will normalty
lapse. However, in exceptional circumstances (for example, as a result of
retirement) the rules of the plan allow awards to vest early at the discretion
of the Committee.

Shares delivered in connection with the plan will be sourced from newly
issued or treasury shares, subject to the usual dilution limits, or from
market purchases. h

None of these benefits is pensionable.

In March 2006, Performance Share Plan awards were made to directors with a
maximum value including accrued dividends of:

» 125% of annual basic salary for executive directors, and

* 100% of annual basic salary for associate and divisional directors,

'subject to the achievement of the performance cenditions set out above,

As indicated earlier in the section entitled “Share Options”, for 2007 itis
intended to increase the grant level for executive directors to 150% of annual
hasic salary, including anticipated dividends accruing over the performance
period. It is intended that the grant levels for associate and divisional
directors will be in the range of 100% to 150% of annual basic salary,
including anticipated dividends accruing ever the performance period.

Employee Share Plans

Executive directors also participate in the Company’s existing Employee Share
Plans, including the Savings Related Share Option Plan and the Company’s
Share Incentive Plan, on the same basis as all other employees. There are no
performance conditions attached to these plans.

Service Contracts

Executive directors have service contracts that continue until terminated
by twelve months’ natice (but which in any event terminate on their

65" birthday).

The contractual provisions state that, if the employment of an executive
director is terminated by the Company for any reason {other than due cause}
without twelve months’ notice being given, the director is entitled to receive
payment of twelve months’ basic salary and pension henefits. In addition, the
Committee, having regard to the individual director’s performance for the
period worked, may in its absolute discretion award a cash bonus in respect
of the period worked. Life insurance and medical insurance cover will be
maintained for twelve months from the termination date. On termination

by the Comparny no such payments of salary and pensions benefits will exceed
a payment based on the number of manths from the date of termination

of employment to the executive director’s normal retirement date. There is
ng provision for receipt of additional compensation in the event of a change
of control.

The executive directors may terminate their contracts of employment at any
time by giving six months’ prior notice.

Pensions
The current executive directors are all members of the Defined Benefit Section of the
Alliance & Leicester Pension Scheme, which has a normal retirement age of 65.

The main features of the pension promise for executive directors, based on the
standard terms of the Scheme, are:

a) Pension from age 60 of 1/60th of pensionable salary averaged over the last
twelve months prior to retirement for each year of pensionable service.
Since July 2005 qualifying increases to pensionable salary have been
limited to percentage increases in the Retail Prices Index, subject to the
right of the executive to pay additional contributions to secure a higher
pension up to the maximum based on his full basic salary.

b) A cash benefit on death in service of 4 x annual rate of basic salary at date
of death.

¢} Pension payable in the event of ill-health.

d) Pension for dependants ont a member’s death, generally equal to half the
member's prospective retirement pension at 60 on death in service, or
haif the member’s pension entitlement on death in retirement.

The following directors have special arrangements:

a) Mr Pym and Mr Bennett are entitled to a pension of 2/3rds of their final
pensionable salary on retirement at age 60, inclusive of retirement benefits
from service at other organisations.

b) Mr Pym is not required to contribute,

¢) Mr Banks’ pension entitlement is subject to a pension sharing order
(which has no impact on the cost to the Company).
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There are currently in place individual non-registered pension arrangements
known as Employer Financed Retirement Benefit Schemes to increase the
pension and lump sum life assurance benefit to the leve! promised, where,
because of HM Revenue & Customs limitations, these cannot be paid in total
from the registered Alliance & Leicester Pension Scheme. Such arrangements
apply to Mr Pym and Mr Bennett. Following Pension Simplification which came
into effect on 6 April 2006, the total commitment to the executive directors
has been retained with no additional cost to the Company. The allocation
between the registered Alliance & Leicester Pension Scheme and non-
registered pensions arrangements changed during the year in order that
pensions could be provided in the most tax efficient manner.

An executive director may, with the consent of the Company, draw an accrued
pension from the Alliance & Leicester Pension Scheme at any time after his
50th birthday (55th birthday from April 2010). The pension will be reduced
in accordance with the Rules of the Scheme to reflect payment before his
60th birthday.

Pensions in payment are subject to contractualincreases each Apritin line with
the annual percentage rise in the RPI over the previous calendar year, subject
to a maximum rise of 5%.

There are no discretionary practices that are taken into account in calculating
transfer values on leaving service.

Other Benefits

Executive directors are eligible for a range of benefits, which include the
provision of a company car, payment of car operating expenses inctuding fuel,
life assurance and membership of a private medical insurance scheme.

Other Directorships

The Group supports executive directors who wish to take one non-executive
directorship with a publicly quoted company in order te broaden their
expenience. Directors are entitled to retain any fees they may receive. MrR A
Pym became Chairman of Halfords plc on 1 April 2006. He received director's
fees of £78,750 and voluntarily assigned £30,000 of his fees to Alliance &
Leicester plc for the year ended 31 December 2006. Mr D J Bennett is a non-
executive director of easyJet plc and his fees for the year ended 31 December
2006 were £50,000.

Remuneration for the Chairman and Non-Executive
Directors

The fees of the non-executive directors are determined by the Board as a whole
in the light of recommendations by the Group Chief Executive, based on
comparator information and within the overall limit specified in the Articles of
Association of the Company. These fees are reviewed annually.

No non-executive director has an employment contract with the Company.

0On joining the Board, non-executive directors are issued with an appointment
letter. New non-executive directars are appointed for an initial period of two
years, which may be renewed for one or more terms of two years. There are

no provisions for compensation being payable upon early termination of an
appointment. An example of a non-executive director’s letter of appointment
can be found on the Group’s website www.alliance-leicester.csr.co.uk.

Non-executive directors are encouraged to build up their shareholding to
5,000 shares. No options have been, or will be, granted to non-executive
directors in their capacity as directors of the Company.

Non-executive directors wha are in full-time employment with a third party
employer may elect to pay the whole or part of their fees to it. Mrs Barker’s
remuneration is paid to her employer.
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Details of appointment periods appear below:

Date of current
appointment ar Notice
reappointment® Expiry Date Period
Sir Derek Higgs 28 October 2005 27 October 2007 None
MR Aish 20 May 2005 19 May 2007  None
M P 5 Barton 13 May 2005 12 May 2007  None
R J Duke 1January 2006 31 December 2007  MNone
R M McTighe 1 June 2005 31 May 2007 None
EJ Watts 8 May 2005 7 May 2007  None
Mrs J V Barker 1January 2006 31 December 2007  None
Mrs M Salmon 1July 2006 30June 2008  None
* which may follow earlier renewals
Audited information
Directors’ Remuneration
Year ended 31 December 2006
Salaries Other Total Total
/Fees  Bonus  Benefits 2006 2005
£000 £000 £000 £000 £000
Executive Directors
R A Pym 638 787 16 1,441 1,217
R L Banks 319 394 17 730 584
D J Bennett 374 424 1 799 684
CS Rhodes 344 390 1 735 637
Subtotal 1,675 1,995 35 3,705 3,122
Chairman
Sir Derek Higgs 350 - - 350 61
J R Windeler (to 27.10.05) - - - - 333
Non-Executive Directors
MR Aish 65 - - 65 33
MJ Allen (to 31.12.06}) 55 - - 55 56
JV Barker 65 - - 65 60
M P S Barton 135 - - 135 136
The Hon D Brougham {to 7.5.05) - - - - 28
R Duke (from 01.01.06) 55 - - 55 -
R M McTighe 55 - - 55 56
M Salmon 65 - - 65 57
E ) watts 55 - - 55 55
Subtotal 900 - - 900 875
Total 2,575 1,995 35 4,605 3,997
Note:

1. Total remuneration does not include deductions made from basic salary for SMART
pensions. In addition, the executive directors received aggregate gains before tax of
£2.2m on the exercise of options awarded under the Company Share Optien and

Deferred Bonus plans.




Pension Entitlements

Executive Director RLBanks D JBennett RAPym {5 Rhodes

Age attained at 31.12.06 55 44 57 43

Normal retirement age 65 65 65 65

£ £ £ £

Amount of accrued pension

fp.a.at 31.12.06 56,515 76,042 301,632 103,686

at31.12.05 50,984 64,362 269,199 96,319

Change in amount of accrued

pension £p.a. t0 31.12.06 5,631 11,680 32,433 7.367

10 31.12.0% (33,209) 12,861 43,860 11,002

Change in amount of

accrued pension £ p.a. net of

revaluation during year to

31.12.06 4,155 9,942 25,165 4,766

to 31.12.05 (35,819) 11,264 36,874 8,357

Directors contributions payable

during year to 31.12.06 (i) (C) 15,621 18,057 - 16,923
£000°s £000's £000's £000's

Cash equivalent transfer value

at 31.12.05 (A) 794 645 4,449 925

Cash equivalent transfer value

at31.12.06 (B) 976 823 5,538 1,073

Change in transfer value over

year to 31.12,06 net of member

contributions (B-A-C) 166 159 1,089 13

{iy  The contributions shown for Mr Banks, Mr Bennett and Mr Rhodes are notional
contributions as these three directars participate in the “SMART” arrangements,
whereby Alliance & Leicester plc pays their contributions in return for an equal

veduction in their salary.

Rights to Acquire Shares

Details of terms and conditions associated with these pensions are shown on
pages 41 and 42.

Directors’ Interests in Ordinary Shares
The beneficial interests of directors in ordinary shares in Alliance & Leicester
plc at the year end were:

Fully Paid Shares of 50p each +

Asat1.1.08

{or date of
appointment Asat
Directors if later) 31.12.06
M R Aish 5,000 5,000
MJ Allen (to 31.12.06) 5.000 5,000
R L Banks 52,781 52,822
JV Barker 5,000 5,000
M P S Barton 10,000 10,000
DJ Bennett 20,918 39,776
R Duke (from 01.01.06) 250 5,250
Sir Derek Higgs 10,000 , 10,000
R M McTighe 5,500 5,500
RAPym 59,148 144,589
C S Rhodes 25,162 30,567
M Salmon 1,000 5,000
EJWatts 5,000 5,000

+ Directors’ share interests include the interests of their spouses and infant children, as
required by Section 328 of the Companies Act 1985. In additien to the beneficial
interests in shares shown as at 31 December 2006, Mr R L Banks, Mr 0 ] Bennett and My
{ S Rhodes were each atlocated 10 ordinary shares in the capital of the Lompany on 5
January 2007 and 12 shares an 5 February 2007 by the trustee of the Share Incentive
Plan. There were no other changes in the beneficial interests of the directors in
Company shares between 31 December 2006 and 12 February 2007,

In addition, the following directors have options to subscribe for shares of 50p each granted under the terms of the Alliance & Leicester Share Plans:

Number of dptions
During the year

Asat Exercise Market price on
01.01.06 or at date of Asat | Price  date of Exercise Exercise
Directars appointment if later Granted Exercised Lapsed 31.12.06 £ £ Period
R L Banks 14,587 14,587 8.055* 23/7/04-22/7/11
2,094 2,094 6.32¢# 1/11/07-1/5/08
14,038 14,038 8.37* 12/3/05-11/3/12
17,924 17,924 7.95* 6/8/05-5/8/12
25,844 25,844 7.545* 26/2/06-25/2/13
25,582 25,582 8.795* 1/9/06-31/8/13
3,488 3,488 8.604 3/3/07-2/3/14
20,930 20,930 8.60™* 3/3/07-2/3/14
28,776 28,776 8.34* 29/7/07-28/7/14
25,817 25,817 8.715* 7/4/08-6/4/15
28,093 28,093 8.81" 8/8/08-7/8/15
22,372 22,372 10,56 9/3/09-8/3/16
24,889 24,889 9.95* 4/8/09-3/8/16
D J Bennett 3,420 3,420 8.774% 17/6/02-16/6/09
15,518 15,518 8.055* 23/7/04-22/7/11

16,427 16,427 - 8.37* 10.426
20,441 20,441 7.95* 6/8/05-5/8/12
29,821 29,821 7.545* 26/2/06-25/2/13

29,846 29,846 - 8.795* 10.426
2,447 2,447 6.68= 1/11/09-1/5/10
28,343 28,343 8.60* 3/3/07-2/3/14
34,622 34,622 8.34* 29/7/07-28/7/14
30,550 30,550 8.715* 7/4/08-6/4/15
32,776 32,776 8.81* 8/8B/08-7/8/15
26,278 26,278 10.56* 9/3/09-8/3/16
29,231 29,231 9.95* 4/8/09-3/8/16
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Number of Options

During the year

Exercise Market price on
As at Asat Price  date of Exercise Exercise
Directors 01.01.06 Granted Exercised Lapsed 31.12.06 £ £ Period
RA Pym 47,761 47,761 6.70" 23/2/04-22/2/08
21,104 ) 21,104 8.055* 23/7/04-22/7/11
22,700 22,700 8.37* 12/3/05-11/3/12
32,704 32,704 7.95" 6/8/05-5/8/12
44,731 44,731 7.545* 26/2/06-25/2/13
51,165 51,165 8.795* 1/9/06-31/8/13
45,784 45,784 8.60" 3/3/07-2/3/14
60,701 60,701 8.34* 29/7/07-28/1/14
51,635 51,635 8.715* 7/4/08-6/4/15
56,186 56,186 8.81* 8/8/08-7/8/15
2,840 2,840 10.564 9/3/09-8/3/16
41,904 41,904 10.56* 9/3/08-8/3/16
49,764 49,764 9.95* 4/8/09-3/8/16
C S Rhodes 28,544 28,544 6.70* 23/2/04-22/2/08
22,243 22,243 8.055* 23/1/04-22/7/11
2,618 2,618 6.32 1/11/07-1/5/08
3,584 3,584 B.374 12/3/05-11/3/12
5,885 5,885 8.37* 12/3/05-11/3/12
20,219 20,219 7.95* 6/8/05-5/8/12
23,856 23,856 7.545” 26/2/06-25/2/13
23.877 23,877 8.795* 1/9/06-31/8/13
26,162 26,162 8.60* 3/3/07-2/3/14
31,474 31,474 8.34* 29/7/07-28/7/14
27,969 27,969 8.715* 7/4/08-6/4/15
30,221 30,221 8.81" 8/8/08-7/8/15
24,147 24,147 10.56* 9/3/09-8/3/16
26,865 26,865 9.95* 4/8/09-3/8/16

= Options granted under the Alliance & Leicester Share5ave Plan
The following plans are subject to performance conditions:
# Approved options granted under the Alliance & Leicester Company Share Option Plans

* Unapproved options granted under the Alliance & Leicester Company Share Option Plans

Gains on exercised options are disclosed in Note 43 to the accounts.

On 31 December 2006 the closing middle market value of ordinary shares in Alliance & Leicester plc was 1138p and the range during 2006 was 960.5p te 1248p.

Bonus Awards

The following table shows directors’ interests in deferred share options awarded under the Deferred Bonus Plan.

Market Value
Value of award atdate of grant  No. ofshares  Exercise Price
Directos Bonus Year £ £ under {ption £ Exercise Period
RL Banks 2003 Deferred Shares 78,750 8.60 9,156# Nil 3/3/07-2/3/11
2004 Deferred Shares 48,750 8.71 5,5034 Nil 7/4/08-6/4/12
D J Bennett 2003 Deferred Shares 65,000 8.60 7,5584% Nil 3/3/07-2/3/11
2004 Deferred Shares 48,000 &N 5.5074 Nil 7/4/08-6/4/12
RAPym 2003 Deferred Shares 233,000 8.60 27,0934 Nil 3/3/07-2/3/11
2004 Deferred Shares 228,400 8.7 26,2074 Nil 7/4/08-6/4/12
€5 Rhodes 2003 Deferred Shares 62,500 8.60 7.2674 Nit 3/3/07-2/3/11
2004 Deferred Shares 43,500 8.71 4,9914 Nil 7/4/08-6/4/12
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Long Term Incentive Plans
The following tables show the directors’ interests in matched share options awarded under the Deferred Bonus Plan and shares awarded under the Performance

Share Plan, The figures for the matched shares represent the maximum potential awards.

Oeferred Bonus Plan

Market price on  Market price on whi:dqualpis;‘::

Awards heldat  Awards granted Vested during  Awards exercised Lapsed during Awards held date of grant exercise  conditions must

Award date 1/1/06  during the year theyear  during the year the year at 31/12/06 £ £ be met

R L Banks 26/2/03 35,0674 35,0674 - 7.545 31/12/05
3/3/04 27,4684 27,4684 8.60 31/12/06

7/4/05 16,7794 16,7794 8.715 31/12/07

D J Bennett 12/3/02 10,7524 10,7524 - 8.37 11.24 31/12/04
26/2/03 28,9264 28,9264 - 7.545 31/12/05

3/3/04 22,6744 22,6744 B.60 31/12/06

7/4/05 16,5214 16,5214 8.715 31/12/07

RAPym 17/2/00 19,6064 19,6064 - 5.10 11.24 31/12/02
23/2/01 41,1934 41,1934 - 6.70 11.24 31/12/03

12/3/02 28,6714 28,671# - 8.37 11.24  31/12/04

26/2/03 44,7304 44,7304 - 7.545 31/12/05

3/3/04 B1,2794 81,2798 8.60 31/12/06

T/4/05 78,6214 78,6214 8.715 31/12/07

C S Rhodes 26/2/03 23,8564 23,8564 - 7.545 31/12/05
3/3/04 21,8014 21,8014 8.60 31/12/06

7/4/05 14,9738 14,9734 8.715 31/12/07

# Forthe 2000 to 2004 boenus years (when a maximum of up to 3 matching shares for each share may be awarded) TSR performance is measured against the TSR performance of a single
comparator group of Retait Banks (see page 40).

The exercise price for the matched share aptions is nil.

No awards were made to executive directors under the Deferred Bonus Plan in 2006.

Performance Share Plan

End of period

when qualifying

Awards held at Awards granted Vested during Lapsed during Awards held conditions must

Award date 1/1/06 during the year the year the year a3 31/12/06 be met

R L Banks 8/8/05 44,693 44,693 31/12/07
9/3/06 31,738 31,738 31/12/08

D 1 Bennett 8/8/05 52,497 52,497 31/12/07
9/3/06 37,280 R 37,280 31/12/08

R A Pym 8/8/05 89,387 89,387 31/12/07
9/3/06 63,477 63,477 31/12/08

€S Rhodes 8/8/05 48,240 48,240 31/12/07
9/3/06 34,257 34,257 31/12/08

All grants were made under the Performance Share Plan. The conditions attached to these awards are set out on page 41 .

On behalf of the Board
M PS Barton

Chairman of the Remuneration Committee

20 February 2007
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to the Members of Alliance & Leicester plc

We have audited the Group and parent company financial statements
(the “financial statements”) of Alliance & Leicester plc for the year ended
31 December 2006, which comprise the Consolidated Income Statement,
the Consotidated and parent company Balance Sheets, the Consolidated
and parent company Statements of Recognised Income and Expense, the
Consolidated and parent company Cash Flow Statements and the related
Notes 1 to 43. These financial statements have been prepared under the
accounting policies set out therein. We have also audited the information
in the Directors’ Remuneration Report that is described as having

been audited.

This report is made solely to the Company's members, as a bedy, 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 in an auditors’ report and
for no other purpose. To the fullest extent permitted by law, we do not
accept or assume responsibility to anyone other than the Company and
the 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 Annuat Report, the
Directors’ Remuneration Report and the financial statements in
accordance with applicable law and International Financial Reporting
Standards (IFRSs) as adopted by the European Union are set out in
the Statement of Directors’ Responsibilities,

Our responsibility is to audit the financial statements and the part of the
Directors’ Remuneration Repert to be audited in accordance with relevant
legal and regulatory requirements and International Standards on
Auditing (UK and Ireland).

We report to you our opinion as to whether the financial statements give
atrue and fair view and whether the financial statements and the part of the
Directors’ Remuneration Report to be audited have been property prepared in
accordance with the Companies Act 1985 and, as regards the Group financial
statements, Article 4 of the IAS Reqgulation, We also report to you whetherin
our opinion the information given in the Directors’ Repert is consistent with
the finandial statements. The information givenin the Directors’ Report
includes that specific information presented in the Business and Financial
Review that is cross referred from the Directors’ Report.

In addition we report to you if, in our epinion, the Company has not kept
proper accounting records, if we have not received all the information and
explanations we require for our audit, or if information specified by law
regarding directors’ remuneration and other transactions is not disclosed.

We review whether the Statement of Corporate Governance reflects the
Company’s compliance with the nine provisions of the 2003 Combined
Code specified for our review by the Listing Rules of the financial Services
Authority, and we report if it does not. We are not required to consider
whether the Board's statements on internal contral cover all risks and
controls, or form an opinion on the effectiveness of the Group's corporate
governance procedures or its risk and control pracedures.

We read the other information contained in the Annual Report as
described in the contents section and consider whether it is consistent
with the audited financial statements. We consider the implications for
our repart if we become aware of any apparent misstatements or material
inconsistencies with the financial statements. Qur responsibilities do not
extend to any further information outside the Annual Report.
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Basis of Audit Opinion

We canducted our audit in accordance with International Standards

on Auditing (UK and Ireland) issued by the Auditing Practices Board.
An audit includes examination, on a test basis, of evidence relevant to
the amounts and disclosures in the financial statements and the part of
the Directors’ Remuneration Report to be audited. It also includes an
assessment of the significant estimates and judgments made by the
directors in the preparation of the financial statements, and of whether
the accounting policies are appropriate to the Group's and Company's
circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information
and explanations which we considered necessary in order to provide us
with sufficient evidence to give reasonable assurance that the finandial
statements and the part of the Directors’ Remuneration Report to be
audited are free from material misstatement, whether caused by fraud or
other irregularity or error. In forming our opinion we also evaluated the
overall adequacy of the presentation of information in the financial
statements and the part of the Directors’ Remuneration Report to

be audited.

Opinion
In our opinion:

o the Group financial statements give a true and fair view, in accordance
with IFRSs as adopted by the European Union, of the state of the
Group's affairs as at 31 December 2006 and of its profit for the year
then ended;

the parent Company financial statements give a true and fair view, in
accordance with IFRSs as adopted by the European Union as applied in
accordance with the provisions of the Companies Act 1985, of the state
of the parent Company's affairs as at 31 December 2006;

« the financial statements and the part of the Directors’ Remuneration
Report to be audited have been properly prepared in accordance
with the companies Act 1985 and, as regards the Group financial
statements, Article 4 of the IAS Regulation; and

» the information given in the Directors” Report is consistent with the
financial statements.

Separate Opinion in Relation to IFRSs

As explained in Note 1 to the Group financial statements, the Group in
addition to complying with its legal obligation to comply with IFRSs as
adopted by the European Union, has also complied with the IFRSs as
issued by the International Accounting Standards Board.

In our opinion the Group financial statements give a true and fair
view, in accordance with IFRSs, of the state of the Group’s affairs as
at 31 December 2006 and of its profit for the year then ended.

Deloitte & Touche LLP
Chartered Accountants and Registered Auditors
London

20 February 2007
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For the year ended 31 December Notes 202:: . 202"5‘
Interest receivable and similar income 3,115.2 2,576.1
Interest expense and similar charges (2,334.6) {1,825.1)
Net interest income 6 780.6 751.0
Fee and commission income 523.6 508.8
Fee and commission expense (26.8) (32.4)
Gains/(losses) from fair value accounting volatitity 7 7.6 (1.0)
Other operating income 8 190.2 160.5
Total non-interest income 694.6 635.9
Operating income 1,475.2 1,386.9
Administrative expenses:

Core administrative expenses (656.8) (660.7)

Redundancy costs (24.2) -
Total administrative expenses ¢ (681.0) {660.7)
Depreciation and amortisation:

On fixed assets excluding operating lease assets (42.0) (31.2)

On operating lease assets (78.5) (74.0)

(120.5) (105.2)

Total costs (801.5) (765.9)
Impairment losses on loans and advances 1 (104.8) (73.9)
Profit before tax 568.9 547.1
Tax 12 (118.8) {140.2)
Profit after tax 450.1 406.9
Profit attributable to:
Innovative tier 1 holders 35 17.5 17.5
Minarity interests 37 0.4 -
Ordinary shareholders of Alliance & Leicester plc 432.2 389.4
Earnings per share:
Basic earnings per ordinary share 13 96.4p 86.9p
Diluted earnings per ordinary share 13 95.9p 86.5p
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2006

2005

As at 31 December Nates £m £m
Assets
Cash and balances with central banks 15 2,224.0 1,704.6
Treasury bills and other eligible hills - 17.1
Due from other banks 16 2,948.7 2,624.5
Trading securities 17 1,152.9 306.3
Derivative financial instruments 18 691.8 570.8
Loans and advances to customers 19 46,350.7 40,093.8
Net investment in finance leases and hire purchase contracts 21 1,926.9 2,146.3
Investment securities:
- available-for-sale 22 10,482.8 9,817.8
- held-to-maturity 22 364.7 3425
- loans and receivables 22 150.3 150.3
- at fair value through profit or loss 22,23 1,373.3 331.0
Intangible fixed assets 25 54.7 18.6
Property, plant and equipment 26 255.0 262.4
Operating lease assets 27 300.5 364.4
Fairvalue macro hedge - 59.8
Qther assets 28 220.5 218.6
Prepayments and accrued income 60.2 53.2
Total assets 68,557.0 58,982.0
Liabilities
Due to other banks 29 8,629.6 6,566.6
Derivative financial instruments 18 675.4 410.4
Due to tustomers 29,559.4 26,437.8
Debt securities in issue 25,415.4 21,405.3
COther liabilities 30 417.1 329.7
Current tax liabilities 21.3 52.9
Fair value macro hedge 181.7 -
Accruals and deferred income 197.9 261.8
Deferred tax liabilities n 141.9 259.8
Other borrowed funds 32 696.7 939.1
Retirement benefit obligations 33 47.8 106.9
Total tiabilities 65,984.2 56,770.3
Equity
Innovative tier 1 35 310.6 310.6
Preference shares 36 294.0 -
Minority interests 37 0.4 -
605.0 310.6
Called up share capital - 38 219.0 224.4
Share premium account 40 105.6 85.1
Capital redemption reserve 40 79.9 73.0
Reserve for share-based payments 40 21.0 13.8
Available-for-sale reserve 40 4.2 5.8
Cash flow hedging reserve 40 (19.3) 22.5
Retained earnings 40 1,557.4 1,476.5
Total ordinary shareholders’ equity 1,967.8 1,901.1
Total equity and liabilities 68,557.0 58,982.0

Approved by the Board of Directors on 20 February 2007 and signed on its behalf hy:

RAPym Group Chief Executive
D] Bennett Group Finance Director
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As at 31 December Notes zo:r: 20215:
Assets
Cash and balances with central banks 15 1,811.2 1,221.9
Treasury bills and other eligible bills - 171
Due from other banks 16 5,315.3 4,344.2
Trading securities 17 1,152.9 306.5
Derivative financial instruments 18 720.0 656.5
Loans and advances to customers 19 45,706.8 40,447.1
Investment securities:
- available-for-sale 22 10,389.9 9,794.2
- held-to-maturity 22 364.7 342.5
- loans and receivables 22 - -
- at fair value through profit or loss 22,23 518.4 314.8
Shares in Group undertakings 24 955.9 724.3
Intangible fixed assets 25 34.0 8.3
Property, plant and equipment 26 146.0 151.7
Defer‘red tax assets 3 3.8 15.2
Current tax assets 74.4 43.9
Fair value macro hedge - 24.7
Other assets 28 175.3 143.8
Prepayments and accrued income 33.0 27.7
Total assets 67,401.6 58.584.4
Liabilities
Due to other banks 29 14,142.9 10,996.2
Derivative financial instruments 18 729.5 421.6
Due to customers 24,489.9 22,582.4
Debt securities in issue 22,485.6 21,325.9
Other liabilities 30 2,748.1 442.9
Fair value macro hedge 123.2 -
Accruals and deferred income 220.9 260.3
Other borrowed funds 32 696.7 939.1
Retirement benefit obligations 33 47.8 106.9
Total liabilities 65,684.6 57.075.3
Equity
Innovative tier 1 35 310.6 310.6
Preference shares 36 294.0 -
604.6 310.6
Calted up share capital 38 219.0 224.4
Share premium account 40 105.6 85.1
Capital redemption reserve 40 79.9 73.0
Reserve for share-based payments 40 21.0 13.8
Available-for-sale reserve 40 4.2 5.8
Cash flow hedging reserve 40 (11.2) 27.0
Retained earnings 40 693.9 769.4
Total ordinary shareholders’ equity 1,112.4 1,198.5
Total equity and liabilities 67,401.6 58,584.4

Approved by the Board of Directors on 20 February 2007 and signed on its behalf by:

R A Pym Group Chief Executive
D1 Bennett Group Finance Director
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2006 2005
For the year ended 31 December Notes £Em £m
Available-for-sale investments:

Valuation (losses)/gains taken to equity 40 (1.7) 0.1

Net losses transferred to profit on disposal 40 {0.5) -
Cash flow hedges:

(Losses)/gains taken to equity 40 (57.6) 12.5

Transferred to net profit 40 {2.1) (0.3)
Actuarial gains/(losses) on retirement benefit obligations 40 49.7 (22.3)
Tax on items taken directly in equity 3.6 2.8
Net expense recognised directly in equity (8.6) (7.2)
Profit after tax 450.1 406.9
Innovative tier 1 hotders (17.5) {172.5)
Minority interests (0.4) -
Total recognised income for the year attributable to ordinary shareholders of Altiance & Leicester ple 421.6 3g2.2

The cumulative actuarial gain recognised since 1 January 2004 on retirement benefit obligations for the Group is £22.3m (2005: £27.4m loss).
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2006 2005

For the year ended 31 December Notes £m £m
Available-for-sale investments:

Valuation (losses)/gains taken to equity 40 (1.7) 0.1

Net losses transferred to profit on disposal 40 (0.5) -
Cash flow hedges:

(Losses}/gains taken to equity 40 (52.0) 15.2

Transferred to net profit 40 {2.6) -
Actuarial gains/{losses) on retirement benefit obligations 40 49.7 (22.3)
Tax on items taken directly in equity 21 1.9
Net expense recognised directly in equity (5.0) (5.1
Profit after tax 293.3 249.0
Innovative tier 1 holders {17.5) (17.5)
Total recognised income for the year attributable to erdinary shareholders of Alliance & Leicester plc ' 270.8 226.4

The cumulative actuanial gain recognised since 1 January 2004 on retirement benefit obligations for the Companyis £22.3m {2005: £27.4m loss).
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For the year ended 31 December Notes 20:-: zog:
Cash flows from operating activities
Profit before tax 568.9 547.1
(Increase)/decrease in accrued income and prepayments (9.9) 111.6
Decrease in accruals and deferred income (145.1) (42.3)
Provisions for impairment 104.8 73.9
Loans and advances written off net of recoveries {102.6) (57.2)
Depreciation and amortisation 120.1 108.2
Interest on subordinated loans added back 52.3 49.6
Provisions for liabilities and charges (9.4) (3.1)
Unamortised costs on subordinated debt 0.4 0.2
Profit on sale of commercial customer leases {32.4) (5.6)
Cash generated from operations 547.1 782.4
Interest paid on loan capital (52.3) (49.6)
Tax paid . {80.6) (74.8)
Cash flows from operating profits before changes in operating assets and liabilities 4142 658.0
Changes in operating assets and liabilities:
Net decrease/(increase} in treasury and other eligible bills 17.1 (17.1)
Net increase in amounts due from other banks and {oans and advances to customers (6.798.4) (7.327.5)
Netincrease in non-investment debt and equity securities (967.6) (244.4)
Net decrease/(increase) in fair value macro hedge 241.5 {59.8)
Netincrease in other assets (1.9) (1119}
Net increase in amounts due to other banks and customers 5,184.6 3,199.5
Net decrease/(increase) in derivative financial instruments 205.3 (352.2)
Net increase in debt securities in issue 4,010.1 5,776.0
Netincrease/(decrease) in other liabilities 87.8 (38.8)
Net {decrease)/increase in other borrowed funds (42.8) 39.0
Other non-cash movements 2.6 5.6
Net cash from operating activities 2,352.5 1,526.4
Cash flows from investing activities
Purchase of non-dealing securities (5,850.7) (5,499.5)
Proceeds from sale and redemption of non-dealing securities 4,120.6 5,205.1
Disposal of subsidiaries, net of cash disposed 327.7 60.2
Purchase of intangible assets and property, plant and equipment {155.3) {146.5)
Proceeds from sale of property, plant and equipment 71.7 41.6
Net cash used in investing activities {1,486.0) (339.2)
Cash flows from financing activities
Proceeds from borrowed funds - 261.8
Repayments of borrowed funds {200.0) (188.4)
Issue of ordinary shares 22.0 19.9
Issue of preference shares 294.0 -
Repurchase of ordinary shares (151.0) (5.0
Dividends paid {235.1) (220.7)
Interest paid on loan capital (17.5) {17.5)
Net cash used in financing activities (287.6) {149.9}
Net increase in cash and cash equivalents 578.9 1,037.3
Cash and cash equivalents at beginning of year 2,043.7 1,006.4
Cash and cash equivalents at end of year 42 2,622.6 2,043.7
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For the year ended 31 December Notes 20:; zuiu;
Cash flows from operating activities
Profit before tax 350.9 340.8
Increase in accrued income and prepayments (8.2) (0.8)
Decrease in accruals and deferred income (40.6) (10.0)
Provisions fer impairment 6.9 (0.8}
Loans and advances written off net of recoveries (8.7) (4.2)
Depreciation and amortisation 343 37.3
Interest on subordinated loans added back 52.3 49.6
Provisions for liabilities and charges (9.4) (3.1)
Unamortised costs on subordinated debt 0.4 0.2
Other non-tash movements * - 14.8
Cash generated from operations 377.9 423.8
Interest paid on loan capital (52.3) (49.6)
Tax paid (96.8) (99.0)
Cash flows from operating profits before changes in operating assets and labilities 228.8 275.2
Changes in operating assets and liabilities:
Net decrease/({increase) in treasury and other eligible bills 171 (17.1)
Net increase in amounts due from other banks and loans and advances to customers (6,087.7) (8,068.1}
Net increase in non-investment debt and equity securities (909.9) (273.7)
Net decrease/{increase) in fair value macro hedge 147.9 (24.7)
Net increase in other assets (31.5) (38.7)
Net increase in amounts due to other banks and customers 5,054.2 4,440.8
Net decrease/(increase) in derivative financial instruments 253.3 (358.5)
Netincrease in debt securities in issue 1,159.7 58183
Netincrease/(decrease) in other liabilities 2,330.4- (7.8)
Net {decrease)/increase in other borrowed funds {42.8) 39.0
Other non-cash movements ’ 2.6 5.6
Net cash from operating activities 21221 1,790.3
Cash flows from investing activities
Purchase of non-dealing securities (4,916.4) (5.328.0)
Proceeds from sale and redemption of non-dealing securities 4,094.3 4,510.8
Acquisition of subsidiaries, net of cash acquired (231.6) -
Disposal of subsidiaries, net of cash disposed 2.9 2.7
Purchase of intangible assets and property, plant and equipment (58.2) (26.3)
Proceeds from sale of property, plant and equipment 5.1 7.3
Net cash used in investing activities (1,103.9) (833.5)
Cash flows from financing activities
Proceeds from borrowed funds - 261.8
Repayments of borrowed funds {200.0) (188.4)
- Issue of ordinary shares 22.0 19.9
Issue of preference shares 294.0 -
Repurchase of ordinary shares (151.0) (5.0)
Dividends paid (235.1) (220.7)
Interest paid on loan capital (17.5) (17.5)
Net cash used in financing activities (287.6) {149.9)
Net increase in cash and cash equivalents ; 730.6 806.9
Cash and cash equivalents at beginning of year 1,343.5 536.6
Cash and cash equivalents at end of year 42 2,074.1 1,343.5
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1 Principal accounting policies

Basis of preparation

The accounts have been prepared in accordance with International Financial
Reporting Standards (IFRS). The financial statements have also been prepared
in accordance with IFRS adopted for use by the European Union (EU},

and therefore the Group finandal statements comply with Article 4 of

the EU IAS regulation.

Results and disclosures for the comparative period are on the same basis as
the 2006 results.

Accounting convention

The Group prepares its accounts under the historical cost convention, except
far the revaluation of available-for-sale finandial assets, finandial assets and
liabilities held at fair value through profit or loss, financial assets and
liabilities in fair value hedges and all derivative contracts.

Basis of consolidation

The Group accounts consolidate the accounts of Alliance & Leicester plc and all
its subsidiaries (including special purpose entities) over which the Group has
control. This includes entities where the Group has the power to govern the
finandial and operating policies even though it may not own mere than half

of the voting shares.

Where subsidiaries are acquired during the period, their results are included
in the Group accounts from the date of acquisition.

Investments in subsidiaries
Investments in subsidiaries are recorded in the Company balance sheet at cost,
less any provision for impairment,

Goodwill

Goodwitl arising on the acquisition of subsidiary companias, which is
represented by the excess of fair value of the purchase consideration over the
Groups investment in identifiable assets acquired, is capitalised and shown as
an asset in the balance sheet. It is reviewed for impairment annually, Any
impairment is recognised immediately in the income statement and is not
subsequently reversed.

Negative goodwill is recognised immediately in the income statement,

Goodwill arising on acquisitions before the date of transition to IFRS has
been retained at the previous UK GAAP amounts, subject to being tested for
impairment at 31 December 2003, Goodwill written off to reserves under UK
GAAP prior to the introduction of FRS 10 ‘Goodwill and Intangible Assets” in
1998 has not been reinstated and is not included in determining any
subsequent profit or loss on disposal.

Taxation
The tax expense represents the sum of tax currently payable and deferred tax.

The tax currently payable is based on taxable profit for the year. Taxable profit
differs from the ‘Profit before tax’ as reported in the Income Statement
hecause it excludes items of income or expenditure that are taxable or
deductible in other years and it further excludes items that are never taxable
ar deductible. Taxable profit also includes items that are taxable or deductible
that are not included in *Profit before tax’. The Group’s liability for current tax
and deferred tax is caleulated using tax rates that have been enacted at the
balance sheet date.

Oeferred tax liabilities are recognised for all taxable temporary differences and
deferred tax assets are recognised to the extent that it is probable that taxable
profits will be available against which deductible temporary differences can be
utilised. Deferred tax liabilities are recognised for taxable temporary
differences arising on investments in subsidiaries and interests in joint
ventures, except where the Group is able to control the reversal of the
temporary difference and it is probable that the temporary difference will not
reverse in the foreseeabte future.

Deferred tax is calculated at the tax rates that are expected to apply in the
period when the liability is settled or the asset realised. Deferred tax is
charged or credited in the income statement, except when it relates to items

charged or ¢credited directly to equity, in which case the deferred tax is also
dealt with in equity.

Property, plant and equipment and depreciation

The cost of additions and major alterations to office premises, plant, fixtures,
equipment and motor vehicles is capitalised. The cost of tangible fixed assets
less estimated residual value is written off on a straight line basis over their
estimated useful lives as follows:

Freehold buildings 4010 75 years
Leasehold buildings over the remainder of the

lease up to 75 years
Plant, fixtures and major atterations 10to 15 years
Equipment and motor vehicles 3to 7 years

No depreciation is provided on freehold land or assets in the course of
construction.

Software costs

1AS 38 °Intangible Assets’ requires the capitalisation of certain expenditure
relating to software development costs. Software development costs are
capitalised if it is probable that the asset created will generate future
economic benefits. Capitalised costs are amortised on a straight line basis
over their useful lives, normally between 1 and 5 years,

Intangible assets under development are capitalised where the asset will
generate future econemic benefits, can be reliably measured, the software is
technically feasible and the Group has both the intent and sufficient resources
to complete the development. Only costs that are directly attributable to
bringing the asset into working condition for its intended use are capitalised.
No amaortisation is provided on intangible assets under development. Once the
assets are ready for use the capitalised costs are amortised over the assets’
expected lives.

Operating lease assets

Assets acquired for the purpose of renting out under operating lease
agreements are capitalised and depreciation is provided at rates calculated to
write 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 is
recognised on a straight line basis over the term of the relevant lease.

Finance leases and hire purchase contract assets

Amounts due from lessees under finance leases and hire purchase contracts
are recorded as receivables at the amount of the Group's net investment in the
leases. Finance lease income is allocated to accounting periods so as to reflect
a constant periodic rate of return an the Group’s net investment outstanding in
respect of the leases and hire purchase contracts,

Operating lease agreements
Rentals under operating leases are charged to administrative expenses on a
straight line basis.

Finance lease agreements

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

Pensions and post-retirement medical benefits

Payments to defined contribution retirement benefit schemes are charged as
an expense as they fall due. For defined benefit retirement benefit schemes,
the cost of providing benefits is determined using the Projected Unit Credit
Method, with actuarial valuations updated at each year end.

The Group has adopted the revised IAS 19, published in December 2004.
Actuarial gains and losses are recognised in fullin the period in which they
occur. They are recognised outside the income statement and presented in the
Statement of Recognised Income and Expense, The retirement henefit
obligations recognised in the balance sheet represent the present value of the
defined benefit obligations less the fair value of scheme assets.
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1 Principal accounting policies continued

Post-retirement medical benefit liabilities are determined using the Projected Unit
Credit Method, with actuarial valuations updated at each year end. The expected
benefit costs are accrued over the period of employment using an accounting
methodology similar to that for the defined benefit pension scheme.

. Financial assets

The Group classifies its financial assets into the following categories, as
determined at initial recognition:

o) Financial assets at fair value through profit or loss
A financial asset is designated in this category if it is acquired principally
for the purpose of selling in the short term, or if so designated using the
fair value option (see below). Derivatives are also categorised as ‘at fair
value through profit or loss’ unless they are designated as cash flow
hedges.

b) Loans and receivables
Loans and receivables are non-derivative financial assets with fixed
or determinable payments that are not quoted in an active market.

¢) Held-to-maturity
Held-to-maturity investments are non-derivative financial assets with
fixed or determinable payments and fixed maturities that the Group
has the positive intention to hold to maturity.

d) Available-for-sale
Available-for-sale assets are financial assets not classified in
(a) - (c) above.

‘Cash and balances with central banks’, ‘Due from other banks’, ‘Loans and
advances to customers’ and ‘Net investment.in finance leases and hire
purchase contracts’ are classed as Loans and Receivables. "Trading securities’
and ‘Derivative financial instruments’ are held at fair value though profit or

loss. ‘Treasury bills and other eligible bills” are classified as available-for-sale.

‘Investment securities” are accounted for in accordance with their balance
sheet heading.

Available-for-sale financial assets and financial assets at fair value through
profit or Loss are carried at fair value. Loans and receivables and held-to-
maturity investments are carried at amortised cost using the effective interest
rate method. Gains and losses arising from changes in the fair value of
‘financial assets at fair value through profit or loss” are recognised in the
income statement. Gains and losses arising from changes in the fair value of
available-for-sale assets are recognised directly in equity, until the financial
asset is de-recagnised or impaired, at which time the cumulative gain or

loss previously recognised in equity is recognised in the income statement.
Interest calculated using the effective interest rate method is recognised in
the income statement.

The fair values of quoted investments in active markets are based on current
bid prices. If there is no active market then fair value is determined using
valuation techniques, for example calculating net present value by
discounting future cash flows using an appropriate yield curve,

Financial liabilities

Nen-trading financial liabilities, including ‘Due to other banks’, ‘Due to
customers” and ‘Other borrowed funds’ are held at amortised cost. ‘Debt
securities in issue’ are held at amortised cost unless designated as at fair
value though profit or loss using the fair value option {see below). "Derivative
financial instruments’ are held at fair value through profit or loss, unless they
are designated as cash flow hedges. Finance costs are charged to the income
statement using the effective interest rate method.

Fair value option

The Group has elected to apply the fair value option in IAS 39. Financial assets
and liahilities are designated at fair value through profit or loss when this
results in more relevant information because it significantly reduces a
measurement inconsistency that would otherwise arise from measuring assets
or liabilities on different bases or recognising the gains or losses on them on
different bases. The fair value option is used by the Group where Treasury
assets (investment securities) or tiabilities (debt securities in issue) would
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otherwise be measured at amortised cost, the associated derivatives used to
economically hedge the risk are held at fair value, and it is not practical to
apply hedge accounting. The Group has also designated certain financial
instruments containing embedded derivatives at fair value through profit
or loss.

Impairment of financial assets

A financial asset or a group of financial assets is impaired and impairment
losses are incurred if, and only if, there is objective evidence of impairment as
a result of events that occurred after the initial 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 is impaired includes observable data that
comes to the attention of the Group about the following loss events:

a) significant finandial difficulty of the issuer or obligor;

b} abreach of contract, such as a default or delinquency in interest or
principal payments;

¢) the Group, for economic or legal reasons retating to the borrower’s
financial difficulty, granting to the borrower a concession that the Group
would not otherwise consider;

d) it becoming probable that the borrower will enter bankruptcy or other
financial reorganisation;

e) thedisappearance of an active market for that financial asset because of
financial difficulties; or

f) observable data indicating that there is a measurabte decrease in the
estimated future cash flows from a group of financial assets since the
initial recognition of those assets, although the decrease cannot yet be
identified with the individual financial assets in the group, including:

i)  adverse changes in the payment status of borrowers in the group; or

i} national or local economic conditions that correlate with defaults on
the assets in the group.

The Group 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 is no objective evidence of impairment for an individually
assessed finangial asset it is included in a group of financial assets with similar
credit risk characteristics and collectively assessed for impairment.

Residential and commercial mortgages are initially assessed individually for
impairment. Mortgages not individually impaired are then assessed
collectively. Unsecured personal loans and current accounts are collectively
assessed for impairment on a portfolio basis. Commercial lending is 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 is 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 is objective evidence that an impairment loss on loans and receivables
or held-to-maturity investments carried at amortised cost has been incurred,

" the amount of the loss is 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.

If there is objective evidence of impairment for financial assets classified
as available-for-sale, the loss is removed from equity and recognised in the
income statement.

Financial assets are written off when it is reasonably certain that receivables
are irrecoverable.




Interest income and expense

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

Specifically, for mortgages the effect of this is to spread the impact of
discounts, fixed rate interest, cashbacks, arrangement and valuation fees,
and costs directly attributable and incremental to setting up the loan, over
the expected life of the mortgage.

Fee and commission income
Fees and commissions are generally recognised on an accruals basis when
the service has been provided.

Fees integral to the toan yield are included within interest income and expense
as part of the effective interest rate calculation.

Foreign currencies

Foreign currency monetary transactions are translated into sterting using
the exchange rates prevailing at the dates of the transactions, and are
re-translated at year 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 investment hedges.

Derivative financial instrurnents and hedge accounting

Derivatives are initially recognised at fair value on the date on which a
derivative contract is entered into, and are subseguently remeasured at

their fair value. All derivatives are carried as assets when fair value is positive
and as liabilities when fair value is negative.

Derivatives can be designated as either cash flow or fair value hedges.

Cash flow hedges

A cash flow hedge is used to hedge exposures to vanability in cash flows, such
as variable rate financial assets and liabilities. The effective portion of changes
. inthe derivative fair value is recognised in equity, and recycled to the income
statement in the pericds when the hedged item will affect profit or loss. The
fair value gain or loss retating to the ineffective portion is recognised
immediately in the income statement.

Fair value hedges

A fair value hedge is used to hedge exposures to variability in the fair value

of financial assets and liabilities, such as fixed rate loans. Changes in the fair
value of derivatives that are designated and qualify as fair value hedges are
recorded in the income statement. The carrying value of the hedged item (orin
the case of a portfolio hedge, the separate caption ‘fair value macro hedge'} is
adjusted for the change in the fair value of the hedged risk. Such changes in
the fair value of the hedged item are also taken to the income statement.

If the hedge no longer meets the criteria far hedge accounting, the adjustment
to the carrying amount of the hedged item is amortised to the income
statement over the period to matunity.

if derivatives are not designated as hedges then changes in fair values are
recognised immediately in the income statement.

Offsetting financial instruments

Financial assets and liabilities are offset and the net amount reported in the
balance sheet when there is a legally enforceable right to offset the recognised
amounts and there is an intention to settle on a net basis, or reakise the asset
and settle the liability simultaneously.

Share-based payments

The Group has applied the requirements of IFRS 2 ‘Share-based payments’.
In accordance with the transitional provisions, IFRS 2 has been applied to
alk grants of equity instruments after 7 November 2002 that were unvested
at 1January 2005.

The Group issues share options and other equity-settled payments to certain
employees. These are measured at fair value at date of grant using binomial
and Black Scholes option pricing models. The fair value is expensed on a
straight line basis over the vesting period, based on an estimate of the number
of shares that will ultimately vest.

Changes to IFRS not adopted in 2006 accounts

The International Accounting Standards Board has published the following
IAS’s, IFRS’s and International Financial Reporting Interpretations Committee
(IFRIC) interpretations:

Effective for
periods
commencing
Standard/Interpretation Issued  onorafter
IAS1 IAS 1 Presentation of Financial Statements Aug 2005 1 Jan 2007
{Capital Disctosures)
IFRS 7 Financial instruments: disclosures Aug 2005 1Jan 2007
IFRS8  Operating segments’ ’ Nov 2006 1Jan 2009
IFRIC7  Applying the restatement approach under Nov 2005 1 Mar 2006
IAS 29
IFRIC8  Scope of IFRS 2 Jan 2006 1 May 2006
IFRIC9  Reassessment of embedded derivatives Mar 2006 1Jun 2006
IFRIC 10 Interim financial reporting and Jul 2006 1 Nov 2006
impairment
IFRIC 11  IFRS 2: group and treasury share Nov 2006 1 Mar 2007
transactions
IFRIC 12 Service concession arrangements' Nov 2006 1Jan 2008
Hotes:

1. May not be adopted in the EU prior to endorsement, expected in June 2007.
2. May not be adopted in the EU prior to endarsement for arrangements currently
accounted for under IFRIC 4.

The Group has not elected to adopt these early in these financial statements.
The directors anticipate that the adoption of these Standards and Interpretations
in future periods will have no material impact on the financial statements of
the Group, except for additional disclosures on capital and financial instruments,

when the relevant standards come into effect for periods commencing on or

after 1 January 2007.
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2 Risk management policy and control framework
As a result of its normal business activities, the Group is exposed to a variety of risks, the most significant of which are operational risk, credit risk, market risk
and liquidity risk. The following table details the work of the main committees that have been established within the Group to manage these risks:

{ommittee Status

Main responsibilities

Membership

Group Risk Committee Group Board

Approve the Group's overall risk management framework, risk appetite and risk

Non-executive Group Board

(GRC) sub-committee policies. directors, the Group Chief Executive

Approve the annual report from the Group’s Money Laundering Reporting Officer. and the Director of Group Risk.

Regqular review of all current and emerging risks and activities of all risk related

committees.

) Review the Group’s overall capital adequacy.

Group Assets and Management  Monitor market and liquidity risks and recommend policy in these areas to GRC. Executive Group Board directors,
Liability Committee  committee the Director of Group Risk and other
(ALCO) senior managers.
Executive Credit Management  Review the Group's credit risk appetite. Executive Group Board directors,
Committee (ECC) committee Assess the impact of external economic and market influences and consider their  the Director of Group Risk and

impact an credit quality. other senior managers.

Ensure that credit risk is appropriately defined and measured throughout the Group.

Review all asset quality plans and investment guidelines.

Review asset quality including compliance with key credit risk policies and targets /

triggers.

Approve relevant major product initiatives,
Group Operational ~ Management  Approve the Group’s key operational risk policies. The Group Secretary, the Director
Risk Committee committee Review and recommend changes to the Graup's operational risk of Group Risk and other senior
(GORC) management framewaork, managers.

Review of key current and emerging operational risks.
Promote operational risk management culture and awareness throughout the Group.

Operational risk

Operational risk is defined as ‘the risk of Loss resulting from inadequate or
failed internal processes, people and systems or from external events’. Within
the Group operational risk is sub-categorised by type such as criminal, legal,
regulatory, systems failure and personnel risk.

The Group menitors its operational risks through a variety of techniques.

An operational risk self assessment process has been introduced whereby
each of the Group’s business areas completes a schedule which sets out the
likelthood and financial impact of operational risk exposures, Qutput from the
self assessment process is used to calculate the unexpected loss and econemic
capital for operational risk. The Group Board receives a monthly dashboard
which assesses the extent of all key operational risks, and senior management
certify the effectiveness of the risk and control environment every six months.
In addition, the Group compiles and reports on actual operational loss events
and near misses.

Anindependent operational risk team within the Group Risk function has

the overall responsibility for ensuring effective operation of the framework
within which operational risk is managed, and for its consistent application
across the Group. Day to day management of operational risk rests with line
managers. It is managed through a combination of internal controls, processes
and procedures and various risk mitigation techniques, including insurance
and business continuity planning.

Oversight of regulatory risk is the responsibility of the Group Risk and
Compliance functions. Group Risk has primary responsibility for oversight of
prudential risks and Group Compliance for other requlatory risks. The Group
has established a regular forum, the Regulatory Risk Group, to ensure the
Group is properly prepared for regulatory developments,

Credit risk

Credit risk is the risk of financial loss where counterparties are not able to
meet their obligations as they fall due, In addition to the amounts shown on
the balance sheet, the Group is also exposed to credit risk on guarantees,
credit derivatives, irrevocable letters of credit and irrevocable undrawn

loan facilities, as set out in Note 34. The Group is firmly committed to the
management of credit risk in both its Retail and Commercial lending activities.

The Group employs sophisticated internal rating, behavioural scoring and
underwriting technigues to support sound decision making and minimise
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losses in its lending activities. These technigues are used to calculate expected
loss and the Group's economic capital requirements for credit risk. Behavioural
scoring also operates within the personal account management and collections
proéesses. A proactive approach to the control of had and doubtful debts is
maintained within the collections areas.

Experienced credit and risk functions that operate within the Group are driven
bath by the recognised need to manage the patential and actual risks, and by
the need to continually develop new processes to ensure sound decisions into
the future. In this way, any variations in risk from market, economic or
campetitive changes are identified and the appropriate controls developed
and putin place.

Comprehensive management information an movement and performance
within the various personal and commercial and treasury portfolios ensures
that credit risk is effectively controlled and any adverse trends are identified
before they impact on performance. Group performance is also measured
against the industry, where appropriate, to ensure debt default levels remain
below that of the industry average. This management information is
distributed widely across the Group and monitored within tight boundaries
at Board and risk committees. Policy statements, covering, amongst other
things, criteria to be used in considering limits on counterparties and
countries, are reviewed at least annually by the GRC.

Counterparty risk is outlined in a table showing the Group’s exposures to
customer groups and industry sectors in Note 3(i) on page 60.

Market risk

Market risk is the potential adverse change in Group income or the value of
Group net worth arising from movements in interest rates, exchange rates

or other market prices such as equity prices. Market risk exists to some extent
in all the Group’s businesses, The Group recognises that the effective
management of market risk {s essential to the maintenance of stable earnings
and the preservation of shareholder value. The Group's exposure to market risk
is governed by a policy approved by the GRC. This policy sets out the nature of
risk which may be taken and aggregate risk limits. Based on these aggregate
limits, the ALCO assigns risk limits to all Group businesses and monitors
compliance with these timits. Each business has its own market risk policy
which is approved by the ALCO. At each meeting the ALCO reviews reports
showing the Group’s exposure to market and liquidity risks. The Group has
established a transfer pricing system with the intention of transferring




materially all of the market risks that arise in the various Group businesses to
Group Treasury. Most of the Group’s market risk is transferred to Group
Treasury by way of appropriate hedging arrangements. Group Treasury plays a
pivotal role in managing the Group’s market risk. Group Treasury acts as a ‘Risk
Clearing House’, managing these risks within its own limits, and seeks to take
advantage of natural hedges within the Group’s businesses. Market risk is
measured and reported using a variety of techniques, according to the
appropriateness of the technigue to the exposure concerned. The techniques
used include interest rate gap analysis, basis point value analysis, stress
testing, scenario analysis and value at risk, These measures are used to
determine the Group’s economic capital requirements for market risk.

Interest rate risk

Interest rate risk is the most significant market risk to which the Group is
exposed. This risk mainly arises from mismatches between the re-pricing dates
of the interest bearing assets and liabilities on the Group’s balance sheet, and
from the investment of the Group’s reserves and other net non-interest
bearing liabilities in variable rate assets. Outside of Group Treasury, interest
rate risk primarily arises in the Group’s mortgage, savings, personal and
commercial loans and leasing businesses. The exposure in these portfolios is
hedged with Group Treasury using interest rate swaps and other appropriate
instruments. Net non-interest bearing liabilities comprise mainly interest-free
personal and corporate current accounts and shareholders’ funds, and totalled
£4.7bn at 31 December 2006 (2005: £4.8bn). These funds are invested in
variable rate assets which expose the Group to volatility in net interest
income. Cash flow hedging of these variable rate assets achieves the Group’s
objective of minimising volatitity in net interest income over the medium term,
A full interest rate repricing tabte is shown in Note 3(ii} on pages 60 to 62. The
Group's trading activities are conducted through the Group’s Treasury division.
The bank uses a variety of techniques to measure market risk in the trading
book, including calculating the sensitivity of the market value of positions to
hypothetical changes in interest rates. A table in Note 3(iii} on page 62 sets
out the change in the value of the trading book arising from a 1% change in
market interest rates.

Foreign exchange risk

The Group’s policy is not to run material, speculative foreign exchange
positions. The Group offers foreign exchange services to customers through
both Group Treasury and Alliance & Leicester Commercial Bank, and detailed
limits and controls are established within those businesses to control the
exposure. Alliance & Leicester Commercial Bank clears its positions with
Group Treasury in accordance with the policy of transferring market risk
positions to Group Treasury wherever possible. As part of its normal operations
Group Treasury borrows and invests funds in currencies other than Sterling.
The foreign exchange risks of these activities are hedged within Group
Treasury's limits.

Equity risk

The Group markets equity related products to its customers, including
guaranteed stock market bonds. The Group’s policy is to have no material
exposure to equity markets. The exposures arising from the Group’s products
are eliminated as far as is practicable by appropriate hedging contracts,

Liquidity risk

Liquidity risk is the risk that the Group, though solvent, either does not have
sufficient financial resources available to meet its obligations as they fall due,
or can only secure them at excessive cost. It is Group policy to ensure that
sufficient liquid assets are at all times available to meet the Group’s
obligations, including the withdrawal of customer deposits, the draw-down
of customer facilities and growth in the balance sheet. The development and
implementation of policy is the responsibility of the ALCO. The day to day
management of Liquidity is the responsibility of Group Treasury, which
provides funding to and takes surplus funds from each of the Group’s
businesses as required. Liquidity policy is approved by the GRC. Limits on
potential cash flow mismatches over defined time horizons are the principal
basis of liguidity control. The size of the Group’s holdings of readily realisable

liquid assets is primarily driven by such potential outflows. The tables in Note
3fiv)on pages 63 and 64 analyse the Group's assets and liabilities into relevant
maturity groupings based on the remaining period at the balance sheet date
(to contractual maturity).

Derivatives .

A derivative is an agreement which defines certain financial rights and
obligations which are contractually linked to interest rates, exchange rates or
other financial prices. Derivatives are an efficient and cost effective means of
managing risk and are an essential tool in treasury management. Derivatives
are used primarily by the Group for balance sheet management purposes.
However the bank also runs trading book positions in derivatives; details of
the level of interest rate risk in the trading book are contained in Note 3(iii)
an page 62.

Types of derivatives and uses
The principal derivatives used in balance sheet risk management are interest

‘rate swaps, forward rate agreements (FRAs), futures, interest rate options and

foreign exchange contracts, which are used to hedge balance sheet exposures
arising from fixed and capped rate mortgage lending, personal and commercial
loans, leasing arrangements, fixed rate savings products, funding and
investment activities and foreign exchange services te customers. The
following table below describes the significant activities undertaken by the
Group, the related risks associated with such activities and the types of
derivatives which are typically used in managing such risks. These risks may
alternatively be managed using on batance sheet instruments or natural
hedges that exist in the Group balance sheet.

Activity Risk Type of hedge
Fixed or capped Sensitivity to increases Interest rate swaps and
rate lending ininterest rates options and FRAs

Interest rate swaps and
options and FRAs

Fixed rate savings
products and fixed
rate funding

Sensitivity to falls in
interest rates

Equity linked investment  Sensitivity to changes in Equity linked futures and

products equity indices and options and interest rate
interest rates swaps

Investment and Sensitivity to changes in Foreign exchange

funding in foreign foreign exchange rates contracts, cross-currency

currencies interest rate swaps

Customer foreign Sensitivity to changes in Foreign exchange

exchange business foreign exchange rates contracts
Management of Sensitivityto fallsin  Interest rate swaps
shareholders’ funds interest rates

and other net non-interest
liabilities

Control of derivatives

With the exception of credit exposures, which are managed within policies |
approved by the GRC, the approval of all timits over the use of derivatives is the
responsibility of the ALCO. All exchange traded instruments are subject to cash
requirements under the standard margin arrangements applied by the
individual exchanges and are not subject to significant credit risk. Other
derivatives contracts are on an “Over the Counter’ basis with OECD financial
institutions. The exposures arising from these contracts are shown in Note 18
on pages 71and 72.

Fair values of financial assets and liabilities

Atable in Note 3(v) on page 65 summarises the carrying amounts and fair
values at 31 December 2006 of those financial assets and liabilities not
presented on the Group's balance sheet at their fair value,
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3 Risk management disclosures

(i) Counterparty risk
The table below shows the Group and Company exposures to customer groups and industry sectors.

Group Company

2006 2005 2006 2005

£m £m £m im

Loans secured on residential'mortgages 38,019.6 33,1331 37,964.9 33,075.3
Unsecured loans and other retail lending 3,645.8 3,559.5 90.7 75.7
Central government and central banks 1,886.3 1,330.0 1,879.9 1,318.4
Other banks, building societies and investment firms and other finandial institutions 10,719.5 9,387.0 9,856.6 8,862.6
Government and public sector 89.1 76.7 16.2 -
Corporate 7,041.3 5,608.3 - -
Other Group companies - - 10,951.8 9,987.2
Other . 5,417.3 4,160.9 5,409.3 4,130.9
Total 66,818.9 57,255.5 66,169.4 57,450.1

For Group, the above table excludes £454.3m cash (2005: £532.4m), £691.8m derivative financial instruments {2005: £570.8m) and £592.0m other non credit
risk assets (2005: £623.3m}).

For Company, the above table excludes £44.2m cash (2005: £51.8m), £720.0m derivative financial instruments (2005: £656.5m) and £468.0m other non credit
risk assets (2005: £426.0m).

(ii) interest rate repricing table -

The following tables provide a summary of the interest rate repricing profile of the Group and Company assets and liabilities as at 31 December 2006, Assets and
liabilities have been allocated to time bands by reference to the earlier of the next interest rate reset date and the contractual maturity date, Financial assets and
liabilities with a floating rate are exposed to cash flow interest rate risk, and this risk is reflected predominantty in the time bands below twelve months. Financial
assets and liabilities with a fixed rate are exposed to fair value interest rate risk, which is reflected predominantly in the time bands beyond twelve months,
Financial assets and liabilities not directly exposed to interest rate risk will appear in the non-interest bearing time band. The table takes account of derivative
financial interests whose effect is to alter the interest basis of Group assets and \iabilities.

The trading book and non-interest bearing balances have been included in a separate column,

Non-
fnterest
bearing
Wabilities
Group Omonthto 1monthts 3monthsto 1to2 2to3 3tok 4105 Overs and trading Group
' 1month 3 months 12 months Years years years years years book Total
2006 £m £Em £m £m £m £m £m £m £m £m
Assets
Treasury bills and other eligible liabilities - - - - - - - - - -
Due from banks 4,171 247 175 - - - - - 580 5,173
Loans and advances to customers 21,462 1,304 7,542 8,731 3,212 3,141 1,924 1,107 (145) 48,278
Investment securities and trading securities 5,095 6,265 526 2 2 3 3 76 1,552 13,524
Other assets 76 18 41 58 41 24 14 24 1,286 1,582
Total assets 30,804 7,834 8,28 8,79 3,255 3,168 1,941 1,207 3,273 68,557
Liabilities
Due to other banks 3,401 3,280 1,341 - - 3 - - 605 8,630
Due to tustomers 21,249 1,627 2,056 180 86 {2) 3 72 4,288 29,559
Debt securities in issue 6,972 11,322 5,659 633 12 164 550 101 2 25,415
Other liabilities 38 - - - - - - .- 1,646 1,684
Innovative tier 1, preference shares and ather
borrowed funds 68 228 - 75 - - - 894 36 1,301
Shareholders’ funds - - -- ~ - - - - 1,568 1,968
Total liabilities 31,728 16,457 9,056 888 98 165 553 1,067  B,545 068,557
0ff balance sheet items 1,233 7,148 1,641 (7,372) (2,074} (1,169) 255 337 - -
Interest rate sensitivity gap 300 (1,474) 869 531 1,083 1,834 1,643 4717 (5,272) -
Cumulative gap at 31 December 2006 ’ 309 (1,165) (296) 235 1,318 3,152 4,795 5,272 - -
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Non-
interest

bearing
Liabilities
Group Dmenthto  1monthte  3Imonthsto tto2 2t03 3toé 4105 Over5 and trading Group
lmonth  imoaths 12 months Years - years years years years book Total
2005 £m Em £m Em im £m £m £m im £m
Assets
Treasury bills and other eligible liabilities - 17 - - - - - - - 17
Due from banks 3,147 327 10 - - - - - 745 4,229
Loans and advances to customers 22,389 1,243 3,329 7.376 2,649 1,602 2,795 1,032 {175} 42,240
Investment securities and trading securities 4,037 5,774 614 172 1 1 1 41 307 10,948
Other assets 187 18 62 60 48 28 16 25 1,104 1,548
Total assets 29,760 71,379 4,015 7,608 2,698 1,631 2,812 1,098 1,981 58,982
Liabilities
Due to other banks 2.204 2,634 1,479 - - - - - 250 6,567
Due to customers 19,347 1,695 1,631 190 52 33 (2) 74 3,418 26,438
Debt securities in issue 5,610 11,078 3,451 501 489 10 162 104 - 21,405
Other liabilities 38 31 1 - - - - - 1,351 1,421
Innovative tier 1 and other borrowed funds 69 241 200 - 75 - - 600 65 1,250
Shareholders’ funds - - - - - - - - 1,901 1,901
Total liabilities 27,268 15,679 6,762 691 616 43 160 778 6,985 58,982
Off balance sheet items 548 4,892 2,641 (6,289) (1,318) (392) {921) 839 - -
Interest rate sensitivity gap 3,040  (3,408) (106) 628 764 1,196 1,731 1,159 {5,004} -
Cumulative gap at 31 December 2005 3,040 (368) (474) 154 918 2,114 3,845 5,004 - -
Non-
nterest
bearing
3 months Liabilities
Company Omonthto 1wmonthto to 1102 2te3 Itoé 4to5 Over5 andtrading  Company
1month  3Imonths 12months Years years years years years boak Total
2006 £m £m £m €m £m £m £m £m £m £m
Assets
Treasury bills and other eligible liabilities - - - - - - - - - -
Due from banks 5,850 898 379 - - - - - - 7,127
Loans and advances to customers 23,946 958 6,852 7,469 2,293 2,571 1,608 10 - 45,707
Investment securities and trading securities 4,474 6,260 524 - - - - 20 1,148 12,426
Other assets - - - - - - - - 2,142 2,142
Total assets 34,270 8,116 7,755 7,469 2,293 2,511 1,608 30 3,290 67.402
Liabilities
Due to other banks 9,228 3.315 1,556 - - 3 - - 41 14,143
Due to custamers 18,193 1,584 - 1,805 180 86 (3) (3) 72 2,576 24,490
Debt securities in issue 6,574 11,322 3,130 633 12 164 550 101 - 22,486
Other liabilities 2,500 - ~ - - - - - 1,370 3,870
Innovative tier 1, preference shares and other
borrowed funds 68 228 - 75 - - - 894 36 1,301
Shareholders’ funds - - - - - - - - 1,112 1,112
Total liabilities 36,563 16,449 6,491 888 98 164 547 1,067 5,135 67,402
Off balance sheet items (3,440) 7,039 2,666  (6,023) (1,396) (816) 472 1,500 - -
Interest rate sensitivity gap (5,733) (1,2%4) 3,928 558 799 1,591 1,533 463  (1,845) -
Cumulative gap at 31 December 2006 (5,733) (7,027) (3,099) (2,541) (1,742) (151) 1,382 1,845 - -
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3 Risk management disclosures continued

Nen-
interest
bearing
liabilities
Company ) Omanthto 1monthto 3monthsto 1to2 2to3 to4 4tab Over5 and trading Company
1 month Imonths 12 months Years years years years years book Total
2005 £m £m £m £m im £m £m £m im £m
Assets
Treasury bills and other eligible liabilities - 17 - - - - - - - 17
Due from banks 4,478 814 273 - - - - - 1 5,566
Loans and advances to customers 25,655 987 2,297 6,168 1,728 1,022 2,523 87 (20) 40,447
Investment securities and trading securities 3,881 5.773 606 172 - - - 20 306 10,758
Other assets - - - - - - - - 1,796 1,796
Total assets 34,014 7,591 3,176 6,340 1,728 1,022 2,523 107 2,083 58,584
Liabilities '
Due to other banks . 6,839 2,679 1,478 - - - - - - 10,996
Due to customers 17,139 1,675 1,444 189 52 32 (3) 68 1,986 22,582
Debt securities in issue 5,609 11,000 3,451 501 489 10 162 104 - 21,326
Other liabilities - - - - - - - - 1,231 1,231
Innovative tier 1 and other borrowed funds 69 241 200 - 75 - - 600 65 1,250
Shareholders’ funds - - - - - - - - 1,199 1,199
Total liabilities 29,656 15,595 6,573 690 616 42 159 772 4,481 58,584
Off balance sheet items (3,754) 4,611 3,798  (5,001) (661) {74) (734) 1,815 - -
Interest rate sensitivity gap 604  (3,393) 401 649 451 906 1,630 1,150 (2,398) -
Cumulative gap at 31 December 2005 604  (2,789) (2.388) (1,739) (1,288) (382) 1,248 2.398 - -
(iii} Trading book

The following table sets out the change in the value of the trading book arising from a 1% change in market interest rates, for the year ended 31 December 2008,

with all other variables remaining constant.

Group and Company

2006 2005

£m £m

Highest exposure 1.0 0.9
Lowest exposure 0.3 0.3
Average exposure 0.6 0.4
Exposure as at 31 December 0.8 0.4
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(iv) Liquidity maturity tables

The tables below analyse the Group and Company assets and Liabilities into relevant maturity groupings based on the remaining period to contractual maturity at

the balance sheet date.
Group Repayable Less than 3 months to 15 Over 5 Group
on demand 3 months 12 meonths years years Total
. 2006 £m £m £m £Em £m £m
Assets
Cash and balances with central banks 2,224.0 - - - - 2,224.0
Treasury bills and other eligible liabilities - - - - - -
Due from other banks 398.6 2,549.8 0.3 - - 2,948.7
Trading securities - 13.7 49.4 194.8 895.0 1,152.9
Derivative financial instruments - 153.1 145.4 286.6 106.7 691.8
Loans and advances to customers 252.1 871.0 1,205.4 4,790.7 39,2315 46,350.7
Net investment in finance leases and hire purchase contracts - 86.8 195.1 517.4 1,127.6 1,926.9
Investment securities:
- available-for-sale - 486.9 1,012.3 6,738.6 2,245.0 10,482.8
- held-to-maturity - 0.1 - 143.5 221.1 364.7
- loans and receivables - 150.3 - - - 150.3
- at fair value through profit or loss - 1,012.2 272.3 - 88.8 1,373.3
Other assets’ 215.4 82.6 124.3 261.1 207.5 890.9
Total assets 3,090.1 5,406.5 3,004.5 12,932.7 44,123.2 68,557.0
Liabitities
Due to other banks 688.7 6,362.1 1,573.9 4.9 - 8,629.6
Derivative financial instruments - 88.4 141.2 345.0 100.8 675.4
Due to customers 23,273.4 3,909.7 1,963.9 265.8 146.6 29,559.4
Debt securities in issue 0.8 8,281.7 4,643.4 8,237.9 4,249.6 25,415.4
Other borrowed funds - 11.3 19.0 73.8 592.6 696.7
Other liabilities 220.5 200.3 47.0 384.9 155.0 1,007.7
Total liabilities 24,183.4 18,855.5 8,388.4 9,312.3 5.244.6 65,984.2
Net liquidity gap at 31 December 2006 {21,093.3)  (13,449.0) {5,383.9) 3,620.4 38,878.6 2,572.8
Group Repayable Less than 3 months to 15 Over 5 Group
on demand 3 months 12 months years years Total
2005 im £m £m £m £m £m
Assets
Cash and balances with central banks 1,704.6 - - - - 1,704.6
Treasury bills and other eligible liabilities - 17.1 - - - 17.1
Due from other banks 339.1 2,179.6 5.8 - - 2,524.5
Trading securities - - 116 240.6 54.1 306.3
Derivative financial instruments - 119.2 90.1 234.0 127.5 570.8
Loans and advances to customers 238.4 837.3 1,055.4 4,095.7 33,867.0 40,093.8
Net investment in finance leases and hire purchase contracts 0.1 93.0 185.5 551.3 1,316.4 2,146.3
Investment securities:
- available-for-sale 0.2 874.5 1,374.7 5,291.3 2,277.1 “9,817.8
- held-to-maturity - 0.1 - 87.8 254.6 - 342,5
- loans and receivables - 150.3 - - - 150.3
- at fair value through profit or loss - - 53.3 1B0.4 97.3 331.0
Other assets 227.9 125.4 80.3 305.2 238.2 977.0
Total assets 2,510.3 4,396.5 2,856.7 10,986.3 38,232.2 58,982.0
Liabilities
Due to other banks 370.7 4,710.9 1,483.4 - 1.6 6,566.6
Derivative financial instruments - 50.8 98.3 190.2 711 410.4
Due to customers 21,764.7 2,583.7 1,707.6 210.6 171.2 26,437.8
Debt securities in issue 0.7 7,633.9 4,687.2 8,191.4 8921 21,405.3
Other borrowed funds 0.1 - 207.5 86.4 645.1 939.1
Other liabilities 345.8 98.0 103.7 62.9 400.7 1,011.1
Total liabilities 22,482.0 15,077.3 8,287.7 8,741.5 2,181.8 56,770.3
Net liquidity gap at 31 December 2005 {19,971.7)  {10,680.8) (5,431.0) 2,244.8 36,050.4 2,211.7
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3 Risk management disclosures continued

Company Repayable Less than 2 months to 1105 Overs Company
on demand 3 menths 12 months years years Total
2006 £m £m £m £m £m £m
Assets
Cash and balances with central banks 1,811.2 - - - - 1,811.2
Treasury bills and other eligible {iabilities - - - - - -
Due from other banks 262.9 4,471.1 366.9 10.7 203.7 5,315.3
Trading securities : - 13.7 49.4 194.8 895.0 1,152.9
Derivative financial instruments - 153.2 146.1 272.4 148.3 720.0
Loans and advances to customers 3,666.1 3,186.7 876.6 1,048.2 36,929.2 45,706.8
Investment securities:
- available-for-sale - 486.9 1,012.3 6.734.8 2,155.9 10,389.9
- held-to-maturity ’ - 0.1 - 143.5 2211 364.7
- loans and receivables - - - - - -
- at fair value through profit or loss - 157.3 272.3 - 83.8 518.4
(Other assets 176.7 13.9 26.7 1,134.2 70.9 1,422.4
Total assets ' 5.916.9 8,482.9 2,750.3 9,538.6 40,712.9 67,401.6
Liabilities
Due to other banks ' 1,909.8 10,652.0 1,576.2 4.9 - 14,142.9
Derivative financial instruments - 87.4 145.9 369.3 126.9 729.5
Due to customers 19,576.7 2,778.2 1,726.3 258.3 150.4 24,489.9
Debt securities in issue - 8,283.4 4,643.1 8,235.1 1,324.0 22,485.6
Other borrowed funds - - - 82.9 613.8 696.7
Other liabilities 172.8 134.6 4.1 137.3 2,691.2 3,140.0
Total liabilities 21,659.3 21,935.6 8,095.6 9,087.8 4,906.3 65,684.6
Net liquidity gap at 31 December 2006 (15,742.4)  (13,452.7) (5.345.3) 450.8 35,806.6 1,717.0
Company Repayable Less than 3 manths to 1tos {iver 5 Company
on demand 3 months 12 menths years years Totat
2005 £m £m £m im £m £m
Asseats
Cash and balances with central banks 1,221.9 - - - - 1,221.9
Treasury bills and other etigible liabilities - 17.1 - . - - 17.1
Due from other banks 194.8 3,664.0 266.3 13.8 205.3 4,344.2
Trading securities - - 11.8 240.6 54.1 306.5
Derivative financial instruments - 119.7 90.6 252.4 193.8 656.5
Loans and advances to customers 3,978.1 2,839.1 608.6 965.8 32,055.5 40,447.1
Investment securities:
- available-for-sale 0.1 874.5 1,365.7 5,290.8 2.263.1 9,794.2
- held-to-maturity - 0.1 - 87.8 254.6 342.5
- loans and receivables - - - - - -
- at fair value through profit or loss - - 53.4 180.4 81.0 314.8
Other assets 171.4 5.8 (3.5) 870.7 95.2 1,139.6
Total assets 5,566.3 7.520.3 2,392.9 7.902.3 35,202.6 58,584.4
Liabilities
Due to other banks 1,282.6 8,227.6 1,484.4 - 1.6 10,996.2
Derivative financial instruments - 52.0 99.4 194.0 76.2 421.6
Due to customers 18,033.6 2,668.7 1,526.4 188.5 - 165.2 22,582.4
Debt securities in issue - 7,617.9 4,687.1 - 8,187.7 833.2 21,325.9
Other borrowed funds 0.1 - 207.5 B6.4 645.1 939.1
Other liabilities 503.7 11.4 17.9 25.9 251.2 810.1
Total liabilities 19,820.0 18,577.6 8,022.7 8,682.5 1,972.5 57,075.3
Net liquidity gap at 31 December 2005 (14,253.7) {11,057.3) (5,629.8) (780.2) 33,2301 1,509.1
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(v) Fair values of financial assets and liabilities
The following table summarises the carrying amounts and fair values as at 31 December 2006 of those financial assets and liabilities not presented on the Group
and Company balance sheets at their fair value.

Group Group Company Company
2006 2005 2008 2005
Canrying value Fairvalue Carrying value Fair value Carrying vatue Fairvalue Carrying value Fair value
£m £m £m m £m im £m £m
Financial assets
Due from other banks 2,948.7 2,948.5 2,524.5 2,524.5 5,315.3 5,315.1 4,344.2 4,344.2
Loans and advances to customers 46,350.7 46,1049 40,093.8  40,212.0 45,706.8  45,504.1 40,447.1 40,509.9
Net investment in finance leases and hire
purchase contracts 1,926.9 1,922.4 2,146.4 2,149.1 - - - -
Investment securities: held-to-maturity 364.7 365.2 342.5 342.5 364.7 365.2 342.5 342.5
Investment securities: loans and receivables 150.3 150.3 150.3 150.3 - - - -
Financial liabilities
Due to other banks' 6,623.6 6,625.9 5,533.2 5,532.1 12,136.9 12,139.2 9,962.8 9,951.7
Due to customers® 28,395.7 28,394.3 25,616.9 25,618.6 23,326.2 23,324.4 21,761.5 21,763.1
Debt securities in issue’ 19.684.8 19,683.4 14,865.2  14,871.9 16,755.0 16,753.6 14,785.8  14,792.5
Other borrowed funds 696.7 696.7 939.1 939.1 696.7 696.7 939.1 939.1
Notes:

1. Excludes £2,006.0m {2005: £1,033.4m} designated as at fair value through profit or loss.
1. Excludes £1,163.7m {2005: £820.9m) designated as at fair value through profit or loss.
2. Excludes £5,730.6m (2005: £6,540.1m) designated as at fair value through profit or loss.

Due from and to other banks
The fair value of floating rate and avernight deposits is approximately equal to their carrying amount. The estimated fair value of fixed rate loans and deposits
is based on discounted cash flows using prevailing money market interest rates for debts with similar credit risk and remaining maturity.

Loans and advances to customers and due to customers

Floating rate loans and advances and deposits are recorded in the balance sheet using the Effective Interest Rate (EIR) method, less provisions for impairment,
This value is considered to be a good approximation for fair value. For fixed rate loans and advances and deposits the fair value is calculated by discounting
expected future cash flows on the instruments at current market interest rates.

Net investment in finance leases and hire purchase contracts
The fair value of loating rate assets is approximately equal to their carrying amount, The estimated fair value of fixed rate assets is based on discounted
cash flows using prevailing money market interest rates for debts with similar credit risk and remaining maturity.

Investment securities, debt securities in issue, and other borrowed funds
Fair values are based on quoted market prices. For instruments where quoted market prices are not available, the market price is based on discounted cash
flows using interest rates for securities with similar credit, maturity and yield characteristics,

4 Critlcal accounting estimates and areas of significant management judgement
Some asset and liability amounts reported in the accounts are based on management judgements, estimates and assumptions, There is therefore a risk
of significant changes to the carrying amounts for these assets and liabilities within the next finandial year.

Impairment provisions

The level of potential credit losses is uncertain and depends on a number of factors such as unemployment levels, interest rates, house price levels and other
general economic conditions. The Group bases impairment provisions on estimates based on historical loss experience. Actual cash flows on financial assets may
differ from management judgements and estimates, resulting in an increase or decrease in impairment charges and provisions. These models used in calculating
the impairment provisions do not contain judgemental inputs, but judgement and knowledge is needed in selecting the statistical methods to use when the
models are developed or revised.

To the extent that actual losses incurred differ from that estimated by +/-10%, the impairment provisians on loans and advances would change by an estimated
£13.5m higher or £13.4m lower respectively.

Effective interest rate calculations

IAS 39 requires certain financial assets and liabilities to be held at amortised cost, with income recognised using the EIR methodology. In order to calculate EIR,
itis necessary to estimate the level of repayments that will be made before the contractual due date. For residential mortgages the estimated level and iming of
redemptions is critical to the EIR calculation. If customers leave earlier than anticipated, this will generally lead to a reduction in the balance sheet carrying
value, and a corresponding charge to the income statement.

If our view of expected average product lives was to fall by one month, consistently across all product categories, this would lead to a fallin the carrying value of
mortgage balances of £15.6m, Conversely an increase in expected average product lives of one month would lead to an increase in the carrying value of mortgage
balances of £15.5m.

Retirement benefit obligations

The income statement cost and balance sheet liability of the defined benefit pension scheme and post-retirement medical benefits are assessed in accordance
with the advice of a qualified actuary. Assumptions are made for inflation, the rate of increase in salaries and pensions, the rate used to discount scheme
liabilities, the expected return on scheme assets and mortality rates. Changes to any of these assumptions could have a significant impact on the balance
sheet liabilities, and to a lesser extent the income statement costs. Further information is available in Note 33.
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4 Critical accounting estimates and areas of significant management judgement continued

Valuation of financial instruments

The valutes of finandial instruments that are classified at fair value through profit or loss (including those held for trading purposes), available-for-sale, and all
derivatives are stated at fair value. Fair values are calculated using valuation techniques, including discounted cash flow models, where market values are not
available. Changes in assumptions used in the models could affect the reported fair value of financial instruments.

5 Segmental reporting
The business is comprised of three sectors:

+ Retail Banking
This comprises the ‘Core 4’ products of mortgages, persenal loans, current accounts and savings and the ‘Partner 4’ products of credit cards, life assurance,
generalinsurance and long term investments.

¢ Commercial Banking
This comprises the four core business lines of money transmissien, lending, business banking and treasury.

¢ Group ltems
This includes corparate overheads, and capital not allocated to business units.

Transactions between the sectors are on normal commercial terms and conditions, Internal charges and transfer pricing adjustments, based on the usage of
central functions, have been reflected in the performance of each sector.

Capital was allocated to the business sectors on the basis of 5.75% equity tier 1, 0.75% preference shares, 0.75% innovative tier 1 and 2.25% subordinated debt,
In 2005 capital was allocated on the basis of 6.5% equity tier 1, 0.75% innovative tier 1 and 2.25% subordinated debt.

No geographical analysis is presented because substantially all of the Group’s activities are in the UK. A more detailed breakdown of sector results is given within
the unaudited Financial Review on pages 16-24.

Retail Commercial Group

Banking Banking Items Group
Year ended 31 December 2006 £m £m £m £m
Net interestincome 1,389.1 (562.8) (45.7) 780.6
Non-interest income 290.9 392.6 35 687.0
External revenues 1,680.0 {170.2) (42.2) 1,467.6
Revenues from other segments ’ (768.5) 722.7 45.8 -
Total revenues 911.5 552.5 .6 1,467.6
Segment result 445.0 162.2 {(21.7) 585.5
Fair value accounting volatility 7.6
Redundancy costs (24.2)
Profit before tax 568.9
Tax (118.8)
Profit after tax 450.1
Profit attributable to:
Innovative tier 1 holders 17.5
Minority interests 0.4
Ordinary shareholders of Alliance & Leicester plc 432.2
Segment assets 42,031.4 26,509.1 16.5 68,557.0
Unallocated assets -
Total assets . 68,557.0
Segment liabilities 23,016.1 41,748.7 736.3 65,501.1
Unallocated liabilities . 483.1
Total liabilities . 65,984.2
Other segment items:
Capital expenditure 45.0 111.6 - 156.6
Depreciation & amortisation 3.3 94.0 23.2 120.5
Impairment charge 96.5 8.3 - 104.83
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Retail Commergial Group
Banking Banking Items Group
Year ended 31 December 2005 £m im " m £m
Netinterest income : 1,162.7 (358.2) (53.5) 751.0
Non-interest income 272.1 364.4 0.4 636.9
External revenues 1,434.8 6.2 (53.1) 1,387.9
Revenues from other segments {547.8) 494.1 53.7 -
Total revenues 887.0 500.3 0.6 1,387.9
Segment result 438.5 132.0 (22.4) 548.1
Fair value accounting volatility (1.0)
Profit before tax 547.1
Tax {140.2)
Profit after tax ' 406.9
Profit attributable to: '
Innovative tier 1 holders 17.5
Ordinary shareholders of Alliance & Leicester plc 389.4
Segment assets 36,994.8 21,910.0 18.0 58,922.8
Unallocated assets 59.2
Total assets 58,982.0
Segment liabilities 20,946.3 34,413.2 956.2 56,315.7
Unallocated liabilities 454.6
Total liabilities 56,770.3
Other segment items:
Capital expenditure 259 . 121.2 - 147.1
Depreciation & amortisation 1.4 82.9 20.9 105.2
Impairment charge 69.8 4.1 - 73.9
6 Net interest income
2006 2005
im im
Interest receivable on debt securities:
Income from listed investments 366.6 272.6
Income from unlisted investments 109.1 91.7
Other interest receivable 2,639.5 2,211.8
Total interest receivable 3,115.2 2,576.1
Interest payable:
Forward exchange losses on foreign exchange derivatives (8.1} (16.7)
Other interest payable ’ (2,326.5) (1.808.4)
Total interest payable (2,334.6) {1,825.1)
Total 780.6 751.0

7 Fair value accounting volatility

The fair value accounting volatility gain of £7.6m (2005: £1.0m loss) represents the net fair value gain on derivative instruments that are matching risk exposure
on an economic basis. Some accounting volatility arises on these items due to accounting ineffectiveness on designated hedges, or because hedge accounting
has not been adopted or is not achievable on certain items, The gain is primarily due to timing differences in income recognition between the derivative
instruments and the economically hedged assets and Liabilities.
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8 Other operating income

2006 2005

. £m £m

Income from operating leases 100.0 98.9

Excess on sale of credit cards to MBNA® . 27.0 33.6

Dealing profits 241 3.6

Sale of commercial customer leases 32.4 5.6
Pension income: b

Expected return on Scheme assets less interest costs en Scheme liabilities 7.8 3.4

Other 20.9 15.4

Total 190.2 160.5

Nate:

1. On August 2002 the Group sold its credit card accounts to MBNA for an excess of £230m over the outstanding asset balances. This is being recognised over the initial seven years
of the partnership entered into with MBNA, in accordance with the terms of the agreements and licences. The amount of the excess recognised, in line with these agreements,
is expected to be £20m in 2007 and £16m in 2008. The unrecegnised amount is included within ‘Accruals and deferred income’ on the Consolidated Balance Sheet.

9 Administrative expenses

2006 2005
£m £m

Staff costs:
Wages and salaries . ' 213.7 210.8
Social security costs 20.3 20.5
Other pension costs 27.1 23.4
Total staff costs 261.1 254.7
Core administrative expenses ‘ 395.7 406.0
Redundancy costs - 24.2 -
419.9 406.0
Total 681.0 660.7

During the year the Company incurred £154,3m (2005: £154.4m) in wages and salaries costs, £14.4m (2005: £14.9m) in social security costs and £18.8m
{2005: £16.5m) in other pension costs.

The remuneration of the auditors, Deloitte & Touche LLP, is set out below:

Group & Company

2006 2005

F1) im

Fees payable to the Company’s auditors for the audit of the Company’s annual accounts 0.4 0.5
Fees payable to the Company's auditors and their associates for other services to the Group:

Audit of the Company's subsidiaries pursuant to legislation 0.3 0.3

0.7 0.8

Tax services 2.3 0.2

Recruitment and remuneration 0.1 0.1

Other services 0.4 . 0.3

Total 3.5 1.4

The above figures exclude VAT. The audit fee for subsidiary companies is included in “Audit of the Company's subsidiaries pursuant to legislation®.

Tax services include a fee in 2006 for taxation advice regarding the sale of the credit card business.

Fees payabie to Deloitte & Touche LLP and their associates for non-audit services to the Company are not required to be disclosed because the consolidated
financial statements are required to disclose such fees on a consolidated basis.

10 Staff numbers
The average number of persons employed by the Group during the year was as follows:

Full time Part time Full time equivalent
2006 2005 2006 2005 2006 2005
Total 5,946 5,925 2,369 2,572 7,279 7.296

The Company had an average of 3,980 (2005: 3,718) full time employees and 1,787 (2005: 1,906) part time employees during 2006.

The number of persons (full time equivalent) employed by the Group as at 31 December was as follows:

Full time equivalent
. 2006 2005
Total ' 7,149 7,450
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11 Impairment losses on loans and advances
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Persanal
loans and
current Commerdal
Mortgages accounts Banking Totat
£m £m £m £m
Group
At 1 January 2006
Individual N 2.6 - 8.6 11.2
Collective 13.8 134.0 7.1 154.9
Total 16.4 134.0 15.7 166.1
Charge for the year;
(Decrease)/increase in provisions (2.9) 114.3 9.1 120.5
Recoveries of amounts previously written off " {0.8) (14.1) {0.8) (15.7)
Total 3.7 100.2 8.3 104.8
Amounts written back/(off) in year 0.7 (97.7) (5.6) (102.6)
At 31 December 2006
Individual ' 2.0 - 8.6 10.6
Collective ’ 114 136.5 9.8 157.7
Total 13.4 136.5 18.4 168.3
Company
At 1 January 2006
Individual 2.6 - - 2.6
Collective ’ 13.8 8.9 - 22.7
Total 16.4 8.9 - 25.3
Charge far the year:
(Becrease)/increase in provisions (2.9) 11.0 - 8.1
Recoveries of amounts previgusly written off (0.8) (0.4) - (1.2}
Total {3.7) 10.6 - 6.9
Amounts written back/(off) in year 0.7 (9.4) - &N
At 31 December 2006
Individual 2.0 - - 2.0
Collective 11.4 10.1 - 21.5
Total 13.4 10.1 - 23.5
The provisions are set against the following balances:
Group Company
2006 2006
£m £m
Loans and advances to customers . 163.3 23.5
Net investment in finance leases and hire purchase contracts 5.0 -
Total 168.3 23.5
12 Corporation tax expense
2008 2005
£m £m
Current tax
Current year corporation tax expense 77.4 75.0
Adjustment to corporation tax in relation to prior years - disposal of credit card accounts to MBNA (29.7) -
Adjustment to corporation tax in relation to prior years - other 0.7 (18.7)
QOverseas tax 1.2 2.1
49.6 58.4
Deferred tax .
Current year deferred tax expense 65.6 77.5
Adjustment to deferred tax in relation to prior years 3.6 4.3
| 69.2 81.8
Total 118.8 140.2
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12 Corporation tax expense continued
The corporation tax expense for the year of £118.8m (2005: £140.2m} represents 20.9% of profit before tax {2005: 25.6%).

During this period the Group reached agreement with HM Revenue & Customs regarding the tax treatment of the excess of £230m over the cutstanding asset
balances received on the disposal of the credit card accounts to MBNA on 1 August 2002. This agreement has resulted in the release of a tax provision of £29.7m.

The underlying effective tax rate for 2006 was 27.0% (2005: 26.5%). The calculation of the 2006 underlying effective tax rate excludes the release of the tax
provision of £29.7m. It further excludes the tax charge of £2.3m in respect of the £7.6m fair value accounting volatility gain, the tax credit of £7.3m in respect
of the £24.2m of redundancy costs primarily relating to the re-organisation of the Group's current accounts back office operations, and takes into consideration,
in calculating underlying profits, the appropriation of profit of £17.5m in respect of our innovative tier 1 capital securities. The 2005 underlying effective tax rate
excludes a tax credit of £0.3m in respect of the £1.0m fair value accounting volatility loss and takes into consideration, in calculating underlying profits, the
appropriation of profit of £17_5m in respect of our innovative tier 1 capital securities.

Further information about deferred tax is presented in Note 31 on page 81.
The Group expects to maintain an underlying effective tax rate around that achieved in 2006.

The effective rate of tax for the year of 20.9% is lower than the standard rate of corporation tax in the UK of 30%, where the Group generates substantially all
its profits. The differences are explained below:

2006 2005
£m fm
Profit before tax 568.9 547.1
Tax calculated at a tax rate of 30% {2005: 30%) 170.7 164.1
Effect of different tax rates in other countries (3.0) (4.0)
Non-taxabte income and disallowable expenses (14.7) (0.3)
Tax relief in respect of innovative tier 1 (5.2) (5.2)
Adjustment to tax expense in relation to prior years - disposal of credit card accounts to MBNA (29.7) -
Adjustment to tax expensein relation to prior years : 0.7 (14.4)
Corporation tax expense 118.8 140.,2

13 Earnings per share

Basic earnings per ordinary share are calculated by dividing the Group profit attributable to ordinary sharehotders by the weighted average number of
ordinary shares in issue during the year. Basic statutory earnings per ordinary share of 96.4p (2005: 86.9p) are calculated by dividing the Group profit
attributable to ordinary shareholders of £432.2m (2005: £389.4m) by the weighted average number of ordinary shares in issue and ranking for dividend
of 448.4m (2005: 448.0m).

Underlying basic earnings per ordinary share were 92.4p (2005: 87.1p). These are provided to disclose the trend in earnings excluding the distorting effect
of non-operating items. They are based on the same number of ardinary shares and the core profit after tax for the year after excluding the redundancy costs
in 2006, impacts arising from fair value accounting volatility, less the associated tax charges and the release of the tax provision relating to the sale of the
credit card accounts as shown below. If the release of the tax provision is included within core profit after tax then earnings per ordinary share are 99.0p.

2006 2005
£m fm
Profit attributable to ordinary shareholders for the year as reported 432.2 389.4
Adjusted for:
Redundancy costs 24.2 -
Less associated tax credit : (7.3} -
Release of tax provision (29.7) -
{Gains)/losses from fair value accounting volatility (7.6) 1.0
Less associated tax charge/(credit) 2.3 (0.3)
Core profit after tax for the year 4141 390.1

The diluted earnings per ordinary share of 95.9p (2005: 86.5p) are based on the total dilutive potential shares, as detailed below, and the Group profit attributable to
ordinary shareholders. The total dilutive potential shares are the weighted average number of ordinary shares, together with all weighted average dilutive
financial instruments or rights that may entitle the holder to ordinary shares.

The total number of shares in issue at 31 December 2006 was 43Bm (2005: 449m).

2006 2005

number number

m m

Weighted average number of ordinary shares in issue 448.4 448.0
Weighted average diluted options outstanding 2.3 2.2
Total 450.7 450.2

Underlying diluted earnings per ordinary share of 91.9p {2005: 86.7p} are based on core profit after tax and total dilutive potential shares, as set out above.
14 Group profit dealt with in the accounts of Alliance & Leicester plc

£275.8m (2005: £231.5m) of the Group profit attributable to ordinary shareholders has been dealt with in the accounts of Alliance & Leicester plc. As permitted
by Section 230 of the Companies Act 1985, the Income Statement for Alliance & Leicester plc has not been presented separately.

70  Alliance & Leicester Annual Report and Accounts 2006




15 Cash and balances with central banks

Group Company

2006 2005 2006 2005

£m £m £m £m

Cash in hand 454.3 532.4 44.2 51.8
Balances with central banks other than mandatory reserve deposits 245.7 0.4 245.7 -
Mandatory reserve deposits with central banks 1,524.0 1,171.8 1,521.3 1,170.1
Included in cash and cash equivalents 2,224.0 1,704.6 1,811.2 1,221.9

Included within Mandatory reserve deposits with central banks is a deposit of £59.0m (2005: £51.8m) with the Bank of England that is not available for use
by the Group. The Bank of England has agreed that the Group may collateratise exposures arising from the Notes Circulation Scheme with cash collateral by
maintaining a cash deposit with the Bank of England. This amounted to £1,465m at 31 December 2006 {2005: £1,120m).

16 Due from other banks

Group Compary
2006 2005 2006 2005
£m £m £m £m
Amounts due from subsidiary undertakings - - 2,545.1 2,041.8
Items in course of collection fram other hanks 165.6 211.5 - -
Placements with other banks 2,7831 2,313.0 2,770.2 2,302.4
Total ' 2,948.7 2,524.5 5,315.3 4,344.2
17 Trading securities
Group Company
2006 2005 2006 2005
£m £m £m . £m
Floating rate notes 241.5 235.0 241.5 235.0
Asset-backed securities 911.4 71.3 . 9114 7.5
Total 1,152.9 306.3 1,152.9 306.5
18 Derlvative financial instruments
The Group utilises the following derivative instruments for both hedging and non-hedging purposes:
Group Company
2006 2006
Contract or Falr values Contractor Fair values
underying underlying
principal amount Assets Liabilities principal amount Assets Liabilities
£m £m fm £m £m £m
Derivatives not hedge accounted:
Foreign exchange denvatives:
Currency forwards 2,746.4 - (38.4} 2,794.4 - (38.4)
Cross currency swaps 5,369.5 25.9 (369.7) 5,369.5 25.9 {342.0)
Total 8,115.9 25.9 (408.1} 8,163.9 25.9 (380.4)
Interest rate derivatives:
Interest rate swaps 41,2155 76.7 {73.8) 56,973.2 159.0 (204.4)
Forward rate agreements 200.0 0.1 - 200.0 0.1 -
Caps, collars and floors 150.0 - (1.1) 152.4 - (1.1)
Futures 345.5 - - 345.5 - -
Total 41,911.0 76.8 {74.9) 57,671.1 159.1 (205.5)
Total derivative assets/(liabilities) not hedge accounted  50,026.9 102.7 (483.0) 65,835.0 185.0 (585.9)
Derivatives held for hedging
Derivatives designated as fair value hedges:
Crass currency swaps 168.5 - {6.5) 168.5 - (6.5)
Interest rate swaps 24,782.2 227.3 (54.6) 16,246.8 152.9 (0.4)
Total 24,950.7 227.3 {61.1) 16,415.3 152.9 {6.9)
Denivatives designated as cash flow hedges:
Cross currency swaps - - - - - -
Interest rate swaps 6,292.3 11.1 (26.1) 5,874.4 15.1 (25.9)
Total 6,292.3 111 (26.1) 5.874.4 15.1 (25.9)
Total derivative assets/ (liabilities) held for hedging 31,243.0 238.4 {87.2) 22,289.7 168.0 (32.8)
Total derivative assets/(liabilities) 81,269.9 341.1 (570.2) 88,124.7 353.0 (618.7)
Accrued interest - 350.7 (105.2) - 367.0 (110.8)
Total 81,269.9 691.8 {675.4) 88,124.7 720.0 (729.5)
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18 Derivative financial Instruments continued

Group Company
2005 2005
Contract or Fair values Contract or Fair values
underlying undertying
principal amount Assets Liabilities principal amount Assets Liabilities.
£m £m £m £m im £m
Derivatives not hedge accounted:
Foreign exchange derivatives:
Currency forwards 2.899.4 53.1 (0.4} 2,922.3 53.4 (1.1)
Cross currency swaps 4,302.0 132.5 {136.4) 4,302.0 132.5 (136.4)
Total 7,201.4 185.6 (136.8) 7,224.3 185.9 (127.5)
Interest rate derivatives:
Interest rate swaps 35,750.9 22.7 (42.1) 48,508.8 108.0 (120.7)
Forward rate agreements 1,571.2 0.2 (0.2) 1,571.2 0.2 (0.2)
Caps, collars and floors 6.4 - - 12.8 - -
Futures 254.5 - - 254.5 - -
Total 37,583.0 22.9 (42.3) 50,347.3 108.2 (120.9)
Total derivative assets/(liabilities) not hedge accounted 44,7844 208.5 {179.1) 57,671.6 294.1 (258.4)
Derivatives held for hedging
Derivatives designated as fair value hedges:
Cross currency swaps 35.3 - (0.7 35.3 - (0.7)
Interest rate swaps 18,202.4 88.7 (106.9) 10,679.6 68.0 (35.5)
Total 18,237.7 88.7 (107.6) 10,714.9 68.0 {36.2}
Derivatives designated as cash flow hedges:
Cross currency swaps - - - - - -
Interest rate swaps 8,369.1 49.7 (7.4) 9,480.1 53.0 (8.2)
Total 8,369.1 49.7 (7.4) 9,480.1 53.0 (8.2)
Total derivative assets/(liabilities) held for hedging 26,606.8 138.4 {115.0) 20,195.0 121.0 (44.4)
Total derivative assets/ (liabilities) 71,391.2 3469 (294.1) 77.766.6 415.1 {302.8)
Accrued interest - 2239 (116.3) - 241.4 (118.8)
Total 71,391.2 570.8 (410.4) 77,766.6 656.5 (421.6)
19 Loans and advances to customers
Group Company
2006 2005 2006 2005
£m im £m £m
Advances secured on residential properties:
Mortgages 38,013.6 33,147.9 37,9771 33,090.1
Secured loans 18.2 - - -
Other secured advances 3,415.2 2,579.8 15.2 89.8
Unsecured loans 5,067.0 4,525.2 287.2 71.3
Amounts due from subsidiary undertakings - - 7,450.8 7.221.2
Less: allowance for losses on loans and advances to customers {163.3) (159.1) (23.5) (25.3)
Total 46,350.7 40,093.8 45,706.8 40,4471

These balances include £3.0m (2005: £3.2m) in respect of bankruptcy remote Special Purpose Vehicles (5PVs). The SPVs, owned by charitable trusts, are funded
by Asset Backed Commercial Paper and invest in *AAA’ rated assets. In addition to these loans the Group provides liquidity facilities to the SPVs, amounting to
£892m at 31 December 2006 (2005: £1,132m). The SPVs are not consolidated into the Group accounts on the basis that the SPVs are not controlled by the Group

and the benefits the Group receives from the SPVs are restricted to interest and fees relating directly to the loans and liquidity facilities provided.

Advances of £3,391.5m {2005: £58,2m) have been subject to securitisation (Note 20).

72  Alliance & Leicester Annual Report and Accounts 2006




20 Securitisation

Loans and advances to customers include securitised residential mortgages. Alliance & Leicester plc has set up a Master trust securitisation structure to rafse
funding for the Group. Special Purpose Vehicles have purchased a beneficial interest in a portfolio of residential mortgages that are funded by floating rate
mortgage backed debt securities in issue. The assets and liabilities of the SPVs have been consolidated on a line by tine basis, as Alliance & Leicester plc cantrols

the SPVs. Alliance & Leicester ple and its subsidiaries are not obliged to suppert any losses that may be suffered

by the note holders and do not intend to offer

such support. The Company receives the excess spread on the transaction after liabilities have been met. The floating rate note holders only receive payments of
interest and principal to the extent that the SPVs have received sufficient funds from the transferred Loans and after certain expenses have been met. In the event

of a deficiency, they have no recourse whatsoever to the Group.

The balances of assets subject to securitisation notes in issue at 31 December are as follows:

Group & Company Group & Company

2006 2005

£m im

Gross assets Notes in Gross assets Notes in

Date of securitisation securitised issue securitised issue

Fosse Securities No 1 plc 1 November 2000 36.6 40,2 58.2 63.3
Fosse Master Issuer plc 28 November 2006 2,451.1 2,489.3 - -
2,487.7 2,529.5 58.2 63.3

A&L plc's retained interest 903.8 n/a - n/a
Totat 3,391.5 2,529.5 58.2 63.3

On 28 November 2006 the Company raised £2,505.4m by securitising residential mortgage assets to Fosse Funding (No. 1) Limited. Mortgage Backed Floating
Rate Notes of £2,505.4m were issued by Fosse Master Issuer plc and the proceeds loaned to Fosse Funding {No. 1) Limited to purchase the mortgages from

the Company.

As part of the securitisation structure the Company provides subordinated Loans of £54.9m (2005: £1,7m). The Notes are serviceable firstly from cash flows

generated by the mortgage assets and thereafter from the proceeds of the subordinated loans.

21 Net investment in finance leases and hire purchase contracts

The Group’s leasing subsidiary, Alliance & Leicester Commercial Finance plc, enters into finance lease and hire purchase arrangements with customers in a wide

range of sectors, including transport, retail and utilities.

Group 2006 2005
£m £m
Gross investment in finance leases and hire purchase contracts, receivable:
Within 1 year ‘ 345.4 341.2
Between 1-5 years 649.0 743.0
In more than 5 years 1,883.3 2,235.5
2,8771.1 3,319.7
Unearned future finance income on finance leases and hire purchase contracts (950.8) {1,173.4)
Net investment in finance leases and hire purchase contracts 1,926.9 2,146.3
Group 2006 2005
£m £m
The net investment in finance teases and hire purchase contracts may be analysed as follows:
Within 1 year 2819 278.6
Between 1-5 years 517.4 551.3
In more than 5 years 1,127.6 1,316.4
Total 1,926.9 2,146.3

Included in the carrying value of Net investment in finance leases and hire purchase contracts is £53.4m (2005:
lease terms, which will be recovered through re-letting or sale.

£45.9m) residual value at the end of the current
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22 Investment securities

Group Company
2006 2005 2006 2005
£m £m £m £m
Available-for-sale
Investment securities - at fair value:
- Listed 8,908.9 7,924.6 8,816.0 7,901.0
- Unlisted 1,573.9 1.893.2 1,573.9 1,893.2
Total 10,482.8 9,817.8 10,389.9 9,794.2
Held-to-maturity
Investment securities - at amortised cost:
- Listed 290.7 277.8 290.7 277.8
- Unlisted 74.0 64.7 74.0 64.7
Total 364.7 342.5 364.7 342.5
Loans and receivables
Investment securities — at amortised cost:
- Listed - - - -
- Unlisted 150.3 150.3 - -
Total 150.3 150.3 - -
At fair value through profit or loss:
- Listed 1,310.1 251.0 455,2 251.0
- Unlisted 63.2 80.0 63.2 63.8
Total 1,373.3 331.0 518.4 314.8
Total investment securities 12,371.1 10,641.6 11,273.0 10,451.5
The movement in investment securities may be summarised as fotlaws:
At fair
Available- Held-to- Loans and value through
for-sate maturity receivables prafit or Loss Total
Group £m £m £m £m £m
At 1January 2006 9,817.8 342.5 150.3 331.0 10,641.6
Exchange differences on monetary assets (422.8) (44.6) - (26.1) (493.5)
Additions 5,125.5 65.6 - 1,133.8 6,324.9
Disposals (sale and redemption) (4,049.0) - - (71.6) {4,120.6)
(Losses)/gains from changes in fair value (2.6} - - i.2 {1.4)
Movement in accruals 13.7 1.1 - 4.8 19.6
Amortisation of discounts and premiums 0.2 0.1 - 0.2 0.5
At 31 December 2006 10,482.8 364.7 150.3 1,373.3 12,371.1
At fair
Available- Held-to- Loans and value thraugh
for-sale maturity receivables profit or loss Totat
Company £m £m " £m im im
At 1 January 2006 9,794.2 342.5 - 3148 10,451.5
Exchange differences on monetary assets (422.6) (44.6) - (26.1) (493.3)
Additions 5,046.3 65.6 - 282.9 5.394.8
Disposals (sale and redemption) {4.039.0) - - (55.3) (4,094.3)
(Losses)/gains from changes in fair value (2.6) - - 1.2 (1.4}
Movement in accruals 13.2 1.1 - 0.7 15.0
Amortisation of discounts and premiums 0.4 0.1 - 0.2 0.7
At 31 December 2006 10,389.9 364.7 - 518.4 11,273.0
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23 Financial assets and liabilities at fair value through profit or loss

Financial assets and liabilities are designated at fair value through profit or loss when this results in more relevant information because it significantly reduces
a measurement inconsistency that would otherwise arise from measuring assets or liahilities on different bases or recognising the gains and losses on them on
different bases. The “Fair value option’ is used by the Group where Treasury assets or liabilities woutd otherwise be measured at amortised cost, the associated
derivatives used to economically hedge the risk are held at fair value, and it is not practical to apply hedge accounting. The Group has also designated certain
financial instruments containing embedded derivatives at fair value through profit or loss.

The table below shows the carrying value of financial assets and liabilities that upon initial recognition, or at 1 January 2005 on the adeption of IAS 39, were
designated at fair value through profit or loss, and the net gains or losses on these instruments.

Group Company
2006 2005 2006 + 2005
£m £ £m £m
Financial assets designated as at fair value through profit or loss
Carrying value at 31 December 1,373.3 331.0 518.4 314.8
Net gains/(losses}) in the year 0.5 (3.2) 0.4 {4.6)
Financial liabilities designated as at fair value through profit or loss
Carrying value at 31 December (8,900.3) {8,394.4) (8,900.3) (8.394.4)
Net gains in the year 4.8 1.7 4.8 1.7
Change in fair value in the year not attributable to changes in market risk’ (0.2) 0.2 (0.2) 0.2
Difference between carrying value and contractual liability at maturity date (5.7) (1.7) (5.7) (1.7)
Note:

1. This is calculated by comparing (i) the net present value of the cash flows at the start of the year using the benchmark interest rate at the end of the year, adjusted for cash flows
Guring the year and for the increase in fair value because cash flows are one year closer, and (ii) the observed market price at the end of the year,

24 Shares In Group undertakings

Cost and net book value cmwz':ny
At 1 January 2006 724.3
Additions 231.6
At 31 December 2006 955.9
Credit institutions 75.6
Other 880.3
Total 955.9

The principal operating subsidiary undertakings of Alliance & Leicester plc at 31 December 2006 are listed below. These subsidiary undertakings, which all have
31 December year-ends, are incorporated and all operate in Great Britain, except Alliance & Leicester International Limited which is incorporated and operates in
the Isle of Man. -

Directly held subsidiaries Nature of business
Alliance & Leicester Commercial Bank plc Banking
Alliance & Leicester Personal Finance Limited Unsecured lending

Indirectly held subsidiaries
Alliance & Leicester Commercial Finance plc Asset leasing
Alliance & Leicester International Limited Offshore deposit taking

All subsidiary undertakings are limited by ordinary shares and are unlisted. The Company hotds a 100% interest in the ordinary share capital and the voting
rights of all its subsidiary undertakings, except for Crossbill Investments Limited (Note 37}. The results of subsidiary undertakings have been included in the
consolidated accounts. The ability of Alliance & Leicester Commercial Bank plc and Alliance & Leicester Internatienal Limited to pay dividends to the Company
is restricted by requlatory capital requirements.

A complete list of subsidiary undertakings has not been given as this would result in a statement of excessive length. A full list is available frem the Company’s
Registered Office.
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25 Intangible fixed assets

Intangible assets under development for Group and Company relate to Alnova, a replacement for our commercial and personal current accounts, savings and
personal loans legacy systems.

Goodwill is reviewed annually for impairment, or more frequently when there are indications that impairment may have occurred. There was no impairment
in 2006 {2005: £nil).

Saftware Intangible
development assets under
Goodwill cost development Total
Group £m £m £m £m
Cost
At 1 January 2006 4.8 17.7 - 22.5
Additions - 21.5 19.6 41.1
Disposals - 0.7} - (0.7)
At 31 December 2006 4.8 38.5 19.6 62.9
Amortisation
At 1 January 2006 1.8 2.1 - 3.9
Charge for the year - 5.0 - 5.0
Disposals - (0.7} - {0.7}
At 31 December 2006 1.8 6.4 - 8.2
Net book value
At 31 December 2006 3.0 321 19.6 54.7
At 31 December 2005 3.0 15.6 - 18.6
Software Intangible
development assets under
Goodwill cost development Total
Group £m £m im £m
Cost
At 1 January 2005 4.8 5.5 - 10.3
Additions - 12.2 - 12.2
At 31 December 2005 4.8 17.7 - 22.5
Amortisation
At 1 January 2005 1.8 - - 1.8
Charge for the year - 2.1 - 2.1
At 31 December 2005 1.8 2.1 - 3.9
Net book value
At 31 December 2005 3.0 15.6 - 18.6
At 31 December 2004 30 5.5 - 8.5
Software Intangible
development assets under
cost development Tota!
Company £m £m £
Cost
At 1January 2006 9.5 - 9.5
Additions 8.5 19.6 29.1
Disposals (0.5) - {0.5)
At 31 December 2006 18.5 19.6 8.1
Amortisation
At 1 January 2006 1.2 - 1.2
Charge for the year 3.4 - 3.4
Disposals {0.5) - (0.5}
At 31 December 2006 4.1 - 4.1
Net book value
At 31 December 2006 14.4 19.6 34.0
At 31 December 2005 8.3 - 8.3
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Software Intangible
development assats under
cost development Totat
Company £m m £m
Cost
At 1 January 2005 2.6 - 2.6
Additions 6.9 - 6.9
At 31 December 2005 8.5 - 9.5
Amortisation
At 1 January 2005 - - -
Charge for the year ' 1.2 - 1.2
At 31 December 2005 1.2 - 1.2
Net book value
At 31 December 2005 8.3 - 8.3
At 31 December 2004 2.6 - 2.6

26 Property, plant and equipment
Assets in the course of construction for Group and Company relate to Alnova, a replacement for our commercial and persenal current accounts, savings and
personal loans legacy systems.

Leasehold buildings
Equipment, Assets in the
Freehold land 50 or more years Under 50 years fixtures and course of
. and building xpired unexpired vehides construction Tetal
Group £m £m £m £m £m £m
Cost
At 1 January 2006 286.7 11.6 50.0 427.1 - 775.4
Additions 9.3 0.2 4.2 16.1 6.0 35.8
Disposals (6.6) {0.6) (0.9) (23.4} - {31.5)
At 31 December 2006 289.4 11.2 53.3 419.8 6.0 779.7
Depreciation and amortisation
At 1 January 2006 123.3 5.6 38.0 346.1 - 513.0
Charge for the year 5.7° 0.1 2.7 28.2 - 36.7
Disposals {4.5) (0.5) (0.7} (19.3) .- (25.0)
At 31 December 2006 124.5 5.2 40.0 355.0 - 524.7
Net book value
At 31 December 2006 164.9 6.0 13.3 64.8 6.0 255.0
At 31 December 2005 163.4 6.0 12,0 81.0 - 262.4

The cost of freehold land and buildings held under finance leases was £91.8m (2005: £91.9m). The related cumulative depreciation of £32.2m (2005: £30.7m}
includes £1.6m charged during the year (2005: £1.6m).

The cost of leaseholds over 50 years unexpired held under finance leases was £1.7m (2005: £1.7m). The related cumulative depreciation of £0.9m (2005; £0.9m)
includes £nil charged during the year (2005: £0,1m).

Leasehold buildings

Equipment, Assets in the
Freehold land 50 or more years Under 50 years fixtures and course of
and buitdings unexpired unexpired vehicles construction Total
GI‘OUP £m £m £m £m £&m £im
Cost
At 1January 2005 284.6 12.9 50.8 414.8 - - 763.1
Additions . 6.4 0.2 2.4 17.2 - 26.2
Disposals {4.3) (1.5) (3.2) (4.9) - (13.9)
At 31 December 2005 286.7 11.6 50.0 427,1 - 775.4
Depreciation and amortisation
At 1 January 2005 120.0 5.5 39.0 T 3264 - 490.6
Charge for the year 6.0 0.2 2.2 248 - 33.2
Disposals (2.7) (0.1) (3.2} (4.8) - (10.8)
At 31 December 2005 123.3 5.6 38.0 346.1 - 513.0
Net book value
At 31 December 2005 163.4 6.0 12.0 81.0 - 262.4
At 31 December 2004 164.6 7.4 11.8 88.7 - 272.5
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26 Property, plant and equipment continued

Leasehold buildings
Equipment, Assets in the
Freehold land 50 or more years Under 50 years flxtures and course of
and buildings unexpired unexpired vehicles construction Totat
Company £m £m £m £m £m £m
Cost
At 1 January 2006 111.9 10.5 48.7 322.4 - 493.5
Additions 3.8 2.1 4.0 14.4 6.0 30.3
Disposals {3.4) (0.7} (0.9) (21.1) - {26.1)
At 31 December 2006 - 1123 11.9 51.8 315.7 6.0 497.7
Depreciation and amortisation
At 1 January 2006 51.6 4.6 37.3 248.3 - 341.8
Charge for the year 1.2 0.4 2.4 26.1 - 3041
Disposals (1.8) (0.6} (0.7} (17.1) - (20.2)
At 31 December 2006 51.0 4.4 39.0 257.3 - 351.7
Net book value
At 31 December 2006 61.3 7.5 12.8 58.4 60 1460
At 31 December 2005 60.3 5.9 11.4 741 - 151.7

The cost of equipment, fixtures and vehicles held under finance leases was £25.7m (2005: £25.7m). The related cumulative depreciation of £22,1m (2005: £16.0m)
includes £6.1m charged during the year (2005: £2.8m).

Leasehold buildings

Equipment, Assets in the
Freehald land 50 or more years Under 50 years fixtures and course of
&nd buildings unexpired unexpired vehicles canstruction Total

Company £m £m £m - £m £m £

Cost ' .

At 1 January 2005 114.7 10.6 50.2 312.4 - 487.9
Additions 1.5 1.4 1.7 14.8 - 19.4
Disposals (4.3) (1.5) (3.2} (4.8} - (13.8)

At 31 December 2005 111.9 - 10.5 48.7 322.4 - 493.5

Depreciation and amortisation

At t January 2005 52.4 4.2 38.5 230.5 - 325.6
Charge for the year 1.9 0.5 2.0 22.6 - 27.0
Disposals (2.7) (0.1) (3.2) (4.8} - (10.8)

At 31 December 2005 51.6 4.6 373 248.3 - 3418

Net book value

At 31 December 2005 60.3 5.9 11.4 74,1 - 151.7

At 31 December 2004 62.3 6.4 11.7 81.9 ' - 162.3

At the balance sheet date, the Group and the Company had contracted with lessees for the following future minimum lease payments in leases relating to
freehold properties:

Group ) Company

2006 2005 2006 2005

£m £m £m £m

Within 1 year 0.3 0.3 0.2 0.2
Between 1-5 years 5.2 . 5.7 0.9 1.8
In more than 5 years 5.8 8.9 5.1 8.9
Total 11.3 14.9 6.2 10.9

78  Alliance & Leicester Annual Report and Accounts 2006




27 Operating lease assets
The Group's leasing subsidiary, Alliance & Leicester Commercial Finance plc, enters into operating lease arrangements with customers in a wide range of sectors,
including transport, retail and utilities.

Group ‘“E*:n'
- Cost

At 1 January 2006 . 558.9
Additions 79.7
Disposals (146.4)

At 31 December 2006 492.2

Depraciation

At 1January 2006 : 194.5
Charge for the year 78.5
Disposals (81.3)

At 31 December 2006 191.7

Net book value

At 31 December 2006 300.5

At 31 December 2005 364.4

Group l’n;:.

Cost

At 1 January 2005 £57.4
Additions 108.7
Disposals (107.2}

At 31 December 2005 558.9

Depreciation

At 1 January 2005 190.3
Charge for the year 74.0
Disposals {69.8)

At 31 December 2005 194.5

Net book value

At 31 December 2005 364.4

At 31 December 2004 367.1

At the balance sheet date, the Group had contracted with tessees for the following future minimum lease payments:

Group

2006 2005

£m £m

Within 1 year 66.7 80.7

Between 1-5 years 121.6 155.0

In more than 5 years 23.2 50.7

Total 211.5 286.4
28 Other assets

Grougy Compary

2006 2005 2006 2005

fm fm £m £m

Amounts due from subsidiary undertakings - - 162.0 141.9

Trade debtors ' 97.1 155.7 121 -

Other 123.4 62.9 1.2 1.9

Total ' 220.5 218.6 175.3 143.8
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29 Due to other banks

Group Company
2006 2005 2006 2005
£m £m £m £m
Amounts due to subsidiary undertakings - - 6,095.7 4,677.4
Items in course of collection 240.1 246.2 - -
Deposits from other banks 8,389.5 6,320.4 8,047.2 6.318.8
Total 8,629.6 6,566.6 14,142.9 10,996.2
30 Other liablilities
Group Company
2006 2005 2008 2005
£m £m £m £m
Trade creditors 13.0 16.2 8.4 8.2
Other taxation 84.9 33.6 85.0 335
Finance leases 39.4 71.0 5.9 10.1
Unclaimed share entitlements 79.6 101.0 79.6 101.0
Other 200.2 107.9 2,569.2' 290.1
Total 4171 329.7 2,748.1 442.9
Amounts include:
Due to subsidiary undertakings - - 2,553.0' 280.8
Note:

1. This includes £2,500.1m (2005: £nil) owed to a Group undertaking, Fosse Funding (No. 1) Limited.

Unclaimed share entitlements comprise the share sale proceeds arising from the sate on 27 September 2000 of shares issued to members of the former
Alliance & Leicester Building Society, and accrued dividends to the point of sale. During 2006, the Group Board initiated a programme to find members with
outstanding entitlements, which resulted in over 16,000 individuals making a successful claim. The remaining share sale proceeds can be claimed until

21 April 2009, being 12 years from the flotation date, after which they will be forfeited, The associated dividends accrued to the paint of sale may be claimed
for a period of 12 years from the applicable payment date.

The Group's finance lease obligations mainty relate to a lease and leaseback of Group property.

The maturity of net obligations under finance leases are as follows:

Group Company

2006 2005 2006 2005

£m £m £m £m

Within 1 year 3.2 34.4 31 4.7

Between 1-5 years 13.9 10.9 2.8 5.4

In more than 5 years 22.3 25.7 - -

Total 3%.4 71.0 5.9 10.1
Future minimum {ease payments are:

Group Comparty

2006 2005 2006 2005

- £m m £m £m

Within 1 year ' 5.1 36.8 3.3 5.1

Between 1-5 years 19.9 18.3 2.9’ 5.6

In more than 5 years 26.4 311 - -

Total 51.4 86.2 6.2 10.7

At the balance sheet date, the Group and the Company had contracted with lessees for the following future minimum lease payments on sub-leases:

Group Lompany
2006 2005 2006 2005
£m £m £m £m

Leases which expire:
Within 1 year 1.0 32.6 - -
Between 1-5 years 3.4 1.2 0.1 0.2
In maore than & years 0.8 0.7 - 0.7
Total 5.2 34.5 0.1 0.9

During 2006 £3.0m was incurred as a finance lease interest charge {(2005: £3,7m).

The difference between the future minimum lease payments and the net obligations under finance leases are due to finance charges not yet incurred.
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31 Deferred taxation

Deferred taxes are calculated on all temporary differences under the Liability method using an effective tax rate of 30% (2005: 30%).

The movement on the deferred tax account is as follows:

Group Company
2006 2005 2006 2005
£m £m £m £m
At 1 January 259.8 163.7 (15.2) (64.8)
Adoption of IAS 32 and IAS 39 - 334 - 41.6
Income statement charge 69.2 81.8 15.9 11.9
Charge to equity (6.0) {4.8) {4.5) (3.9)
Deferred tax on acquisitions and disposals (181.1) (14.3) - -
- At 31 December 141.9 259.8 (3.8) (15.2)
Deferred tax liabilities/(assets):
Accelerated tax depreciation 175.6 318.0 7.6 8.2
Pensions and other post retirement benefits (28.5) (59.5) (23.6) (48.3)
Provisions for loan impairment and other provisions (19.2) (32.1) .7 {18.2)
Other temporary differences 14,0 33.4 19.9 43.1
Deferred tax liabilities/{assets) 141.9 259.8 (3.8) {15.2)
The deferred tax charge in the income statement comprises the following temporary differences:
Accelerated tax depreciation 48.1 67.5 (1.0) (0.5)
Pensions and other post retirement benefits 16.1 16.1 9.8 9.3
Provisions for loan impairment and other provisions (0.1) (7.0) (2.7) 0.1
Other temporary differences 1.5 0.9 (3.8) 0.5
65.6 775 2.3 9.9
Adjustment to deferred taxin relation to prior years 3.6 4,3 13.6 2.0
Deferred tax charge 69.2 81.8 15.9 11.9
Deferred tax liabilities have not been established for the withholding tax and other taxes that would be payable on the unremitted earnings of certain
subsidiaries, as such amounts are permanently reinvested. Such unremitted earnings total £127.2m at 31 December 2006 (2005: £115.9m).
32 Other borrowed funds
Group Company
2006 2005 2006 2005
£m £m £m £m
Dated loan capital 670.6 885.0 670.6 885.0
Total subordinated liabilities 670.6 885.0 670.6 885.0
Accrued interest 16.8 17.6 16.8 17.6
Fair value hedging adjustments 12.7 40.2 12,7 40.2
Less: unamortised issue costs {3.4) (3.1 (3.4) (3.7)
Total 696.7 939.1 696.7 939.1
Maturing by 2006 - 200.0 - 200.0
Maturing by 2008 75.0 75.0 75.0 75.0
Maturing by 2013 - 50.5 51.4 50.5 51.4
Maturing by 2015 76.6 87.2 76.6 87.2
Maturing by 2017 101.1 102.8 101.1 102.8
Maturing by 2017 67.4 68.6 67.4 68.6
Maturing by 2023 150.0 150.0 150.0 150.0
Maturing by 2031 150.0 150.0 150.0 150.0
Total loan capital 670.6 885.0 670.6 885.0

The interest rate liabilities of 9.75% on the £75m Notes due 2008, 5.25% on the £150m Notes due 2023 and 5.875% on the £150m Notes due 2031 have

each been swapped into floating rate, with rates of up to 1.36% above sterling LIBOR.

The Subordinated Notes due 2008, 2023 and 2031 are denominated in UK Sterling. The Subordinated Notes due 2015 are denominated in US Dotlars.
The Subordinated Notes due 2013 and 2017 are denominated in Euros, The Subordinated Notes due 2006 were redeemed on 7 December 2006.
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32 Other borrowed funds continued
The following subordinated loans each exceed 10% of total subordinated liabilities. The subordinated debt was raised in order to increase the capital base of the
Company.

Terms Group and Company -

£m
Subordinated Notes due 2008 Fixed interest rate of 9.75% 75.0
Subordinated Notes due 2015 Floating rate 76.6
Subordinated Notes due 2017 Fioating rate 67.4
Subordinated Notes due 2017 Floating rate 101.1
Subordinated Notes due 2023 Fixed interest rate of 5.25% 150.6
Subordinated Notes due 2031 Fixed interest rate of 5.875% 150.0

The Notes are subordinated to the claims of depositors and all other creditors.

All the Notes may be redeemed at the option of the Group, at the outstanding principal amount plus accrued interest, in the event of certain changes in UK
taxation. The Group may also purchase the Notes in the open market. The 2008 Notes can be redeemed, at the option of the Group, at the higher of their principal
amount and the price at which the gross redemptign yield on the Ngtes is equal to the gross redemptian yield on 9% Treasury Stock 2008. The 2013 Notes can be
redeemed, at the option of the Group, at the outstanding principal amount plus accrued interest, not before November 2008. The 2015 Notes can be redeemed,
at the option of the Group, at the outstanding principal amount plus accrued interest, not before September 2010, The £101.1m 2017 Notes can be redeemed,

at the option of the Group, at the outstanding principal amount plus acerued interest, not before August 2012. The £67.4m 2017 Notes can be redeemed, at the
option of the Group, at the outstanding principal amount plus accrued interest, not before October 2012. The 2023 Notes can be redeemed, at the option of the
Group, at the outstanding principal amount plus accrued interest, not before March 2018. For all the Notes, no such purchase or redemption may be made
without the consent of the Financial Services Authority.

The Group has not had any defaults of principal, interest or other breaches with respect to liabilities during the period.

33 Retirement benefit obligations
Amounts recognised in the balance sheet:

{Group anc Company

2006 2005

£m m
Funded defined benefit pension scheme (16.8) (74.3)
Unfunded defined benefit pension scheme (9.5) (9.6)
Post-retirement medical benefits (21.5) (23.0)
Total (47.8) (106.9)

Pension schemes

The Alliance & Leicester Pension Scheme (the “Scheme”) comprises funded defined benefit final salary sections which became closed to new entrants on
31 March 1998. New employees joining the Group on or after 1 April 1998 were eligible to join a defined contribution section of the Scheme. The principal
scheme is an exempt approved pension scheme under which retirement and death benefits are provided for Group employees. The funds of the Scheme are
administered by trustees independently of the finances of the participating employers. In addition, benefits are provided by the Company on an unfunded
unapproved basis to a number of senior staff recruited since June 1989 whose benefits would otherwise be restricted by the Finance Act 1989 earnings cap.

The Group has adopted the revised IAS 19, published in December 2004. Actuarial gains and losses are recognised immediately in full, through the Statement
of Recognised Income and Expense.

Scheme assets are stated at their market value at 31 December 2006. Scheme liabilities are based on the most recent actuarial valuation at 31 March 2006
and updated by an independent qualified actuary to assess the liabilities as at 31 December 2006.

Alliance & Leicester ple is the sponsoring employer for the Scheme. There is no contractual agreement or stated policy for recharging the defined benefit cost
to other companies in the Group. Therefare, in accordance with IAS 19, the Company recognises the whale defined benefit liability of the Scheme.

The amounts recognised in the balance sheet are determined as follows:

Group
2006 2005
£m £m
Present value of funded obligations (1,327.3) {1,304.7)
Fair value of Scheme assets 1,310.5 1,230.4
(16.8) (74.3)
Present value of unfunded obligations . {9.5) {9.6)
Liability in the balance sheet - (26.3) (83.9)
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The amounts recognised in the income statement are as follows:

Statutory Accou

Group
2006 2005
£m £m
Current service cost’ 22.2 18.1
Interest cost? 64.4 60.8
Expected return on Scheme assets’ (72.2) (64.2)
Past service cost’ 1.0 (1.9)
Total cost — defined benefit Scheme ’ 15.4 12.8
Defined contribution Scheme-contributions by employer {including SMART) 8.5 5.5
Total cost 23.9 18.3
Notes:
1. Included within ‘Administrative expenses’ in the income statement.
2. Included within ‘Other operating income’ in the income statement.
Changes in the present value of the defined benefit obligations are as follows:
Group
2006 2005
£m £m
At 1 January 1,314.3 1,127.2
Current service cost 22,2 18.1
Interest cost 64.4 60.8
Employee contributions 2.9 6.9
Past service cost 1.0 {1.9)
Actuarial (gain)/toss {33.6) 129.7
Benefits paid {34.4) (26.5)
At 31 December 1,336.8 1,314.3
The expected return on assets is determined by the scheme actuaries, based on historic average returns and current market trends.
Changes in the fair value of Scheme assets are as follows:
Group
2006 2005
£m £m
At 1January . 1,230.4 1,060.3
Expected return 72.2 64.2
Actuarial gain 13.2 107.9
Contributions by employer (including SMART) 26.0 17.4
Employee contributions 2.9 6.9
Benefits paid (34.2) {26.3)
At 31 December 1,310.5 1,230.4
Actual return on Scheme assets 85.4 172.1
The Group expects to contribute 19.4% of pensionable salary to its defined benefit Scheme in 2007 {excluding SMART).
The principal actuarial assumptions used were as follows: '
2006 2005
Valuation method Projected unit Projected unit
Inflation assumption 3.0% 2,75%
Salaries rate of increase (p.a.} 3.5% 4.5%
Pensions rate of increase {p.a.) 3.0% 2.75%
Discount rate used to determine net pension cost 4.9% 5.4%
Discount rate used to determine benefit cbligations at 31 December 5.2% 4.9%
Expected return on Scheme equities 7.5% 7.5%
Expected return on Scheme bonds . 4.5% 5.0%

The discount rate used to calculate the present value of Scheme liabilities is determined after considering the yield on 'AA’ rated Sterling corporate bond yields
of a similar maturity to the Scheme liabilities. A 0.1% increase in the rate used would decrease the present value of Scheme liabilities by £27.1m and 2 0.1%
decrease in the rate used would increase the present value of Scheme liabilities by £27.8m. .

A 0.1% decrease in the rate of inflation would reduce the Scheme tiabilities by £24.9m and a 0.1% increase in the rate of inflation would increase the Scheme
liabilities by £23.5m.

The expected return on Scheme equities for 2007 is set at a level of 3.3% above gilt yields. The Scheme actuary has advised that this return has a 50% likelihood
of being achieved. The expected return for Scheme bonds for 2007 has been set based on yields available on market indices at 31 December 2006 for bonds with
similar maturities,
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33 Retirement benefit obligations continued

Members’ life expectancies in the 2006 actuarial valuation assume that (a} 50% of the PAS2 base tables (as published by the Institute and Faculty of Actuaries)
apply, with a one year age rating for retired and three years for non-retired and (b) 50% of the Medium Cohort tables based on PA92 Year of Birth, apply.

The life expectancy for a non-retired member aged 60, on the valuation date is:

Group

2006 2005

Years Years

Male 85,5 84

Female 89 87
The major categories of Scheme assets are as follows:

Group

2006 2005

£m fm

Equities 676.6 644.2

Bonds 629.2 580.0

Hedging derivatives (1.9) -

Net current assets . 6.6 6.2

Total 1,310.5 1,230.4

During 2006 the Scheme entered into a swap overlay strategy to hedge against the effects of inflation and interest rate movements on the value of the Scheme's

liabilities, At 31 December 2006, 20% of Scheme liabilities were hedged.

Amounts for the current and prior years for the defined benefit Scheme are as follows:

Group
2006 2005 2004
£m £m £m
Defined benefit obligations (1,336.8) {1,314.3) (1,127.2)
Scheme assets 1,310.5 1,230.4 1,060.3
Deficit {26.3) (83.9) (66.9)
Experience gains/{losses) on Scheme liabilities 33.6 (129.7) (36.0)
Experience gains on Scheme assets 13.2 107.9 29.6

Post-retirement medical benefits

The Group provides post-retirement medical benefits to certain pensioners and active employees. The liability has been assessed by an independent qualified
actuary as at 31 December 2006, using the projected unit method. The principal actuarial assumptions used in the valuation were a discount rate of 5.2% and

medical benefit cost inflation of 7.0% for 1 year, reducing to 4.5% over 5 years and remaining at 4.5% thereafter.

Changes in the post-retirement medical benefits provision are as follows:

Group

2006 2005

£m £m

At 1January 23.0 20.8

Charge to profit or loss in th.e year 1.4 1.7

Actuarial {gain)/loss (2.9) 0.5

At 31 December 21.5 23.0

A one percentage point movement in medical cost trend rates would have the following effects:

2006 2005

£m im

Effect on liability of 1% increase in cost trend 3.5 4.4
Effect on liability of 1% decrease in cost trend (2.8) (3.5)

Effect on service and interest cost of 1% increase in cost trend .01 0.3
Effect on service and interest cost of 1% decrease in cost trend ’ (0.3} (0.2)
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34 Contingent liabilities and commitments
Litigation
Certain Group undertakings are engaged in litigation, invelving claims by and against them which arise in the ordinary course of business. The directors, after

reviewing the claims pending and threatened against Group undertakings and taking into account the advice of the relevant legal advisers, are satisfied that
the outcome of these ¢claims will not have a material adverse effect on the net assets of the Group.

(apital commitments |
Giroup Company
2006 2005 2006 2005
£m £m £m £m
Future capital expenditure:
Contracted for but not provided in the accounts . 14.5 - 14.5 -

The following table indicates the contractual amounts of the Group's and the Company’s off-balance sheet financial instruments that commit them to extend
credit to customers:

Group Company
2006 2005 2006 2005
£m £m £m £m
Contingent liabilities:
Guarantees, liquidity facilities and irrevocable letters of credit 418.1 400.9 217.5 184.1
Commitments:
Irrevocable undrawn Loan facilities 1,066.2 1,091.3 108.6 142.5

Contingent liabilities and commitments are shown on a basis consistent with the regulatory reporting of these items.
The Group also provides standby liquidity facilities to Special Purpose Vehicles as set outin Note 19.

Alliance & Leicester International Limited, a subsidiary licensed under the Isle of Man Banking Acts 1975 to 1986, has a contingent liability to the Isle of Man
Depositors Compensation Scheme.

The Company guarantees and gives commitments in respect of some of its subsidiary undertakings.

Operating lease commitments
Where the Group is a Lessee, the future minimum lease payments under non cancellable buitding operating leases, are as follows:

Graup Company
2006 2005 2005 2005
£m im £m im

Leases which expire:
Within 1 year 0.3 0.2 6.9 6.8
Between 1-5 years 8.1 8.5 34.2 33.3
In more than 5 years 78.3 87.9 117.9 132.6
Total ) 86.7 96.6 159.0 172.7

At the balance sheet date, the Group had contracted with lessees for the following future minimum lease payments on sub-leases of rental properties:

Group Company

2006 2005 2006 2005

£m £m £€m £m

Within 1 year 0.2 0.4 0.3 0.3
Between 1-5 years 2.1 2.9 3.0 2.1
In more than 5 years 4.4 31 4.3 0.9
Total 6.7 6.4 7.6 33

During the year, the Group incurred £11.9m operating lease rental charges (2005: £11.1m).

Assets pledged as collateral security

Assets are pledged as collateral under repurchase agreements with other banks and for security deposits relating to local futures, options and stock exchange
memberships. Mandatory reserve deposits are also held with Local central banks in accordance with statutory requirements. These deposits are not available to
finance the Group's day to day operations.

Group and Company

2006 2005
£€m £m
Investment securities 1,633.9 1,572.0
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35 Innovative tier 1

On 22 March 2004, Alliance & Leicester plcissued £300m of Innovative tier 1 capital securities. The tier 1 securities are perpetual securities and pay a coupon
on 22 March each year, with the first coupon paid en 22 March 2005. At each payment date, Alliance & Leicester ple ¢can decide whether to declare or defer the
coupon indefinitely. If a coupon is deferred then Alliance & Leicester plc may not pay a dividend on any share until it next makes a coupon payment. Alliance &
Leicester plc can be obliged to make payment only in the event of winding up.

The coupon is 5.827% per annum until 22 March 2016. Thereafter the coupon steps up to a rate, reset every five years, of 2.13% per annum above the gross
redemption yield on a UK Government Treasury Security, The tier 1 securities are redeemable at the option of Alliance & Leicester plc on 22 March 2016 of on
each coupon payment date thereafter. No such redemption may be made without the consent of the Financial Services Autharity.

Group and Company

2006

£m

At 1 January 2006 310.6

Appropriations 17.5
Coupon paid (17.5)

At 31 December 2006 310.6

36 Preference shares .

On 24 May 2006, Alliance & Leicester plcissued £300m fixed/floating rate non-cumulative callable preference shares, resulting in net proceeds of £294.0m.

The preference shares entitle the holders to a discretionary fixed non-cumulative dividend of 6.222% per annum payable annually from 24 May 2007 until

24 May 2019 and quarterly thereafter at a rate of 1,13% per annum above three month sterling LIBOR. The preference shares are redeemable at the option of
Alliance & Leicester plc on 24 May 2019 or on each quarterly dividend payment date thereafter. No such redemption may be made without the consent of the
Financial Services Authority. ’

37 Minority interests

The non-equity minority interest comprises 2 (2005: nil) ordinary shares of £100 each in Crossbill Investments Limited, a Group undertaking. These entitle the
haolder to the distributable profits of that company, subject to the payment of preferential dividends on prefesred shares, from October 2006. The shares do not
entitle the holders to any rights against other Group companies.

38 Share capital

2006 2005

Number Amount Humbs Amount

Group and Company o P um fn’ P
Authorised share capital:

Ordinary shares of 50p each 776.0 388.0 776.0 388.0

Issued, allotted and fully paid 437.9 219.0 448.9 T 2244

The number of ordinary shares in issue at 31 December 2006 reflects the adjustment for the cancellation of shares following the share buyback. During the year,
the Group repurchased 13,790,794 (2005: 575,000) shares with a nominal value of £6.9m (2005: £0,3m), at a cost of £151.0m (2005: £5.0m). This has been
charged against retained earnings.

Share capital
Group {ompany
2006 2005 2006 2005
£m £m £m £m
At 1 January 224.4 223.2 224.4 223.2
New shares issued: ’
Share incentive plan (SIP) partnership shares 0.1 0.1 0.1 0.1
Alliance & Leicester Executive Share Option Plan 0.7 0.6 0.7 0.6
Alliance & Leicester ShareSave scheme 0.4 0.7 0.4 0.7
Deferred Bonus scheme 0.3 0.1 0.3 0.1
Share buybacks (6.9) {0.3) (6.9) (0.3)
At 31 December 219.0 224.4 219.0 224.4

Substantial share interests
In accordance with sections 198 to 208 of the Companies Act 1985, the following shareholders disclosed a major interest in the share capital of the Company as at
12 February 2007.

%
Alliance & Leicester ShareSafe Limited 11.61
Prudential plc and subsidiaries 6.03
Legal & General Investment Management Limited 3.59
Aviva plc and subsidiaries 3.91
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39 Share-based payments
During the year ended 31 December 2006, the Group had seven share-based payment arrangements. These are described below, with further details given in
the Directors’ Remuneration Report on pages 40 to 41,

(i) S$hareSave Plan

This plan is open to all employees. Participants may elect to save up to £250 per month under a three year or fiva year savings contract. An option is granted by
the Company to buy shares at a price based on 83% of the market value of the shares at the time of grant. At the end of the savings contract, a tax free bonus is
applied to the savings and the option to buy shares becomes exercisable, for a period of six months. Options are exercisable earlier if an employee leaves the
Group in special circumstances.

(1) Share Incentive Plan (‘SIP’) — free shares
Eligible employees were, until 2005, awarded free shares each year, based ona percentage of their salary. There were no performance criteria attached to the
release of SIP free shares.

(i) Share incentive Plan - partnership shares
SIP partnership shares are available to all employees. Participants may elect to save up to £125 per month from pre-tax salary to purchase shares at the
prevailing market price. There are no performance criteria attached to the release of SIP partnership shares.

(iv) Executive Share Optlons

Executive Options are normally granted to executive, associate and divisional directors twice a year, after the final and interim results announcements, The
number of shares aver which options are granted is based on a multiple of the participant’s salary. The exercise of options is subject to a three year performance
condition based on Earnings Per Share {EPS) growth detailed in the Directors” Remuneration Report on page 40. Options lapse ten years from the grant date.
Group Senior Managers also received awards of aptions under the Cempany Share Option Plans until 2005.

(v) Deferred Bonus Plan

Group Senior Managers, excluding executive, associate and divisienal directors, can defer up to 25% of their annual cash banus into shares, which are then
matched by the Company. The right to purchase those shares cannot normally be exercised for three years and lapses if not exercised within seven years.
Executive directors participated in the Deferred Bonus Plan until 2005. Performance conditions were attached to the receipt of matching shares,

(vi) Executive Performance Share Plan

The Performance Share Plan for executive directors was introduced in 2005 and participation was extended to associate and divisional directors in 2006. The
annual award of shares is normally over shares and accrued dividends to the value of 100% to 150% of annual salary. The performance period is three years with
no re-testing. For awards made in 2005 and 2006, the vesting of 50% of the award depends on the performance of the Company’s Total shareholder return (TSR)
relative to a peer group of retail banks; the vesting of the other 50% of the award depends on the percentage growth in EPS, with vesting starting when adjusted
EPS growth exceeds inflation by 3% per annum, and full vesting when adjusted EPS exceeds inflation by 8% per arnum. For awards made in 2007, an additional
performance test will be introduced. One third of shares will vest according to the Company’s return on equity (Rof) performance; 30% of the award will vest for
RoE of 20%, rising to full vesting for RoE of 24%. The other two thirds of the award will vest as before, according to the Company’s TSR and EPS performances. See
the Directors’ Remuneration Report on page 41 for details.

(vii} Restricted Share Plan (RSP)
Group Senior Managers, excluding executive, associate and divisional directors, participate in the RSP. Annual awards of shares are made based on a percentage
of individuals® salary. In 2006, the percentage range was 0-15%. Awards vest automatically after three years and lapse after five years from the grant date,

Share Executive Restricted Executive Sendor Manager
ShareSave Options Deferred’ share plan Performance Deferred’

2006
Qutstanding at 1 January 3,761,897 6,260,765 182,622 - 234,817 212,657
Granted 843,008 556,350 - 129,008 415,128 113,340
Lapsed {333,803) (196,547) - (2,037) - (15,288)
Exercised {757,194)  (1,448,399) {89,250) {29) - (77.,528)
Outstanding at 31 December 3,513,908 5,172,169 93,372 126,942 649,945 233,181
Exercisable at 31 December 112,304 929,732 - - - 5,984
Weighted average exercise price in 2006 1119.3p 1109.4p 1125.5p 1062.0p n/a 1119.7p
Range of exercise prices for options outstanding at 31 December 364.4p-813p  510p-900.5p n/fa. n/a n/a n/fa
Weighted average remaining contractual life 2.2 years 0.9 years 0.7 years 2.6 years 1.8 years 0.4 years
Weighted average fair value of options awarded in 2006 215p 140p n/a 846p 742p 2468p°
2005
Outstanding at 1 January 4,546,048 5,965,675 161,116 - - 180,944
Granted 1,144,123 2,138,970 42,298 - 234,817 64,526
Lapsed {446,517) (511,613) - - - (6.399)
Exercised (1,481,757)  (1,332,267) (20,792) - - (26,414)
Outstanding at 31 December 3,761,897 6,260,765 182,622 - 234,817 212,657
Exercisable at 31 December 104,472 702,469 36,675 - - 7.702
Weighted average exercise price in 2005 851.8p 913.4p 924.0p - n/a 882.4p
Range of exercise prices for options outstanding at 31 December 364.4p-705p  510p-900.5p n/a - n/a nfa
Weighted average remaining contractual life 2.4 years 1.3 years 0.9 years - 2.6 years 1.1years
Weighted average fair value of options awarded in 2005 106p 49p 654p° - 505p 2001p
Notes:

1. The figures in the table relate to the number of deferred options only.
2. The figures in the table relate to the level of honus deferred i.e. excluding the matching element.
3. The option value includes the deferred share and the fair value of the matched alement, less the cash bonus feregope.

Alliance & Leicester Annual Report and Accounts 2006 87

Statutory Accol




39 Share-based payments continued
No SIP free shares were allocated during the year (2005: 202,596 at a price of 876.5p).

152,654 SIP partnership shares were issued during the year, at the prevailing market rate, at a weighted average price of 1043.3p per share, 51,271 partnership
shares were issued in January 2005 at a price of 845.5p per share and 61,538 shares in July 2005 at a price of 884.5p per share. The fair value of these awards was
between 26p and 52p per share.

The estimated fair values are calculated by applying the following modets:

Share Incentive Plan - Black-Scholes option pricing model;

Executive Share Options and ShareSave Plan - restricted exercise binomial model for American style options;

Deferred Bonus Plan and Executive Performance Share Plan - the value of the share price option plus the present value of any deferred dividends.

The assumptions used in the model are as follows:

Input Assumption

Share price Price at date of grant

Exercise price Per scheme rules

Expected volatility 15%-21.5% (2005: 11%-12%) {Expected volatitity is estimated by calculating the annualised, exponential weighted
monthly volatility of Alliance & Leicester ple share price over the preceding two years)

Option life Per scheme rules

Expected dividends Based on historic dividend yield

Risk-free interest rate 4.6%-5.3% (2005:4.5%-4.9%)

Levels of early exercises and lapses are estimated using historical averages.

The charge to profit and loss arising from equity settled share based payments in the year was £6.9m {2005: £6.9m}).

40 Other reserves and retained earnings

Group Lompany
2006 2005 2006 2005
im £m £m fm
Share premium 105.6 85.1 105.6 85.1
Capital redemption reserve 79.9 73.0 79.9 73.0
Reserve for share-based payments 21.0 13.8 21.0 13.8
Available-for-sale reserve 4.2 5.8 4.2 5.8
Cash fiow hedging reserve (19.3) 22.5 (11.2) 27.0
Share premium
Group Company
2006 2005 2006 2005
£m £m £m £m
At 1January 85.1 66.7 85.1 66.7
Issue of shares under option . : 20.5 18.4 20.5 18.4
At 31 December 105.6 85.1 105.6 85.1
Capital redemption reserve
Group Company
2006 2005 2006 2005
£m £m £m £m
At 1January 73.0 727 73.0 72.7
Repurchase of share capital 6.9 0.3 6.9 0.3
At 31 December 79.9 73.0 79.9 73.0
Reserve for share-based payments
Group Company
2006 2005 2006 2005
£m £m £m £m
At 1 January 13.8 6.7 13.8 6.7
Share aption costs charged to profit in year 6.9 5.1 6.9 5.1
Transferred to equity (2.7) - (2.7) -
Deferred tax 3.0 2.0 3.0 2.0
At 31 December 21.0 13.8 21,0 13.8
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Available-for-sale reserve

Group Company

2006 2005 2006 2005

£m £m £m £m

At 1 January 5.8 5.7 5.8 5.7

Net {Losses)/gains from changes in fair value (1.7) 0.1 (1.7) 0.1

Net Losses transferred to profit on disposal (0.5) - (0.5) -

Deferred tax - - - -

Current tax 0.6 - 0.6 -

At 31 December 4.2 5.8 4.2 5.8

Cash flow hedging reserve

Group Campany

2006 2005 2006 2005

£m £m . Em m

At 1 January 22,5 14.0 270 16.4

{Losses)/qains from changes in fair value (57.6) 12.5 (52.0) 15.2

Transferred to net profit {2.1) (0.3) (2.6) -
Deferred tax 17.9 (3.7) 16.4 (4.6}

At 31 December (19.3) 22.5 {11.2) 27.0

The cash flow hedging reserve arises on cash flow hedges of interest rate risk on a portfolio of variable rate assets. The hedged interest rate cash flows
on the underlying portfolio are expected to occur on a reducing basis over a period of approximately six years from the balance sheet date.

Retained earnings
Movements in retained earnings were as follows:

Group Company

2006 2005 2006 2005

£m £m £m £m

At 31 December 2004 nfa 1,272.4 n/a 703.6

Impact of adoption of IAS 32 and IAS 39 nfa - 56.3 nja 75.9

At 1January 1,476.5 1,328.7 169.4 779.5

Net profit for year 432.2 389.4 275.8 2315
Final dividend for 2004 - (145.6) - (145.6)
Interim dividend for 2005 - (75.1) - (75.1)

Final dividend for 2005 {156.3) - (156.3) -

Interim dividend for 2006 {78.8) - (78.8) -
Actuarial gain/(loss) on retirement benefit obligations 49.7 (22.3) 49.7 (22.3)

Deferred tax on actuarial gain/(loss) on retirement benefit obtigations (14.9) 6.5 (14.9) 6.5
Repurchase of share capital (151.0) (5.0) (151.0) (5.0)
Other - (0.1} - (0.1}

At 31 December 1,557.4 1.476.5 693.9 769.4

41 Dividends per share
During the year an interim dividend in respect of 2006 of 17.6p per ordinary share (2005: 16.8p per ordinary share) was paid amounting to £78.8m {2005:
£75.1m).

Final dividends are not accounted for until they have been ratified at the Annual General Meeting.

At the meeting on 1 May 2007 a final dividend in respect of 2006 of 36.5p per ordinary share (2005: 34.7p per ordinary share}, amounting to an estimated total
of £159.0m (2005: £156.3m), is to be proposed.

The financial statements for the year ended 31 December 2006 do net reflect this resolution, which will be accounted for in shareholders’ equity as an
appropriation of retained profits in the year ending 31 December 2007.

42 Cash and cash equivalents :
For the purposes of the cash flow statement, cash and cash equivalents comprise the following balances.

Group Company

2006 2005 2006 2005

£m im £m £m

Cash and balances with central banks (Note 15) 2,224.0 1,704.6 1,811.2 1,221.9
Due from other banks 398.6 339.1 262.9 121.6
Total 2,622.6 2,043.7 2,074.1 1,343.5
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43 Related party transactions

Group
The Group enters into transactions in the ordinary course of business, with directors of the Company and persons connected with the directors of the {ompany, on
normal commercial terms.

Group
2006 2005
£'000 £000
Loans
As at 1 January 1,018 801
Net movements {264) 217
As at 31 December’ ) 754 1,018
Interest payable 39 40
Deposits
As at 1January 1,691 1,641
Net mavements 515 50
As at 31 December 2,206 1,691
Interest receivable . 52 57
Note: :
1. Secured on residential properties. ,
Company
Betails of the Company’s shares in Group undertakings are given in Note 24.
The Company entered into transactions with other Group undertakings as shown in the table below.
Company
2006 2005
£m £m
Amount owed to other Group undertakings .
As at 1 January 5,935.6 3,749.3
Net movements 3,548.7 2,186.3
As at 31 December . 9,484.3 5,935.6
Interest paid to subsidiaries 290.8 208.4
Amounts owed from other Group undertakings
As at 1 January 9,404.9 7.071.8
Net movements 753.1 2,333
As at 31 December 10,158.0 9,404.9
Interest received from subsidiaries 450.9 355.7

During the current and preceding year the Company recharged other Group undertakings for various administrative expenses incurred on their behalf. The
Company also received administrative cost recharges from other Group undertakings,

The Campany had derivative assets of £28.2m (2005: £85.7m) and derivative liabilities of £85.7m (2005: £11.3m) with Group undertakings at 31 December 2006,
It is mot meaningful to analyse the high volume of funding transactions between the Company and other Group undertakings.

Directors’ emoluments

2006 2005

£m fm

Short-term benefits 4.6 4.0
Post-employment benefits 0.8 0.6
Share-based payments 0.9 1.1
Total 6.3 5.7

Directors” emoluments include those emoluments received by directors from the Company and its associated bodies. Gains an share options exercised under
the long-term incentive scheme in the year were £2.1m (2005: £0.7m), whilst gains on other share options exercised in the year were £0.1m {2005: £0.5m).
A detailed analysis of directors’ emoluments and share options is given on pages 39 to 45 in the Directors” Remuneration Report.

Four directors are members of the defined benefit section of the Alliance & Leicester Pension Scheme {2005: 4). The Group’s transactions with the Scheme
are described in Note 33,
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Supplementary Informati

2006 2005 2004 2003 2002
IFRS IFRS IFRS proforma UK GAAP UK GAAP
For the year ended 31 December £m im £m £ £m
Interest receivable and similarincome 3,115.2 2,576.1 2,274.1 1,869.3 1,840.5
Interest expense and similar charges (2,334.6) (1,825.1) (1,537.7) (1,131.4) {1,083.1)
Net interest income 780.6 751.0 736.4 737.9 757.4
Fee and commission income 523.6 508.8 512.0 563.0 530.0
Fee and commission expense (26.8) (32.4) (43.8) (112.4) (109.3)
Gains/({losses) from fair value accounting volatility 1.6 {1.0) n/a n/a nfa
Other operating income ' 190.2 160.5 169.0 184.6 163.1
Total non-interest income 694.6 635.9 637.2 635.2 583.8
Operating income 1,475,2 1,386.9 1,373.6 1,373.1 1,341.2
Administrative expenses:
Core administrative expenses (656.8) (660.7) (674.7) (696.1) (707.7)
Redundancy costs (24.2) - - - -
Exceptional costs arising from the rationalisation
of the branch network - - (9.0) - -
Total administrative expenses (681.0) (660.7} (683.7) (696.1) {707.7)
Depreciation and amortisation:
On fixed assets excluding operating lease assets {42.0) (31.2) {30.1) (35.4) (33.7)
On operating lease assets {78.5) (74.0) (72.8} (56.2) {61.6)
(120.5) {105.2) (102.9) (91.6) {95.3}
Total costs (801.5) {765.9) (786.6) (787.7) (803.0)
Impairment losses on loans and advances (104.8) (73.9) {46.5) (60.7) (69.9)
Operating profit 568.9 547.1 540.5 524.7 468.3
Profit on disposal of Group operations - - 52.0 - -
Profit before tax 568.9 547.1 592.5 524.7 468.3
Tax (118.8) (140.2) (158.9) (145.5) (128.0)
Profit after tax 450.1 406.9 433.6 379.2 340.3
Profit attributable to:
Innavative tier 1 holders 17.5 17.5 13.7 nfa n/a
Minority interests 0.4 - - 1.2 0.7
Ordinary shareholders of Alliance & Leicester plc . 432.2 389.4 419.9 378.0 339.6
Earmings per share:
Basic earnings per ordinary share 96.4p 86.9p 91.8p 79.0p 68.0p
Diluted earnings per ordinary share 95.9p 86.5p 91.4p 78.5p 67.4p

The 2004 results are presented on an IFRS proforma basis as described in Annual Report & Accounts 2005. The results for 2002-2003 are on a UK GAAP basis and
not directly comparable with the 2004 to 2006 results. An explanation of the differences between IFRS and UK GAAP is set out in Annual Report & Accounts 2005,
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2006 2005 1January 2005 2003 2002
1FRS IFRS RS UK GAAP UK GAAP
£m £m £m £m £m
Assets -
Cash and balances with central banks 2,224.0 1,704.6 585.3 494.0 298.1
Treasury bills and other eligible bilts - 17.1 - 117.0 239.4
Due from other banks 2,948.7 2,524.5 1,798.3 3,186.7 813.1
Items in the course of collection from other banks - - - 125.0 147.1
Trading securities 1,152.9 306.3 254.0 - -
Perivative finangial instruments 691.8 570.8 378.7 - -
Loans and advances to customers: 46,350.7 40,093.8 33,740.6 29,798.9 27,296.9
Securitised advances’ nfa n/a n/a T 130.0 163.2
Less: non-recourse finance n/a n/a n/a {127.3) {159.3)
46,350.7 40,093.8 33,740.6 29,801.6 27,300.8
Net investment in finance leases and hire purchase contracts 1,926.9 2,146.3 2.046.4 1,975.8 1,591.0
Debt securities nfa n/a nfa 11,491.5 9,501.5
investment securities:
- available-for-sale 10,482.8 9,817.8 9,211.6 nfa n/a
- held-to-maturity 364.7 342.5 246.7 nfa nfa
- loans and receivables 150.3 150.3 425.9 n/fa n/a
- at fair value through profit or loss 1,373.3 331.0 473.4 n/a n/a
Intangible fixed assets 54.7 18.6 8.5 3.0 3.5
Property, plant and equipment 255.0 262.4 2725 280.9 304.5
Operating lease assets 300.5 364.4 367.1 374.7 369.0
Fair value macro hedge - 59.8 12.8 n/a n/a
Other assets 220.5 218.6 93.9 171.5 355.0
Prepayments and accrued income 60.2 53.2 168.1 402.7 325.6
Total assets 68,577.0 58,982.0 50,083.8 48,4244 41,248.6
Liabilities
Due to other banks 8,629.6 6,566.6 4,685.7 5,040.2 2,701.6
Items in the course of transmissien to other banks - - - 214.9 289.7
Derivative financial instruments 675.4 410.4 774.8 - -
Due to customers 29,559.4 26,437.8 25,102.5 24,239.2 22,360.1
Debt securities in issue 25,415.4 21,405.3 15,629.3 14,853.7 12,103.8
Other liabilities 417.1 329.7 365.7 466,7 564.1
Current tax liabilities ,21.3 52.9 82.2 - -
Fair value macro hedge 181.7 - - n/a nfa
Accruals and deferred income 197.9 261.8 304.0 859.8 715.4
Deferred tax liabilities 141.9 259.8 197.1 - -
Provisions for liabilities and charges - - - 240.9 182.7
Other borrowed funds 696.7 939.1 826.5 8121 609.9
Retirement benefit obligations 47.8 106.9 87.7 n/a n/a
Total liabilities 65,984.2 56,770.3 48,055.5 46,727.5 39,527.3
Equity
Innovative tier 1 310.6 310.6 310.6 n/fa n/a
Preference shares 294.0 - - - -
Minority interests 0.4 - - 2.7 1.5
605.0 310.6 310.6 2.7 1.5
Called up share capital 219.0 224.4 223.2 231.1 242.0
Share premium account 105.6 85.1 66.7 84.7 38.5
Capital redemption reserve 79.9 73.0 72.7 63.8 51.5
Reserve for share-based payments 21.0 13.8 6.7 nfa nfa
Available-for-sale reserve 4.2 5.8 5.7 n/fa n/a
Cash flow hedging reserve (19.3) 22.5 14.0 n/a n/a
Profit and loss account 1,557.4 1,476.5 1,328.7 1,344.6 1,387.8
Total ordinary shareholders’ equity 1,967.8 1,901.1 1,717.7 1,694.2 1,719.8
Total equity and liabilities 68,557.0 58,982.0 50,083.8 48,424.4 41,248.6 I

Note:

1. Under UK GAA? securitised balances were disclosed under linked presentation. Under IFRS securitised balances are included within loans and advances

to customers.
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Shareholder Analysis as at 31 December 2006

Percentage of
Percentage of ardinary share
No. of holders* total holders No. of shares capital
Shareholding range:
1 - 250 520,574 80.76% 125,463,651 28.65%
251 - 500 44,592 7.69% 20,868,542 4.77%
501 - 10,000 14,072 2.43% 17,623,470 4.02%
10,001 - 50,000 296 0.05% 7,300,105 1.67%
50,001 - 100,000 124 0.02% 9,159,678 2.0%%
100,001 and over 285 0.05% 257,515,151 58.80%
579,943 100.00% 437,949,597 100.00%
*Including those holders whose shares are held in the *Alliance & Leicester ShareSafe’ nominee account,
Classification of Shareholders
Personal holders’ 167.4m 38.2%
Institutional holders 270.5m 61.8%
1. Includes private shareholdings, ShareSafe and shares held in Private Client Accounts by institutional investors.
Financilal Calendar
Ex-dividend date for final dividend Wednesday 4 April 2007
Record date for final dividend Tuesday 10 April 2007
Annual General Meeting Tuesday 1 May 2007
Payment date for final dividend Tuesday 8 May 2007
Provisional date for interim results to be announced Friday 27 July 2007

Provisional ex-dividend date for interim dividend

Provisional record date for interim dividend

Provisional payment date for interim dividend

Provisional date for preliminary results 2007 to be announced

Dividends

Interim dividend 2005

Final dividend 2005

Interim dividend 2006
Proposed final dividend 2006

Registrar Alliance & Leicester Share Dealing Service
Capita Registrars Barclays Stockbrokers Limited

Northern House Tay House

Woodsome Park 300 Bath Street

Fenay Bridge Glasgow G2 4LH

Huddersfield HDS OLA Tel: 0870 516 8352

Tel: 0870 607 0414

SO 14001
Produced at a mill that holds
ISO 140071 certification

The paper used throughout this report is Revive 100
from the Robert Horne Group, which is produced
from 100% recovered fibre at a mill that has

been awarded the ISO 14001 certificate for
environmental management.

Designed and produced by Black Sun Plc,

Wednesday 5 September 2007
Friday 7 September 2007
Monday 8 October 2007
Wednesday 20 February 2008

16.8p
34.7p
17.6p
36.5p
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