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2007 Surmmary

Alliance & Leicester’s core operating profit'was £417m (2006: £585m)

with statutory profit before tax of £399m (2006: £569m). Conditions in the
financial markets in the second half of 2007 resulted in a reduction in the fair
value and impairment of certain treasury investments. Core operating profit',
excluding changes in the fair value and impairment of certain treasury
investments, was £602m (2006: £585m).

Retail Banking

Retail Banking provides a broad range of services to personal customers. It focuses on the core
products of mortgages, retail savings, current accounts and personal loans.

Retail Banking core operating profits were £17m higher at £462m in 2007, reflecting strong growth
in current accounts, good cost control and a lower impairment toss charge.
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2007 Summary

D Strong mortgage retention, driving a net lending market share of 4.4%,
higher than our 3.6% share of balances

O Record new current account openings assisted in growing customer
deposit balances

O EBroader product range with the launch of ‘Premier 21" and ‘Premier 50"
current accounts

O Personal unsecured loan balances increased to £3.7bn (2006: £3.6bn)

O Direct business model enabled further improvements in operating efficiency.
Cost:income ratio reduced to 40.5% (2006: 40.6%)

O 41% of all mortgage, savings accounts, current accounts and unsecured
personal loan sales sourced via the internet

O All branches had a deposit ATM machine installed, with 48 branches having
had a full refurbishment during the year

O Mortgage asset quality remains excellent, with just 0.49% (2006: 0.51%)
of mortgage accounts over 3 months in arrears, far better than the .
industry average

O Proportion of unsecured personal loans over 30 days in arrears reduced
to 5.5% (December 2006: 5.6%), also far better than the industry average

1. Core operating profit excludes the £10m pre-tax loss from hedge ineffectiveness (2006: £8m pre-tax gain) and the £8m of redundancy costs (2006: £24m)}.




We delivered strong franchise growth, excellent cost control and strong
customer loan asset quality. The Group’s revenues are well diversified,
with our direct business model continuing to meet customer needs.

Commercial Banking

Commercial Banking is the combination of our Commercial Bank and Treasury operations. Commercial
Bank focuses on business banking, lending and money transmission services.

Commercial Bank core operating profits increased to £150m (2006: £116m) as a result of strong growth in
commercial lending balances and business banking accounts. Treasury made an operating loss of £165m
(2006: £46m profit) as a result of the fall in the fair value and impairment of certain treasury investments.

£8.4bn

Commercial lending balances
(2006: £6.5bn)

33,700

Business banking accounts opened
(2006: 24,700)

£/.5bn

Commercial customer deposit
balances (2006: £6.9bn}

£68.5bn

Cash sales
(2006: £68.6bn)

2007 Summary

Commercial Bank

B Strong growth in comrrllercial lending balances and business banking accounts
B Commercial customer deposit balances saw strong growth

W Cash sales to financial institutions maintained at £69bn

B New Post Office cash contract agreed, which provided one-off and ongoing
cost benefits

B Ten new business centres opened in 2007, making a total network of
19 centres

B Commercial lending asset quality remains strong, with 0.46% of balances
over 30 days in arrears (2006: 0.60%)

Treasury

@ The reduction in fair value of certain treasury investments resulted in a
£32m charge to the Income Statement and a £147m charge to reserves

B Treasury’s impairment loss charge was £153m, £142m of which related
to structured investment vehicles, and £11m of which was regarding
collateralised debt obligations

B Pre-funded our maturing medium term wholesale funding, commercial
paper and certificates of deposit into the first quarter of 2009




mMajor fnancial Services groups, widn Over
5.5m customers. We offfer & broad range
of financial services and products to
personal and commercial customers.

We aim to deliver exceptional value for our
shareholders and customers, from individuals
to large corporates. We are a challenger to

the established banks througlh our unigue
business model. Wi deliver mariket leacing
products supported by low cost and efficient
service. This is underpinned by a oelief in
radical simplification and mockern, flexiole
distribution. In chosen segments we offter
specialist and expert advice. This is what

our customers want. We are a bank for

the future not the past.

Forward Looking Statements

This report contains certain forward looking statements with respect to the financial condition, results of
operations, and businesses of the Alliance & Leicester Group. These statements and forecasts involve risk

and uncertainty because they relate to events and depend upon circumstances that will occur in the future.
There are a number of factors which could cause actual results or developments to differ materially from those
expressed or implied by these forward looking statements and forecasts. The staternents have been made with
reference to forecast price changes, economic conditions, the current regulatory environment and the current
interpretations of IFRS applicable to past, current and future periods. Due to such uncertainties and risks, readers
are cautioned not to place undue reliance on such forward looking statements. Nothing in this report should be
construed as a profit forecast.
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“We are investing in our business
and its technology. We do not
underestimate the pressures,

but we have a sustainable
business and the will to succeed”

Sir Derek Higgs, Chairman

In 2007 Alliance & Leicester celebrated the tenth anniversary
of our flotation gn the London Stock Exchange. In truth, from
summer onwards there was little else to celebratein a year

of the proverbial two halves.

The real progress made throughout the yearin strengthening

our franchise and growing profits from our customer facing
businesses was overshadowed by dislocation from early August
in the world's financial markets. Alliance & Leicester was affected
by the changed environment in three ways.

First, we had to respond to the dramatic change in the cost,
duration and availability of wholesale funding from August
onwards. We did this by ebtaining additional longer term

funding to assure ourselves, our customers, shareholders and the
financial markets that our financing was secure, albeit at a cost.

Second, the plight of Northern Rock, and the lack of clarity
around its future in the latter part of 2007, threw a spotlight
on us that was as misplaced as it was unwanted. Alliance &
Leicester’s business model has evolved markedly from its days
as a building society. Today, we are much, much more than

a mortgage lender. We have a balanced portfolio of products:
our current account proposition, our business banking and our
commercial lending activities are all growing strongly, with an
emphasis on direct delivery. But too often we found ourselves
bracketed with Northern Rock, with little or no acknowtedgement
of how different we really are.

Third, we suffered from a decline in asset values in our treasury
investments, triggered by financial market conditions, which
have affected financial institutions worldwide. We could not
escape from these problems but we could, and did, give more
information about our positions, and earlier, than any of our
counterparts. Although we are convinced this was the right
course, sometimes we wondered whether markets, at times
driven by unfounded rumour, gave us adequate credit for

our frankness.

But none of this should obscure the very real business
achievements of the year which are reflected in these accounts.
We have held true to our values and our approach to our
customers. We provide good value products, delivered through
friendly and straightforward service. For the fourth year running
we have delivered more ‘Best Buy” mentions in national
newspapers than our competition. Profits before the impact of
treasury losses were a record.

It is perhaps not surprising that our success, and the financial
markets disruption, can prompt speculation about industry
consolidation. Whilst the Board is of course constantly mindful
of shareholders” interests, our priority is to pursue our clearly
stated strategy of building a modern, efficient, challenger bank.
This is the way we will best deliver long term value for our
shareholders and satisfy our customers’ needs.

Alliance & Leicester Annual Report and Accounts 2007

In 2007 there were changes in both the executive and non-
executive membership of the Board.

Richard Pym retired as Group Chief Executive at the end of July,
Richard made a hugely positive contribution to Alliance &
Leicester's development over his 15 years with the Group, the
last five of which were as Chief Executive. The Board conducted
a thorough search process to identify his successor, considering
both internal and external candidates. The Board's unanimous
choice as Richard’s successor was David Bennett, then our
Finance Director, His former role was taken by Chris Rhodes,
previously Managing Director, Retail Banking.

Peter Barton retired from the Group Board in May. Peter was

an immensely valuable and wise member of the Group Board

for nine years. Roy Brown, who joined the Board in May 2007,
took aver Peter's responsibilities as Deputy Chairman and Senior
Independent Director. Royis a very distinguished businessman,
with boardroom experience as both an executive and non-
executive director. Mary Frandis also joined the Board in May,
bringing with her a wide range of experience as a former member
of the Court of the Bank of England, Director General of the ABI
and a non-executive director in a number of important companies.

Looking forward, the banking sector faces change and challenge
from many sources. The fate of Northern Rock has prompted a
review of fundamental elements of the structure of retail banking
and its supervision in the UK. The coming year may see clarity as
regards the basis for current account charges and significant new
thinking on this core activity of banks,

For some in ourindustry these developments may be costly.
At Altiance & Leicester we see change in the established order
as an opportunity.

We are investing in our business and its technology. Our

people define our friendly and approachable style. We do not
underestimate the pressures, but we have a sustainable business
and the will to succeed.

35_ML Hop

Sir Derek Higgs
Chairman
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Strategic Objectives

o Franchise growth, with a current focus on personal and commercial customer current

accounts and deposit balances
o Above average asset quality for our customer loans and advances

o Improved cost-efficiency, maintaining the existing target of a Group cost:income ratio

of below 50% by 2010

o Underlying return on equity tier 1 capital to grow back to 20% in the medium term,
but do not anticipate achieving this in 2008 or 2009

Key Performance Indicators (KPIs)

2007 2006
Core Operating Profit’ £417m  £585m
Core Operating Profit’ £602m  £585m
excluding changes in the fair value and impairment of treasury investments
Underlying Return on Equity Tier 1 Capital® 14.6%  21.5%
Cost : Income Ratio’ 53.3% 53.0%
26l[130] "300][301] (8.4 o [924]
[oea | 763
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Gross Mortgage Lending (£bn) New Cument Account Openings ('000) Commercial Lending Balances (£bn) Active Business Banking Accounts ('000)
£13.0on 301,000 £840n 92,400
Notes:;

1. Core operating profit excludes the £10m pre-tax loss from hedge ineffectiveness {2006: £8m pre-tax gain) and the £8m of redundancy costs (2006: £24m).
2. Underlying return on equity tier 1 capital excludes the £10m pre-tax loss from hedge ineffectiveness (2006: £3m pre-tax gain), the £8m of redundancy costs

(2006: £24m) and the release of a tax provision of £30m in 2006.

3. The cost:income ratio ¥s calculated by dividing total costs, excluding the £8m of redundancy costs (2006: £24m), by total income, excluding the £10m pre-tax

loss from hedge ineffectiveness (2006: £8m pre-tax gain). The Group cost:income ratio was 53,3%, compared to 53.0% in 2005, Excluding the impact on income

from fair value reductions in certain treasury investments, the higher cost of medium term wholesale funding and higher liguidity holding costs, the cost:
income ratio would have been lower than 2006.

Alliance & Leicester Annual Report and Accounts 2007



“Qur customer facing Retail and

Commercial Bank businesses
performed well in 2007"

David Bennett, Group Chief Executive

Group core operating profit, excluding changes in the fair value
and impairment of certain treasury investments, was £602m, higher
than in 2006. The reduction in the fair value and impairment of
certain treasury investments in the second half of 2007 resulted

in core operating profit for 2007 of £417m, lower than the £585m
achieved in 2006. Retail Banking profits were up £17m to £462m
and Commaergial Bank profits were up £34m to £150m, whilst
Treasury reported a loss of £165m (2006: profit of £46m) primarily
due to the impairment and reduction in fair value through the
Income Statement of certain treasury investments.

The second half of 2007 saw unprecedented conditions in the
world's financial markets, presenting UK banks with a number

of challenges. Against this backdrop, our strategy for growth in

a diversified range of markets continued to make good progress.
We continued to demonstrate the strength of Alliance & Leicester's
franchise, with both our Retail and Commercial customer businesses
delivering franchise growth and excellent cost control, whilst
maintaining strong lending asset quality. This pragress, together
with the investment we are making in our business, provides a firm
platform for long term growth. Alliance & Leicester is a diversified
business, not dependent on the performance of any single market,
with just 27% of Group revenues in 2007 attributable to the
mortgage and savings businesses.

Franchise growth included opening 301,000 new personal current
accounts, delivering a 4.4% market share of net mortgage lending
and increasing customer deposit balances by £1.2bn. Business
banking was particularly strong, with 33,700 new business banking
accounts opened, an increase of 36%, and a survey by the Office

of Fair Trading found that more small businesses were considering
moving their business banking accounts to Alliance & Leicester
than to any other competitor.

We took a number of steps during 2007 to increase our ability

to deliver long term growth, We broadened our current account
product range, with the launch of our ‘Premier 21" and ‘Premier 50
current account products, providing further opportunities for
growth. We completed the planned refurhishment of our branch
network and installed deposit-taking ATMs in atl our branches,
resutting inincreased sales capacity and improved efficiency. We
continued to expand our business centre network, which has now
grown to 19 centres, giving us further opportunities to expand in
this profitable sector, We also grew our ontine banking business
very successfully, with 41% of our core Retail Banking products
sold onlinein 2007, and the number of current account transactions
serviced online continuing to increase.

www.alliance-eicester-group.co.uk

Despite the significant growth in business volumes and continued
investment in the business, the Group's core operating expenses
reduced by £8m in 2007, demonstrating again our ability to control
costs. Our focus on high quality customer lending continues to
result in strong lending asset quality. Our mortgage asset quality
remains excellent, with just 0.49% of accounts over 3 months in
arrears, lower than the 0.51% at the end of 2006, and considerably
better than the Council of Mortgage Lenders average of 1.20% at the
end of 2007. Our mortgage impairment loss charge was just £1miin
2007, and our residential mortgage book had an average indexed
Loan to value ratio of 46% at the end of the year. The proportion of
unsecured personal loan balances in arrears at the end of December
2007 was lower than at the end of December 2006, and our Retail
Banking impairment loss charge reduced by £12m, from £97min
2006 to £85m in 2007. Only 0.46% of commercial lending balances
were over 30 days in arrears at the end of December 2007, down
from 0.60% at the end of 2006.

Funding

Funding markets in the second half of 2007 saw the effective closure
of the securitisation and covered bond markets, and significant
volatility in the pricing and availability of funds in the money and
capital markets. In recognition of these conditions, as a prudent
measure we have put in place additional funding facilities, a
significant proportion of which are backed by Alliance & Leicester
residential mortgage assets. These new facilities have enabled us to
fund all our customer loans and advances with customer deposits
and whotesale funding with a duration of over six months. This
process has continued since the end of 2007, and we have now pre-
funded our maturing medium term wholesale funding, commercial
paper and certificates of deposit into the first quarter of 2009.

QOur totat customer deposit balances increased by £1.2bn in 2007,
to £30.8bn. Customer deposit balances fund 56% of customer loans
and advances, and we expect this proporticn to increase in 2008 as
we seek to fund any customer asset growth with customer deposits.
We are targeting growth in both personal and commercial customer
deposit balances, with our personal and business banking current
account products a key source for acquiring new customer balances.

The additienal funding facilities we have putin place in the second
hatf of 2007 and early 2008 have provided the Group with protection
from volatility in the short term funding markets. These facilities,
which typically last around two years, cost more than would have
been the case in the first half of 2007. Whilst these facilities remain
in place they will have a negative impact on the Group's netinterest
margin, and, accardingly, in 2008 we expect the Group net interest
margin for the full year to be around 1%.




Treasury Investments

Financiat market conditions in the second half of 2007 have

led to a reduction in the market value of our £23.1bn of treasury
investments, and the impairment of a significant proportion of our
structured investment vehicle {5IV) mezzanine and capital notes.

We hold most of our treasury investments at fair value on the
balance sheet. Market conditions in the second half of the year have
resulted in the value of these assets reducing by £242m. There was
a £32m charge to nen-interest income in the Income Statement and
a £147m post-tax {£210m pre-tax) charge to reserves.

We have held investments in SIVs since 1999, These investments
were undertaken to enable the Group to invest in a broad range of
underlying assets, and achieve an increased level of diversification
and return. These vehicles were particularly affected by the lack of
liquidity in the market in the second half of 2007, forcing many of
them to sell assets at less than their purchase price. As a result, we
incurred an impairment loss charge of £142m in respect of our SIV
mezzanine and capital note holdings. In addition, an impairment
loss charge of £11m was incurred relating to collateralised debt
obligations (CDOs).

Capital and Dividends

At the end of 2007, the Group’s total capital resources were £2.9bn,
above both the Basel I transitional floor for 2007 and our guidance
set by the Financial Services Authority (FSA).

The post-tax charge to reserves of £147m, resulting from the
reduction in the fair value of certain treasury investments, does not
impact regulatory capital, as is shown in the reconciliation between
shareholders’ funds and equity tier 1 capital in Note 2 on page 71.

In 2008 the Basel I transitional floor is reduced to 90% of BaselI
risk weighted assets, adjusted for collective provisions, compared
with the 95% which applied in 2007.

During 2007 we bought back 19.9m shares at a total cost of £194m.
In 2008 we are not planning any share buybacks.

The proposed final dividend of 36.5p per share is the same asin
2006, giving total 2007 dividends of 55.3p per share, up 2.2%.
In 2008, we expect to maintain total dividends at this level.

Future

The UK economy and housing market are widely expected to grow
at slower rates in 2008 than in recent years. We anticipate lower
GDP growth than in 2007, with average house prices remaining
broadly stable. ]

Against that background, Alliance & Leicester's franchise strength,
diversified operations, strong asset quality and good cost control
provide a firm base to deliver value.

We will target higher customer deposit balances to reduce the
proportion of customer loans and advances funded from wholesale
funding, building particularly on our strong performances in
personal and business current accounts in 2007.

We will focus our lending on maintaining strong asset quality
and maximising revenues. This s expected to result in mortgage
balances reducing during 2008.

Alliance & Leicester Annual Report and Accounts 2007

We will continue to drive down the unit costs of acquiring and
servicing custorers, and our transformation programme continues.

Towards the end of 2008, our customers will start to see the benefits
of the implementation of the new ALNOVA banking system, which
will, when complete, replace our tegacy systems for personal and
commercial current accounts, savings and unsecured personal
loans. ALNOVA forms a key part of our plans for increasing cross-
sales, strengthening customer relationships and delivering further
improvements in efficiency and customer service.

We have updated our strategic objectives in the light of current
trading conditions, and these are set out on page 14. In particutar,
we aim to increase our underlying return on equity tier 1 capital
hack to 20% in the medium term, but do not anticipate achieving
this in 2008 or 2009, principally as a result of the increased cost
of medium term wholesale funding.

Qur Staff

Iwould like to thank the staff of Alliance & Leicester for their
dedication, team work and contribution throughout 2007. Qur
annual employee opinion survey continues to show that we have a
well-motivated warkforce, with the resutts once again considerably
more positive than the average for a UK employer. For example,
the 2007 survey found that 90% of our employees have a clear
understanding of what is expected of them in their role, compared
to a UK average of 70%, and 85% of our employees think that the
people they work with are committed to delivering work of a high
standard, compared to a UK average of 64%.

Summary )

Unprecedented conditions in the financial markets have had a
significant effect on Alliance & Leicester's finantial performance
and priorities during the second half of 2007, and on our ability to
deliver our strategic objectives in the short term. Recognising this,
we have focused on ensuring that funding is maintained, albeit

at increased costs. We also suffered impairment tosses in certain
treasury investments, Until there are clear signs of stability, funding
will remain a priority for the Group, and there has been encouraging
recent progress on this.

Our customer facing businesses continue to perform well, providing
products that customers want in ways which meet their changing
needs. This franchise, supported by strong lending asset quality
and furtherimprovements in efficiency, will be the key drivers of
future performance.

David Bennett
Group Chief Executive



Retail Banking

Year Year
Financial Highlights v 2206
Core operating profit £462m £445m
Cost: income ratio 40.5% 40.6%
Current Accounts
New accounts opened ‘000 3N 300
Total number of active accounts m 172 1.64
Residential Mortgages
Gross lending £bn 13.0 12.6
Net lending £bn 4.8 4.9
Mortgage balances fbn 42.8 38.0
Personal Unsecured Loans
Gross advances £bn 23 2.3
Balances £bn 3.7 3.6
Savings
Personal customer
deposit balances £bn 23.3 227
Current Accounts’
Share of new accounts opened % 4.3 46
Share of total number
of accounts % 2.8 2.9
Residential Mortgages®
Share of gross lending % 3.6 3.6
Share of net lending % 4.4 4.4
Share of mortgage balances % 36 3.5
Personal Unsecured Loans’
Share of gross advances % 6.7 6.4
Share of balances % 5.2 5.1
Savings ™
Share of new business % 3.4 3.0
Share of household
liquid assets % 2.2 2.3
Notes:

Market shares calculated using the following sources:
1. Estimate based on CACI data.
2. Based on Bank of England data.

3. Based on Major British Banking Group personal leans data.
4. UK Household Liquid Assets - ONS Financial statistics series NNMQ - X,

Retail Banking delivered core operating profit of £462m
in 2007, up £17m compared to 2006. This increase

in profit has been primarily driven by strong growth

in current accounts, good cost control and a lower
impairment loss charge.

Core 4

Current Accounts

We opened 301,000 new current accounts during 2007 and
jncreased our active account base to 1.72m accounts, Our market
share of new account openings was 4.3%, significantly higher than
our 2.8% share of total personal current accounts. In 2007, 37% of
new current accounts were opened via the internet, with a further
8% via the telephone. Our ‘Premier” current account products
accounted for 77% of new account openings in 2007, and now
represent over 50% of our active account base.

During 2007 we enhanced our current account product portfolio
with the launch of ‘Premier 21°, our new current account for 16-21
year olds, and ‘Premier 50", our new current account for over 50 year
olds. Both products offer a number of special features designed to
meet the needs of their respective target customers. ‘Premier 21’

is targeted at young people who arein full-time employment, and
offers a market leading rate of interest, as well as a unique celebrity
mentoring scheme. For a monthly fee of £10, ‘Premier 50¢' offers its
customers worldwide travel insurance up to the age of 79, a number
of health benefits provided by AXA PPP healthcare, as wellas a
competitive rate of credit interest. Both these new accounts have
received positive feedback from industry commentators, with
‘Premier 21’ winning the ‘Financial Innovations” award from the
Institute of Financial Services. In total, 36,000 ‘Premier 21’ and
‘Premier 50" accounts have been opened in 2007 since their launch
in April and October respectively.

In the second haif of 2007 we improved our customer proposition

by revising our overdraft charging structure. Amongst a number of
changes, since October 2007 our current account customers have
not had to pay overdraft interest. Instead, customers making use

of an agreed overdraft pay a simple ‘overdraft usage fee’ of 50 pence
a day, capped at £5 per month.

On 27 July 2007 it was announced that the Office of Fair Trading
had agreed with eight UK finandal institutions to start proceedings
in the High Court of England and Wales in a test case to determine
the legal status and enforceability of certain charges relating to
unauthorised overdrafts. Alliance & Leicester is not part of the
proceedings, but will be bound by the outcome. As a result of the
court case, together with the Finandal Services Authority waiver
for personal current account claims, the provision we made in the
first hatf of 2007 against anticipated customer complaints about
overdraft fees was released in the second half of 2007,
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Gross Mortgage Lending (£bn)

£13.0pbn

wwwiallianceleicester-group. co.uk

Unsecured Personal Loan Balances (£bn)

£3.7bn




Mortgages
Prime Other spedialist

residential PlsMortgage Buy totet? lending’ Total
£m £m £m £m £m
A&L mortgage balances outstanding as at 1 January 2007 38,002 - - - 38,002
Gross advances 11,45j 625 581 l 352 7 13,014
Redemptions and other movements 7,888 - - | 352 J 8,240
Net mortgage lending 3,568 625 581 - 4,774
A&L mortgage balances outstanding as at 31 December 2007 41,570 625 581 - 42,776

Notes:
1. Secured element.

2. Maximum loan to value ratio of 85%, held on Alliance & Leicester’s balance sheet.

3. Loans distributed under our agreement with Lehman Brothers, not held on Alliance & Leicester’s batance sheet.

We achieved £4.8bn of net mortgage lendingin 2007, representing
a 4.4% market share. We successfully broadened our product range
taking buy to let toans onto our own balance sheet and continued to
outperform the market in retaining existing customers.

Qur total gross lending of £13bn represents a market share of 3.6%
andincludes £625m of ‘PlusMortgage’ loans, £581m of buy to let
advances and £352m of morigages distributed via intermediaries
under aur agreement with Lehman Brothers.,

‘PlusMortgage’, our combined secured and unsecured loan product,
achieved net advances in the year of £625m, with a further £55m of
unsecured loans.

Since March 2007, all successful applications of buy to let
mortgages with an LTV of less than 85% have been taken onto our
own balance sheet. The average LTV of these buy to let loans in 2007
was 68%.

The value of new business completed under our agreement with
Lehman Brothers reduced to £121m in the second half of the year,
compared to £231m in the first half of the year, reflecting the taking
of buy to let loans onto our own balance sheet and a slow down in
the speaqalist, self-certified, near-prime and sub-prime sectors of
the market.

We have ne sub-prime, near-prime or self-certified mortgages on
our halance sheet.

We continue to deliver a strong performance in retaining existing
mortgage customers. In 2007, total redemptions and other
movemnents were £8.2bn, Prime residential mortgage redemptions
were £7.9bn, a market share of 3.1%, significantly lower than our
3.6% share of stock. Although our good retention performance

is lengthening the average lives of our customer relationships,
the average lives of our mortgage products in 2007 reduced as
customers switched more quickly from one product to another

in order to minimise any payment shock.

During the second half of the year, we significantly revised our
expectations for the mortgage market in 2008, as the sub-prime
crisis in the US impacted funding markets and the world economy.
As a resutt, we tightened our credit criteria, limiting most products
to a maximum LTV of 90%. Accordingly, we expect mortgage
balances te fallin 2008, reflecting an emphasis on asset quality
and revenues.

Personal Loans
Traditional  PlusMortgage
personal unsecured
loans loans Total
£m &m £m
Unsecured personal loan
balances outstanding as at
1 January 2007 3,555 - 3,555
Gross advances 2,335 ggHI 2,390
Redemptions and other
movements 2,197 - 1 2187
Net lending 138 55 193
Unsecured personal loan
balances outstanding as at
31 December 2007 3,693 55 3,748

Our traditional personal loan gross advances of £2.3bn in 2007
were in line with 2006. In addition, we lent £55m of unsecured
loans via our ‘PlusMortgage’ product. Total traditional unsecured
personal loan balances at 31 December 2007 were £3.7bn, £0.1bn
higher than at the end of 2006. Our new traditional lending in 2007
represented a market share of 6.7%, higher than our 5,2% share

of balances.
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During the second half of 2007, the unsecured personal tending
market was slightly less competitive than in recent years, and we
took the opportunity to widen new business margins in the fourth
quarter, whilst ensuring we continued to maintain our strong asset
quality. In 2008 we expect the unsecured lending market to remain
relatively stable, with our own lending centinuing to focus on good
quality homeowners.

Around 90% of our new personal loans continue to be generated via
the internet or telephone. In 2008 we will seek to increase cross-
sales of loans to existing Greup customers, particularly our current
account customers,

The payment pretection insurance product we offer continues to
give customers valuable protection, especially at a ime when the
economic outlook is uncertain. The review of payment protection
insurance by the Office of Fair Trading and asseciated media
coverage has, however, resuited in a 16% fall in the number of
our customers purchasing insurance in 2007 compared to 2006.

Since early 2006 we have sold and serviced our secured personal
loan product in partnership with Cattles ple. Following a review of
the partnership we decided to end the sales agreement at the end
of December 2007. We will continue to look at alternative models
for offering a secured loan product in the future.

Savings

Personal customer deposit balances were £23.3bn at the end of
December 2007, £0.6bn higher than at 31 December 2006, New
deposits to Alliance & Leicester savings accounts in 2007 were 7%
higher than in 2006.

Our current account base is a key source of growth for personal
customer deposit balances, and as the account base grows we are
seeing good growth in account balances. We are also achieving goad
growth in our competitive range of telephone and internet savings
accounts. Qur ‘e-Saver’ account continues to offer a competitive
headline rate of 6.5%, whilst our ‘Direct Saver’ account, which we
launched in late 2006, has attracted over £3.5bn of balances, the
majority of which is new money to Alliance & Leicester. Our offshore
deposit taking operation, Alliance & Leicester International, saw a
13% increase in inflows in 2007 and continues to offer a competitive
range of products targeted at the expatriate sector.

In total, 68% of our savings balances are now in telephone or
internet serviced accounts. During 2008 we will be taking a more
proactive approach to the premotion of our savings accounts in
order to both strengthen customer relationships and fund future
customer asset growth,

Partner 4

We continue to cross-sell our Partner 4 products - long term
investments, life assurance, generalinsurance and credit cards -
to our Retail Banking customers.

We have seen good growth in the sales of long term investment
products during 2007, with the value of new investments sold

19% higher than in 2006. Customers are increasingly looking for
opportunities to maximise the return from their savings, and in
response to this demand we have launched a new Investor Portfolio
Service for our customers. This new service continues to offer
products provided by Legal & General, and also extends the range
of funds into which a customer can invest to include those managed
by a number of other leading investment managers. This enables
our customers to benefit from a wider range of funds, providing

the potential to spread their investment risk across a variety of
different companies,

Sales of life assurance products were slightly higherin 2007 than
in 2006, as a result of an increase in the number of non-mortgage
related sales, whilst general insurance sales were in line with 2006.

New credit card sales in 2007 were 98,000 (2006: 109,000).
Two thirds of these cards were sold to ‘Premier’ current account
customers, with 27% of total sales generated via the internet.

www.alliance-leicester-group.co.uk

Distribution
Our distribution model provides customers with a straightforward
direct banking service supported by a medern branch network.

Core 4 product sales sourced via the internet were 41%in 2007,
higher than the 38% achieved in 2006. In addition, the number
of current account customers using our internet banking service
on a monthly basis has increased by 25% during the year.
Benchmarking studies continue to show that we have one of the
highest proportions of current account customer telephone calls
serviced fully by an interactive vaice response system.

We continue to invest in our branch network. In 2007 we fully
refurbished 48 branches and installed welcome desks and deposit-
taking ATMs into a further 148 locations. In total, 103 of cur 254
branches have been fully refurbished, with all the remaining
locations having had welcome desks and deposit-taking ATMs
installed, Over 40% of counter based card transactions in our
branches have now migrated to the machines, improving
productivity. A recent benchmarking report stated that our branch
sales per employee continues to be one of the highest in the sector.

Towards the end of 2008 a number of customer facing operations
will benefit from the initial implementation of the new ALNOVA
banking system which will, when completed, replace our legacy
systems for current accounts, savings and unsecured personal loans.
In preparatian, our current account and savings customers are now
abte to transact on their accounts using a new single tetephone
number and simplified customer identification number.

Asset Quality

Our mortgage asset quality remains excellent.

The average LTV of our new prime residential lending was 67%
{2006: 70%), with 8% (2006: 10%) of new lending having an LTV of
over 90%. The indexed LTV of our prime mortgage book at the end of
2007 was 46%, with 58% of the book having an indexed LTV of less
than 50%, and just 2% over 90%.

The proporticn of mortgage accounts over three months in arrears
was 0.49% at the end of December 2007, lower than the 0.51%
reported in December 2006 and significantly lower than the Council
of Mortgage Lenders industry average of 1.20%. The number of
accounts in arrears at the end of December 2007 was lower than in
December 2006. The total vatue of arrears was £9.7m, compared to
total mortgage balances of £42.8bn. We continue to take a prudent
approach to the capitalisation of mortgage arrears, with just
£358,000 of arrears capitalised in 2007.

Repossessians across the industry increased over the past

12 months. During 2007 our stock of properties in possession
increased from 27 to 80, which represents only 0.02% of our total
mortgage accounts, compared to the industry average 0f0.10%.
Our repossessions during the year were 171 (2006: 90). To put this
into context our repossessions have, in the preceding seven years,
consistently reduced year on year from 1,239 in 1999 to a record
low of 90 in 2006.

In unsecured personal lending our asset quality remains strong,
with 5.5% of traditional unsecured lending balances over 30 days

in arrears, lower than the 5.6% reported in December 2006 and

in line with the 5.5% reported in June 2007. The value of loans in
arrears at the end of December 2007 was in line with December 2006
and lower than in June 2007. The proportion of loans in arrears was
over 45% better than the average for the Finance and Leasing
Association members.

Our new traditional unsecured personal lending in 2006 and 2007
continues to perform better than the lending undertaken in 2005,
and we do not expect any significant change in the unsecured
personal loan impairment Loss charge in 2008. We continue to take a
prudent approach to lending, with around two thirds of applications
unsuccessful in 2007. The average value of a new loan in 2007
increased slightly to around £9,000.




Commercial Banking

Year Year
ended ended
31,12,07 31.12.06

Financial Highlights

Commerdal Bank Core Qperating
Profit £150m

Treasury Core
Operating (Loss)/Profit

£116m

(£165m)  £46m

Lending

Balances £bn 8.4 6.5
Business Banking

New accounts opened ‘000 33.7 24.7
Total number of active accounts ‘000 92.4 76.3
Money Transmission

Sales of cash to finandal
institutions £bn 68.5 68.6

Cash handled £bn 63.3 64.5

Commercial Customer
Deposit Balances £ba 7.5 6.9

Commercial Banking is the combination of the Group’s
Commercial Bank and Treasury operations.

Commercial Bank

Commercial Bank delivered core operating profit of £150m, £34m
higher than in 2006. This was a result of growth in business banking
accounts and commercial lending balances, as well as the benefit
from a new Post Office cash contract agreed in the first half of 2007,

Lending

In 2007, we agreed over £3.8bn of new lending facilities,

and commercial lending balances, including business banking,
increased from £6.5bn to £8.4hn at the end of December, Qur
lending book continues to be wetl diversified across a range of
business sectors and customers, with asset quality continuing
to be very good.

Our lending business continues to focus on transpertation,
property, film and public sector segments of the market. A full
breakdown of lending balances by sector can be found in Note 2 on
page 59, We continue to strengthen our speciatist teams in these
areas, and to work closely with our customers to structure deals to
meet their individual needs.

We continue to grow our shipping portfolio, having participated

in a number of syndicates in 2007. Shipping represents one of

our largest individual lending segments and our portfolio is well
diversified, with the majority of transactions in the form of leases,

a significant proportion of which are bank guaranteed. The portfolio
includes a good mix of roll-on/roll-off ships, container vessels,
drybulk carriers, tankers and liquefied natural gas carriers.

We continue to grow our lending in the aviation and other
transportation sectors, ensuring that we maintain a diversified
lending book, with loans for regional jets and larger aircraft

for major international airlines. We developed our own bus
rental fleet to complement our strengths in the bus and coach
market, and launched a contract hire service for our commercial
vehicle customers.

During 2007 we further strengthened our property lending team and
saw continued growth in lending to this sector. During the year we
took a majority shareholding in Mitre Capital Partners Ltd, which
primarity focuses on development finance. At the end of December
2007 Mitre’s lending balances were £187m. Our property tending

is well diversified in terms of the size of loan, geographic location
and type of property. Our property lending is primarily focused on
investment property lending, with expasures to residential property
representing less than 17% of the portfolio. The average original
LTV of the book was around 65%, with around 30% being based in
London and the south-east of England. Around two thirds of our
property lending transactions are for less than £1m, and we have
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around 40 loans with an individual exposure of over £10m, with
none over £45m. Transactions over £10m include properties
tenanted by FTSE 100 supermarkets and telecommunication
companies, as well as Government departments and student
accommodation at UK universities.

Business Banking

We opened a record 33,700 new business current accounts in 2007,
36% higher than in 2006. At the end of 2007 we had 92,400 active
business banking current accounts.

We have made significant progress in expanding our business centre
network during 2007, opening ten new centres. We now have a
network of 19 centres across England, Northern Ireland, Scotland
and Wales. Although we are not planning any further significant
expansion of the network in 2008, we will continue to increase the
number of business banking relationship managers within each of
the business centres, enabling us to give our high quality customer
service to a growing customer base. Since December 2007, the
business centre network has been targeting and servicing
businesses with a turnover of up to £25m, up from the original
£10m limit.

Since April 2007, our Retail branch network has been able to open
and service business banking accounts for customers with a turnover
of less than £1m. This initiative has proved successful, with over
28% of new accounts opened in branches in 2007. All of these
accounts are opened using our web-based technology, removing the
need for any paper application forms.

Over 41,000 business banking customers are now registered to use
our online banking service, ‘mybusinessbank.co.uk’, an increase of
17,000. In 2007, over 27% of new business banking current
accounts were opened by customers using the internet. During the
second half of 2007 the ‘mybusinessbank’ internet banking service
had its functionality improved, including the intreduction of multi
factor authentication security, giving customers increased
confidence in undertaking transactions online.

Our business centres have also seen good growth in commercial
lending to new and existing customers, New lending in 2007 was
£362m, increasing business banking lending balances to £631m
at 31 December 2007.

Our reputation for providing businesses with market leading
products and good customer service continues to gain industry
recognition. We were named the ‘Best Business Banking Current
Account Provider’ by Business Moneyfacts for a sixth consecutive
yearin February 2008. An independent survey, undertaken for
the Office of Fair Trading as part of their review of the small and
medium sized enterprise market {SME), found that 26% of SMEs
who had considered switching their accounts had considered
Alliance & Leicester, the highest proportion for any UK finandial
institution and 13 times higher than the proportion reported

in 2000.

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.

Cash sales to financial institutions in 2007 were £68.5bn
(2006: £68.6bn} and cash handling deposits were £63.3bn
(2006: £64.5bn}.

In 2007 we more than doubled our bill payment network with the
addition of 17,000 payzone outlets to the existing Post Office
network and also agreed a new bill payment contract with the Post
Office. In the first half of 2007 we agreed a new cash contract with
the Post Office which delivered both one-off and ongoing benefits.

Wae continue to make progress in developing our pre-paid card
business and have a number of pilots underway in a variety of
different business sectors. In December 2007 we established The
Prepaid Card Company Limited, which will give us greater flexibility
and controlin the development and operation of this business

in the future.

www.alliancedeicester-group.co.uk

Commercial customer deposit balances increased by £0.6bn during
the year to £7.5bn at the end of December 2007, reflecting growth
in business banking deposits and public sector balances.

Asset Quatity

Asset quality remains good in the Commercial Bank, with 0.46%
of commercial lending balances over 30 days in arrears at the end
of December 2007 (December 2006: 0.60%).

Treasury

Treasury profits of £24m in the first half of 2007 were more than
offset in the second half of the year by a reduction in the fair value
of treasury investments of £32m, an impairment loss charge of
£153m and the £23m costs of holding higher levels of liquidity
and higher wholesale funding costs as a result of the conditions

in the funding and liquidity markets. In total, Treasury made a
core operating loss of £165m in 2007 (2006: profit £46m).

Treasury will continue to focus on the management of the Group’s
liquidity and funding requirements. Revenues will be lower as a
result of a smaller investment portfolio.

Treasury Investments
Trading and investment securities:
Reduction Reduction
intalr- tn fadr-
value value  Impairment
during during losses in
2007 2007 2007
nthe  twough it
Value as at Income reserves Income
314207  Statement  (post-tax)  Statement
£m £m £m £m
Floating rate notes
(FRN) 10,185 2 72 -
Asset backed
securities (ABS) 4,149 20 54 -
Collateralised debt
obligations (CDO) 117 5 14 11
Collateralised loan
obligations {CLO) 181 - 5 -
Structured investment
vehicles (SIV) 213 n/a nfa 142
Principal protected
notes {PPN) 35 2 2 -
Other 646 3 - -
Total 15,526 32 147 153

The assets within our Treasury investment portfolio are well
diversified and of high quality, with 94% (2006: 95%) of total
investments rated A or above. The portfolio of FRNs, ABS, CDOs
and CLOs was established to enable Treasury to maximise returns
whilst managing the Group’s funding and liquidity requirements.
Investments in SIVs were undertaken to enable the Group to invest
in a broad range of underlying assets, and achieve anincreased
level of diversification and return.

Our FRNs are issued by Banks and other Financial institutions, of
which 93% are rated A or above. The portfolio is well diversified,
with the largest exposure being to Spanish institutions,
representing 23% of the total. UK and Italian institutions account
for 11% each, with 9% from US institutions.

We have a high quality portfolio of ABS, with 7% rated AAA and
just £7m (0.2%) rated less than A. The UK accounts for 45% of

our ABS exposures, the majority being conferming residential
mortgage backed securities (RMBS). A further 24% is represented
by European ABS, and 23% of securities are US related. The majority
of the US exposures are federal guaranteed student loans, a
minimal proportion of ALT-A assets and a negligible amount of US
sub-prime assets.

We have CDOs of £117m held on our balance sheet, £15m of which
are synthetic CD0s and which are fair valued through the Income




Statement. Around £54m of cur CDOs have some US sub-prime
exposure. Our (DO portfolio has 95% of its assets rated AA or above,
with less than 1% rated BBB. We have reviewed our CD0s assuming
a 25% fall in average US house prices and an average repossession
cost of 15%, and this has resulted in an £11m impairment charge

in respect of four CDOs.

Our CLO portfolio is also of high quality, with 75% of CLOs rated
AAA, 12% AA, 12% A and just 1% BBB.

Over the past nine years we have invested in a number of SIVs, and
at the beginning of 2007 we held mezzanine and capital notes of
£365m in 16 different vehicles. The lack of liquidity in the market
place in the second half of 2007 has had a significant impact on
SIVs, with a number having to sell assets at a loss in order to secure
funding, others relying on their sponsoring bank for funding in the
medium term, and a number being restructured.

By the end of 2007 we had reduced the number of SIVs in which

we held mezzanine and capital notes to 13, having participated

in three restructtirings and one partial restructure. As a result of
participating in restructures we have taken onto our balance sheet
£588m of assets, £530m of which are rated AA or above, with the
remaining £58m rated A. Floating rate notes, mortgage asset
backed securities, and asset backed securities represent 86% of the
assets purchased. In addition, one of the restructurings has resulted
in us havirg a £13m investment in a new structured vehicle, which
1s held within loans and receivables on the balance sheet at cost.
The Treasury impairment loss charge of £153miincludes a provision
of £112m for SIV losses, as well as £31m for losses incurred at the
time of the restructurings.

At 31 December 2007, the value of SIV capital and mezzanine notes
held on our balance sheet within the held-to-maturity classification
had reduced to £213m, with the net asset value (NAY) of these notes
being £181m. Our three largest SIV mezzanine and capital note
investments, two of which are bank sponsored, accounted for
£119m of the £213m. The NAV of these three vehicles was £112m.
Intotal, 11 of the 13 SIVs in which we hold mezzanine and capital
notes are bank sponsored. A number of sponsoring banks have

now committed medium term funding or other forms of support

to the SIVs.

QOur PPN investments reduced by £44m during 2007, reflecting the
restructuring of an investment. As a result of the restructuring we
have taken on balance sheet £478m of assets, £453m of which are
ABS, with'the remaining £25m CDOs.

Qur other investments are predominately certificates of deposit,
all of which are rated at least A.

Our trading and investments securities, excluding those designated
as held-to-maturity, are held at fair value on our balance sheet,
using prices obtained from dealers. As a result of the volatile
market in the second half of the year, the fair value of aur treasury
investments reduced by £242m at 31 December 2007. There was a
£32m charge to non-interest income in the Income Statement and
a£147m (£210m pre-tax) charge to reserves.

The fair value of treasury investments have continued to fluctuate
since the end of 2007 and this impact will be reported in our 2008
financial results. The post-tax reduction in reserves due to changes
in the fair value from 1 January to 19 February 2008 was £59m.
The reduction in fair value and impairment of treasury investments
recognised in the Income Statement in the period 1 January to

19 February 2008 was not significant.

Whilst we reflect the fair value of the majority of our treasury
financial assets in our accounts, most of our treasury finandial
liabilities are held at cost. If we had fair valued all of these
liabilities at the end of December 2007, this would have resulted
in a reduction of £480m in the value of these liabilities on our
balance sheet.
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Around £225m of our treasury investments include financial
guarantees supported by monoline insurance companies, with 70%
of these assets independently rated AAA by all three credit rating
agencies. A further £45m of Private Finance Initiative transactions
completed by the Commercial Bank lending team inctude financial
guarantees from monoline insurers,

The principal value of our off-balance sheet conduit facility at 31
December was £698m, £194m lower than at the end of 2006. 93%
of the assets in the conduit are rated AAA, The conduit continues
to fund itself, except for £24m of liquidity provided by the Group
due to a downgrade of some assets to below AA-. As a contingency
the Group’s liquidity management plans assume that all the assets
may need funding by Alliance & Leicester.

Liquidity

In addition to funding our customer loans and advances we also
hold liquidity, in the form of cash and short term deposits, to
manage the day to day requirements of the business. As a prudent
measure, and in recognition of the market conditions, we increased
our liguidity holdings durning the second half of 2007, Cash and
balances with central banks, and the value of funds due from other
banks, increased to £6.3bn at the end of December 2007. This was
£3.1bn higher than at 30 June 2007 and £1.2bn higher than at the
end of 2006, which was then higher than average as a result of
receiving the proceeds of a securitisation issue completed in
November 2006, The majority of these balances were funded using
short term money market funds, which in the second half of the year
cost significantly more than the rate earned on short term deposits
with other financial institutions.

Funding

Qur assets are funded using a well diversified mix of retail and
wholesale funds. At 31 December 2007 we had £23.3bn of retail
customer deposits and £7.5bn of commercial customer deposits.
Our wholesale funds have been raised from a diverse source of
markets, including our Medium Term Note programme, US domestic
commercial paper programme, commerciat banks and a number

of securitisation vehicles.

Our funding structure at 31 December 2007:

Assets fon Lialrilities £bn
06
Other assets Sharehalider funds
Treasury 23 Other liabilities
investments 231 27 Wholesale funds ~
and cash 186 all with a duration of
less than § months
i
| Wholegale funds -
26.6 2ll with a duration
' of gver 6 months
Customer loans 55.3
and advances
0.8 Customer depasits
79.0 79.0

At 31 December 2007, our £55.3bn of customer loans and advances,
including finance leases and hire purchase contracts and operating
leases, were funded by customer deposits and wholesale funds with
a duration of over six months. Customer deposits funded 56% of
customer loans and advances.

We plan to continue to fund our loans and advances using customer
deposits and wholesale funds with a maturity duration of at least six
months. We will continue to use the short term money markets to
manage our liquidity and fund our treasury investments, We plan for
any growth in customer loans and advances in 2008 to be primarily
funded by growth in customer deposit balances.

In August 2007 we completed a second issue under our Fosse Master
Trust, with a £2.5bn mortgage securitisation,




Since September 2007, we have completed a number of funding
transactions, most of which are backed by Alliance & Leicester
residential mortgage assets, These transactions have increased

our liguidity and lengthened the average duration of our wholesale
funding. Since the end of 2007 we have put in place further medium
term funding facitities and have now pre-funded our maturing
medium term wholesale funding, commerdal paper and certificates
of depositinto the first quarter of 2009,

The Aliiance & Leicester residential mortgage assets usedin the
above transactions are hetd in two new special purpose vehicles -
Bracken and Langton. Bracken was established in November 2007
as a traditional securitisation vehicle. Langton was established in
January 2008 as a new master trust and, together with our existing
master trust, Fosse, will give us greater funding flexibility in the
future. At 19 February 2008, Langton and Bracken held around
£17bn of assets.

In the second half of 2007 we continued to utilise our treasury
investments to raise funds via repurchase (repo) transactions.
Undertaking repo transactions is a normal part of ensuring orderly
funding and trading.

wherw.alliance-leicester-group.co.uk

Capital

Capital Management and Basel I

The Group continues to have a high quality capital base, with total
capital resources of £2.9bn, exceeding both our Basel H capital
requirement and Basel I transitional floor.

Singe 1 January 2007 we have been operating under the Basel I
regime. The high quality of our assets and our risk management
processes have resulted in a 35% reduction in risk weighted assets
{RWA) under the new regime. The transition to Basel I is being
phased over the period 2007 to 2009, During this time we are
required to hold capital at or above a transitional floor. In 2008,
the floor is calculated as 8% of Basel I RWA, less collective
provisions, multiplied by a factor of 90%.

Capital requirements under the Basel Il regime are more volatile
than under Basel I as a result of the risk weightings for the different
asset classes having to take into account the credit rating of assets
and economic factors such as the outiook for house prices.

Our total assets increased by 15% during 2007, whilst our Basel I
RWA increased by 19%. A full breakdown of this increase is provided
in'Note 2 on page 71.

Under the Basel II capital regime we are required to hold a specific
amount of capital, and do not have a specific capital ratio target as
under Basel I.

In April 2008 we will publish our Basel II - Pillar 3 report. This
report will give a more detailed breakdown of our assets and their
credit quality.

We continue to hold capital over and above our requlatory
requirements and are not planning a share buyback programme
in 2008, Given the increased volatility in capital requirements
under Basel II, we aim to increase the difference between our
capital resources and our regulatory capital requirement during
2008, as a prudent measure and to give greater flexibility in the
current market.



Chris Rhodes, Group Finance Director

Progress Against Strategic Objectives

We made good progress against most of our strategic objectives,
despite the difficult wholesale funding market conditionsin the
second half of 2007. Looking at each in turn:

* We delivered strong franchise growth;

» Weimproved our cost efficiency, with our core operating
expenses decreasing by £8m to £691m, despite increased
business volumes and ongoing investment in the business;

¢ The asset quality of our customer loans and advances remaing
strong; and

¢ Underlying return on equity ter 1 capital was 14.6%, below
our target of 20%, reflecting the reduction in the fair value
and impairment of certain treasury investments,

Financial Qutlook

In 2008 we plan to maintain our strong asset guality, higher levels
of balance sheet liquidity, and to continue to replace and extend the
duration of our wholesate funding. As a result of increased funding
and liquidity holding costs in 2008, core operating profit excluding
changes in the fair value and impairment of certain treasury
investments will be lower thanin 2007. We expect total dividends

in 2008 to be maintained at the 2007 level.

We expect the Group net interest margin in 2008 to be around 1%,
compared to 0.93% in the fourth quarter of 2007, This reflects the
higher cost of the medium term wholesale funding transactions
completed in the second half of 2007, and either already completed
in 2008 or expected to be completed shortly, as well as the cost of
holding higher levels of liquidity. The funding facilities typically
have a duration of around two years, and together with the cost of
holding additional liquidity, we estimate will cost around £150m per
annum (2007: £23m) more than would have been the case if market
conditions were similar to those in which we were operating in the
first haf of 2007. The 2008 margin will also reflect higher asset
spreads on new customer lending,

In 2008 we expect lower mortgage balances to be partially offset
by continued growthiin high quality commercial loans.

Our continued targeting of growth in personal and commercial
customer current accounts should enable us to grow non-interest
income in 2008.
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Group core operating costs, including operating lease depreciation,
are expected to be higher in 2008 than in 2007, reflecting angoing
investment in the business, the non-recurrence of the one-off
benefits resulting from the renegotiation of a Post Office cash
contract in 2007, and inflation. This investment includes the
ALNOVA banking system, which will start to be ralled out in Retail
Banking towards the end of 2008. This stage of the project will
result in additional incremental costs of around £20m in 2008
{2007: £3m). In addition, we will also incur the full year cost impact
of the expansion of the business centre network in the second half
of 2007. These investments are expected to deliver future benefits,
as ALNOVA comes fully online and the business centre network
matures. The Group’s depreciation charge is also expected to
increase in 2008, as investment costs which have been capitalised
over the past few years begin to be amortised. The projects relating
to these costs are delivering significant benefits to the Group,

We are continuing to implement our transformation programme and
we anticipate voluntary redundancy costs of around £10m in 2008.
These costs will continue to be excluded from core operating profit.

Our Retail Banking and Commercial Bank asset quality remain very
strong, and we do not expect this to change in 2008.

Future Strategic Objectives
Our strategic objectives are as follows:

+ Franchise growth, with a current focus on personal and
commercial customer current accounts and deposit balances;

o Above average asset quality for our customer loans and
advances;

» Improved cost-efficiency, maintaining the existing target
of a Group cost:income ratio of below 50% by 2010; and

& Underlying return on equity tier 1 capital to grow back to 20%,

The Group's cost base will reflect a strong emphasis on delivering
further cost efficiencies. In addition, from 2010 this process will be
aided by benefits delivered from completing the implementation
of the ALNOVA banking system. Once implemented, ALNOVA will
lead to improvements in service quality, efficiency, customer
management, lead generation, cross-sales and customer loyalty.

In the tight of unprecedented conditions in the financial markets
since August 2007, our previously announced target of growing
underlying basic earnings per share by at least RPI+9% from 2006
to 2009 is no longer appropriate.



Results by Category and Business Sector

The commentary and ratios betow are based on a comparison of the
2007 results against 2006 results. Statutory results, which include
hedge ineffectiveness gains or losses as income, are shown from

page43.

Core operating profit for 2007 was £417m (2006: £585m).
This excludes the £10m loss (2006: £8m gain) from hedge
ineffectiveness and £8m (2006: £24m) of redundancy costs.

Core operating profit, excluding the impact of the reduction

in

the fair value and impairment of certain treasury investments,

The business comprises three segments:

¢ Retail Banking - this comprises the Core 4 products of current
accounts, mortgages, personal loans and savings, plus the
Partner 4 products of long term investments, Life assurance,
generalinsurance and credit cards.

» (Commercial Banking - this comprises Commercial Bank -
consisting of the core business lines of lending, business
banking and money transmission; and Treasury.

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

The contribution to core gperating profit by each business segment
is set out below:

Year Year
ended ended
311207 311206
£m £m
Retail Banking 462 445
Commercial Banking:
Commerciat Bank 150 116
Treasury (165) 46
{15) 162.
Group Items {30) (22)
Core operating profit 417 585

was £602m, up £17m,
Year Year
ended ended
13207 311206
i £m
Core operating profit excluding changes in
the fair value and impairment of certain
treasury investments 602 585
Reduction in the fair value of certain treasury
investments {32) -
Impairment of certain treasury investments (153) -
Core operating profit 417 585
Results by category are set out below:
Year Year
ended ended
311207 311206
£ i,
Net interest income 801 781
Non-interestincome
(excluding hedge ineffectiveness) 634 687
Total income 1,435 1,458
Core operating expenses {691) (699)
Deprediation an operating lease assets (74) (79)
Total costs (excluding redundancy costs) (765) (778)
Impairment losses: '
Retail Banking (85) {97)
Commercial Bank (15) (8)
Treasury (153) -
(253)  (105)
Core operating profit 417 585
Redundancy costs (8) (24)
Hedge ineffectiveness {10) 8
Profit before tax 399 569
Tax' {(103) (119)
Profit after tax 296 450
Profit attributable to:
Innovative tier 1 holders 17 18
Preference shareholders 19 -
Minority interests 3 -
Ordinary shareholders 257 432
Earnings per share:
Basic earnings per ordinary share 59.4p 96.4p
Dividends per ordinary share 55.3p 54.1p
Note:

1. 2006 includes the release of a tax provision of £30m.
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Retail Banking

Year Year
ended ended
31,1207 31.12.06
£m £
Netinterestincome 612 621
Non-interestincome 307 291
Totalincome 919 912
Operating expenses {372) {370)
Impairment losses:
Mortgages (1) 3
Personal loans (68) {90)
Current accounts (16) {10)
(85)  (97)
Core operating profit 462 445
Costrincome ratio’ 40.5%  40.6%
Note:

1. Thecost:income ratio is caleulated by dividing operating expenses by
total income.

Retail Banking core operating profit was £462m (2006; £445m).
Total income was £7m higher, with lower net interest income
more than offset by growth in non-interest income. Operating
expenses increased by £2m, and the charge for impairment
losses was £12m lower.

- Total Retail Banking income of £919m comprised Core 4 income
of £801m (2006: £801m}) and Partner 4 income of £118m
(2006: £111m}.

Retail Banking revenues represented 64% of total Group revenues.
This can be broken down into 29% from current accounts and
personal loans, 27% from mortgages and savings and 8% from
Partner 4 products.

Net interest income
Sixmonths  Six months Year Year
ended ended ended ended
300607 311207 31207 311206
£m £m £m £m
Net interest income 311 301 612 621
Average balances:
Interest-earning .
assets (IEA) 43,076 45,903 44,501 39,326
Financed by:
Interest-bearing
liabilities 39,297 41,878 40,598 35,397
Interest-free
liabilities 3,779 4,025 3,903 3,929
Average rates: . % % % %
Bank base rate 5.31 5.71 5.51 4.64

Gross yield on

average IEA 6.00 6.44 6.23 5.38
Cost of interest-
bearing liabilities 4.98 5.63 5.32 4,22
Interest spread 1.02 0.81 0.91 1.16
Contribution of interest-
free liabilities 0.44 0.49 0.47 0.42
Net interest margin on
average [EA 1.46 1.30 1.38 1.58

Alliance & Leicester Annual Repart and Accounts 2007

Retail Banking net interest income of £612m was £9m lower than
2006, with a fallin the net interest margin being partially offset
by a 13% increase in average interest-earning assets.

The Retail Banking netinterest margin reduced from 1.58% in
2006 to 1.38%1in 2007. This reduction was due to a lower personal
unsecured loan margin in the second half of the year, as higher
margin older loans were repaid and replaced with lower margin
new business, and a lower mortgage and savings margin.

The reduction in the mortgage and savings margin was a result

of revisions to some of our mortgage product profiles in both the
first and second halves of the year, reflecting changing customer
behaviour, which have slightly reduced the estimated average lives
of these mortgage products. The mortgage and savings margin has
also reduced as a result of the very competitive mortgage marketin
the first three quarters of 2007,

The costs of the medium term wholesale funding putin place by the
Group towards the end of 2007 and early 2008 are being accounted
for within Treasury. The planned reduction in mortgage balances
and wider asset spreads on new mortgage lending are likely to tead
to anincreasein Retail Banking's margin in 2008.

Non-interestincome

Non-interest income was £307m, £16m higher than 2006. Higher
revenues from current accounts and Partner 4 products were
partiaily offset by lower personal loan and mortgage revenues.
Non-interest income from personal loans was £75m (2006: £78m),
primarily reflecting lower payment protection insurance sales.
Mortgage non-interest income was slightly lower than in 2006,
due to lower redemption fee income.

Partner 4 product revenues were £117m, £9m higher than 2006,
primarily due to increased income from investment products.

Operating expenses

Operating expenses of £372m were £2m higher than 2006,
reflecting the increased costs of servicing higher business volumes
and the implementation of a number of new developments, almost
offset by lower customer acquisition costs, increased usage of the
lower cost direct channels and ongoing productivity improvements.

The cost:income ratio was 40.5% {2006: 40.6%).

Impairment losses
The impairment loss charge in 2007 was £85m, £12m lower than
in 2006.

Our mortgage asset quality remains excellent, with 0.49% of
accounts over three months in arrears at the end of 2007, lower
than in December 2006. The mortgage impairment loss charge
was £1m (2006 £3m credit}.

The unsecured personal loan impairment loss charge reduced from
£90m in 2006 to £68m, reflecting the improving credit quality of
the book, as well as the refinement of cur Basel I provisicning
methodology. At 31 December 2007, the proportion of unsecured
personat loan balances over 30 days in arrears was 5.5%, lower
than the 5.6% at the end of December 2006.

The current account impairment Loss charge increased by £6m in
2007 to £16m, reflecting the growth in our active current account
base. The current account charge reflects both fraud and overdraft
write-offs. :




Commercial Banking
Commercial Banking is the combination of our Commercial Bank and
Treasury operations.

Year Year

ended ended

311207 311206

£m m

Net interest income 190 160

Non-interestincome 324 393

Total income 514 553
Operating expenses (287) (304)
Depreciation on operating lease assets (74) (79)
Impairment losses (168) (8)

Core operating (loss)/profit {15) 162
Net interest margin 0.77% 0.77%

Average interest-eaming assets (Em) 24,773 20,864
Cost: income ratio’ 70.2%  69.1%

Note:

1. The cost:income ratio s calculated by dividing the sum of operating expenses
and depreciation on operating lease assets by total income.

Commercial Bank
Year Year
ended ended
31.12.07 31.12.06
im £m
Net interestincome 153 104
Non-interestincome 360 390
Total income 513 494
Operating expenses ) (274) (291)
Depreciation on operating lease assets (74) {79}
Impairment losses (15) (8)
Core operating profit 150 116
Net interest margin 2.08% 1.73%
Average interest-earmning assets (£m) 7,357 5,986
Cost: income ratio’ 67.9%  74.8%
Nate:

1, The costrincome ratio is calculated by dividing the sum of operating expenses
and depreciation on operating lease assets by total income.

Commercial Bank core operating profitincreased by £34m
to £150m,

Net interest income

Net interest income of £153m was £49m higher than in 2006.

This reftects continued growth in commercial lending and business
banking account balances, and a higher margin as a result of a
reduction in the proportion of loans supported by bank guarantees.

Non-interest income

Non-interest income of £360m was £30m lower than in 2006,
The reduction primarily reflects lower revenues from the active
management of our commercial lending book, and lower money
transmission revenues. The fall in money transmission revenues
was a result of one-off fees in 2006 not being repeated.

Operating expenses

Operating expenses of £274m were £17m lower than in 2006.
Theincreased costs associated with the expansion of our business
centre network, the recruitment of more relationship managers
and the growth in our commercial lending operation were more
than offset by the one-off and ongoing cost savings from a new
Post Office cash contract.
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Depreciation on operating lease assets
Operating lease depreciation in 2007 was £74m, compared with
£79m in 2006, reflecting a net reduction in balances.

Impairment losses

The impairment {oss charge in 2007 was £15m (2006: £8m),
reflecting the growth in balances and individual impairment
provisions of £13m. The loss charge in 2006 included a number

of recoveries and the release of an individual impairment provision.
As at 31 December 2007, 0.46% of commercial lending balances
were over 30 days in arrears (December 2006: 0.60%).

Commerdial lending balances

The total commercial lending book, including lending to business
banking customers, net of provisions and intercompany lending, as
at 31 December 2007 was £8.4bn, and is included in the following
balance sheet headings:

Asat Asat

311207 31,1206

£m fm

Loans and advances to customers 6,221 4,256
Netinvestmentin finance leases

and hire purchase contracts 1,909 1,927

Operating lease assets 284 300

Total commercial lending balances B.414 6,483

The commercial lending book continues to be well diversified across
arange of business sectors as set out in Note 2, on page 59.

A number of our commercial loans are supported by bank
guarantees. These guarantees amounted to £1,945m at 31
December 2007 (2006: £1,935m) as set out in Note 2, on page 59.

Treasury

Year Year

ended ended

31.12.07 31.12.06

£m £m

Net interest income 37 56
Non-interest income {36) 3
Totalincome 1 59
Operating expenses (13) (13)
Impairment losses {153) -
Core operating (loss)/profit {165) 46
Netinterest margin 0.21% 0.38%
Average interest-earning assets (£m) 17,6416 14,878

Netinterest income

Net interest income fell by £19min the full year, This primarily
reflects the £23m higher cost of wholesale funds and the cost
of holding increased liquidity in the second half of 2007.

Non-interest income
Non-interest income was a loss of £36m, primarily reflecting the
£32m reduction in the fair value of certain treasury investments.

Operating expenses
Operating costs were maintained at £13m, the same as in 2006,

Impairment losses

Animpairment charge of £153m was made in 2007 (2006: £nil)
against the Group's treasury trading and investment securities,
comprising £142m for SIVs and £11m for C00s.

Our SIV capital and mezzanine note investments are classified

as held-to-maturity. The impairment charge on SIVs is made up

of £31m realised losses on restructured SIVs, and a provision of
£111m against the Group's gross exposure to SIVs at 31 December
2007 of £324m.

The provision is based on an estimate of losses that the SIVs have
incurred as a result of having to sell assets at a loss to meet funding
obligations. Where restructurings were known about at the balance




sheet date the provision has been based on an estimate of the
expected discounted cash flows the Group will receive.

At 31 December 2007 the Group had £117m of CD0s, of which
£102m were held as available-for-sale (AFS) and £15m were held at
fair value through profit or loss (FVTPL). A £5m reduction in the fair
value of these FYTPL assets was reflected in the Income Statement.
Changes in fair value in AFS assets were recognised directly in the
AFS reserve, except for £11m of losses on impatred assets which

- were recognised in the Income Statement.

CDOs were assessed for impairment by considering the quality
and vintage of the underlying assets and the level of credit
support. Certain assumptions were made with regard to US house
prices, arrears levels and losses on defaults. Impairment has
been calculated using an assumption of 2 25% peak to trough
fall in US house prices and an average repossession cost of 15%.
If a more pessimistic scenario were to be assumed, including

a 40% fall in US house prices and an average repossession cost
of 25%, then the impairment charge would increase from £11m
toL32m.

Treasury balance sheet

Treasury assets were £23_1bn at the end of December 2007,
compared to £19.8bn at the end of December 2006, and £19.0bn at
the end of June 2007. The £4bn increase in the second half of 2007
primarily reflects increased liquidity, with & £3bn increase in cash
and deposits with banks, and a £0.8bn increase in trading and
investment securities, primarily as a result of participatingina
nurnber of SIV restructuring transactions. Further information

on treasury assets can be found in Note 2 on page 60.

We continue to have a high quality trading and investment
securities portfolio with 94% (2006: 95%) of securities rated at
A or above, further analysis can be found in Note 2 on page 61.

Our off-balance sheet conduit continues to fund itself from its
normal sources, with the exception of £24m of liquidity which has
been provided by Alliance & Leicaster on assets that have fallen
below AA-. 93% of the assets in the conduit are rated AAA.

The tables in Note 2 pages 64 and 65 analyse Group assets and
tabilities into maturity groupings, based on the remaining period
to contractual maturity at the balance sheet date. A customer
placing a deposit may contractually be able to withdraw funds
in less than one month, but this is not an accurate representation
of how long the deposit is expected to remain with the Group.

During 2007 we significantly increased the maturity of our
liabilities, with total maturities of ever one year increasing
by more than £7bn compared to the end of 2006.
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Group Items

Year Year

ended ended

31,1207 31.12.05

£m £m

Netinterestincome {1) -

Non-interest income 3 3

Totalincome 2 3
Operating expenses (32) (25)
Core operating loss (30} (22)

Group Items represent corporate overheads and income not
allocated to business units. Operating expenses in 2007 included
a £9m asset write-down incurred as part of the redevelopment
of our Bootle administration centre,




Group Results by Income Statement Category

Net interest income

Administrative expenses and depreciation

Shemonths  Six months Year Year
ended ended ended ended
300607 314207 311207 311206
£m £m £m £m
Netinterestincome 412 389 801 781
Average balances:
Interest-earning
assets (IEA) 66,057 72,438 69,274 60,190
Financed by:
Interest-bearing
liabilities 60,903 66,594 63,772 54,674
Interest-free
Liabilities 5,154 5,844 5,502 5,516
Average rates: % % % %
Bank base rate 5.31 5.71 5.51 4.64
Gross yield on
average IEA 5.87 6.29 6.09 5.18
Cost of interest-
bearing liabilities 4.99 5.68 5.36 4,28
Interest spread 0.88 0.61 0.73 0.90
Contribution of interest- -
free liahilities 0.38 0.45 0.43 0.40
Net interest margin on
average [EA 1.26 1.06 1.16 1.30

Group net interest income of £801m was £20m higher than 2006.
A 15% increase in average interest-garming assets more than offset
a 14 basis point fall in the net interest margin.

An increase in the Commercial Bank margin was more than offset
by a Llower margin in both Treasury and Retail Banking.

We expect the full year Group net interest margin in 2008 to be
around 1%. Higher margins on new business are expected to be
more than offset by the cost of the medium term wholesale funding
putin placein the second hatf of 2007 and early 2008, and the cost
of holding higher levels of liquidity.

Non-interestincome

Year Year

ended ended

311207 31.12.06

£m £m

Fee and commission income 517 524
Fee and commission expense (33) (27)
Other operating income 56 90
Operating lease income 84 100
Core non-interest income 634 687
Hedge ineffectiveness (10) 8
Total 624 695

Core non-interest income of £634m was £53m lower than 2006,
primarily due to the £32m reduction in the fair value of certain
treasury investments, reduced revenues from the active
management of the commercial lending book and lower money
transmission revenues.

Other operating income also included a £20m excess from the sale
of credit card accounts to MBNA (2006: £27m), A final amount
of £16m will be recognised in 2008.

The £10m loss {2006: £8m gain) from hedge ineffectiveness
is explained on page 20.
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Year Year
ended ended
311207 311206
£m £m
Staff related expenditure 299 290
Post Office/cash business 94 134
Marketing costs 43 53
Premises, equipment and other costs 182 163
Outsourcing costs 15 17
Administrative expenses 633 657
Depreciation and amortisation on fixed assets
other than operating lease assets 58 42
Core operating expenses 691 699
Depreciation on operating lease assets 74 79
Total costs excluding redundancy costs 765 778
Redundancy costs 8 24
Total costs 773 802
Cost:income ratic' 53.3%  53.0%
Note:

1. The cost:income ratio is calculated by dividing tota! costs excluding redundancy
costs by total income excluding gains or losses from hedge ineffectiveness.

The Group cost:income ratio was 53.3%, compared to 53.0%in
2006. Excluding the impact on income from fair value reductions
in certain treasury investments, the higher cost of medium term
wholesale funding and higher liquidity holding costs, the
costzincome ratio would have been lower than 2006.

The Group's core operating expenses were £691m in 2007, £8m
Lower than 2006. Post Office/cash business costs have reduced

as a result of one-off and ongoing benefits from the renegotiation
of the cash contract in April 2007. Marketing costs have reduced,
reflecting the increasing proportion of business generated via the
internet. The depreciation and amortisation charge increased by
£16m to £58m in the year, reflecting the £9m asset write-down
relating to the redevelopment of our Bootle administration centre
and a higher software amortisation charge.

Impairment
The charge for impairment losses can be analysed as follows:
Year Year
ended ended
311207 311206
£m £m
Retail Banking
Mortgages 1 (3)
Personal loans 68 90
Current accounts 16 10
85 97
Commercial Banking
Commercial Bank 15 8
Treasury 153 -
168 ]
Total 253 105

Excluding the £153m of impairment losses in Treasury, the charge
for impairment losses in 2007 was £5m lower than in 2006. The
Retail Banking charge reduced by £12m and the Commercial Bank
charge rose by £7m. The Treasury impairment loss chargein 2007
was £153m {2006: £nil).



The closing balances on impairment provisions were as follows:

Asat Asat
311207 31.12.06
£m £m
Retail Banking

Mortgages 13 13
Personal loans 107 127
Current accounts 16 10
) 136 150

Commercial Banking
Commercial Bank 27 18
Treasury 122 | -
149 18
Total provisions 285 168

Mortgage provisions have remained constant, reflecting continued
excellent asset quality.

The reduction in the provision for personal loans reflects the
improved credit quality of the book and the intreduction of a refined
provisioning methodology. The increase in the provision for current
accounts reflects the growth in our active current account base.

The total level of Commercial Banking provisions as at 31 December
2007 was £149m (2006: £18m), reflecting Commercial Bank
provisions of £27m (2006: £18m) and Treasury provisions of £122m
(2006: £nil).

Commercial Bank provisions of £27m (2006: £18m) represented
0.3% (December 2006: 0.3%]) of commerciat lending balances.
In addition to the provisions shown above, there was a £3m
(2006: £4m) residual value provision against operating lease
assets. Of the teasing book of £2.2bn, 45% was bank guaranteed
(December 2006: 45%).

The Treasury provision includes £11m relating to CDOs, with the
remainder relating to SIVs.

Total provisions of £285m at the end of 2007 consisted of
£148m (December 2006: £158m) collective impairment
provisians, and individual impairment provisions of £137m
{December 2006: £10m).

Taxation
The tax charge for 2007 was £103m (2006: £119m).

The underlying effective tax rate in 2007 was 27.2% (2006: 27.0%).

Statutory profit before tax for 2007 was £399m. In calculating the
underlying effective tax rate, adjustments have been made for atax
credit of £3m in respect of the £10m hedge ineffectiveness loss and
a tax credit of £2min respect of £8m of redundancy costs.
Underlying profits have also been adjusted for the appropriation of
profit of £17min respect of our innovative tier 1 capital securities.

Statutory profit before tax for 2006 was £569m. In calculating the
underlying effective tax rate, adjustments were made for the release
of a £30m tax provision, a tax charge of £2m in respect of the £8m
hedge ineffectiveness gain, and a tax credit of £7m in respect of
£24m of redundancy costs. Underlying prafits were also adjusted for
the appropriation of profit of £18m in respect of our innovative ter
1 capital securities.

The change in the rate of statutory corporation tax enacted in 2007,
and effective from April 2008, has not had a significant impact on
the Group’s pre or post-tax results for 2007.

We expect to maintain an underlying effective rate of tax which is
below the statutory rate of corporation tax, which is 28.5% in 2008.
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Pensions :

The net retirement benefits asset at 31 December 2007 was

£25m (2006: £48m liability). Assets within the funded scheme are
included at thefr market value at 31 December 2007. Liabilities
within the funded and unfunded schemes 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 2007. The post retirement medical benefits liability
was updated by the actuary to assess the liahilities as at

31 December 2007.

Vatue at Value at
314207 311206
£m £m
Assets
Funded defined benefit pension scheme 53 -
Liabilities
Funded defined benefit pension scheme - {17)
Unfunded defined benefit pension scheme {11) 9)
Post-retirement medical benefits liahility (17) (22)

(28)  (a8)
Total net retirement benefits
asset/ (Liability) 25 (48)
Dividends

Qur proposed final dividend is 36.5p (2006: 36.5p) per share, giving
total dividends of 55.3p {2006: 54.1p) per share for the year, up
2.2% on 2006.

Hedge Ineffectiveness

The hedge ineffectiveness loss of £10m {2006: £8m gain) represents
the net fair value loss on derivative instruments that are matching
risk exposure an an economic basis. Some accounting volatility
arises on these ftems due to accounting ineffectiveness on
designated hedges, or because hedge accounting has not been
adopted or is not achievable on certain items. The loss is primarily
due to timing 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.




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-leicester-csr.co.uk.

Introduction

Alliance & Leicester continues to be a successful and sustainable
business benefiting our customers, our shareholders and the wider
community in which we operate.

Our Marketplace

We continue to provide our customers with good value products
presented in a straightforward, friendly manner. We lend money
responsibly, assessing that loans are affordable for customers and
that the product they are buying is apprapriate for their needs.

Qur Workplace

Our annuat employee opinion survey continues to show that

we have a well-motivated workforce, with the scores once again
more positive than the average for a UK employer. We have a well
diversified UK based workforce, with our workplace related
policies reflecting modern good practice.

Qur Community

We continue to focus our community activities on the areas in
which our staff and customers live and work. Qur projects are
focused on raising education standards and involve a combination
of staff volunteering and financial support.

Qur Environment

We have made significant progress during the year in improving
our understanding of the Group’s impact on the environment,
We have completed the calculation of our carbon footprint and
invested £30,000, offsetting the carbon generated from our
energy usage.

Our Marketplace

Ethical and responsible lending

Alliance & Leicester is both an ethical and responsible (ender.

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 continue to be a member of the FTSE4Good index.

Our membership of this index is dependent on a regular
independent assessment of Alliance & Leicester’s corporate
responsibility practices, based on the principles of Socially
Responsible Investment.

Underpinning all of the Group’s policies and procedures are

our key business principles. These 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.

Each loan application, from either a personal or commercial
customer, is considered in its own right. We aim to ensure that any
money lent is used for a reputable purpose and can be repaid by
the customer, Qur lending policies comply with all the appropriate
regulatory standards and industry codes of practice. There are
however some sectors or customers who we will not lend to:

+ We will not knowingly invest with any business involved in the
manufacture or transfer of armaments to oppressive regimes;
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» We will not knowingly invest with any business involved in
the manufacture of torture equipment or other equipment
that is used in the violation of human rights;

»  We will not knowingly invest with any government or comparny
which fails to uphold basic human rights within its sphere
of influence; ’

» We do not participate in financing Sovereign debt to Third
World countries;

+ Wewill notinvest in any company involved in the unauthorised
development of genetically modified organisms;

e We will not support currency speculation;
¢ We will not provide funding to the tobacco industry;

o We will not lend to any individual entitled to claim
diplomatic immunity;

«  Wewill not lend to any individual who we know to havean
unspent criminal convictien.

Commerdial lending
Our Commercial Banking division has lending balances of over
£8.4bn, through loans, hire purchase, finance and operating leases.

We have a specialist team of commercial iending staff based in
our offices in Manchester and Landon, with particular expertise
in a number of sectors. A breakdown of our commercial lending
book by industry sectar is provided elsewhere in this report.

Our commerdcial lending credit assessment processes are
undertaken by a specialist team with significant experience
and sector knowledge.

The assessment processes include, where relevant, a detailed
review of environmental risks, in additien to traditional
credit risks.

Our lending to the project finance sector is very small, with

the majority of our lending in this sector concentrated on EU-
approved infrastructure and renewable energy lending in the

UK and other OECD {Qrganisation for Economic Co-operation and
Development) member countries. We do not have any projects in
developing countries, The type and mix of our business has meant
that we have not sought to be a signatory to the Equator Principles
(these principles are a financial industry benchmark for
determining, assessing and managing social & enviranmental

risk in project financing).

Persgnal lending

We make extensive use of credit bureau data to assess personal
applications, as well as using data from our 2 millien current
account customers where appropriate, We have also lobbied in
support of the widespread sharing of credit data amongst all
lenders, as an aid to responsible lending across the industry.
The decision to accept a mortgage application is based on three
considerations - credit assessment, affordability and security.
All customer applications are credit scored using Experian Delphi
Plus scorecards.

The affordability calculation takes into account the customer’s
individual circumstances - based on their income and outgoeings -
providing a far more reliable and responsible judgement than
is provided by the crude, traditional approach based solely on
income multiples. The affordability calculation is derived from
detailed analysis of Office of National Statistics data and the
applicant’s individual circumstances. Household living costs,
existing debt repayments and the mortgage service cost are
compared to netincome to ensure the mortgage is affordable.
The servicing cost included in the calculation is based on the
amount necessary to support a repayment mortgage at the
Standard Variable Rate plus 1%, which in most cases will be

a rate significantty higher than the rate of interest which will
be appropriate to the product they are buying. This ensures
that the customer should not be financially overstretched.

We continue to use qualified valuers to value properties where the
proposed loan to value ratio is greater than 60%, with automated
valuations being used for loans below this threshold.



Treating customers fairly

We are committed to the principle of treating customers fairly
(TCF) over the lifecycle of our relationship with them. TCFis not
a new initiative for the Group, it is part of ‘business as usual” and
inherent in everything we do.

During 2007, we have continued to embed TCF into our everyday
processes in a way that all staff can understand and, most
importantly, act upen. As part of this work we have reviewed our
brand values, simplifying them as well as defining in more detail
what we mean by each. Qur brand values are:

+ Better Value - our offer to new customers;

» Straightforward - our approach to doing business;

o Friendly - our interaction with customers;

* Rewarding existing customers — our offer to existing customers.

Creditor payment policy

The Group continues to be a signatory of the Department of
Business Enterprise & Regulatory Reform’s Better Payment
Practice Code, more details on which can be found at

www. payontime.co.uk. Our policy is to:

e Agree the terms of payment at the start of business with
a supplier;

* Ensure suppliers are aware of the payment terms;

* Payinaccordance with any contractual and other legal
obligations.

Trade creditors of the Company for the year ended 31 December
2007 were 12 days (2006 restated: 16 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.

Our Workplace

Responsibility for all employee related matters rests with our
Group Secretary & HR Director, who reports to the Group Chief
Executive and attends all Board meetings.

Alliance & Leicester's employees are the key to our current and
future success, and as a business we have a responsibility to
provide a positive and inclusive working environment for them.
We aim to do this through:

+ Recognising and rewarding good performance;

+ Communicating regularly with our employees and responding
to their feedback;

* Providing training and development opportunities to grow
talent throughout their career;

* Promoting a diverse culture with equality for all;
* Providing a safe and healthy working environment;
* Adopting a fair and consistent approach to change initiatives.

How our employees view us

Our annual employee opinion survey was carried outin October
2007 across all parts of the Group. The survey is completed online
via the Group’s intranet. Kenexa, an independent research
company, manage the survey to ensure absolute confidentiality.

The employee opinion survey is a key tool to aid our
understanding of the views of our staff and to identify areas where
we need to improve. The number of employees completing the
survey remained consistently high, with 81% of the workforce
responding to the survey in 2007, anincrease on the previous
year's response rate.

The results of the 2007 survey were well above the average for
UK hased companies. The 2007 survey found that:

+ 90% of employees have a clear understanding of what is
expected of them in their role, UK average 70%.

» 86% of employees say there is at least one person at work in
whom they can trust and confide, UK average not available.
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* 85% of employees think that the people they work with
are committed to delivering work of a high standard, UK
average 64%.

Health & Safety
The Executive Directors accept their responsibility for Health &
Safety within the Group.

We believe a safe and healthy working emvironment is a positive
business investment and we seek to achieve health and safety
excellence through statutory compliance and the collective
responsibility and co-operation of our managers and staff.

We have reviewed our Health & Safety Committee terms of
reference and structure, to ensure that the arrangements are
appropriate and follow best practice. We hold two national
meetings a year with union and business representatives, as

_ well as two local meetings in the Northern & Southern regions.

International human rights, indigenous rights and forced

child labour

The Group's operations are based in the British Isles and our
service and product offering is UK and expatriate based. This
model means that international human rights and indigenous
rights are not material issues for the Group. We are not involved
in forced or child labour.

Freedom of association and collective bargaining

The Group recognises two main Unicns for collective bargaining
purposes, the Communications Workers Union (CWU) and the
Public and Commercial Services Union (PCS). Representatives of
the Unions play an active role in many people centred projects,
the Stress Steering Group, Health and Safety Committee and
Diversity Partnership Forum,

Pensions

During 2007, the Group and the Trustees of the Alliance &
Leicester Pension Scheme reviewed the constitution of the Trustee
Board in the interests of transparency, fairer representation

of scheme members and the requirement to comply with new
member nominated trustee requlations. The following changes
were subsequently agreed and implemented:

» (One of the five employer nominated trustees was replaced
by anindependent trustee;

o Thefour member nominated trustees are now elected from
four defined constituencies, namely: active defined benefit
members, active defined contribution members, pensioners
and deferred pensioners, and any active member or third party.

Bullying and harassment policies

Our policy on bullying and harassment was developed in
partnership with our Unions. It has had a high profile this year,
with a number of communications issued, including an internal
initiative ‘Bullying - it’s not big and it's not clever’, during anti-
bullying week in November,

Publicinterest disclosures

In 2007, the Group raised the profile of public interest disclosure
for all staff, through a communication dropped at each desk and
reinforced with intranet communications. The communications
served as a reminder that the Group is serious in inviting any
person with an anxiety to alert the Group Secretary & HR Director,
the Head of Money Laundering or the Chairman of the Group Audit
Committee, whois a non-executive director.

Diversity and equal opportunities

Alliance & Leicester believes that diversity is critical to business
success, and works hard to create a respectful, safe and productive
workplace,

We are committed to the principles of equality of opportunity
and human rights. We do not condone any discrimination on the
basis of gender, race or ethnicity, physical or mental disability,
religion or belief, age, sexual orientation or marital status,

We work with our recognised Unions to develop, maintain and
ensure the consistent implementation of this policy across
the Group.




We have established a Diversity Partnership Forum which acts
as the umbrella group for diversity activity within Alliance &
Leicester. Members inctude the Group's Diversity Manager,
representatives from staff unions, employee representatives,
and internal and external technical experts,

Our Community

Alliance & Leicester supports a range of good causes and projects
in our local communities. These projects not only provide direct
benefit to those communities, but also provide opportunities

for many of our staff to getinvolved. Our Director of Corporate
Commurications, who reports directly to the Group Chief
Executive, is responsible for community affairs.

Qur community investment and charitable donations programmes
have continued to focus on four areas:

» Supporting initiatives aimed at impraving both local and
national education;

» Supporting our staff efforts in raising money for charity
through the Group's matched donation scheme;

¢ Supporting organisations that help those who are experiencing
financial difficulties;

« Supporting charities and organisations who aim to improve
the links between businesses and the communities in which
they operate.

Supporting initiatives aimed at improving both local and
national education

Our education programme has continued to support a variety

of activities for teachers and pupils of all ages in 2007. Support
for education forms the core of Alliance & Leicester's community
activities. We believe that by improving the standards of financial
literacy in the next generation of adults:

¢ Wewill be helping our future customers to understand fully
the financial services products they purchase;

» We will be increasing the quality of our future emptoyees;
o We will be improving our local communities in general.

titeracy and numeracy skills are core to any child’s education.
Through Right to Read and Number Partners programmes, Alliance
& Leicester and our staff are helping to improve these skills in
local schools. During 2007, Alliance & Leicester has agreed to
become a corporate supporter of Number Partners on a national
basis, supplementing our tocal support in Liverpool and Leicester.

Mymoneymatters.info, our financial literacy programme for
secondary school children, has gone from strength to strength in
2007. Following our initiat pilot in the 2006/7 academic year, we
presented the programme to a seminar of maths and citizenship
teachers. As a result of the presentation, a total of 12
Leicestershire schools indicated that they would like to run the
programme in the 2007/8 academic year. During the past 12
months we have updated the content and revised the lesson plans
to assist the teachers and our volunteers in detivering the lessons,
as well as providing quizzes and crosswords that can be used to
supplement the core material. Leicestershire Education Business
Company continue to co-ordinate the scheme for us, and they
continue to deliver the lessons at Lutterworth Grammar School.
During 2008, Alliance & Leicester volunteers will support local
teachers in the delivery of the mymoneymatters lessons, helping
to improve financial literacy as well as developing their own
presentation and assertiveness skills.

We continue to support our partner schools, Soar Vatley College

in Leicester and Savio High Schoolin Bootle, Merseyside, both

of whom have gained specialist status as a result of Alliance

& Leicester providing private sector funding. During 2007, our
Human Resources department worked closely with the Principal

at Soar Valley College and assisted in implementing a 360 degree
feedback process for him and his staff. 360 degree feedbackisa
technigue which we regularly use in business ta help manage and
develop staff, and it has proved successful for the Principal and his
team. At Savio High School we undertake a number of activities
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with sixth form pupils, including offering a number of students
work experience placements. As a result of these placements, two
pupils have already joined the bank, taking on customer advisor
roles within our Retail Banking contact centre and Commercial
Bank enquiry centre.

Supporting our staff efforts in raising money for charity
During 2007, the Group donated around £50,000 to charities
through our Matched Donation Scheme, which matches funds
raised by staff and their children. .

Supporting organisations who help those who are experiencing
financial difficulties

We recognise that consumers often need specialist help to
address financial probtems and therefore support the work
done by organisations who can help resolve these issues.

The Group continues 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 the Money Advice Trust.

We continue to work with the Citizens Advice Bureau on both a
local and national basis. In 2007, we were one of the sponsors

of the Citizens Advice Bureau National Conference in Harrogate,
and also continue to support South Leicestershire Citizens Advice
Bureau {SLCAB), which is based near our Head Office. We are
working with SLCAB to help develop and deliver financial literacy
training to adults.

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

We support a variety of organisations who aim to support the local
economies of the areas where the majority of our staff live and
work. A number of our divisional directors and senior managers
are directors or trustees of local Chambers of Commerce,
education charities and economic development forums.

We continue to be a national member of Business in the
Community (BITC), and are members of Cares in Leicestershire,
Leeds, Liverpool and Manchester.

Alliance & Leicester Commercial Bank is the official Banking

and Finance partner of Liverpool's European Capital of Culture
celebrations, As part of our £2m sponsorship of the celebrations,
we held a programme of events for both staff and the local
business community throughout 2007,

Denations and community investment

In 2007, we continued to support local charities and community
activities, Donations for charitable purposes in the year amounted
to £810,000. This includes £100,000 donated by the Group to

the NSPCC.

In the North West of England the majority of the Group’s
charitable donations continue to be made via the Alliance &
Leicester Fund managed on the Group’s behalf by the Community
Foundation for Merseyside. In addition, in 2007 we have set up
an additionat smatler fund managed by the Greater Manchester
Community Foundation, to support community and charitable
organisations in Manchester.

In addition to the above donations, our corporate community
investment programme has given support to a number of locat
organisations. In 2007, we provided £614,000 of support for
local community events and programmes, including £250,000
for our commercial sponsorship of the European Capital of
Cutture Celebrations in Liverpool.

As well as providing financial support to charities and local
community organisations, we also provide support through

our staff volunteering efforts and gifts in kind, such as the use

of office space for the Community Foundation for Merseyside,

who are based in our Bootle offices. In total it is estimated that
the cost of office space and other non-finandial gifts amounted

to £270,000in 2007, including £250,000 of support for the
European Capital of Culture Celebrations in Liverpool. We estimate
that at least £250,000 of employee time was spent supporting
charitable causes and local community activities during 2007.

We do not make any donations to political parties.




Our Environment

Policy and strategy

Alliance & Leicester recognises that it has a respensibility to act in
a way that respects the environment through its products, services
and own operations.

In providing personal and commercial customers with banking
services we will seek to ensure that, wherever possible, the design
of these products, their sales processes and the way in which the
services are delivered and used, contribute to the sustainable
development of the community.

Across the Company we will aim to:

» Source envirgnmentally friendly and sustainable products and
services, wherever it is practicable to do so;

+ Minimise energy usage, and encourage awareness amongst all
staff to minimise the environmental impact of their activities
by adopting good housekeeping practices;

+ Incorporate environmental best practice where reasonably
practicable into all decision making processes.

Strategy implementation

Our Environment Strategy is implemented through our
Environmental Management System, a copy of which can be read
at www.alliance-leicester-csr.uk/ems.asp. We continually look for
areas in which we can reduce our environmental impact. This is
aided by a number of processes, including:

* Completion of an externally verified carban footprint;
* Participation in external environmental indices;

* Ongoing review of environmental data, for example, energy
usage, recycled waste, land fill deposits, and water usage.

Executive responsibility for the envi-ronment strategy sits with the
Group Secretary & HR Director.

Operational responsibility for the environment strategy sits

with an Environment Committee consisting of appropriate senior
managers. In addition to embedding environmental matters
within business as usual, the Committee will determine annual
environmental objectives.

Our carbon footprint

In our 2006 CR report, we committed to “understanding better
the Group's overall carbon footprint”. We have therefore been
working with Bureau Veritas during 2007 to calculate and verify
our carbon footprint. The result of the project is that we estimate
that in 2006 Alliance & Leicester generated 8,524 tonnes of
carbon dioxide (CO;).

We estimate that, cver the past three years, we have reduced our
footprint by approx 6,500 tonnes of CO, per annum, principally as
aresult of using only renewable electricity.

Our carbon footprint is set out below.

——
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Carbon reduction

In our 2006 CR repart we committed to use our carbon footprint
to “improve our understanding and planning of initiatives
targeted at reducing or mitigating our environmental impacts”.
We also committed to “extending carbon neutrality to gas as
well as electricity”™.

As a bank based in the UK and serving UK customers we were
particularly keen to benefit the environment in the areas in
which our staff and customers live and work.

During 2007, we have met with a wide range of envirenmental
organisations and Socially Responsible Investment commentators
to discuss the best methods of achieving these goals.

Mast commentators advised us to reduce our emissions as far
as possible, using offsetting as a last resort, and were also very
supportive of our aim to focus on our local UK enviranment.

After taking account of all our discussions, we decided to take
a two stage approach to offsetting the carbon generated as

a result of the Group's gas usage and reducing the Group’s
carbon footprint.

1. Offsetting carbon generated by the gas we have used:

In 2006 we used 21,700 MWh of gas, generating a total of 1,125
tonnes of carbon. We estimate that it would have cost £30,000
to purchase voluntary carbon credits to offset this carbon from
a verified scheme (the emission reductions being verified and
certified against the Voluntary Carbon Standard).

In order to be able to have a direct impact on the environment
in which our customers, staff and their families live and work -
we have invested that sum of £30,000 in the Heart of the Forest
Carbon Challenge Scheme operated by the Heart of the National
Forest Foundation.

The carben challenge programme has been designed for
companies who are adopting a holistic approach to meeting the
challenge of climate change. Alliance & Leicester’s contribution
will be used to develop a series of carbon challenge routes around
Conkers, the National Forest’s visitor centre, which is close to our
Head Office, The clues and discoveries made en route will ail be
on the theme of ‘what difference can I make to climate change?’
and will aim to raise people’s awareness of the amount of carbon
they generate.

2. Undertaking further actions to reduce our carbon footprint:

During 2008, we plan to implement a number of initiatives across
the Group, targeted at reducing our carbon footprint and the
carbon footprint of our employees. These initiatives are expected
to focus on travel, as this is the most significant category within
our carbon footprint.

Notes to figure opposite:

1. Gas figure uses absolute data, averaged over the 2004-2006 period.

2, (artravelincludes: company cars, private cars, hire cars on business travel,

3. Railtravel is recorded via hookings made with our official travel agent or tickets
purchased via company credit cards,

4. Airtravel is predominantly short haul booked through the appointed agent
or by company credit card holders directly.

5. Waste is based an volumes sent to landfill and includes an estimate for branches.

Qur Carbon Footprint excludes:

- Electricity, all of which is supplied from renewable sources;

- Fugitive Hydrochlorofluorecarbens emissians;

- Commuter travel;

- Disposal of redundant equipment;

- Business travel by bus, tube, ferry and taxi;

- Supply Chain impacts upstream of arriving at our gates;

~ Small volumes of material such as aluminium cans and fluorescent tubes.
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1. Sir Derek Higgs

Chairman

Appointed to the Board in October 2005,
Sir Derek Higgs is a Chartered Accountant
and a former investment banker. His
previgus career included five yearsasa
Director of Prudential plc 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. His other
appointments include a non-executive
directarship at Janes Lang LaSalle Inc and
Chairman of Bramdean Asset Management
LLP. He is also a Pro-Chancellor of the
University of Bristol and a Trustee of the
Scott Trust.

2, Roy Brown

Non-Executive Deputy Chairman

and Senior Independent Director
Appainted to the Board in May 2007,
Roy Brown is a Chartered Engineer

and Chairman of GKN ple. He is Senior
Independent Director of HMV Group ple
and a non-executive director of the
Franchise Board of Lloyd's of Londen.
Formerly, he was an executive director
of Unilever plc and NV, a non-executive
director of Brambles Industries Ltd and
ple and the British United Provident
Association Ltd (BUPA).

Alliance & Leicester Annual Report and Accounts 2007

3. David Bennett

Group Chief Executive

Appointed to the Board in January 2000
as Group Finance Director, David Bennett
became Group Chief Executive an

27 July 2007. 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.

4. Malcolm Aish

Non-Executive Director

Appointed to the Board in May 2005,
Malcolm Aish is a non-executive director
and Chairman of the Audit Committee of
Mitsubishi UFJ Securities International plc.
His previous career included nearly

30 years with N M Rothschild & Sons Ltd.
At the time of his retirement in December
2003 he was Group Risk Director, having
previously been Head of Banking. Malcolm
was a representative of the London
Investment Banking Association to the
FSA Advisory Group on the Basel Accord.

5. Richard Banks

Managing Director, Commercial Banking
Appuointed to the Board in 1998, Richard
Banks has responsibility for the Group’s
Commercial Banking operations including
Treasury. He was previously Distribution
Director, Retail Banking, having held a
number of senior pesitions in Alliance &
Leicester Commercial Bank ple {formerly
Girobank plc) since he joined the Company
in 1987.

6. Jane Barker

Non-Executive Director

Appointed to the Board in 2004, Jane
Barker is a Chartered Accountant and is the
Chief Executive Officer of Equitas Limited,
the company set up to reinsure and run off
the 1992 and prior years’ non-life liabilities
of Uoyd’s of London Syndicates. She was
until recently the Finance Director of
Equitas, She was previously a member

of the Coundil of the Open University

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




7. Rod Duke

Non-Executive Director

Appointed to the Board in January 2006,
Rod Duke’s career has been with HSBC,
where he spent aver 33 years. At the time
of his retirement in 2004 he was General
Manager Banking Services and a Group
General Manager, managing the bank’s
distribution capability for personal and
commercial customers. He had previously

held a number of executive positions across

the bank, inctuding investment banking,
credit cards and operations. Rod is a non-
executive director of Exedra Clubs Limited.

8. Mary francis

Non-Executive Director

Appointed to the Board in May 2007, Mary
Frandis is Senior Independent Director

of Centrica plc, a non-executive director
of Aviva plc and St Modwen Properties plc,
2 Director of the Almeida Theatre Company
Limited and a former Directer of Fund
Distribution Limited. She was previously
Director General of the Association of
British Insurers, a Director of the Bank

of England, and a senior civil servant

in the Treasury and 10 Downing Street.
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9. Mike McTighe

Non-Executive Director

Appointed to the Board in June 2000,

Mike McTighe has held a number of
directorships, and is currently a member

of the Ofcom Board, Chairman of Pace Micro
Technology ple, a director of London Metal
Exchange Holdings Ltd, and also a
chairman of a number of privately held
technology companies. Mike also acts as

an advisor to several private equity firms.
Previously he was Chairman & CEO of
Carrier] International SA, and before that
Executive Director & Chief Executive, Global
Operations of Cable & Wireless ple. Prior to
these expariences, Mike spent five years
with Philips of the Netherlands, five years
with Motorola, and ten years with GE.

10, Chris Rhodes

Group Finance Director

Appointed to the Board in June 2002 as
Group Operations Director, Chris Rhodes
became Managing Director, Retail Banking
in 2003 and was appointed Group Finance
Director on 27 July 2007. Previously he 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).

11. Margaret Salmon

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 ple,
Manchester Airport Group plc and the
University for Industry. Her previous
executive roles have included being Chief
Executive, BBC Resources Ltd, and HR
Director at the BBC and The Burton Group.

12. Jonathan Watts

Non-Executive Director

Appointed to the Board in May 2000,
Jonathan Watts is also President of Geo
and Chairman of Alaya Samadhi Ltd.
Previously he was Managing Director of
COLT Telecommunications, Europe’s largest
business telephony, data and internet
company and held senior positions
inthe UK and overseas in a number of
telecommunications and technology
companies, including BellSouth Corp,
Sintrom Plc, Datapoint Corp and Control
Data Corp.




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

Sir Derek Higgs Chairman

David Bernett Group Chief Executive’
Richard Pym (to 27.07.2007) Group Chief Executive’
Roy Brown (from 4.05.2007)

Peter Barton (to 13.05.2007)
Malcolm Aish

Richard Banks

Jane Barker

Rod Duke

Mary Francis (from 2.05.2007)

Mike McTighe

Chris Rhodes

Margaret Salmon

Jonathan Watts

Note:
1. David Bennett succeeded Richard Pym as Group Chief Executive
on 27 July 2007.

The names and brief biographies of the current directors are
shown on pages 26 and 27. Chris Rhodes and Margaret Salmon
will retire by rotation and, being eligible, will offer thamselves
for re-election at the forthcoming Annual General Meeting.

Directors’ Interests in Contracts
No Director had a material interest at any time during the year in
any contract 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 38 to 40.

Substantial Shareholders

Shareholders with an interest in the issued ordinary share capital
of the Company, disclosed in accordance with sections 791 - 828
of the Companies Act 2006, are shown in Note 38 on page 97.

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 aperational

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 Governance on pages 29 to 33 and Note 2 to the
financial statements on page 54 to 72.

Post Balance Sheet Events

Since 31 December 2007, a number of post-balance sheet events
have arisen, which have been disclosed in Note 44 on page 101.
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Autherity to Purchase Shares

During the year 19,943,838 shares of 50 pence each,
representing a nominal value of £9,971,919 were repurchased
and cancelled, representing 4.7% of the Company's issued
capital as at 31 December 2007. The aggregate consideration
{(including stamp duty) paid for the shares was £193.8m, 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 63.1 million of its shares, representing some 15% of the
issued share capital, in order to retain flexibility in managing
the Company’s capital requirements, although there are no
current plans to buy back shares in 2008.

Special Business

The Annual Generat Meeting will be held on 13 May 2008. $pecial
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:

+ sofar 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 himsetf/herself
aware of any relevant audit information and to establish
that the Company's auditors are aware of that information.

Such confirmation is given and should be interpreted in accordance
with the provisions of s234ZA of the Companies Act 1685.

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

/1%%

Group Secretary
19 February 2008




DEar Shareholder,

This section of our Annual Report & Accounts details how we have
complied with the principles of the Combined Code on Corporate
Governance in 2007.

The Board is committed to and recognises the importance of
high standards of corporate governance as a contribution to
the success of the Group.

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

Sir Derek Higgs
Chairman

wwwv.asiance-oicester-group.co.uk

Compliance Statement

For the year ended 31 December 2007, Alliance & Leicester

has applied the principles and complied with the provisions

of Section 1 of the Combined Code on Corporate Governance.
The Code was revised with effect from 1 November 2006 and
the revised Code applies to Alliance & Leicester with effect from
1January 2007. Details of how Alliance & Leicester complied
with the Code are summarised in this statement.

Board Structure

At the date of this report, the Board comprises the Chairman,
Sir Derek Higgs, the Group Chief Executive, David Bennett,
two executive directors and eight independent non-executive
directors. There is a clear division of responsibility between
the roles of the Chairman and the Group Chief Executive.

All Board members have the collective responsibility for ensuring
that the affairs of the Company and its subsidiaries are managed
competently and with integrity.

The Directors come from diverse business backgrounds and each
actively and effectively contributes to the work of the Board and
its Committees.

On 27 July 2007 Richard Pym retired as Group Chief Executive
and was succeeded by David Bennett, who also has direct
responsibitity for Retail Banking. Chris Rhodes, previously the
Managing Director, Retail Banking, has taken over the role of
Group Finance Director from David Bennett.

Roy Brown was appointed to the Board as a non-executive
director on 4 May 2007 and succeeded Peter Barton, who
resigned on 13 May 2007, as Deputy Chairman and Senior
Independent Director.

Mary Francis was appointed to the Board as a non-executive
director on 2 May 2007.

The Directors are required to report any material change in their
circumstances to the Board. The Chairman, during 2007, reported
that he resigned as Chairman of Partnerships UK Plc on 31 May
2007. The significant other commitments of the Directors are
monitored and are set out in their biographical details on pages
26 and 27.

The Board considers all the non-executive directors to be
independent. Their role is to constructively challenge the
management team and to utilise their business expertise,
skills and experience to supplement the executive directors’
management of the Company.

The Group Secretary, Simon Lloyd, is an employee of the Company.

Role of the Group Board

The Board is responsible for setting the Company’s strategy
to deliver increased sharehalder value and for reviewing the
Company's operating, financial and risk performance. The
Chairman is responsible for leading and managing the Board,
ensuring it operates effectively and fully discharges its legal
and regulatory responsibilities.

The Board has established a number of Committees to support

its work. Both the Board and its Committees meet reqularly and
details of the number of Board and Committee meetings and the
attendance at those meetings are set out in the table on page 33,
The Board also met twice in 2007 to consider strategic matters
and to receive presentations from the Executive Directors.
Minutes or reports of each of these meetings are circulated

to all directors.




The formal schedule of matters specifically reserved to the Group
Board includes:

s setting corporate strategies and objectives;

e approval of interim and final financial results and dividends;
* appointment of directors;

» approval of major capital expenditure;

+ approval of annual budgets and medium term ptans;

* approval of significant changes in the Group’s structure and
© product range.

The Executive Committee is chaired by the Group Chief Executive
and makes decisions in relation to significant operational and
financial matters affecting the Group. The Board delegates

the management of the Group to the Group Chief Executive to
approve all other matters within agreed finandial limits, and
hein turn delegates the operational and financial management
of the Group to the executive directors and senior managers.

Appointment, Induction and Training of Directors
The Board composition is kept under review to ensure that there
is an appropriate balance of directors, and thejr skills and
experience are relevant for the requirements of the business.

The Nomination Committee is responsible for the process for
appointing new directors and making recommendations to the
Board. When considering a new appointment, the Committee
agrees clear selection criteria and appoints an external
consultancy to identify potential candidates, from whom

a short list is presented to the Committee.

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. The new
directors have undertaken an induction programme, including
guidance on each director's statutory duties and legal
responsibilities, to provide an understanding of the Group and
its strategy, products, markets and financial position. They have
held a series of introductory meetings with senior management,
and all non-executive directors have made regular visits to the
Group's operational locations.

The Group Secretary has responsibility for advising the Board

on all governance matters and as such all directors may, at any
time, seek access to the services of the Group Secretary and his
colleagues. Furthermore, all directors may in addition seek
independent professional advice on issues affecting the Group,
on request via the Group Secretary, at the Group’s expense.
Most members of the Board have attended external training and
development events to ensure that they continue to 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-
group.co.uk.

Board Committees

The terms of reference for the principal Board Committees are
reviewed annually and can be found on the Group website at
www.atliance-leicester-group.co.uk. The composition of each
Committee seeks the best use of the non-executive directors’
skills and experience, The current Board Committee structure
and the work of the principal Committees is set out below.

Group Board

. i

: [ I L

Remuneration
Committee

Group Audit
Committee

Group Risk
Committee

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

» evaluating the balance of skills, knowtedge and experience
on the Board and the structure, size and composition of the
Board and its Committees;

= annually reviewing the performance of non-executive
directors and Board Committees;

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

» reviewing and approving Board, Committee and senior
management succession.

As at 19 February 2008, the Committee members are:

Sir Derek Higgs Chairman
Roy Brown (from 4.05.07)
Mary Francis (from 2.05.07)
Margaret Salmon

Jonathan Watts

Peter Barton resigned from the Committee on 13 May 2007.
Simon Lloyd is the secretary of the Committee.

The main focus of activity for the Committee during 2007
was the appointment of various directors, following a review
of succession plans.

Following the retirement of Michael Allen in December 2006

and the impending retirement of Peter Barton in May 2007, the
Committee engaged executive search consultants to assist in the
selection of their replacements. The Committee’s review of the
mix of skills and experience that would berefit the Group the
most farmed the basis for the search criteria. From the shortlist
of candidates interviewed, the Committee recommended the
appointments of Mary Francis and Roy Brown to the Board and
they were duly appointed on 2 and 4 May 2007 respectively.

In February 2007, Richard Pym, Group Chief Executive,
announced his intention to retire once a suitable replacement
had been found. The Committee considered the leadership needs
of the Group and, after considering both external and internal
candidates shortlisted by an executive search consultant,
recommended that David Bennett, the existing Group Finance
Director, be appointed as Group Chief Executive and take an
Retail Banking responsibitities.

As a result of this appeintment, Chris Rhodes, Managing Director,
Retail Banking, was invited by the Board and accepted the role of
Group Finance Director. These appointments were effective from
27 July 2007.

In addition, the Committee has adopted a continuous approach
to identify suitable candidates to join the Group Board as non-
executive directors, with the help of an executive search
consultant, and has interviewed candidates for future positions.

The Committee has reviewed and updated the standard non-
executive director’s letter of appointment in light of parts of the
Companies Act 2006 becoming effective from 1 October 2007.

Remuneration Committee

The Remuneration Committee is responsible for determining
the remuneration and contractual arrangements of individual
directors, having regard to a policy framework on executive
remuneration agreed by the Board. 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 34 to 40,

Group Audit Committee
The Group Audit Committee is responsible for a number
of internal controls and the Group’s Financial Reporting.




The Committee:

¢ reviews the effectiveness of the Group's system of internal
control;

o considers the annual Internal Audit and Compliance plans
and those departments’ activities, resources and
organisational structures;

* approves the annual Internal Audit and Compliance plans and
monitors their progress;

¢ reviews the Annual Report & Accounts and Interim Results on
behalf of the Group Board;

¢ reviews the management representations;

o reviews the changes to accounting policy and compliance
with best principles and requlatory requirements;

+ reviews the control of the financial business risks; and

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

As at 19 February 2008 the members of the Committee are:

Jane Barker Chairman
Malcolm Aish

Rod Duke

Mary Francis

Mike McTighe

The Board considers that the members of the Committee have
relevant skills and experience from a range of financial services
and technology backgrounds, enabling them to apply meaningful
independent judgement as part of their role. In particular,

Jane Barker has the requisite ‘recent and relevant financial
experience’, as recommended by the 2006 Combined Code,

to ensure that the Committee can fulfil its role effectively.

Alison Ward, Head of Group Internal Audit, is the secretary

of the Group Audit Committee and during 2007 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,
the external Auditors.

Jane Barker, the Chairman of the Committee, reports on the
Group Audit Committee’s activities during 2007 as follows:

“Iam pleased to report to you on the Committee’s activities
in 2007.

The responsibilities of the Committee are set out in its Terms
of Reference, which are available at www.alliance-leicester-
group.co.uk. An annual review was carried out to confirm the
Committee has complied with these Terms of Reference.

We met four times in 2007, and in accordance with the Terms of
Reference we met privately with the Head of Group Internal Audit
and the external Auditors, to allow them to discuss freely any
items of concern. :

Risk Management and Internal Control

At each meeting the Committee considered a number of reports
which detailed the Group’s systems of risk management and
internal control. Key issues identified in these papers were
reviewed and reported back to the Committee until a satisfactory
resolution had been reached. An annual report on Key Current
and Emerging Risks supplement the Committee's understanding
of potential emerging risks that might impact the Group's
business in the future.

Internal Audit and Compliance

The Committee reviewed and approved on behalf of the Board the
Terms of Reference for the Group Compliance and Internal Audit
departments, the reports to the Committee of Group Internal
Audit and the Head of Group Compliance and the Group Internal
Audit and Group Compliance plans and resourcing for 2008,

www.alkance-lewcester-group.co.uk

External Audit

We considered and recommended to the Board the terms of
engagement for the external Auditors. A report on the non-audit
services provided by the external Auditors was considered and
the level and categorisation of nan-audit services was noted. The
Committee also reviewed Management Representations given to
the external Auditors and considered the appropriate accounting
policies applied to the Group Financial Statements.

Financiat Statements

The Committee considered and recommended to the Board for
approval the draft 2007 Annual Report and Accounts, Summary
Annual Report and Preliminary Results Announcement, It also
noted the final dividend payment for 2007 and financial
reporting developments. In the last quarter of the year, we
considered the Group Accounting Disclosures Review, this
Statement of Corporate Governance and the Statement of
Information given to the external Auditors by directors for

the 2007 Annual Report and Accounts.”

Jane Barker
Chairman of the Group Audit Committee

Group Risk Committee

The Group Risk Committee approves the Group's overall risk
appetite and reviews and approves the policy statements relating
to credit, market, liquidity and funding risks. In addition, the
Committee oversees the effective implementation of the Group’s
operational risk policies. 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 fram the Group Money
Laundering Reporting Officer.

An overview of the Group’s risk management and control
framework can be found in Note 2 on pages 54 to 72.

The Committee comprise four non-executive directors, the Group
Chief Executive and Michael Thomas, the Director of Group Risk.
In 2007 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 19 February 2008 are:

Malcolm Aish Chairman
Jane Barker

Roy Brown

Rod Duke

David Bennett .-
Michael Thomas

Richard Davies, Head of Operational Risk, acts as secretary to
the Committee.

Malcolm Aish, the Chairman of the Committee, reports on the
Committee’s activities in more detail below:

“Iam pleased to report to you on the Committee’s activities
in 2007.

We met five times during 2007. Qur responsibilities are set out
in the Committee's Terms of Reference, which are avaitable at
www.alliance-leicester-group.co.uk. I have set out below some
of the key activities of the Committee in 2007.




Risk Managernent Framework

Throughout the year we have regularly reviewed reports on key
current and emerging risks and internal controls relating to
those risks, to ensure that key risks impacting the bank are
understood and appropriate action is being taken to mitigate
them. Reports from Group Internal Audit and Group Risk were
received, detailing risk issues and control matters that have
occurred across the Group.

As part of monitoring the overall effectiveness of the Group's

risk management framewark, we have received regular reports on
the activities of the Group’s other risk management committees
including the Executive Credit Committee, the Assets and
Liabilities Committee, and the Group Operational Risk
Committee. At the February and July 2007 meetings we reviewed
and approved the Group’s Internal Control Policy certification.

As part of pur task of monitoring the effectiveness of the Group Risk
function, in November 2007 we approved the Group Risk Terms
of Reference along with its 2008 plan and resourding levels.

Credit, Market, Liquidity and Funding

During the year, the Committee received and discussed reports
from the Retail Banking and Commercial Banking in relation to
the extent of the Group’s Credit, Market, Liguidity and Funding
risks. It has approved all the key credit, market, liquidity and
funding policies, asset quality plans, lending triggers and
internal ratings models.

We take a keen interest in risks arising from changes in the

UK economy and these are discussed in depth at each meeting.
We also regularly reviewed the risks associated with retail
property prices.

The Committee has verified that we have at all times complied
with our liquidity policy, and the FSA rules on liquidity (IPRU-
BANK, Chapter LS), and reviewed the liquidity stress test results.

Operational Risk and Capital Adequacy

The Committee has received and discussed reports from the
Head of Group Compliance and the Group’s Money Laundering
Reporting Officer. We approved the key Operational Risk Policies
for the Group.

From time to time we receive specific presentations from
senior managers within the Group that have functional risk
responsibility. In February 2007 we received a detailed update
in relation to Legal Risk within the Group.

Throughout the year we have received reports on the status of
the Group’s capital adequacy framework and we have approved
the Group’s capital adequacy and stress testing policies. We
have reviewed and approved the summary Full Internal Capital
Adequacy Assessment.”

Malcolm Aish
Chairman of the Group Risk Committee

Chairman’s Committee

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

Evaluation of Board and Committees Performance

The performance and effectiveness of the Board and its
Committees is evaluated annually. This year’s evaluabion

was conducted internally using a detailed questionnaire and

a self assessment by directors of their performance and a peer
evaluation of fellow directors. Amongst the aspects reviewed
were the role and organisation of the Board, agenda and Board
materials manzgement, Board processes and composition and
functioning of Board Committees.

As part of the evaluation process, each director discussed his
or her own performance and their individual effectiveness
evaluation with the Chairman,
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In addition, Roy Brown, as Senior Independent Director,
met with the non-executive directors as a group without the
Chairman present, to consider the Chairman’s performance.

The resutts of the evaluation of each Committee are discussed
by the Committee and reported to the Board by its Chairman.

All aspects of the evaluation were reviewed and discussed by

the Board and it was agreed that emphasis would continue to

be placed on succession planning, consideration of risk appetite
and strategic planning. The directors concluded that the Board is
functioning effectively and fulfilling its duties and obligations.

Accountability and Audit

The Board is responsible for the Group’s system of internal
cantrols and for monitoring its effectiveness. The directors

are required by law to establish systems for the control 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 Risk and Group Audit Committees.

The Group’s system of internal controls 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 matenial 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 2007.

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 within 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 economic environment 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 significant issues.

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

¢ a Group 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;

¢ awell 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 Committee, enhance and support the oversight role
of the Board;




+ acomprehensive planning and budgeting process that
delivers detailed annual financial forecasts and targets for
Board approval;

s management information systems which enable the Board
to receive comprehensive monthly analysis of financial and
business performance including variance against budget;

» aGroup 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;

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

e aCompliance 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
Secretary, which considers the potential exposure of the
Group to loss through financial crime and the controls in
place to mitigate the risk of such loss;

* a Money 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
have identified any risks that need to be reported to the
auditors for the purposes of 5234ZA of the Companies Act.

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

Going Concern

The directors confirm that they are satisfied that the Group has
adequate resources to continue in business for the foreseeabte
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.

The Company's institutional shareholders can attend meetings,
conference calls, presentations and results briefings. The
Company values dialogue with its institutionat shareholders,
who regularly meet with the Company’s management and have
the opportunity to request meetings with the Chairman and the
senior independent non-executive director. A representative
from one of the Company’s institutional shareholders met with
the Board during 2007 as part of the Group's communication
programme with institutional investors.

The Board receives monthly updates on changes in the Group’s
institutional share register, together with details and feedback
from any meetings held with shareholders.

To ensure the Board is kept up to date on current external views,
directors also regularly receive copies of analyst research notes
on the Company.

The Chairman and some of the non-executive directors attend
results presentations, and the senior independent non-executive
director is available to deal with any concerns raised by
sharehalders which cannot be resolved through the normal
channels of the Chairman or Group Chief Executive.
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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. This is held in the
evening at the Company’s Leicestershire head office. If shareholders
are unable to attend they are encouraged to vote by proxy and may
appoint their proxy by post, on the internet or via CREST.

Holders of ordinary shares registered on the appropriate record
date are entitled to attend and vote at general meetings of the
Company, or adjourned meetings (either in person or by proxy)
in respect of the number of ordinary shares registered in their
names at that time. Each share carries the right to one vote
onapoll.

All sharehotders can view their shares, register or amend a
dividend mandate instruction, change address details and
register an email address online via www.alliance-leicester-
shareregistrars.co.uk and following the online instructions.
Shareholders are also able to put questions to the Company
via the website,

The holders of any series of Preference Shares are entitled to vote
at a General Meeting of the Company in certain circumstances

set out in the Company’s Articles of Association. In those
circumstances, Preference Shareholders are entitled to one vote
for each share held.

The Group website at www.alliance-leicester-group.co.uk
provides investors and potential investors with information
about the Company, share price information, annual and interim
results, Company announcements, investor presentations, Group
policies and terms of reference for its Board Committees.

Attendance at Board and Committee Meetings
During 2007

Group

Board Remuneration MNomination Audit  Risk
Total number of
meetings held in 2007’ 15 6 5 4 &
Sir Derek Higgs, Chairman 15
David Bennett 15 1
Richard Pym 6 4
{to 27.07.07)
Roy Brown 10 3 2 4
{from 04.05.07)
Peter Barton 4 3 3 2 1
(to 13.05.07)
Malcolm Aish 15 4 5
Richard Banks 15
Jane Barker 14 4 5
Rod Duke 15 3
Mary Francis 9 3 1 2
(from 02.05.07}
Mike McTighe 13 5 4
Chris Rhodes 15
Margaret Salmon 14 6
Jonathan Watts 13 4
Note:

1. Attendance figures indicate directors’ attendance at meetings where they
are a member of the board or committee, Directors may also be invited
and have attended additional meetings at the request of the Board or
Committee Chairman.

All directors receive the Board papers and if they are a member
of a Committee the relevant Committee papers, and have the
opportunity to raise questions via the Chairman or Group
Secretary or Secretary of the Committees if they are unable

to attend.



This report explains how the Company has applied the principles
of good governance set out in the Combined Code and containg
the disclosures required by Schedule 7A to the Companies Act
1985 {the Companies Act). The report of the auditors on the
financial statements set out on page 42 confirms that the scope
of their report covers, where required, the disclosures contained
in or referred to in this report 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
will beinvited to approve it at the Annual General Meeting on
13 May 2008.

Unaudited Information

Remuneration Committee

Role

The Remuneration Committee (‘the Committee’) is responsible
for determining the pay and benefits (inctuding pension
arrangements) and contractual arrangements for the Chairman,
executive directors and the Group Secretary, and for overseging
the Group’s share plans. The Committee also considers and
monitors the structure and levels of remuneration for senior
managers throughout the Group. In fulfilling 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, associate and divisional
directors, the Group Secretary and Group senior managers,

{b) approved performance related awards under the Restricted
Share Plan, (c) monitored the vesting of awards under the
Executive Share Option and the Deferred Bonus plans,

(d) appointed new external advisers to the Committee in relation
to share plans, (e) rebalanced the award levels for directors under
the Company Share Option Plan and Performance Shara Plan
(LTIP), and (f) agreed the remuneration arrangements for David
Bennettin succeeding Richard Pym as Group Chief Executive and
Chris Rhodes” appointment as Group Finance Director.

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

Margaret Salmon Chairman
Roy Brown

Mary Frandis

Sir Derek Higgs

Mike McTighe

Margaret Salmon became Chairman of the Remuneration
Committee following Peter Barton’s retirement in May 2007.
Also in May, Roy Brown and Mary Francis joined the Committee.

The Group Secretary, Simon Lloyd, acted as Secretary to the
Committee until 31 October 2007 and provided professional
advice to the Committee on governance issues. Simon Lloyd
was appointed as Group Secretary and Group HR Director

on 1 November 2007, Sandra Odell, Deputy Secretary, was
appointed as Secretary to the Committee with effect from

1 November 2007.

The number of Committee meetings held during 2007 and
directors’ attendance is set out on page 33. The Group Chief
Executive and Group HR Director attend Committee meetings

at the invitation of the Chairman of the Committee to provide
background and context on matters relating to the remuneration
of the executive directors and senior managers.

The Chairman, the Group Chief Executive and the Group Secretary
and Group HR Director are not present when the Committee
discusses matters directly relating to their personal remuneration.
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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 29 to 33.

Advisers

The Committee and the Group use the services of Mercer Human
Resource Consulting {'Mercer’) to advise specifically on pension
refated 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. New Bridge
Street Consultants ("NBSC') were appointed to provide specialist
advice on technical aspects of the Group's share plans by the
Committee and replaced Deloitte & Touche LLP with effect from
1 February 2007, NBSC also act as independent advisers to the
Committee on remuneration issues for the executive directors
and senior management. Towers Perrin advise the Company on
remuneration issues for senior management below the Board.

Remuneration Policy

To continue to deliver shareholder value the Group needs 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
objective. It rewards both individual and Group performance,
measured against performance criteria that are relevant, realistic
and challenging. Remuneration arrangements will continue to
focus on incentive plans that encourage the 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 their annual basic salary.

In 2008, annual salary will continue to be set at levels not normalty
exceeding market median, whilst bonuses and long term incentive
plans will enable executives to receive upper quartile rewards for
delivery of upper quartile 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 2007.
The FTSE Index was chosen as it is a broad equity market index

of which the Company forms a constituent.
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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 this
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 {untess an individual’s responsibilities change) and
may vary depending on each executive director’s experience,
responsibilities and personal contribution. Current basic annual
salaries are as follows:

Name Richard Banks
Amount £345,000

David Bennett
£600,000

Chris Rhodes
£450,000

Details of executive directors’ salaries paid in 2007 are set out on
page 38,

Senior managers’ salary levels are also assessed annually against
those of other major UX based finandial institutions and FTSE 100
companies and the Company seeks to set pay levels around market
median in line with the above stated remuneration policy.

At 31 December 2007, the average basic salary for the most senjor
Group managers was £192,000. The salary banding for this group
is as follows:

Salary Band (£) Rumber of Managers
125,000 - 150,000 4
150,000 - 175,000 B 4
175,000 - 200,000 2
200,000 - 225,000 -
225,000 - 250,000

250,000 ~ 275,000 3
Grand Total 15

Annual Bonus

For 2007, 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 24%, and the pre-tax profit (‘PBT") target were
calculated on a stiding scale. A multiplier of 0.5 would be applied
for meeting the PBT target and a multiplier of 0.5 for achieving
21% ReE, rising to a maximum combined multiplier of 1.6 for
achieving a defined level of PBT and an RoE of 24%. 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. The Committee reviewed the Group’s
overall business performance in detail and noted that although the
Group's overall performance had been affected by the unexpected
global market conditions, underlying business performance during
the year had been strong. The Remuneration Committee had
therefore concluded that the payment to executive directors

in accordance with the rules of the scheme was appropriate.

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 performance against Group targets,
multiplied by the relevant individual performance multiplier
and applying the resulting multiple to 75% of the relevant
executive director’s salary.

Itisintended that a similar bonus scheme will operate in 2008.

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

All executive, associate and divisional directors were eligible
in 2007 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. '

Options granted in 2006 and 2007 will vest on a sliding scale:
50% of options awarded will become exercisable at earnings per
share ('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 points.
Executive options granted prior to 2006 were tinked to the
achievement of compound EPS growth over a three year
performance period of RPI+9%. The achievement of this target
results in full vesting. The performance target for options to be
awarded in 2008 are under review by the Committee.

The aggregate value of new shares, over which options to
subscribe may be granted to each director in any year, cannot
exceed a maximum total annual amount of two times that
individual’s basic salary. In 2007 the grant level was reduced
for executive directors to 100% of basic salary from 150% in
2006, but an increase was made to the grant level under the
Performance Share Plan to 150% of annual basic salary (see
page 36 for details). The intended grant levels for associate
and divisional directors for 2008 will be in the range of 100%
to 150% of annual basic salary.

Options normally vest after three years, subject to attainment
of the relevant performance conditions. There is no retesting.

' The Company Share Option 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 performance 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 should

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,
exceptionally, awards of up to this limit are made to selected
senior managers (excluding executive, associate and divisional
directors) in connection with detivery of the Group”s programmes
and projects. These awards are subject to performance targets.

Hedge Ineffectiveness '

The Committee recognises that accounting volatility arises from
the requirement in IAS 39 to measure all derivatives at fair value,
with changes in 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, but in practice some accounting volatitity will remain,
even where hedges are used to match the risk exposure on an
ecanomic basis. Therefore, for grants made from 2005, the
Committee has agreed that calculation of the underlying EPS
should exclude fair value accounting volatility. This is consistent
with the calculation of one of the Group’s cther 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 to 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 quartite performance. The constituents of the peer group’,
excluding the Company are:

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

Note:
1. Thepeer group criginally included Abbey National ple. Following the
takeover of Abbey by Banco Santander a "synthetic stock’ is now used.

The rights to matching shares cannot rormally be exercised for
three years, except in the ¢circumstances set out below, and lapse
if not exercised within seven years of the date of grant. 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 value.

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-testing.

Senior managers {excluding executive, associate and divisional
directors) participate in the new deferred bonus plan introduced
in 2006. No performance conditions 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 normally 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 will be paid in cash in proportion to the number of
shares vesting.

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

The performance period is three years, with no re-testing.
For 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 ple Bradford & Bingley plc

HBOS ple HSBC plc

Lloyds TSB Group plc Northern Rock plc

Standard Chartered plc  The Royal Bank of Scotland 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.

o The other 50% of the award vests according to the Company’s
adjusted EPS growth relative to inflation over each
performance period.
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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 is in three parts:

¢ One third of the award will vestin line with the Company’s
relative TSR performance. Friends Provident and Legal &
General have replaced HSBC and Standard Chartered in the
peer group;

¢ One third of the award will vest according to the Company's
adjusted EPS growth, on the same basis as the current EPS
target;

* One 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% over the
performance period, with full vesting for achieving an RoE
of 24% and straight-line interpolation applying between
these points.

The performance tests and comparator group for awards to be
made in 2008 are being reviewed by the Committee.

In the event of a change of control of the Group taking place, the
Committee, in its absolute discretion, 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 (eaves the Group, an award that has not vested
will normally 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.

None of these benefits is pensionable.

In 2007, Performance Share Plan awards were made to directors
with a maximum vatue including accrued dividends of:

» 150% of annual basic salary for executive directors; and

& 200% of annual basic salary for associate and
divisional directors,

subject to the achievement of the performance conditions set out
above. In 2008 the grant level for executive directors will be in the
range of 100% to 150% and for associate and divisional directors
the grant level will be in the range of 100% to 150% of annual
basic salary, including anticipated dividends accruing over 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 (ShareSave) and the Company’s Share Incentive Plan (SIP),
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’ notice (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 benefits. 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 Company no such
payments of salary and pensions benefits will exceed a payment
based on the number of months from the date of termination of
employment to the executive director's normal retirement date.




There is no 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 65 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 the percentage
increase in the Retail Price Index (RPI) or the executive’s
actual increase if lower, subject to the right of the executive
to pay additional contributions to secure his full pensionable
salary when increases exceed the Retail Price Index.

b

—

Early retirement from the scheme from age 60 without
incurring any early retirement penalties.

c) Acash benefit on death in service of 4 x the annual rate of full
basic salary at date of death.

d

—r

Pension payable in the event of ill-health.

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

(D
—

The following directors have special arrangements:

a} David Bennett is entitled to a pension of 2/3rds of his final
pensionable salary on retirement at age 60, inclusive of
retirement benefits from service at other organisations.

b) Richard Banks’ pension entitlement is subject to a pension
sharing order (which has no impact on the cost of providing
his pension benefits to the Company).

There are currently in place individual non-registered pension
arrangements known as Employer Financed Retirement Benefits
Schemes to increase the pension and lump sum life assurance
benefit to the level 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 David Bennett and Chris Rhodes.

An executive director may, with the consent of the Company,
draw an accrued pension from 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 increases each Aprilin line
with the annual percentage rise in the RPL 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 pravision of a car allowance, life assurance and
membership of a private medical insurance scheme.

Directors’ Indemnities

The Company has made qualifying third party indemnity
provisions for the benefit of its directors which were made
during the year and remain in force at the date of this report.
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Other Directorships

The Group supports executive directors who wish to take one non-
executive directorship with a publicly quoted company in order to
broaden their experience, Directors are entitted to retain any fees
they may receive. David Bennett is a non-executive director of
easyJet plc and his fees for the year ended 31 December 2007
were £50,000. Richard Pym received director's fees of £114,583
and voluntarily assigned £17,500 of his fees to Alliance &
Leicester plc for the year ended 31 December 2007,

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. On joining the Board, non-executive directors are
issued with an appointment letter. New non-executive directors
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 exampte of a non-executive
director’s letter of appointment can be found on the Group's
website www.alliance-leicester-group.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 who are in full-time employment with a
third party employer may elect to have the whole or part of their
fees paid toit. Jane Barker's remuneration was paid to her employer
for the period from January to March 2007. Subsequently, her fees
have been paid directly to her.

Directors’ Appointment Periods
Details of appointment periods appear below:

Date of current

appointment or

reappointment’ Expirydate  Notice period
Executive Directors
Richard Banks 1 February 1998 15June 2016 12 months
David Bennett 1 January 2000 26 March 2027 12 months
Chris Rhodes 1June 2002 17 March 2028 12 months
Non-Executive Directors
Malcolm Aish 20 May 2007 19 May 2009 None
Jane Barker 1January 2008 31 December 2009 None
Roy Brown 4 May 2007 3 May 2009 None
Rod Duke 1January 2008 31 December 2009 Nane
Mary Frandis 2 May 2007 1 May 2009 None
SirDerek Higgs 28 October 2007 27 October 2009 None
Margaret
Salmon 1 July 2006 30 June 2008 None
Mike McTighe 1 June 2007 31 May 2009 None
Jonathan Watts 8 May 2007 7 May 2009 None
Note:

1, Which may follow earlier renewals.



Audited Information
Directors’ Remuneration: Year ended 31 December 2007
Other Total' Total
Salaries/ Bonus benefits 2007 2006
Fees £000 £000 £000 £000 £000
Executive Directors
Richard Banks 334 129 15 478 730
David Bennett 477 270 17 764 799
Richard Pym? 611 227 22 860 1,441
(te 27.11.07)
Chris Rhodes 396 203 15 614 735
Subtotal 1,818 829 69 2,716 3,705
Chairman
Sir Derek Higgs 358 358 350
Non-Executive Directors
Malcolm Aish 69 69 65
Michael Allen - - 55
(to 31.12.06)
Jane Barker 69 69 65
Peter Barton 70 70 135
(te 13.05.07)
Roy Brown 66 R 66 -
(from 4.05.07)
Rod Duke 56 56 55
Mary Francis 38 38 -
(from 2.05.07}
Mike McTighe 56 56 55
Margaret Salmon 68 68 65
Jonathan Watts 56 56 55
Subtotal 906 906 900
Total 2,724 829 69 3,622 4,605
Notes:

1. Total remuneration dees notinclude deductions made from basic salary for
SMART pensions. In addition, the executive directors received aggregate
gains before tax of £1.1m in the exercise of options awarded under the
Company Share Option and Deferred Bonus plans,

2. Having retired fram the post of Group Chief Executive and executive
responsibility in July, Richard Pym left the employment of the Group
on 27.11.07.
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Pension Entitlements

Richard David Chris
Executive Director Banks Bennett Rhodes
Age attained at 31.12,07 56 45 44
Normal retirement age 65 65 65
£ £ £
Amount of accrued pension
fp.a, at31.12.07 64,537 108,155 120,858
at31.12.06 56,515 76,042 103,686
Change in amount of accrued
pension £p.a. to 31,12.07 8,022 32,113 17,172
To 31.12.06 5,531 11,680 7,367

Change in amount of accrued
pension £p.3. net of

revaluation during year to

31.12.07 5,988 29,375 13,440
To 31.12.06 4,155 9,942 4,766
Directors’ contributions

payable during year to

31.12.07' () 16,271 23,177 18,708

£000 £000 £000

Cash equivalent transfer value

at31.12.06 (A) 976 823 1,073
Cash equivalent transfer value
at 31.12.07 (B) 1,203 1,296 1,389

Change in transfer value over
year to 31.12.07 net of
member contributions (B-A-C) 211 450 297

Note:

1. The contributions shown for are notional contributions as the directors
participate in the ‘SMART arrangements, whereby Alliance & Leicester plc
pays their tontributions in return for an equal reduttion in their satary.

Details of terms and conditions associated with these pensions
are shown on page 37.

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’
Asat 1.1.07
(or date of
appeintment Asat
Directors if Later) 31.12.07
Malcolm Aish 5,000 5,000
Richard Banks 52,822 62,942
Jane Barker 5,000 5,000
Roy Brown - 2,500
David Bennett 38,776 60,489
Rod Duke 5,250 5,250
Sir Derek Higgs 10,000 20,000
Mary Francis - 1,700
Mike McTighe 5,500 7,500
Chris Rhodes 30,567 56,593
Margaret Salmon 5,000 5,000
Jonathan Watts 5,000 5,000
Note:

1. Director share interests include the interests of their connected persons.
In addition to the beneficial interests in shares shown at 31 December 2007
Richard Banks, David Bennett and Chris Rhodes were each allocated 17
ordinary shares in the capital of the Company on 7 January 2008 and 18
shares on 5 February 2008 by the trustees of the Share Incentive Plan. There
were no ather changes in the beneficial interests of the directors in Company
Shares between 31 December 2007 and 15 February 2008.




‘Rights to Acquire Shares

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

Share Plans. All options and awards are satisfied through the issue of new share capital.

Number of options
During the year
Asat 1,1.07 Exercise Market price on
or at date of Asat price date of exercise Exercise
Directors appointment if later Granted Exercised Lapsed 31.12.07 £ £ period
Richard Banks 14,587 14,587 - 8,055 11.243
2,004 2,094 - 6.32" 7.52
14,038 14,038 - 8.37 11.243
17,924 17,924 - 7.95 11.243
25,844 25,844 - 7.545 11.243
25,582 25,582 - 8.795 11.243
3,488 3,488 8.60" 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
28,003 28,093 881 8.8.08-7.8.15
22,372 22,372 10,56 9,3,09-8.3.16
24,889 24,889 9.95 4.8.00-3,8.16
14,757 14,757 10.93’ 6.3.10-5.3.17
18,063 18,063 10.17 30.7.10-29.7.17
1,159 1,159 8.15" 1.11.10-30.4.11
David Bennett 3,420 3,420 - 877" 11.243
15,518 15,518 - 8.055 11.243
20,441 20,441 - 7.95 11.243
29,821 29,821 - 7.545" 11.243
2,447 2,447 6.68" 1.11.09-30.4.10
28,343 28,343 - 8.60" 11.002
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 32,776 881 8.8.08-7.8,15
26,278 26,278 10.56' 9.3.09-8.3.16
29,231 29,231 9.95° 4.8.09-3.8.16
2,744 2,744 1093 6.3.10-5.3.17
14,589 14,589 10,93 6.3.10-5.3,17
40,368 40,368 1017 30.7.10-29.7.17
Chris Rhodes 28,544 28,544 - 6.70° 11.243
22,243 22,243 - 8.055 11.243
2,618 2,618 - 6.32° 7.52
3,584 3,584 - 837" 11.243
5,885 5,885 - 837 11.243
20,219 20,219 - 7.95" © 11,243
23,856 23,856 - 7.545° 11.243
23,877 23,877 - 8.795 11.243
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
2,744 2,744 10.93" 6.3.10-5.3.17
13,184 13,184 . 10.93 6.3.10-5.3.17
27,129 27,129 1017 30.7.10-29.7.17
2,000 2,009 8.15" 1.11,12-30.4.13

Notes:
*  QOptions granted under the Alliance & Leicester ShareSave 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 Pans.
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Gains on exercised options are disclosed in Note 43 to the accounts.

On 31 December 2007 the closing middle market value of ordinary shares in Alliance & Leicester plc was 648p and the range during 2007
was 576p to 1197p.

Bonus Awards
The following table shows directors’ interests in deferred share options awarded under the Deferred Bonus Plan.
Valueof  Market Value at date Exercise
award of grant No of shares price
Director Bonus year £ £ under option £ Exercise period
Richard Banks 2003 Deferred Shares 78,750 8.60 9,156" Nit 3.3.07-2.3.11
2004 Deferred Shares 48,750 8.715 5,593 Nil 7.4.08-6.4.12
David Bennett 2004 Deferred Shares 48,000 8.715 5,507" Nil 7.4.08-6.4.12
Chris Rhodes 2003 Deferred Shares 62,500 8.60 7,267 Nil 3.3.07-2.3.11
2004 Deferred Shares 43,500 8.715 4,991 il 7.4.08-6.4,12

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.

Deferred Bonus Plan

End of
Market period when
Awards Awards price on date Market price quatifying
Awards held granted  Vested during exercised  Lapsedduring  Awards held at of grant on exercise conditions
Award date at1.1.07 during the year theyear during the year the year 31.12.07 £ i must be met
Richard
Banks 3.3.04 27,468" 27,468" 8.60 31.12.06
7.4.05 16,779 16,779 8.715 31.12.07
David
Bennett 33.04 22674 ' 22,674' 8.60 31.12.06
7.4.05 16,521° ) 16,521" 8.715 312,07
Chris Rhodes 33.04 21,801° 21,801" 8.60 31.12.06
7.4.05 14,973 14,973" 8.715 31.12.07
Note; .

#  Forthe 2003 to 2004 bonus years (when a maximum of up te 3 matching shares for each share could be awarded) TSR performance is measured against the TSR
performance of a single comparator group of Retail Banks (see pages 35 and 36).
The exerdse price for the matched share options is nil.
No awards were made to executive directors under the Deferred Bonus Plan in 2006 or 2007,

Performance Share Plan
End of period when
Awards held Awards granted Vested during Lapsed during Awards held at  quatifying conditions -
Awaard date at1.1.07 during the year the year the year 31.12.07 rhust be met
Richard Banks 8.8.05 44,603 44,693 31.12.07
9.3.06 31,738 31,738 31.12.08
6.3.07 38,664 38,664 31.12.09
David Bennett 8.8.05 52,497 52,497 31.12.07
9.3.06 37,280 37,280 31.12.08
6.3.07 45,412 45,412 31.12.09
Chris Rhodes 8.8.05 48,240 48,240 31.12.07
9.3.06 34,257 34,257 31.12.08
"6.3.07 41,733 41,733 31.12.09

All grants were made under the Performance Share Plan. The conditions attached te these awards are set aut on page 36.

0n behalf of the Board

Margaret Salmon
Chairman of the Remuneration Committee
19 February 2008
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The Directors are responsible for preparing the Annual Report,
Directors’ Remuneration Report and the finandial statements

" in accordance with applicable law and requlations.

Company law requires the Directors to prepare financial
statements for each financial year. The Directors are required

by the IAS Regulation to prepare the group financial statements
under IFRSs (IFRSs) as adopted by the European Union and have
also elected to prepare the parent company finandial statements
in accordance with IFRSs as adopted by the European Union.

The financial statements are also required by law to be properly
prepared in accordance with the Companies Act 1985 and Article 4
of the IAS Regulation.

International Accounting Standard 1 requires that finandial
statements present fairly for each financial year the company’s
finandial 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
outin 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 IFRSs. However, Directors are also
required to; :

= properly select and apply accounting policies;

» presentinformation, including accounting policies, ina
manner that provides relevant, reliable, comparable and
understandable information; and

» provide additional disclosures when compliance with the
specific requirements in IFRSs are insufficient to enable users
to understand the impact of particular transactions, other
events and conditions on the entity’s financial position and
finandial perfermance.

www.alliance-le:cester-group.co.uk

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

The Directors are responsible for the maintenance and integrity of
the corporate and finandial information included on the company’s
website. Legislation in the United Kingdom governing the
preparation and dissemination of financial statements may differ
from legistation in other jurisdictions.




We have audited the Group and parent Company financial

statements (the ‘financial statements’) of Alliance & Leicester plc.

for the year ended 31 December 2007, which comprise the
Consolidated Income Statement, the Consolidated 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
1to 44. 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 body,
in accordance with section 235 of the Companies Act 1985. Our
audit work has been undertaken so that we might state to the
Company’s members those matters we are required to state to
them 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 Annual 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.

Qur responsibility is to audit the financial statements and the
part of the Directors” Remuneration Report to be audited in
accordance with relevant legal and regulatory requirements
and International Standards en Auditing (UK and Ireland).

We report to you our opinion as to whether the financial
statements give a true and fair view and whether 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.

In addition we repart te you if, in our opinion, the Company has
not kept proper accounting records, if we have not received all
the information and explanations we require for our audit, orif
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 2006 Combined Code specified for aur 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 control cover all risks and controls, or
form an opinion on the effectiveness of the Group’s corporate
governance procedures or its risk and control procedures.

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 report 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 conducted 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 {ompany'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 financial statements and the part of the
Directors’ Remuneration Report to be audited are free from
material misstatement, whether caused by fraud or other
irreqularity or error, In forming our opinion we also evaluated
the overall adequacy of the presentation of information in the
finandial statements and the part of the Directors’ Remuneration
Report to be audited,

Opinion
In our opinion:

« 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 2007
and of its profit for the year then ended;

» the parent Company financial statements give a true and fair
view, in accerdance 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 2007;

« 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

e the information given in the Directors’ Report is consistent
with the financial statements.

Separate Opinlon in Relation to IFRSs

As explained in Note 1 to the Group finangial 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 2007 and of its profit for the year then ended.

Deloitte & Touche LLP
Chartered Accountants and Registered Auditors
London

19 February 2008
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For the year ended 31 December Notes zo:ﬂ: zo:;
Interest receivable and similar income 4,167.2 3,115.2
Interest expense and similar charges (3.366.1) (2,334.6)
Netinterest income 5 801.1 780.6
Fee and commission income 516.9 523.6
Fee and commission expense (32.1} (26.8)
Hedge ineffectiveness 6 (9.5) 7.6
Other operating income 7 150.0 190.2
Total non-interest income 624.7 694.6
Operating income 1,425.8 1,475.2
Administrative expenses:

Core administrative expenses {634.6) {656.8)

Redundancy costs (8.4) (24.2)
Total administrative expenses 8 {643.0) (681.0)
Depreciation and amartisation: .

On fixed assets excluding operating lease assets (47.7) (42.0)

On operating lease assets (73.5) (78.5)

Impairment of tangible fixed assets (9.3) -

{130.5) (120.5)

Total costs {773.5) (801.5)
Impairment losses on loans and leases 10 (100.2) {104.8)
Impairment losses on treasury investments 10 (152.9) -
Profit before tax 399.2 568.9
Tax 11 (103.3) (118.8)
Profit after tax 295.9 450.1
Profit attributable to:
Innovative tier 1 holders 35 17.5 17.5
Preference shareholders 36 18.7 -
Minority interests 37 3.0 0.4
Ordinary shareholders of Alliance & Leicester plc 256.7 432.2
Earnings per share:
Basic earnings per ordinary share 12 59.4p 96.4p
Diluted earnings per ordinary share 12 59.0p 95.9p
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As at 31 December Notes 20£0r: 203:
Assets
Cash and balances with central banks 14 3,471.0 2,224.0
Due from other banks 15 2,885.4 2,948.7
Trading securities 16 1,438.9 1,152.9
Derivative financial instruments 17 970.3 691.8
Loans and advances to customers 18 53,146.6 46,350.7
Net investment in finance leases and hire purchase contracts 20 1,909.2 1,926.9
Investment securities:
- available-for-sale 21 12,772.7 10,482.8
- held-to-maturity 21 212.9 364.7
- loans and receivables 21 210.4 150.3
- at fair value through profit or loss 21,22 891.2 1,373.3
Intangible fixed assets 25 116.1 54.7
Property, plant and equipment 26 251.4 255.0
Operating lease assets 27 284.1 300.5
Deferred tax assets 31 4.9 -
Fair value macro hedge 38.0 -
Other assets 28 214.9 220.5
Prepayments and accrued income 84.0 60.2
Retirement benefit obligations 33 52.8 -
Total assets 78,954.8 68,557.0
Liakilities
Due to other banks 20 19,386.9 8,629.6
Derivative financial instruments 17 791.2 675.4
Due to customers 30,758.3 29,559.4
Debt securities inissue 24,248.4 25,415.4
Other liabilities 30 498.4 417.1
Current tax liabilities 4.8 21.3
Fair value macro hedge - 181.7
Accruals and deferred income 203.6 197.9
Deferred tax liabilities 3 - 141.9
Other borrowed funds 32 711.2 696.7
Retirement benefit obligations 33 28.3 47.8
Total liabilities 76,631.1 65,984.2
Equity
Innovative tier 1 35 310.6 310.6
Preference shares 36 294.0 294.0
Minority interests 37 3.5 0.4
608.1 605.0
Called up share capital 38 210.3 219.0
Share premium account 40 125.1 105.6
Capital redemption reserve 40 89.9 79.9
Reserve for share-based payments 40 26.2 21.0
Available-for-sale reserve 40 (142.7) 4.2
Cash flow hedging reserve 40 (13.7) (19.3)
Retained earnings 40 1,420.5 1,557.4
Total ordinary shareholders’ equity 1,715.6 1,967.8
Total equity and tiabilities 78,954.8 68,557.0

Approved by the Board of Directors on 19 February 2008 and signed on its behalf by:

€S Rhodes Group Finance Director
R L Banks Managing Director, Commercial Banking
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Restated
2007 2006
As at 31 December Nates £m £m
Assets
Cash and balances with central banks 14 3,471.0 2,224.0
Due from other banks 15 2,8664.6 2,940.1
Trading securities 16 1,438.9 1,152.9
Derivative financial instruments 17 904.2 7171
Loans and advances to customers 18 55,625.1 48,337.6
Investment securities:
- available-for-sale 21 12,760.8 10,471.0
- held-to-maturity 21 2129 364.7
- loans and receivables 21 13.5 -
- at fair value through profit or loss 21,22 35.7 518.4
Shares in Group undertakings 23 1,090.8 1,090.7
Intangible fixed assets 25 106.8 51.7
Property, plant and equipment 26 174.3 177.4
Deferred tax assets 31 - 11.4
Current tax assets 74.9 338
Fair value macro hedge 52.1 -
Other assets 28 292.7 247.8
Prepayments and accrued income 75.0 47.9
Retirement benefit obligations 33 52.8 -
Total assets 79,246.1 68,386.5
Liabilities
Due to other banks 29 21,948.2 11,475.2
Derivative financial instruments 17 867.8 723.2
_ Due to customers 29,933.3 27,704.2
Debt securities in issue * 18,978.4 22,485.6
Other Liabilities 30 4,824.2 2,826.6
Fair value macro hedge - 123.2
Accruals and deferred income 256.7 235.0
Deferred tax liabilities n 8.1 -
Other borrowed funds 32 711.2 696.7
Retirement benefit obligations 33 28.3 47.8
Total liabilities 77,556.2 66,317.5
Equity
Innovative tier 1 35 310.6 310.6
Preference shares 36 294.0 294.0
604.6 604.6
Called up share capital 38 210.3 219.0
Share premium account 40 1251 105.6
Capital redemption reserve 40 89.9 79.9
Reserve for share-based payments 40 26.2 21.0
Available-for-sale reserve 40 (142.7) 4.2
Cash flow hedging reserve 40 (10.9) (11.2)
Retained earnings 40 787.4 1,045.9
Total ordinary shareholders’ equity 1,085.3 1,464.4
Total equity and liabilities 79,246.1 68,386.5

The restatement of the 2006 results is discussed in Note 1 on page 51.

Approved by the Board of Directors on 19 February 2008 and signed on its behalf by:

C5 Rhodes Group Finance Director
RL Banks Managing Director, Commercial Banking
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2007 2006

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

Valuation losses taken to equity 40 {219.8) (1.7

Net gains transferred to profit on disposal 40 (0.6) (0.5)

Impairment loss transferred to Income Statement 40 10.6 -
Cash flow hedges: .

Gains /{losses) taken to equity 40 14.8 (57.6}

Transferred to net profit 40 (1.4) (2.1)
Actuarial gains on retirement benefit obligations 40 56.4 49.7
Tax on items taken directly in equity 45.7 3.6
Net expense recognised directly in equity (100.3) (8.6)
Profit after tax 295.9 450.1
Total recogriised income and expense for the year 195.6 4415
Total recognised income and expense for the year attributable to:
Innovative tier 1 holders 17.5 17.5
Preference shareholders 18.7 -
Minority interests 3.0 0.4
Ordinary shareholders of Alliance & Leicester plc 156.4 423.6

The cumulative actuarial gain recognised since 1 January 2004 on retirement benefit obligations for the Group is £78.7m

(2006: £22.3m gain).
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Restated

2007 2006

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

Valuation losses taken to equity 40 (219.8) {1.7)

Net gains transferred to profit on disposal 40 (0.6) {0.5)

Impairment loss transferred to Income Statement 40 10.6 -
Cash flow hedges:

Gains /{losses) taken to equity 40 11.0 (52.0)

Transferred to net profit 40 (10.7) (2.6)
Actuarial gains on retirement benefit obligations 40 56.4 49.7
Tax on items taken directly in equity 47.5 2.1
Net expense recognised directly in equity {105.6) {5.0)
Profit after tax 171.3 385.1
Total recognised income and expense for the year 65.7 380.1
Total recognised income and expense for the year attributable to:
Innovative tier 1 holders 17.5 17.5
Preference shareholders 18.7 -
Ordinary shareholders of Alliance & Leicester plc 29.5 362.6

The cumulative actuarial gain recognised since 1 January 2004 on retirement benefit obligations for the Company is £78.7m

{2006: £22.3m gain).
The restatement of the 2006 results is discussed in Note 1 on page 51.
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2007 2006
For the year ended 31 December Note £m £m
Cash flows from operating activities .
Profit before tax 399.2 568.9
Increase in accrued income and prepayments (26.5) (9.9)
Decrease in accruals and deferred income {1.6) {145.1)
Impairment losses 253.1 104.8
Amounts written off net of recoveries (133.9) {102.6)
Depreciation and amortisation 118.2 120.1
Interest on subordinated loans added back 38.0 52.3
Provisions for liabilities and charges {15.9) (9.4)
Unamortised costs on subordinated debt 0.2 0.4
Other non-cash movements (8.0) (32.4)
Cash generated from operations 617.8 547.1
Interest paid on toan capital (38.0) (52.3)
Tax paid (54.5) (80.6)
Cash flows from operating profits before changes in operating assets and lia 525.3 414.2
Changes in operating assets and liabilities:
Net decrease in treasury and other eligible bills - 171
Net increase in amounts due from other banks and loans and advances to customers (6,706.5) (6,798.4)
Net increase in debt and equity securities (600.8) (967.6)
Net (increase)/decrease in fair value macro hedge (219.7) 241.5
Net increase in other assets (4.3) (1.9)
Net increase in amounts due to other banks and customers 11,956.2 5,184.6
Net (increase}/decrease in derivative financial instruments {155.2) 205.3
Net (decrease)/increase in debt securities in issue (1,167.0) 4,010.1
Net increase in other liabilities 2.2 87.8
Netincrease/(decrease) in other borrowed funds 14.3 (42.8)
Other non-cash movements (202.1) 2.6
Net cash from operating activities 3,442.4 2,352.5
Cash flows from investing activities
Purchase of non-dealing securities (4.222.1) (5.850.7)
Proceeds from sale and redemption of non-dealing securities 2,699.1 4,120.6
Acquisition of subsidiaries, net of cash acquired (173.0) -
Disposal of subsidiaries, net of cash disposed 94.2 327.7
Purchase of intangible assets, property, plant and equipment and operating lease assets {186.6) (155.3)
Proceeds from sale of property, plant and equipment and operating lease assets 31.3 71.7
Net cash used in investing activities (1,757.1) {1,486.0)
Cash flows from financing activities
Repayments of borrowed funds - {200.0)
Issue of ordinary shares 18.4 22.0
Issue of preference shares - 294.0
Repurchase of ordinary shares (193.8) (151.0)
Dividends paid {240.8) (235.1)
Preference dividend paid (18.7) -
Interest paid on loan capital (17.5) (17.5}
Net cash used in financing activities {452.4) (287.6)
Net increase in cash and cash equivalents 1,232.9 578.9
(ash and cash equivalents at beginning of year 2,622.6 2,043.7
Cash and cash equivalents at end of year 42 3,855.,5 2,622.6
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Restated

For the year ended 31 December Note 20:; 203“6
Cash flows from operating activities
Profit before tax 238.2 463.3
Increase in accrued income and prepayments (30.0) (5.8)
Increase/{decrease) in accruals and deferred income 14.4 (49.5)
Impairment losses 199.1 15.7
Amounts written off net of recoveries {70.6) (12.8)
Depreciation and amortisation 44.4 40.3
Interest on subordinated loans added back 38.0 52.3
Provisions for liabilities and charges (15.9) (9.4)
Unamortised costs on subordinated debt 0.2 0.4
Other non-cash movements 9.3 -
Cash generated from operations 427.1 494.5
Interest paid on loan capital {38.0) (52.3)
Tax paid (63.7) {92.6)
Cash flows from operating profits before changes in operating assets and liabilities 325.4 349.6
Changes in operating assets and liabilities:
Net decrease in treasury and other eligible bills - 17.1
Net increase in amounts due from other banks and loans and advances to customers (7.251.1) (6.242.0)
Net increase in debt and equity securities - {599.4) (919.3)
Net (increase)/decrease in fair value macro hedge (175.3) 147.9
Net (increase)/decrease in other assets (22.3) 5.5
Net increase in amounts due to other banks and customers 12,7021 4,987.7
Net (increase}/decrease in derivative financial instruments (42.2) 248.6
Net (decrease)/increase in debt securities in issue {3.507.2) 1,158.7
Net increase in other liabilities 1,997.7 2,329.3
Netincrease/(decrease) in other borrowed funds 14.3 (42.8)
Other non-cash movements (202.3) 2.7
Net cash from operating activities 3,239.7 2,044.0
Cash flows from investing activities
Purchase of non-dealing securities (4,025.0) (4,984.2)
Proceeds from sale and redemption of non-dealing securities 2,547.9 4,111.2
Acquisition of subsidiaries, net of cash acquired - (231.6)
Disposal of subsidiaries, net of cash disposed 2.9 2.9
Purchase of intangible assets and property, plant and equipment (101.3) (75.5)
Proceeds from sale of property, plant and equipment 2.9 ' 5.1
Net cash used in investing activities {1,572.6) (1,172.1)
Cash flows from financing activities
Repayments of borrowed funds - (200.0)
Issue of ordinary shares 18.4 22.0
Issue of preference shares - 294.0
Repurchase of ordinary shares (193.8) (151.0)
Dividends paid (240.8) (235.1)
Preference dividend paid {18.7) -
Interest paid on loan capital (17.5) (17.5)
Net cash used in financing activities (452.4) (287.6)
Net increase in cash and cash equivalents 1,214.7 584.3
Cash and cash equivalents at beginning of year 2,620.0 2,035.7
Cash and cash equivalents at end of year 42 3,834.7 2,620.0

The restatement of the 2006 results is discussed in Note 1 on page 51.
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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 financial statements
comply with Article 4 of the EU TAS regulation.

On 1 January 2007, the Group and Company adopted IFRS 7
‘Rnancial Instruments: Disclosures’, and the related amendment
to IAS 1‘Presentation of financial statements’.

0n 1 January 2007, the Group and Company adopted IFRS 8
‘Operating Segments’, ahead of its effective date of 1 January 2009,
and IFRIC 14 - IAS 19 - The Limit on a Defined Benefit Asset,
Minimum Funding Requirements and their Interaction” ahead of its
effactive date of 1 January 2008.

Results and disclosures for the comparative period are on the same
basis as the 2007 results, except for the Company as noted below,

Restatement of Company results — Alliance & Leicester
Commercial Bank plc

On 1 January 2007, the trade, assets and labilities of Alliance &
Leicester Commercial Bank plc were vested in Alliance & Leicester ple
by means of an Act of Parliament. The results of Alliance & Leicester
Commercial Bank plc have been included within the results of
Alliance & Leicester plc for the year ended 31 December 2007, and
the comparative resutts for the year ended 31 December 2006 have
also been restated to include the results of Alliance & Leicester
Commercial Bank plc. There is no impact on the Group results.

Accounting convention

The Group prepares its accounts under the historical cost
convention, except for the revaluation of available-for-sale financial
assets, financial 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 allits subsidiaries (including special purpose entities) over
which the Group has control. This includes entities where the Group
has the power to govern the financial and operating policies even
though it may not own more than half of the voting shares.

Where subsidiaries are acquired during the peried, 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.

Jointly controlled entities

Jointly controlled entities are entities over which the Group has
joint control established by contractual agreement with other
parties. Interests in joint ventures through which the Group carries
onits business are classified as jointly controlled entities and
accounted for using the equity method. The share of any losses is
restricted to a level that reflects an ohligation to fund such losses.

Goodwill

Goodwill arising on the acquisition of subsidiary companies, which is
represented by the excess of fair value of the purchase consideration
over the Group's investment in identifiable assets acquired, is
capitalised and shown as an assetin the balance sheet. It is reviewed
forimpairment annuatly. Any impairment is recognised immediately
in the Income Statement and i 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.

www.alliance-leicester-group.co.uk

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 because it excludes items of income or
expenditure that are taxable or deductible in other years and it
further excludes items that are never taxable or deductible. Taxable
profit also includes items that are taxable or deductible that are not
included in ‘Profit before tax'. The Group's liability for current tax
and deferred tax is calculated using tax rates that have been enacted
at the balance sheet date.

Deferred tax liabilities are recognised for ail 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 foreseeable future,

Deferred taxis 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 40to 75 years
Leasehold buildings over the remainder of

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

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

Software costs

IAS 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 futire economic benefits. Capitalised costs are
amortised on a straight line basis over their useful lives, normally
between 1and 5 years.

Intangible assets under development are capitatised where the asset
will generate future economic 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 forits intended use are capitalised. No amortisation 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
caleulated 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 amoant of the Group’s
net investment in the leases. Finance lease income is allocated to
accounting periods 50 as to reflect a constant periodic rate of return
on the Group's net investment outstanding in respect of the leases
and hire purchase contracts.



1 Principal accounting policies continued
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 liabilities. 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 falt due. For defined benefit
retirement benefit schemes, the cost of providing benefitsis
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 full in 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 benefit obligations recognised in the
balance sheet represent the present value of the defined benefit
obligations less the fair value of scheme assets.

Post-retirement medical benefit liabilities are determined using .
the Projected Unit Credit Method, with actuanial valuations updated
at each year end. The expected benefit costs are accrued over the
periad of employment using an accounting methadology 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:

a) 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 bhalances 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 finandal
instruments” are held at fair value though profit or loss.
‘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 directlyin equity, until the financial asset is
de-recognised orimpaired, 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.
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The fair values of quoted investments in active markets are hased

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

Non-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 through 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 methed.

Fair value option

The Group has elected to apply the fair value optionin IAS 39.
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 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 liabilities (debt securities in issue) would
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, thereis 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 financial difficulty of the issuer or obligor;

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

¢) theGroup, for economic or legal reasons relating 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
ar other finandial reorganisation;

e

—

the disappearance of an active market for that financial asset
because of financial difficulties; or

f) observable data indicating that there is a measurable 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 locat econemic 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 individualty or collectively for financial assets that
are not individually significant. If there is no objective evidence of
impairment for an individually assessed financial 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. Personal loans and current accounts are
collectively assessed for impairment on a portfolio basis. Cemmercial
lending is reviewed for impairment on a case by case basis for




individually significant loans. Loans that are not individually
significant are assessed forimpairment on a portfolio basis.
Available-for-sale and held-to-maturity assets are assessed for
impairment on a case by case 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 cumulative fair value loss
on the instrument is removed from equity and recognised in the
Income Statement.

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

Interest income and expense

Interestincome and expense on financial assets and liabilities
held at amortised cast 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 financial 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 loan yield are included within interest income
and expense as part of the effective interest rate calculation.

The majority of fee and commission income and expense does
not relate to assets held at fair value through profit or loss.

Foreign currencies

Foreign currency monetary transactions are translated into sterling
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 instruments and hedge accounting
Derivatives are initially recognised at fair value on the date on
which a derivative contract is entered into, and are subsequently
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.

Cuash flow hedges

A cash flow hedge is used to hedge exposures to variability in cash
flows, such as variable rate financial assets and liabilities. The
effective portion of changes in the derivative fair value is recognised
in equity, and recycled to the Income Statement in the periods when
the hedged item will affect profit or loss. The fair value gain or loss
relating 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.
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The carrying value of the hedged item (or in the case of a portfalio
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 tonger meets the criteria for hedge
accounting, the adjustment ta the carrying amount of the hedged
item is amortised to the Income Statement over the period

to maturity.

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 netamount
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 realise 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 all grants of equity instruments
after 7 November 2002 that were unvested at 1 January 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 2007 accounts

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

Effective for
perinds
commencing on
Standard/Interpretation Issued ar after
Amendments Presentation of financial Sep 2007  1Jan 2009
toIAS1 statement - A revised
presentation’
Amendments Borrowing costs’ Mar 2007  1Jan 2009
toJAS 23
IFRIC 11 IFRS 2: Group and Nov 2006 1 Mar 2007
treasury share
transactions
IFRIC 12 Service concession Nov 2006 1Jan 2008
arrangernents2
IFRIC 13 Customer loyalty Oct2007 1Jul 2008
programmes*
Amendment Share based payments - Jan 2008  1Jan 2009
to IFRS 2 Vesting conditions and
cancellations
IFRS 3 Business combinations* Jan 2008  1Jul 2009
(revised)
Amendments Consolidated and Jan 2008 1 Jul 2009
toIAS 27 separate financial
statements*
Nates:
1. May be adopted prior to endorsement as long as there is no conflict with the
current standard.

2. May not he adapted in the EU prior to endorsement for arrangements currently
accounted for under IFRIC 4.

3. May be adopted prier ta endorsement as interpretative only.

4. May not be adopted prior to endorsement. These two Standards are expected
to apply prospectively so there wilt be no retrospective adjustment to balances
currently being reported when presented as comparatives.

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.



2 Risk management policy and control framework
The Graup’s risk management governance structure is composed of several committees that have responsibility for key risk management
areas. An illustration of how these committees report up to the Group Board is provided below:

Group Board
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i

Group Audit
Committee

Group Risk Executive

Committee

Committee
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|
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|
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[ | ]

Com.mermal_ﬁa{:k Retail Risk Commercial Risk Model Validation 'A?ser. %"d Group Operational Financial Crime
Credit Sanctioning Committee Iy ittee C it Liabilities Risk € . Steering G
Committee omm ommittee Committee isk Cemmittee eering Group
Large Credit Retait Commercial Credit Market Risk Operational Risk Fraud
Transactions Credit Risk Credit Risk Models Liquidity Risk Business Risk Money Laundering
Funding Risk Controls/Compliance

The main roles of the committees are as follows:

Group Risk Committee (GRC)

GRC considers and approves on behalf of the Group Board the Group’s risk management framework, its risk appetite and its key risk
management palicies for all risk categories. The Committee also monitors key risk management information and reviews the Group’s
(including Treasury) overall capital adequacy. The Chairman of GRC reports to the Group Board on the Committee’s activities quarterly.

Group Audit Committee (GAC)
GAC approves the Group's financial statements, manages the relationship with the Group’s external auditors, reviews reports on the
aperation of internal controls and monitors control issues of major significance to the Group.

Executive Committee (EC)
EC acts as the Group’s senior executive committee, ensuring that it meets its strategic and operational ohjectives.

Model Validation Committee (MVC)
MVC provides an independent review and validation of the Group's internal ratings models to ensure that the systems are producing
consistentand accurate results to support pricing, lending decisions, asset quality monitoring and capital adequacy.

Assets and Liabilities Committee (ALCO)

ALCO recommends Group policy in relation to liquidity and funding, market risk, trading policy and treasury delegations, and monitors
compliance with these policies. ALCO is also responsible for considering and agreeing the economic capital framework, and for considering
the Group’s capital structure. '

Group Operational Risk Committee (GORC)
GORC reviews and approves the Group’s key operationat risk management policies, monitors the Group’s exposure to operational risks and
reviews the arrangements for measuring and controlling operational risks.

Financial Crime Steering Group (FCSG)
FCSG exists to facilitate a coordinated and effective response to financial crime across the Group, focusing primarily on implementing the
Group's strategy on anti-money laundering and anti-fraud measures.

Retait Risk Committee (RRC)
RRC reviews credit risk, fraud, money laundering and other risk reports relating to Retail Banking, as well as approving changes to policy prior
to their submission to the GRC for formal ratification. This committee meets on a monthly basis and is chaired by the Group Chief Executive.

Commercial Risk Committee (CRC)

CRC reviews credit risk, fraud, money laundering and other risk reports relating to the Commercial Bank, as well as approving changes to
policy prior to their submission to the GRC for formal ratification. This committee meets on a monthly basis and is chaired by the Managing
Director, Commercial Banking.

Commercial Bank Credit Sanctioning Committee (CBCSC)
CBCSC considers and approves applications for commercial credit in excess of predefined risk limits. Loans approved by CBCSC are reported
to both the Group Board and GRC.

?
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The most significant risk types to which the Group is exposed are discussed below:

(i} Operational risk

Operational risk is the risk of Loss resulting from inadequate or failed internal processes, people and systems, or from external events.

The Group sub-divides the operational risk category by type such as criminal, legal, regulatory, environmental, systems failure and personnel
risk. Operational risk policies are in place for key operaticnal activities; these policies set out how the Graup manages the relevant risks.

The policies are approved by the GORC,

The Group manages its operational risks through a variety of technigues, ineluding monitoring key risk indicators, internal controls, and
various risk mitigation techniques, such as insurance and business continuity planaing. Risks are monitored through control and risk self-
assessment, use of key risk indicators and analysis of actual and near miss loss data. Risk self-assessment is undertaken by each business
unit, specifying the tikelihood and financial impact of specific operational risk events (analysed by risk category), together with a narrative
justification for each loss scenario identified. Output from the self-assessment process is used to calculate the Group's operational risk
unexpected loss and economic capital requirements. GRC receives quarterly operational risk data, including realised loss data, near miss data
and a dashboard which assesses the status of all key current and emerging operational risks using agreed key risk indicators. A summary of
the dashboard is submitted to the Group Board on a monthly basis. In addition, senior management certify the effectiveness of the risk and
control environment every six months. A summary of the results of the certification process is presented to GRC.

Anindependent operational risk team within the Group Risk function has the overall respansihility 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. Oversight of regulatory risk is the responsibility of the Group Risk and Comptiance functions. Group
Risk has primary responsibility for aversight of prudential risks and Group Compliance for other regulatory risks. The Group has established

a reqular forum, the Legal & Regulatory Risk Group, to ensure the Group is properly prepared for regulatory developments.

The Group has adopted the standardised approach for calculating the Pillar 1 capital requirements for operational risk.

(i) Credit risk

Credit risk is the risk of loss arising from a customer or counterparty failing to meet their financial abligations to the Group as and when
they fall due. The GRC approves the Group's credit risk appetite through approval of the Group's risk appetite statement and of business
area lending and credit policies. These policies define the risk appetite for each business area, including specifying risk and exposure limits.
The policies also define the types of lending that the Group is prepared to advance and set out how the Group limits its exposure to groups
of counterparties and to concentration risk.

The Group uses a variety of analytical tools to assist with lending decisions, pricing, capital adequacy, stress testing, strategic planning and
asset quality monitoring. These tools include internal ratings based models, behavioural scoring and other scorecard based underwriting
technigues. The internal ratings based models are approved by the MVC and GRC.

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 fadilities, as set out in Note 34, The balance sheet does take into account any collateral held

as security or other credit enhancement. The Group is firmly committed to the management of credit risk in both its Retail and Commercial
lending activities.

The types of financial instruments that are most exposed to credit risk are loans and advances to customers (Note 18), netinvestment in
finance leases and hire purchase contracts (Note 20), operating lease assets (Note 27), due from other banks (Note 15), trading securities
(Note 16), derivative financial instruments (Note 17), investment securities (Note 21) and financial assets at fair value through profit or
loss (Note 22).

Credit risk: loans and advances to customers
Loans and advances to customers are made up from the following:

Group Company
2007 2006 2007 2006
£m £m £m £im
Loans and advances to customers 53,147 46,351 55,625 48,338
Net investment in finance leases and hire purchase contracts 1,909 1,927 - -
Operating lease assets 284 30 - -
55,340 48,579 55,625 48,338
Retail Banking 46,693 41,666 42,937 38,055
Commercial Banking

Commerciat Bank 8,414 6,483 3,471 2,615
Treasury 233 430 233 200
Amounts due from subsidiary undertakings ) - - 8,984 7,468
55,340 48,579 55,625 48,338

Retail Banking .

Retail credit risk management is the responsibility of the Retail Credit & Risk team, which is independent of the rest of the Retail Bank up to
Executive Director level, and is subject to oversight by Group Risk. Risks are managed in accordance with policy and asset quality plans which
are approved by GRC. Retail Credit & Risk uses a combination of lending policy criteria, credit scoring (including behavioural scoring), palicy
rules and underwriting te make a decision on applications for credit. The primary factors considered are affordability, residency, residential
history, credit history, employment history, nature of income and loan to value. In addition, confirmation of borrower identity and an
assessment of the value of any security are undertaken prior to granting a credit facility. When considering applications, the primary focus

is placed on the willingness and ability to repay.
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2 Risk management policy and control framework continued
Credit scoring is used to support the customer account management process in the following ways:

e To set customer maximum lending limits.

+ To pre-determine lending limits for selected further advances.

« To determine account specific recommended limits and product types.
« To set shadow timits to manage unauthorised borrowing.

o To prioritise collections activity.

The maximum mortgage loan available is based on the lower of the current value or purchase price of the property. No lending is undertaken
based salely upon security provided by the value of the underlying assets and all mortgages are secured by way of a first legal charge against
the property.

In order to minimise delinguency problems progressing to more serious levels and ultimate loss, arrears procedures comply with the
Financial Services Authority (FSA) requirements and the ‘Handling of Arrears and Possessions - Council of Mortgage Lenders Statement of
Practice’. The arrears management team adopts a responsible and constructive stance to managing delinguency in order to protect the best
interests of both the customer and the Bank. Properties are only taken into possession when this is necessary to minimise loss. All steps are
taken to work with the customer to set up an achievable repayment plan so that the property possession only occurs as a last resort.

Asset quality monitoring, product pricing decisions, provisioning and capital requirements are all derived from the relevant internal ratings
models. These models segment retail portfolios into key probability of default and loss given default segments based on factors such as credit
score and indexed loan to value. The models generate both point in time and long run average estimates of probability of default, Loss given
default and exposure at default.

Retail Banking lending is made up of the following balances:

Group Company
2007 2006 2007 2006
Retail Banking: £m £m £m £m
Secured:

Residential mortgages 42,776 38,002 42,776 37,964
Other secured loans 74 32 11 14
42,850 38,034 42,7187 37,978

Unsecured:
Personal loans 3,748 3,555 55 -
Other unsecured loans 95 77 95 77
3,843 3,632 150 77
Total 46,693 41,666 42,937 38,055

All Retail Banking assets are held at amortised cost.

Of the total Retail balances, 81.6% (2006: 91.2%) are secured on residential properties. The remainder of the balances relate primarily
to unsecured personal loans. ‘

Residential mortgages and personal secured loans are only secured against UK properties. Residential mortgages are distributed across the
UK, with 75% (2006: 75%) of residential mortgages being outside Greater London and the south east region.

Group & Company
Residential mortgage accounts by location: zoo; zno:
East Anglia . 4 4
East Midlands 10 10
Greater London 5 5
North 4 4
North West 9 ]
South East 20 20
South West ]
West Midlands 7 7
Yorkshire & Humberside 7 7
N Ireland 8
Scotland 13 13
Wales 5 5
Total 100 100

Products offered in addition to the prime residential mortgages include ‘PlusMortgage’, a combined secured and unsecured loan
product, and buy to let mortgages. Specialist lending, which includes self-certified, near-prime and sub-prime lending are distributed
via intermediaries under our agreement with Lehman Brothers. The loans originated under the Lehman brothers agreement are not
held on the Group's or Company's balance sheet and are not funded by Alliance & Leicester plc.
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Group & Company

2007 2006
Prime residential lending: % %
Loan te value of new prime residential lending’
Less than 50% 25 20
50% - 75% 31 32
75% — 90% 36 38
90% - 95% 8 10
95% - 100% ' - -
Total 100 100
Indexed loan to value of prime residential lending book®
Less than 50% 58 58
50% - 75% 27 26
75% - 90% 13 13
90% - 95%" 1 2
95% - 100% 1 1
Total 100 100
Prime residential lending by type of borrower {(by \.ra,lue)l .
First time buyer . 25 27
Next time buyer 45 44
Remortgage 24 23
Further advances 6 6
Total 100 100
Note:

1. Figures exclude buyto let, PlusMortgage and specialist lending.

The average LTV of our new prime residential lending was 67% (2006: '70%), with 8% (2006: 10%) of new lending having an LTV of over
90%. The indexed LTV of our prime mortgage book at the end of 2007 was 46%, with 58% of the book having an indexed LTV of less than
50%, and just 2% over 90%.

Arrears and impairment:

No. of cases in Book value of Book value of
amearsas % mertgages in mortgages in Value CML average %
At 31 December 2007 No. of cases of total amears amearsas % of arrears of mortgages
Number of months in arrears fin arrears mortgages £m of total book £000 in arrears
3-6 months 1,392 0.28 91.7 0.21 2,833 0.62
6-12 months 669 0.14 47.4 0.11 2,769 0.35
12+ months 227 0.05 17.9 0.04 3,079 0.13
Repossession stock 30 0.02 12.4 0.03 1,006 0.10
Total 2,368 0.49 169.4 0.39 9,687 1.20
No. of cases in Book value of Book value of
arrears as % mortgages in mortgages in Value CMLaverage %
At 31 December 2006 No. of cases of total arrears arrearsas % of arrears of mortgages
Mumber of months in arrears in arrears mortgages £m of total book £'000 in arrears
3-6 months 1,458 .31 85.8 0.22 2,757 0.57
6-12 months 669 0.14 41.2 0n 2,515 0.31
12+ months 231 0.05 12.9 .03 2,300 0.14
Repossession stock 27 0.01 2.6 0.01 199 0.08
Total 2,385 0.51 142.5 0.37 7,771 1.10

Our mortgage asset guality remains excellent.

The proportion of mortgage accounts over three months in arrears was 0.49% at the end of December 2007, lower than the 0.51% reported in
December 2006 and significantly lower than the Council of Mortgage Lenders industry average of 1.20%. The number of accounts in arrears at
the end of December 2007 was tower than in December 2006. The totat value of arrears was £9.7m, compared to total mortgage balances of

£42.8bn. We continue to take a prudent approach to the capitalisation of mortgage arrears, with just £358,000 of arrears capitaiised in 2007.

Repossessions across the industry increased over the past 12 months. During 2007 our stock of properties in possession increased from 27 to
80, which represents only 0.02% of our total mortgage accounts, compared to the industry average of 0.10%. Qur repossessions during the
year were 171 {2006: 90). To put this into context aur repossessions have, in the preceding seven years, consistently reduced year on year
from 1,239 in 1999 to a record tow of 90/in 2006.

In unsecured personal lending our asset quality remains strong, with 5.5% of traditional unsecured lending balances aver 30 daysin arrears,
tower than the 5.6% reported in December 2006 and in line with the 5.5% reported in June 2007. The value of loans in arrears at the end of
December 2007 was in line with December 2006 and Lower than in June 2007. The propertion of loans in arrears was over 45% better than the
average for the Finance and Leasing Association members,
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2 Risk management policy and control framework continued

Our new traditional unsecured personal lending in 2006 and 2007 continues to perform better than the lending undertaken in 2005, and

we do not expect any significant change in the unsecured personal loan impairment Loss charge in 2008, We continue to take a prudent
appreach to lending, with around two thirds of applications unsuccessful in 2007, The average value of a new loan in 2007 increased slightly
toaround £9,000.

Payment due status:
Group Company
2007 2007 2006 2006 2007 2007 2006 2006
£m % £m % £m % £m % !
Not impaired: !
Neither past due orimpaired 46,428 99.38 41,429 99.34 42,817 9990 37,931 99.90
Past due, but not impaired:
Up to 3 months 77 0.16 79 0.19 12 0.03 12 0.03
3to 6 months 45 0.10 46 0.11 10 0.02 7 0.02
6 to 12 months 48 0.10 52 0.12 10 0.02 7 0.02
Over 12 months 122 0.26 99 0.24 15 0.03 9 0.02
Possessions 1 0.00 0 0.00 1 0.00 0 0.00
Individually assessed impairments 2 0.00 2 0.00 2 0.00 2 0.01°
46,723 100.00 41,707 100.00 42,867 100.00 37,968 100.00
IAS adjustments’ : 106 ' 109 99 110
46,829 41,816 42,966 38,078
Individual provisions (2) (2) (2) (2)
Collective provisions (134) (1248) (27) (21)
Total 46,693 41,666 42,937 38,055
Note: :

1. IASadjustments relate to effective interest rate calculations.
2. Collective provisions are set aside to cover losses on past due loans.

Individual provisions are made on loans that are individually significant in size and are special cases that are not adequately covered
by collective provisioning methodology.

The carrying value of the repossessed stock (properties in possession) was £12.4m at 31 December 2007 (2006: £2.6m), for which
£11.9m (2006: £3.2m) collateral was held. These assets are not utilised by the Group's operations and are sold and converted to cash
as soon as practicable,

Singe the completion of mortgage applications £1.2m (2006: £1.1m) of mortgages that would have been past due of impaired, have: had their
terms renegotiated during the term of the loan. These loans have been restructured or renegotiated by capitalising arrears where customers
in arrears have maintained an agreed monthly repayment scheme. No arrears on unsecured personal loans are capitalised.

Commercial Bank :

Commercial credit risk management is the responsibitity of the Commercial Bank Credit & Risk team, which is independent of the rest of the
Commercial Bank up to Executive Director level, and is subject to oversight by Group Risk. Risks are managed in accordance with policy and
asset quatity plans which are approved by GRC. These place limits on the levels of unsecured business and the sector, geography, residual
value and seniority of exposures, The Commercial Bank Credit & Risk team has a level of delegated sanctioning authority and underwrites
certain credit risks, with large or higher risk exposures subject to further Group Risk or Credit Committee sanction.

Lending decisions are based on independent credit risk analysis supplemented by the use ofinternal ratings tools which assess the obligor's
likelihood of default. The output of the ratings tools is a borrower grade which maps to a long-run average one year probability of default.
Borrower grades are reviewed at least annually, allowing identification of adverse individual and sector trends. The grade is integrated

into an overall Credit & Risk evaluation, including wider factors such as transaction and borrower structure (ranking and structural
subordination), debt serviceability and security (initial and residual value considerations). Consideration is also given to risk mitigation
measures to protect the Group, such as third-party guarantees, supporting collateral and security, robust legal documentation, financial
covenants and hedging. Transactions are further assessed using an internal pricing model which measures both the return on equity and
the risk adjusted return on capital against a series of benchmarks to ensure risks are appropriately priced.

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

Commercial Bank lending is made up of the following balances:

Group Company
Commercial Bank: 2?; zo{o: 20:; 20::'
Loans and advances to customers 6,221 4,256 3,471 2,615
Net investment in finance leases and hire purchase contracts 1,909 1,927 - -
Operating lease assets 284 300 - -
Total 8,414 6,483 3,471 2,615

All Commercial Bank assets are held at amortised cost.
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The main types of security are charges aver assets being financed such as property and vehicles, and business assets such as premises,

stock and debtors. In addition 45% (2006: 45%) of finance and operating leases are secured by bank guarantees,

The commercia! lending book continues to be well diversified across a range of business sectors set out below:

Group Company
2007 2007 2006 2006 2007 2007 2006 2006
£m . £m % £m % £m %
Shipping 1,495 18 1,298 20 128 4 183 7
Property’ 1,272 15 698 11 1,079 31 698 27
Film 1,063 13 923 14 6 - 18 1
Other transport, storage &
communication 894 10 821 13 - 283 8 129 5
Aviation 758 9 549 g 220 6 290 11
Wholesale & Retail trade 502 6 391 6 349 10 268 10
Manufacturing - 388 4 230 4 297 9 193 7
Renting and cther business activities 310 4 410 6 100 3 162 6
Recreational 243 3 133 2 175 5 114 4
Hotels & Restaurants 225 3 102 2 223 6 101 4
Health & Social work 175 2 85 1 100 3 42 2
Construction 163 2 172 3 137 4 128 5
Cther 926 11 671 9 374 11 289 11
Total 8,414 100 6,483 100 3,471 100 2,615 100
Note:
1. Propertyincludes balances of £187m {2006: £ril} held within Mitre Capital Partners Limited.
The above analysis is based on the industrial sectors and processes which will be used to produce our Basel IT - Pillar 3 report.
A number of our commercial loans are supported by bank guarantees. The table below shows commercial loans that are either
quaranteed by banks or are directly with other banks:
Group
2007 2006
£m £m
Shipping 961 931
Film 916 874
Aviation 14 1
Other 54 129
Total 1,945 1,935
Arrears and impairment:
Asset quality remains good in the Commercial Bank, with 0.46% of commercial tending balances over 30 days in arrears at the end of
December 2007 {2006: 0.60%).
Payment due status:
Group {ompany
2007 2007 2006 2006 2007 2007 2006 2006
£m % m % £m % £m %
Not impaired:
Neither past due or impaired 8,480 99.61 6,547 99.63 3,492 99.77 2,626 99.51
Past due, but not impaired:
Up to 3 months 5 0.06 5 0.08 1 0.03 - 0.00
3 to 5 months 1 0.01 - 0.00 1 0.03 - 0.00
Qver 5 months 1 0.01 2 0.03 - 0.00 - 0.00
Individually assessed impairments 26 0.31 17 0.26 6 0.17 13 0.49
8,513  100.00 6,571  100.00 3,500 100.00 2,639  100.00
IAS adjustments’ {72) {70) (14) {11)
8,441 6,501 3,486 2,628
Individual provisions (14) {(8) (6) (N
Collective provisions (13) (10) 9) (6)
Total 8,414 6,483 3,471 2,615
Notes:

1. IAS adjustments relate to effective interest rate calculations.
2. Collective provisions are set aside to cover losses on past due loans.

The carrying value of the repossessed stock {buses, coaches and commercial stack) was £2.1m (2006: £2.3m). These assets are not
utitised by the Group’s operations and are sold and converted to cash as soon as practicable.

The fair value of the collateral held against assets that have been individually impaived was £12.4m (2006: £7.4m}).
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2 Risk management policy and control framework continued

The commercial lending portfolio is subject to reqular monitoring for potential impairment. This monitoring includes review of each

counterparty’s repayment record and examination of new financial and business sector information relevant to each counterparty. In the
event of deterioration in a counterparty’s creditworthiness being identified through this monitoring a thorough analysis is undertaken to
establish the full circumstances surrounding the cause and severity of that deterioration. Where this indicates a reasonable expectation that
future anticipated cashflows may not be received, the asset originating these doubtful cashflows is deemed to be impaired. Typical reasons
foran impairment charge being made include counterparty insolvency, failure to make agreed repayments or a breach of a covenant included

within facility documentation.

£5.1m (2006: £2.8m) of loans that would have been past due arimpaired, have had their terms renegotiated.

Treasury

Group Risk is responsible for the credit control of assets held by Treasury, as well as for all country, sovereign and financial institution

exposures. Group Risk is independent of the Treasury business unit up to Board level. Risks are managed in accordance with limits, asset
quality plans and criteria set out in the relevant policy statement which is approved by GRC. The policy sets out devolved powers which require
higher levels of authorisation according to the size or risks of transactions.

Lending and investment decisions are based on independent credit risk analysis, supplemented by the output of internal ratings tools and
external rating agency analysis. An internal ratings model is used to grade finandal institution exposures and to generate probablity of
default and expected loss. The Group uses external ratings supplemented by interal analysis to assess the risks associated with structured

credit and securitisation investments. Individual exposures are reviewed at least annually. Treasury uses a number of risk mitigation

techniques including guarantees, netting and collateralisation agreements. Asset quality monitoring is reported by reqular executive and
management reporting, quarterly reporting to the GRC and exception reporting against a range of asset quality triggers, which include

expected loss analysis.
Treasury assets are made up of the following balances:
Group Company
Treasury assets: zog: 20£0r: zu::' zn{or:
Cash and balances with central banks 3,471 2,224 3,471 2,224
Due from other banks 2,885 2,949 2,865 2,940
Trading securities 1,439 1,153 1,439 1,153
Investment securities:
- available-for-sale 12,773 10,483 12,761 10,471
— held-to-maturity 213 365 213 365
- loans and receivables 210 150 14 -
— at fair vatue through profit or loss 891 1,373 36 518
Trading and investment securities 15,526 13,524 14,463 12,507
Loans and advances to customers 233 430 233 200
Derivative financial instruments 970 692 904 717
Total 23,085 19,819 21,936 18,588

Treasury assets are split into two further classes, being those held at amortised cost, and those held at fair value. This is further

analysed in section (vi} Carrying amounts and fair values of financial assets and liabilities.

Treasury also has £698m of undrawn comnitted facilities to financial institutions.

Group Campany
) 2007 2006 2007 2006
Counterparty analysis: £m £ £m £m
Banks 15,821 13,728 15,480 13,339
Corporate and others 7,264 6,091 6,397 5,224
Other Group undertakings - - 59 25
Total 23,085 19,819 21,936 18,588
Arrears and impairment:
Payment due status:
Group Comparry
2007 2007 2006 2006 2007 2007 2006 2006
£m % £m % £m % - £m %
Not impaired:
Neither past due or impaired 22,868 98.54 19,819 100.00 21,719 98.46 18,588 100.00
Individually assessed impairments 339" 1.46 - - 339* 1.54 - -
23,207 100.00  19,81% 22,058 100.00 18,588
Individual provision (122) - (122) -
Total 23,085 19,819 21,936 18,588
Note:

1. £324m of assets are held at amortised cost, and £15m of assets zre held at fair value,

f£nil of loans (2006: £nil} that would have been past due or impaired, have had their terms renegotiated.

Financial assets accepted as collateral against investment securities, available-for-sale assets, were £2,049.0m (2006: £425.2m).
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The treasury investment portfolio is monitored for potential impairment as soon as an event occurs to suggest a counterparty’s
creditworthiness merits attention. Once specific events give rise to a reasonable expectation that future anticipated cashflows may not be
received, the asset originating these deubtful cashflows will be deemed to be impaired.

For structured investment vehicles (SIVs), impairment is deemed to have occurred when one or more of the following events have occurred:

« the vehicle has realised losses arising from sale of assets that make it probable that the note-holders will not receive principat and base
coupon in full;

« thevehicle has been restructured and the terms of the restructuring make it probable that the note-holders will not receive principal and
hase coupon in full;

» the Group expects to participate in a restructuring or refinancing of the vehicle which has been proposed by the vehicle’s manager or
sponsor and the likely terms make it probable that the note-holders will not receive principal and base coupor in full;

+ thevehicle has entered into enforcement; or

« the funding and market conditions are such that the vehicle is expected either to sell assets or restructure such that it is probable that the
note-holders will not receive principal and base coupon in full.

Collateralised debt obligations (CDOs) containing sub-prime US mortgage assets are deemed impaired if estimated lasses on the underlying
assets exceed the level of credit support. The key assumptions are:

o US house prices are assumed to fall, peak to trough by 25%;

« the cost of repossession is assumed to be 15%;

We continue to have a high quality trading and investment securities portfolio with 94% (2006: 95%) of securities rated at ‘A’ or above.
Trading and investment securities by credit rating:

Group Company
2007 2006 2007 2006
% % % %
AAA 28 23 30 25
AA 27 33 23 28
A 39 39 41 42
Other 6 5 6 5
Total 100 100 100 100
Treasury investment by instrument type:
Group Lampany
2007 2006 2007 2006
£m fm £m £m
Cash and balances with central banks ’ 3,471 2.224 3,471 2,224
Due from other banks 2,885 2,949 2,865 2,940
Floating rate notes issued by banks and building societies and
other bank exposures 10,185 9,351 9,330 8,496
Asset backed securities 4,149- 2,960 4,141 2,952
Collateralised debt obligations 117 80 117 80
Collateralised loan obligations 181 110 181 110
Structured investment vehicles 213 365 213 365
Principal protected notes 35 79 35 79
Other 646 579 446 425
Loans and advances to customers 233 430 233 200
Derivative financial instruments 970 692 904 717
Total 23,085 19,819 21,936 18,588

(iii) Market risk

Market risk is the potential adverse change in Group income or in the value of the Group's assets and liabilities arising from movements in
market rates, including interest rates, exchange rates, inflation rates and equity prices. The Group’s exposure to market risk is governed by
a policy approved by ALCO and ratified by GRC. The policy sets out the nature of risk which may be taken, and applicable maximum risk limits.
The Group risk limits are altocated by ALCO to all Group business units. Group Risk monitors compliance with market risk limits and reports
excesses to ALCO.

interest rate risk

Interest rate re-pricing risk mainly arises from mismatches between the re-pricing dates of the assets and liabilities on the Group’s balance
sheet, changes in the value of non-linear interest rate positions such as interest rate caps, and from the investment of the Group's reserves
and non-interest and low interest rate liabilities, The Group has established a transfer pricing system which passes interest rate re-pricing
risks that arise in the various Group businesses to Treasury. Treasury manages the Group’s overall interest rate risk within policy limits. In
addition, strategic hedges are agreed by the ALCO for the investment of the Group's reserves and non interest and low interest rate tiabilities.
These hedges are transacted by Treasury.
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2 Risk management policy and control framework continued

Interest rate risk limits are expressed as the maximum principal amount which is re-priced during a given time period. In the case of Treasury,
interest rate risk is measured and limited according to the market value impact of a one basis point shift in particular points on the yield
curve, In addition, Value at Risk {VaR) is used to measure the Group’s total exposure to interest rate risks and to generate an economic capital
estimate for interest rate risk. The VaR measurement methodolegy calculates the maximum amount likely to be lost, in market value terms,
from existing risk positions as a result of movement in market interest rates. The Group uses a variance-covariance VaR model based on
historical volatility and correlation data and measures VaR to 95% confidence over a one month holding period. A separate model is used

to calculate the VaR on positions, such as interest rate options, whose market value varies with changes in interest rates in a non-linear way.

Although it is a useful tool in measuring risk, VaR does contain some limitations.

« Tt does not accurately measure extreme events. .

» The use of a 95% confidence level does not by definition include losses beyond this level of confidence.

« It relies on the historical volatility and correlation data being similar to the volatitity and correlation positions going forward.

The VaR of the Group’s nan-trading book expasures are shown below:

Group Lompany

2007 2006 2007 2006

£m £m m £m

Value at Risk 5.4 2.5 5.2 2.4

The above analysis excludes strategic hedges of Group reserves, non-interest and low interest rate liabilities. Interest rate exposures
arising from basis risk, prepayment risk and pipeline risk are excluded from the above measure. These risks are measured using
separate technigues and are regularly reported to the ALCO.

The Group's trading activities are conducted through the Group's Treasury division. Group Treasury's control of, and approach to,
market risk, with respect to its trading book activities, is defined by market risk tolerance levels documented in a policy approved by
GRC. Market Risk in the trading book is measured and controlled through stop loss limits and interest rate and credit spread sensitivity
Limits. For Foreign Exchange positions, net present values of net short positions and stop losses are monitered.

Group & Company

2007 2006

Sensitivity to Sensitivity to Sensitivity to Sensitivity to

100 bp change in 1bp change in 100 bp change in 1bp change in

interest rates credit spread interest rates credit spread .

£ £m &m £m
Highest 1.1 0.3 0.9 n/a*
Lowest 0.5 0.2 0.3 n/a'
Average 0.8 0.3 0.4 nfat
Exposure as at 31 December 0.9 0.2 0.4 n/fa’

Note:
1. Monitoring of the sensitivity to 1bp change in credit spread commenced in 2007,

Foreign exchange risk

The Group's policy is to have no material open foreign currency positions. The Group offers foreign exchange services to customers through
both Treasury and Commercial Bank operations. Detailed limits and controls are established within those businesses to control the exposure.
Commercial Bank ctears its positions with Treasury in accordance with the policy of transferring market risk positions to Treasury wherever
possible. As part of its normal operations, Treasury borrows and invests funds in currencies other than sterling. The foreign exchange risks
of these activities are hedged within Treasury’s limits.

Equity risk
The Group's policy is to have no material exposure to equity price risk. Retail Banking sells third party stock market bonds, The equity and
interest rate risks from these bonds are borne entirely by the third party. Alliance & Leicester International Limited sells stock market bonds
to customers. Positions may arise in the management of such bonds due to mismatches between the hedging contracts and the underlying

. tustomer liabitities. Procedures are established to minimise these positions as tightly as is operationally practicable and to report open
positions to ALCO on a monthly basis.

inflation risk
The Group's policy is to have no material exposure to inflation risk. This risk arises due to the exposure to inflation linked bonds and loans
in Commercial Banking. It is the Group's policy to fully hedge inflation risk, using inflation swaps or other effective hedge instruments.

(iv) Liquidity and funding risk

Liguidity risk is the risk that the Group does not have sufficient financial resources availabte to meet its obligations as they fall due, or that
the Group is unable to meet regulatory prudential iquidity ratios. It is Group policy to ensure that sufficient liquid assets are at all times
available to meet the Group’s obligations, after taking into account withdrawals of customer deposits, draw-down of customer facilities and
growth in the balance sheet. The management of the Group’s liquidity is the responsibility of Treasury, which provides funding to and takes
surplus funds from each of the Group's businesses as required, and also holds liquid assets and committed facilities to cover any liquidity
shortfall. Daily monitoring of Gquidity limits is performed by Group Risk. Liquidity policy is approved by ALCO and ratified by GRC.

The policy requires compliance with Sterling Stack Liguidity rules and places limits on maximum wholesale outflow over particular time
horizons, and specifies minimum holdings of eligible liguid assets and committed facilities, The policy also specifies the minimum amount
of wholesale funding over one year, and specifies the maximum ratio of customer loans and advances to the sum of wholesale funding with
a restdual maturity in excess of one year and customer deposits.

The Group performs liquidity stress testing based on a range of adverse scenarios, and has a liquidity contingency funding plan which is
maintained in order to ensure that the Group has access to sufficient resources to meet obligations as they fall due if these scenarios occur.
Stressed liquidity profiles are reported to ALCO quarterly.
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| QOur assets are funded using a well diversified mix of retail and wholesale funds. We plan to fund our customer loans and advances using
customer deposits and wholesate funds with a maturity duration of at least six manths (see page 12 for further detail).

The Group manages liquidity risk based on scenarios around expected, as opposed to contractual, maturity profiles. Managing liquidity on

an expected maturity basis recognises that some liabilities are Ekely to be paid later than the earliest date the Group is contractually required
to pay. Forinstance, although a customer placing a deposit with the Group may be cantractually able to withdraw the deposit at any time,
resulting in this deposit being recorded in the ‘Less than 1 Month’ bucket in the tables below, this is not an accurate representation of how
long the deposit is expected to remain with the Group.

The tables below analyse the Group’s and Company’s non-derivative Gabilities into relevant maturity groupings based on the remaining
period at the balance sheet date. Amounts represent undiscounted cashflows of financial liabilities including interest. The tables are based
on contractual rather than expected maturities and include interest payments. Where the Group or Company has a right or obligation to
repay a facility, the facility is recognised at the earliest contractual cashflow date rather than maturity.

Group Less than 1t03 1 months to 1165 Overs Group
1 month months 12 months yeirs years Total
2007 £m £ £m Em £m £m
Financial liabilities
Due to other banks 4,434.9 4,645.3 5,053.3 6,268.6 96.3 20,498.4
Due to customers 28,998.2 1,594.3 1,850.9 323.3 265.9 33,032.6
Debt securities in issue’ 1,910.1 3,996.5 5,362.3 10,492.2 14,364.5 36,125.6
Other borrowed funds 0.9 11.0 102.2 127.7 932.3 1,174.1
Total financial liabilities . 35,3441 10,247.1 12,368.7 17,211.8 15,659.0 90,830.7
Note:

1. These figures reflect the contractual maturities en securitisation to 2031 and 2054.

GTOUP Less than 1to3 3 months to 1to5 Over 5 Group
1 month menths 12 months years years Total
2006 £m £m £m £m £m £m
Financial liabilities
Due to other banks 3,786.7 3,363.8 1,609.1 5.8 - 8,765.4
Due to customers 26,482.2 2,162.2 2,036.9 320.0 188.2 31,189.5
Debt securities in issue* 2,159.8 6,592.9 5,291.0 10,366.6 8,863.8 33,2741
Other borrowed funds 0.6 21.8 45.5 195.8 916.2 1,179.9
Total financial liabilities 32,429.3 12,140.7 8,982.5 10.888.2 9,968.2 74,4089
Note:
1. These figures reflect the contractual maturities on securitisation to 2031 and 2054.
Company g morths 1Zmonths e e ot
2007 £m £m © gm £m : £m £m
Financial liabilities
Due to other banks 5,600.1 6,059.6 5,053.3 6,268.6 98.9 23,080.5
Due to customers 29,273.5 1,237.3 1,347.5 306.7 265.6 32,430.6
Debt securities in issue 1,847.5 3,596.5 5,188.2 9,598.4 760.7 20,991.3
Other borrowed funds’ 0.9 11.0 102.2 127.7 932.3 1,174.1
Funding for securitisations" 61.8 - 174.1 882.0 13,606.7 14,724.6
Total financial liabilities 36,783.8 10,904.4 11,865.3 17,183.4 15,664.2 92,401.1
Note:

1. These figures reflect the contractual maturities on securitisation to 2031 and 2054,

company Less than 1tod 3 menths to 1te5 Over 5 Company
1 month months 12 months years years Total
2006 £m £m £m £m £m £m
Financial liabilities
Due to other banks 5,208.8 5,089.8 1,609.0 5.8 - 11,913.4
Due to customers 25,886.6 1,513.5 1,957.5 3125 188.5 29,858.6
Debt securities in issue 2,159.0 6,592.6 5,191.8 9,881.2 1,512.4 25,337.0
Other borrowed funds 0.6 10.5 26.5 204.9 937.4 1,179.9
Funding for securitisations’ - - 98.9 482.6 6,915.1 7,446.6
Total financial liabilities 33,255.0 13,206.4 8,883.7 10,887.0 9,653.4 75,785.5
Note:

1. These figures reflect the contractual maturities on securitisation te 2031 and 2054.

The following tables give the Company's and the Group’s contractual maturities for their derivative financial instruments, The tables
have been drawn up based on undiscounted net cash inflows/(outflows) on the derivative instruments settled on a net basis, and the
undiscounted gross inflows/(outflows) on those derivatives that require gross settlement. When the amount payable or receivable is
not fixed, the amounts disclosed have been determined by reference to the projected interest rates as illustrated by the yield curves
existing at the reporting date.

www.alliance-leicester-group.co.uk



2 Risk management policy and control framework continued

Group Less than 1to3 3 months to 1to5 Over 5 Group
1 month months 12 months years years Total
2007 £m £€m im £m £m £m
Derivative finandial instruments
Assets {39.4) 63.3 433 234.4 344 336.0
Liabilities 39,7 11.5 224.8 196.3 55.1 527.4
Total {79.1) 51.8 {181.5) 38.1 (20.7) (191.4)
Group Less than 1to3 3 months to 1te5 Overs Group
1 month months 12 months years years Total
2006 £m £m £m £m £m £m
Derivative financial instruments
Assets 55.1 23.1 2.9 162.1 21.7 264.9
Liabilities (38.2) (0.6) 69.6 323.0 (13.1) 340.7
Total 93.3 23.7 {66.7) {160.9) 34.8 (75.8)
Less th 1to3 3 manths t 1t05 Over 5 Co
Company lsr:onat: mont;ls 1?monsth: years yu'rs .ml?:t?i
2007 £m £m £m £m £m £m
Derivative financial instruments
Assets (45.0) 61.7 51.9 268.4 59.4 396.4
Liabilities 43.0 11.9 222.2 201.9 50.2 529.2
Total (88.0) 49.8 {170.3) 66.5 9.2 (132.8)
Less th 1tod 3 months to 1to5 Over5 Col
. Company 1 mn:: rnont:m ‘ln:’n':onsths years years m‘l?:t?l
2006 £m £m £m £m £m £m
Derivative financial instruments
Assets 54.1 23.3 (0.9) 165.7 54.1 296.3
Liabilities (33.9) 2.6 86.1 353.6 (37.9) 370.5
Total 88.0 20.7 (87.0) (187.9) 92.0 (74.2)

Financial assets are used to meet liquidity needs, by utilising the cash inflows arising from these assets, sale and repurchase
arrangements or outright sates. The Group and Company have diverse funding resources and credit facilities in place to augment these
cashflows when needed.

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 Less than itold 3 months to 1ta5 Over 5 Group
1month months 12 months years years Total
2007 £m £m £m £m £m £m
Assets
Cash and balances with central banks 3,471.0 - - - - 3,471.0
Due from other banks 2,694.1 10.4 1.9 179.0 - 2,885.4
Trading securities - 66.2 33.2 114.6 1,224.9 1,438.9
Derivative financial instruments 32.7 103.2 264.1 305.1 265.2 970.3
Loans and advances to customers 821.9 577.0 2,133.1 4,989.1 44,625.5 53,146.6
Net investment in finance leases and hire
purchase contracts 26.4 51.5 207.7 578.8 1,044.8 1,909.2
Investment securities:
- avaitable-for-sale 259.5 479.6 824.5 7,520.8 3,688.3 12,772.7
- held-to-maturity - 16.9 - 117.1 78.9 212.9
- loans and receivables 196.9 - - - 13.5 210.4
- at fair value through profit or loss - 859.8 - 15.2 16.2 891.2
Other assets 306.0 9.1 117.5 292.0 321.6 1,046.2
Total assets 7,808.5 2,173.7 3,582.0 14,111.7 51,278.9 78,954.8
Liabilities
Due to other banks 4,382.8 4,412.7 4,435.4 6,063.0 93.0 19,386.9
Derivative financial instruments 62.2 97.3 243.9 267.6 120.2 791.2
Due to customers 26,921.4 1,571.7 1,774.3 259.5 225.4 30,758.3
Debt securities in issue 1,776.7 3,782.4 4,822.9 8,389.6 5,476.8 24,248.4
Other borrowed funds - - 80.8 - 630.4 711.2
Other liabilities 340.8 109.6 53.2 93.5 138.0 735.1
Total liabilities 33,483.9 9,979.7 11,410.5 15,073.2 6,683.8 76,631.1

Net liquidity gap at 31 December 2007  (25,675.4)  (7,806.0)  (7,828.5) (961.5)  44,595.1 2,323.7
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Group Less than 1to3 3 menths to 1105 Over 5 Group
1 month months 12 months years years Total
2006 £m £m £m £m £m £m
Assets
Cash and balances with central banks 2,224.0 - - - - 2,224.0
Due from other banks 2,482.3 466.1 0.3 - - 2,948.7
Trading securities - 13.7 49.4 194.8 895.0 1,152.9
Derivative finangial instruments 62.8 90.3 145.4 286.6 106.7 691.8
Loans and advances to customers 522.6 600.5 1,205.4 4,790.7 39,231.5 46,350.7
Net investment in finance leases and hire
purchase contracts 342 52.6 195.1 517.4 1,127.6 1,926.9
Investment securities:
- available-for-sale 196.5 290.4 1,012.3 6,738.6 2,245.0 10,482.8
- held-to-maturity - 0.1 - 143.5 2211 364.7
- loans and receivables - 150.3 - - - 150.3
- at fair value through profit or loss 69.5 942.7 272.3 - 88.8 1,373.3
Other assets 256.8 41.2 124.3 261.1 207.5 890.9
Total assets 5,848.7 2,647.9 3,004.5 12,932.7 44,123.2 68,557.0
Liabilities
Due to other banks 3,740.5 3,310.3 1,573.9 49 - 8,629.6
Derivative financial instruments 16.0 72.4 141.2 345.0 100.8 675.4
Due to customers 25,034.7 2,148.4 1,963.9 265.8 146.6 29,559.4
Debt securities in issue 2,126.7 6,157.8 4,643.4 8,237.9 4,249.6 25,415.4
Other borrowed funds - 11.3 19.0 738 592.6 696.7
Other liabilities 296.7 124.1 47.0 384.9 155.0 1,007.7
Total liabilities 31,214.6 11,8243 8,388.4 9,312.3 5,244.6 65,984.2
Net liquidity gap at 31 December 2006 (25,365.9) (9.176.4) {5,383.9) 3,620.4 38,878.6 2,572.8
Company i R vt et .
2007 £m £m £m £m £m £m
Assets
Cash and balances with central banks 3,471.0 - - - - 3,471.0
Oue from other banks 2,672.6 10.4 2.6 179.0 - 2,864.6
Trading securities - 66.2 33.2 114.6 1,224.9 1,438.9
Derivative finandal instruments 32.8 103.2 264.3 322.5 181.4 904.2
Loans and advances to customers 7,406.5 853.1 1,889.0 2.063.4 43,413.1 55,625.1
Investment securities:
- available-for-sale 259.5 479.6 824.5 7,517.0 3,680.2 12,760.8
- held-to-maturity - 16.9 - 117.1 78.9 212.9
- loans and receivables - - - - 13.5 13.5
— at fair value through profit or loss - 4.3 - 15.2 16.2 35.7
Other assets 299.7 31.9 37.8 154.0 1,396.0 1,919.4
Total assets 14,1421 1,565.6 3,051.4 10,482.8 50,004.2 79,246.1
Liabitities
Due to other banks 5,536.9 5,817.3 4,435.4 6,063.0 95.6 21,948.2
Derivative financial instruments 62.2 97.3 254.9 276.7 176.7 867.8
Due to customers 26,973.3 1,215.4 1,276.1 243.4 225.1 29,933.3
Debt securities in issue 1,775.9 3,382.4 4,822.9 8,377.8 619.4 18,978.4
Other borrowed funds - - 80.8 - 630.4 711.2
Other liabilities 340.0 85.7 5.7 14.9 4,671.0 5.117.3
Total labilities 34,688.3 10,598.1 10,875.8 14,975.8 6,418.2 77,556.2
Net liquidity gap at 31 December 2007 (20,546.2) {9,032.5) (7,824.4) (4,493.0)  43,586.0 1,689.9
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2 Risk management pelicy and control framework continued

Company
Restated Less than 1to3 3 months to 1to5 Over 5 Company
1 month months 12 months years years Total
2006 £m £m £m £m £m £m
Assets
Cash and balances with central banks 2,224.0 - - - - 2,224.0
Due from other banks 2,479.7 460.1 0.3 - - 2,940.1
Trading securities - 13,7 49.4 194.8 895.0 1,152.9
Derivative financial instruments 58.4 90.4 146.1 287.6 134.6 7171
Loans and advances to customers 6,275.7 870.0 993.4 1,916.4 38,282.1 48,337.6
Investment securities:
- available-for-sale 196.5 290.4 1,012.3 6,734.8 2,237.0 10,471.0
- held-to-maturity - 0.1 - 143.5 2211 364.7
- loans and receivables - - - - - -
- at fair value through profit or loss . 69.5 87.8 272.3 - 88.8 518.4
Other assets 227.4 11.9 58.1 187.4 1,175.9 1,660.7
Total assets 11,531.2 1,824.4 2,531.9 9,464.5 43,034.5 68,386.5
Liabilities
Due to other banks 4,871.1 5,025.4 1,573.8 4.9 - 11,475.2
Derivative financial instruments 16.0 71.4 145.9 399.8 90.1 723.2
Due to customers 24,070.4 1,502.3 1,726.3 258.3 146.9 27,704.2
Debt securities in issue 2,125.9 6,157.5 4,643.1 8,235.1 1,324.0 22,485.6
Other borrowed funds - - - 82.9 613.8 696.7
Other liabilities 327.7 87.9 8.5 137.3 2,671.2 3,232.6
Total liabitities 31,4111 12,844.5 8,097.6 9,118.3 4,846.0 66,317.5
Net liquidity gap at 31 December 2006 (19,879.9) (11,020.1) (5,565.7) 346.2 38,188.5 2,069.0

(v) 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.

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
tending, personal and commercial loans, leasing arrangements, fixed rate savings products, funding and investment activities and foreign
exchange services to 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 balance sheet instruments or natural hedges that exist in the Group balance sheet.

Activity Risk Type of hedge
Fixed or capped Sensitivity to increases in interest rates Interest rate swaps and options and FRAs
rate lending
Fixed rate savings products and fixed Sensitivity to falls in interest rates Interest rate swaps and options and FRAs
rate funding .
Equity linked investment products Sensitivity to changes in equity indices and Equity linked futures and options and
interest rates interest rate swaps
Investment and Sensitivity to changes in foreign exchange  Foreign exchange contracts, cross-currency
funding in foreign currencies rates interest rate swaps
Customer foreign exchange business Sensitivity to changes in foreign exchange  Foreign exchange contracts
rates
Management of shareholders’ funds Sensitivity to falls in interest rates Interest rate swaps

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 limits 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 derivative contracts are on an ‘Over the
Counter’ basis with OECD financial institutions. The exposures arising from these contracts are shown in Note 17 on pages 80 and 81.
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{vi) Carrying amounts and fair values of financial assets and liabilities

The tables below summarise the classification of the carrying amounts of the Group and Company financial assets and financial liabilities as at

31 December 2007 and 31 December 2006.

Derfvatives &
financial assets
Liabilities at toans  and labilities at
Group Tt orese i rcevables T prontor o fota
p ar
2007 £m £m £m £m £m £m
Financial assets
Cash and balances with central banks - - - 3,471.0 - 3,471.0
Due from other banks - - - 2,885.4 - 2,885.4
Trading securities - - - - 1,438.9 1,438.9
Derivative financial instruments - - - - 970.3 970.3
Loans and advances to customers - - - 53,146.6 - 53,146.6
Net investment in finance leases and hire
purchase contracts - - - 1,909.2 - 1,909.2
Investment securities - 12,772.7 212.9 210.4 891.2'  14,087.2
Total financial assets - 12,772.7 212.9 61,622.6 3,300.4 77,908.6
Other non-financial assets 1,046.2
Total assets 78,954.8
Financial liabilities
Due to other banks 18,511.3 - - - 875.6"  19,386.9
Derivative financial instruments - ) - - - 791.2 791.2
Due to customers 29,976.0 - - - 782,31 30,758.3
Debt securities in issue 21,879.0 . - - - 2,369.40  24,248.4
Other borrowed funds 711.2 - - - - 711.2
Total financial liabilities 71,077.5 - - - 4,818.5 75,896.0
Other non-financial liabilities 7351
Total liabilities 76,631.1
Note:
1. See Note 22 for financial assets and liabilities designated upon initial recognition as at fair value through profit or loss.
Derivatives &
financial assets
Liabilities at Loans  and Habitities at
Graup - i——
2006 c::nt " s:.m £m £m ! £m £m
Financial assets
Cash and balances with central banks - - - 2,224.0 - 2.224.0
Due from other banks - - - 2,948.7 - 2,948.7
Trading securities - - - - 1,152.9 1,152.9
Derivative financial instruments - - - - 691.8 691.8
Loans and advances to customers - - - 46,350.7 - 46,350.7
Net investment in finance leases and hire
purchase contracts - - - 1,926.9 - 1,926.9
Investment securities - 10,482.8 364.7 150.3 1,373.3* 12,371.1
Total financial assets - 10,482.8 364.7 53,600.6 3,218.0 67,666.1
Other non-financial assets 890.9
Total assets 68,557.0
Financial liabilities
Due to other banks 6,623.6 - - - .2,006.0 8,620.6
Derivative financial instruments - - - - 675.4 675.4
Due to customers 28,395.7 - - - 1,163.7"  29,559.4
Debt securities in issue 19,684.8 - - - 5,730.6"  25,415.4
Other borrowed funds 696.7 - - - - 696.7
Total financial liabilities 55,400.8 - - - 9,575.7 64,976.5
Other non-financial liabilities 1,007.7
Total liabilities 65,984.2
Note:

1. See Note 22 for financial assets and liabilities designated upon initial recognition as at fair value through profit or loss.
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2 Risk management policy and control framework continued

Derfvatives &
financlat assets
Uabilitles at Loans  and labilities at
Company MOt Mleasls | mat recohabies | proftor o Tott
2007 . £m £m £m £m £m £m
Financial assets
Cash and balances with central banks - - - 3,471.0 - 3,471.0
" Due from other banks - - - 2,864.6 - 2,864.6
Trading securities - - - - 1,438.9 1,438.9
Derivative financial instruments - - - - - 904.2 904.2
Loans and advances to customers - . - - 55,625.1 - 55,625.1
Investment securities - 12,760.8 212.9 135 35.7! 13,0229
Total financial assets - 12,760.8 212.9 61,974.2 2,378.8 77.326.7
Other non-financial assets 1,919.4
Total assets 79,246.1
Financial liabilities
Due to other banks 21,072.6 - - - 875.6'  21,948.2
Derivative financial instruments - - - - 867.8 867.8
Due to customers 29,151.0 - - - 782.3'  29,933.3
Debt securities in issue 16,609.0 - - - 2,369.4'  18,978.4
Other borrowed funds 711.2 - - - - 711.2
Total financial liabilities 67,543.8 - - - 4,895.1 72,4389
Other non-financial liabilities 5,117.3
Total liabilities 77,556.2
Note:
1. See Note 22 for financial assets and liabilities designated upen initial recognition as at fair value through prefit or loss.
Berivatives &
financial assets
Uabilitles at Loans  and liabilities at
Com pany lmn:::es‘: Av:;&:ale-le I:::Tl::; receiva;l:l: fai v:t:eﬁ:r::o’s: Total
2006 fm ° £m £m £m £m £m
Financial assets
Cash and balances with central banks - - - 2,224.0 - 2,224.0
Pue from other banks - - - 2,940.1 - 2,940.1
Trading securities - - - - 1,152.9 1,152.9
Derivative financial instruments - - - - 717.1 717.1
Loans and advances to customers - - - 48,337.6 - 48,337.6
Investment securities - 10,471.0 364.7 - 518.4' 11,3541
Total financial assets - 10,471.0 364.7 53,501.7 2,388.4 66,725.8
Other non-financial assets 1,660.7
Total assets _ 68,386.5
Financial liabilities .
Due to other banks 9,469.2 - - - 2,006.0" 11,475.2
Derivative financial instruments - - - - 723.2 723.2
Due to customers 26,540.5 - - - 1,163.71  27,704.2
Debt securities in issue 16,755.0 - - . - 5,730.6"  22,485.6
Other borrowed funds 696.7 - - - - 696.7
Total financial liabilities 53,461.4 - - - 9,623.5 63,084.9
Other non-financial liabilities 3,232.6
Total liabilities 66,317.5
Note:

1. See Note 22 for financial assets and liabilities designated upon initial recognition as at fair value through prefit or loss.
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The following table summarises the carrying values and fair values of those financial assets and liabilities not presented on the Group
and Company batance sheets at their fair value {loans and receivables, held-to-maturity and liabilities at amortised cost):

Group Lompany
Restated Restated
2007 2007 2006 2006 2007 2007 2006 2005
Carrying value Fairvalue Carrying value Fair value Carrying value Fair value Carrying value Fair vatue
£m £m £im £m £m £m fm £m
Financial assets
Due from other banks ' 2,885.4 2,881.9 2,948.7 2,948.5 2,864.6 2,861.1 2,940,1 2,939.9
Loans and advances to
customers 53,146.6 53,209.8 46,350.7 46,1049 55,625.1 55,668.7 48,337.6 48,131.2
Net investment in finance
leases and hire purchase
contracts 1,909.2 1,910.5 1,926.9 1,922.4 - - - -
Investment securities:
held-to-maturity 212.9 180.8 364.7 365.2 212.9 180.8 364.7 365.2
Investment securities: ’
loans and receivables - 210.4 210.4 150.3 150.3 135 13.5 - -
Financial liabilities .
Due to other banks 18,511.3 18,425.1 6,623.6 6,625.9 21,072.6 20,986.4 9,469.2 9,471.4
Due to customers 29,976.0 29,978.7 28,395.7 28,394.3 29,151.0 29,152.9 26,540.5 26,538.7
Debt securities in issue 21,879.0 21,507.4 19,684.8 19,683.4 16,609.0 16,376.6 16,755.0 16,753.6
Other borrowed funds 711.2 680.3 696.7 696.7 711.2 680.3 696.7 696.7

Due from and to other banks
The fair value of overnight deposits is approximately equal to their carrying amount. The estimated fair value of other 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 forimpairment. 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 finanice leases and hire purchase contracts
The fair value of floating rate assets is approximately equal to their carmying amount. The estimated fair value of fixed rate assets is
calculated by discounting expected future cash flows on the instruments at current market interest rates.

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.

Held-to-maturity investment securities comprise mezzanine and capital notes in Structured Investment Vehicles ('SIVs'). The fair value of
these investments has been estimated by considering their net asset value, which is the share of the market value of assets minus liabilities.
For mezzanine notes the net asset value is 100% of the par value of the notes, provided the net asset value of the junior notes is above zero.

The following tables summarise the carrying and fair values of financial assets and liabilities by class (Retail, Commercial and Treasury):

Group Company
2007 2007 2006 2006 2007 2007 2006 2006
Camying value Fairvalue Carrying value Fairvalue . Camrying valus Fairvalue Carrying value Fairvalue
£m £m £m £m £m £m m £m
Financial assets:
Retail 46,692.9 46,744.0 41,665.4 41,434.9 42,936.9 42,980.6 38,055.5 37,852.8
Commerdat’ 8,130.3  8,143.7 6,182.3 6,162.5 3,471.8  3,471.7 2,613.9 2,610.2
Treasury 23,085.4 23,049.8 19,8184 19,818.7 21,9342 21,898.6 18,588.6  18,588.9
Non financial assets® 1,046.2  1,046.2 £90.9 £90.9 1,919.4 1,919.4 1,660.7  1,660.7
Amounts due from
subsidiary undertakings - - - - 8,983.8 18,9838 7,467.8 7,467.8
Total assets 78,954.8 78,983.7 68,557.0 68,307.0 79,246.1 79,254.1 68,386.5 68,180.4
Financial liabilities:
Retail 23,311.7 23,3131.8 22,725.3 22,7231 20,867.8 20,869.1 19,991.6 19,988.8
Commercial 3,859.3  3,859.3 3,171.2 3,171.2 3,859.3  3,859.3 3,171.2 3,171.2
Treasury 48,725.0 4B,236.9 39,080.0 39,081.7 47,689.8 47,340.9 39,900.1 39,9019
Non financial liabilities 735.1 735.1 1,007.7 1,007.7 5139.3 5,139.3 3,254.6 3,254.6
Total lHabilities 76,631.1 76,145.1 65,984.2 65,983.7 77,656.2 177,208.6 66,317.5 66,316.5
Note: i

1. Forthe purpose of this table, operating lease assets have been included within ‘Non financial assets’ and not commercial assets.
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2 Risk management policy and control framework continued

(vii) Capital management

In arder to protect the solvency of the Group, internal capital is held to provide a cushion for unexpected losses. In assessing the
adequacy of its capital, the Group considers its risk appetite, the material risks to which the Group is exposed and the appropriate
management strategies for each of the Group’s material risks, including whether or not capital provides an appropriate mitigant.

In addition to capital adequacy reporting to the F5A, a FICAA (Full Internal Capital Adequacy Assessment) is performed semi-annually,
in order to assess the Group’s capital adequacy and to determine the levels of capital required going forward to support the current
and future risks in the business. All parts of this analysis are pulled together into a single document, the executive summary of which
is approved by the GRC. Finance is responsible for producing budgets to identify expected future capital requirements from changes to
business volumes and mix of assets and activities. Group Risk is responsible for ensuring that the Group’s current and future risks are
reflected in the capital adequacy assessment and that sufficient capital is maintained to provide the Group with adequate headroom
given multiple stressed scenarios.

The amount and composition of the Group’s capital requirement is determined by assessing the minimum capital requirement under Pillar 1
* based upen the Capital Requirements Directive (CRD), the Group's economic capital requirement, the impact of stress and scenario tests,
the Group's Individual Capital Guidance and the capital requirement that is consistent with the Group’s target external rating.

The table below summarises the compasition of regulatory capital for the Group as at 1 January and 31 December 2007. During the
years ended 31 December 2006 and 31 December 2007, the individual entities within the Group and the Group complied with all of the
externally imposed capital requirements to which they are subject.

In 2007 capital was managed under a Basel II basis (2006: Basel I basis).

As at As at
31.12.07 01.01.07
Notes £m £m
Core tier 1 capital
Called up share capital 210 219
Share premium account 125 106
Retained earnings and other reserves 1 1,511 1,677
1,846 2,002
Preference share capital
Perpetual non cumulative preference shares 2 294 294
Innovative tier 1 instruments 3 311 in
Deductions from tier 1 capital )
Intangible assets 4 (116} (55)
Expected losses 5 (64) {30}
: (180) (145)_
Tier 1 capital after deductions 2,271 2,462
Tier 2 capital
Subordinated debt 6 650 650
Collective provisions 5 4
655 654
Deductions from tier 2 capital ‘
Expected losses 5 (64) (90}
Tier 2 capital after deductions 591 564
Deductions from total of tier 1 and tier 2 capital ' (5) -
Total capitzl resources 2,857 3,026
% Yo
Total tier 1 ratio after deductions ~ Basel 1 RWA 6.1 1.7
Total tier 1 ratio after deductions - Basel [1 RWA 9.4 12.2
Notes:

1. Retained earnings and other reserves exclude gains or losses on cashflow hedges and available-for-sale assets. The regulatory capital rules allow the pension scheme

deficit to be added back to regulatory capital and a deduction taken for an estimate of the additional contributions to be made in the next five years, less associated

deferred tax. When the Scheme is in surplus, the pension fund asset is not included within capital. This adjustment is reflected in the reserves number.

See Note 36 for further information.

See Note 35 for further informatian.

Intangible assets include capitalised software and goodwill.

Under Basel IT a deduction is made for the excess of expected losses over customer loans and advances provisions that are on an IRB approach. Half of this is deducted

from tier 1 capital and half from tier 2 capital.

6. The subordinated debt was raised in order to increase the capital base of the company. In accordance with FSA guidance, in the last five years to matusity the
subordinated debt is amortised on a straight line basis. {See Nate 32 for further information).

woa W
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In 2007 the Group bought back 19.9m shares at a total cost of £194m. Our total capital resources benefitted by £52m as a result
of lower deductions for expected losses, following further refinement of our Basel I madels. Total capital resources were reduced
by £61m as a result of an increase in intangible assets, reflecting the ongoing investment in the ALNOVA system.

Risk weighted assets
The table below shows the Group's risk weighted assets (RWA) and operational risk under Basel II Fillar 1, and the Basel I RWA.

Asat As at
Basel II - Pillar 1 otes = o
Risk weighted assets:
Mortgages 3,980 4,539
Unsecured personal loans 3,647 3,808
Corporates ) 7.005 4,909
Banks 2,844 2,356
Investments in securitisations . 1 2,974 1,145
Other 2 1,352 1,203
Total credit and market RWA 21,802 17,960
Operational risk 3 2,280 2,260
Total Basel I1 - Pillar 1 RWA 24,082 20,220
Total Basel I RWA 37,297 32,180
Notes:

1. The definition ‘Investments in securitisations’ includes ABS, MBS, SIVs, CDOs and liquidity facilities.
2. Includes market risk, current accounts, exposures to Central Banks and other assets.
3. Motional sk weighted assets calculated at the end of each financial year.

As a result of Basel TI, the Group’s RWA at 31 December 2007 were 35% lower than they would have been under Basel I, reflecting our
high quality assets and risk management processes.

The Group's RWA under Basel Il increased by £3.8bn in 2007. Mortgage RWA reduced by £0.6bn, reflecting the refinement of our Basel
I mortgage models, whilst corporates, which primarily reflects commercial lending, increased by £2.1bn, predominantly reflecting the
growth in balances and a small reduction in the proportion of bank guaranteed loans. ’

RWA relating to banks, including FRNs, increased as a result of the higher levels of liquidity being held. RWA relating to the category
‘securitisations’, including ABS, CDOs and CLOs, increased by £1.8bn, reflecting the restructuring of SIVs and reductions in their credit
ratings. Our total RWA also includes £59m of RWA in respect of our off-balance sheet conduit.

Capital requirements
Asat As at
31.12.07 01.01.07
£m £m
Pillar 1 capital requirement 1,927 1,618
Basel I transitional floor 2,694 2,296
Total capital resources 2,857 3,026

The Basel II - Pillar 1 capital requirement of £1,927m is 8% of total Basel II - Pillar 1 RWA of £24,082m. Our internal assessment of the
Pillar 2 capital requirement is currently around 30% of the Group’s Pillar 1 requirement, prior to any additional FSA capital guidance,
Together, these make up our total Basel I capital requirement.

During the transition to Basel II, the Group is required to hold capital at or above a transitional floor. This floor is calculated as 8% of Basel
RWA, less collective provisions, multiplied by a factor of 95%in 2007, 90% in 2008 and 80%in 2009. The Group's total capital resources at
the end of 2007 were higher than our Basel II capital requirement and the transitional floor.

Under Basel II - Pillar 3, the Group is required to disclose additional information on its loans and advaﬁces. These disclosures will provide
more detail of our high quality assets, and will be published on the Group's website in April.

Reconciliation of ordinary shareholders’ funds to equity tier 1 capital

As at Asat

11207 31.12.06

Notes £m £m

Ordinary shareholders’ funds (equity) 1,716 1,968
Adjusted for: '

Pension fund 1 (29) 19

Cashflow hedges and available-for-sale assets 2 156 15

Minority interest 3 -

Core tier 1 capital ‘ 1,846 2,002

Intangible assets 3 (116) . (55)

Equity tier 1 capital 1,730 1,947

Notes:

1. Retained earnings and other reserves exclude gains or losses on cashflow hedges and available-for-sate assets. The regulatory capitat rules allow the pension scheme
deficit to be added back to requlatory capital and a deduction taken for an estimate of the additionat contributions to be made in the next five years, less associated
deferrad tax. When the Scheme is in surplus, the pension fund asset is not included within capital. This adjustment is reflected in the reserves number.

2. Gains orlosses on cashflow hedges and available-for-sale assets are required to be excluded from equity tier 1 capital.

3. Intangible assets, including capitalised software and goodwill, are deducted in the calculation of equity tier 1 capital.
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2 Risk management policy and control framework continued
Underlying return on equity tier 1 capital

Year ended Year ended
31.12.07 '31.12.06
Note £m £m
Profit attributable to ordinary shareholders 256.7 432.2
Adjusted for:
Redundancy costs 8.4 24.2
Less associated tax credit (2.5) (7.3)
Release of tax provision 1 - (29.7}
Hedge ineffectiveness 9.5 (7.6)
Less associated tax (credit)/charge ) (2.9) 2.3
Core profit after tax 269.2 414.1
Average equity tier 1 1,839 1,923
Underlying return on equity tier 1 14.6% 21.5%
Note:

1. Thetax provision release in 2006 is in respect of the excess received from the disposal of the credit card accounts to MBNA in August 2002.

The Company maintains sufficient reserves to maintain its ongoing business activities. Regulatery capital is monitored at a Group level
and there are no specific externally imposed capital requirements for the Company.

3 Critical 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 s
therefore a risk of significant changes to the carrying amounts for these assets and liabilities within the next financial year.

Impairment provisions — Retail Banking and Commercial Bank

The level of potential credit losses is uncertain and depends on a number of factors such as unemployment levels, interest rates, house price
levels, commerdial property prices 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, resultinginan
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 are needed in selecting the statistical methods to use when the models are developed
or revised. Retail Banking use different provisioning models for unsecured personal loans, to those used for mortgage and current accounts,
During the year the unsecured personal toan model was refined.

To the extent that actual losses incurred differ from that estimated by +/-10%, the impairment provisions on loans and advances to
customers would change by an estimated £12.0m (2006: £13.5m) higher or £12.0m (2006: £13.4m) lower respectively.

Impairment provisions — Treasury
Animpairment charge of £152.9m was made in 2007 (2006: £nil) against the Group’s treasury instruments, comprising £142.3m
for Structured Investment Vehicles ("5IVs") and £10.6m for Collateralised Debt Obligations (‘CDOs").

Sivs
The impairment loss charge for SIVs is madé up of £31.2m realised losses on restructured SIVs and a provision of £111.1m against the
Group’s gross exposure to SIVs at 31 December 2007 of £324.0m.

The provision is based on an estimate of losses that the SIVs have incurred which is described in Note 2 on page 60 and 61.

If the provision was restricted to losses on assets already sold at the balance sheet date then it would decrease by £73.4m to £37.7m
and the 2007 SIVimpairment loss charge would fall to £68.9m.

If the provision was increased to reduce the carrying value of the SIVs not being restructured to net asset value then it would increase
by £32.1m to £143.2m, and the 2007 SIV impairment toss charge would increase to £174.4m.

CDOs

At 31 December 2007 the Group had £117.1m of CDOs held on our balance sheet, with £53.6m of these having some sub prime
exposure. Any impairment on these assets was reflected in the Income Statement as part of dealing losses. Changes in fair value in
available-for-sate (AFS) assets were recognised directly in the AFS reserve, except for £10.6m losses on impaired assets which were
recognised in the Income Statement.

{D0s were assessed for impairment by considering the quality and vintage of the underlying assets and the level of credit support.
Certain assumptions were made with regard to US house prices, arrears levels and losses on defautts. Impairment was calculated using
an assumption of a 25% peak to trough fall in US house prices and an average repossession cost of 15%. If a more pessimistic scenario
was assumed, including a 40% fall in US house prices and an average repossession cost of 25%, then the impairment loss charge would
increase to £25.9m.

In addition, the Group has an off balance sheet conduit. None of these assets were considered to be impaired. In a more pessimistic
scenario an impairment charge of £5.9m would be required against the Group’s loan facility to the conduit.

Effective interest rate calculations

TAS 39 requires certain financial assets and liabilities to be held at amortised cost, with income recognised using the EIR methodology. In
order to calculate ER, itis necessary to estimate the level of repayments that will be made before the contractual due date. For residential
mortgages the estimated level and timing of redemptions is critical to the EIR calculation, If customers redeem their product 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 toa fallin
the carrying value of mortgage balances of £11.1m (2006: £15.6m). Conversely an increase in expected average product lives of one month
would lead to an increase in the carrying value of morigage balances of £11.0m (2006: £15.5m).
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Retirement benefit obligations

The Income Statement cost and the balance sheet asset/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 assets/liabilities, and to a lesser extent the Income Statement costs.
Further information is available in Note 33.

Valuation of financial instruments

The values of financial instruments that are classified at fair value through profit or loss {including these held for trading purposes),
available-for-sale, and all derivatives are stated at fair value. The vast majority of fair values are quoted market prices or prices
obtained from counterparties.

The fair value of non-derivative financiat assets and liabilities with standard terms and conditions and traded on active liguid markets
are determined in reference to quoted market prices.

The fair value of derivative financial assets and liabilities are calculated on a discounted cashflow basis by reference to current
yield curves.

4 Operating segments

The Group adopted IFRS 8 Operating Segments in advance of its effective date, with effect from 1 January 2007. IFRS 8 requires operating
segments to be identified on the basis of internal reports and components of the Group reqgularly reviewed by the Group Chief Executive
to allocate resources to segments and to assess their performance. In contrast, the predecessor standard {IAS 14 Segmental reporting)
defined the way in which the results of the segments were presented, which was not aligned with internal reporting. As a result, following
the adoption of IFRS 8, the analysis of the Group’s reportable segments has changed, and the prior year amounts have been restated.

The Group is managed as follows, in segments determined according to similar economic characteristics and customer base.

+ Retail Banking
This comprises the Core 4 products of current accounts, mortgages, personal loans and savings, plus the Partner 4 products of long
term investments, life assurance, generalinsurance and credit cards.

¢ Commercial Banking
This comprises Commercial Bank, consisting of the core business lines of tending, business banking and money transmission, and
Treasury.

* Group ltems
This represents corporate overheads and income not allocated to business units.

Transactions between the segments are on normal commercial terms and conditions, but are excluded for intemmal reporting. The accounting
policies of the reportable seqments are the same as the Group's accounting policies, as described in Note 1.

No geographicat analysis is presented because substantially all of the Group's activities are in the UK. A more detailed breakdown of segment
core operating profit is given within the unaudited Financial Review on pages 14 to 20. Further information on segment assets is provided in
Note 2 pages 54 to 72,

The majority of revenue for the Group is derived from interest. Net interest income is used to assess the performance of each segment.
Therefore interest income is presented net of interest expense.

Retall Banking Commercial Banking Group Items Other Group
Commerclal Bank Treasury

Year ended 31 December 2007 £m £m £m £m £m £m
Netinterest income 612 153 37 (1) - 80
Non-interest income 307 360 (36) 3 - 634
Total external income 919 513 1 2 - 1,435
Operating expenses (372) (274) (13) (32) - (691)
Depreciation on operating lease - (74) - - - (74)
Impairment losses (85) (15) (153) - - (253)
Core operating profit/(loss) 462 150 (165) (30) - 417
Redundancy costs (8} (8)
Hedge ineffectiveness (10) (10)
Profit before tax 399
Tax . (103)_
Profit after tax 296
Profit attnbutable to:
Innovative tier 1 holders 17
Preference share holders 19
Minority interests 3
Ordinary shareholders of
Alliance & Leicester plc ) 257
Segment/total assets 46,693 8,414 23,085 - 763 78,955
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4 Operating segments continued

Restated

Retail Banking Commercial Banking Group I[tems Other Group
Commercial Bank Treasury
Year ended 31 December 2006 £m £m £m £m £m £m
Net interest income 621 104 56 - - 781
Non-interest income 291 390 3 3 - 687
Total external income 912 494 59 3 - 1,468
Operating expenses (370) {291) (13) (25) - (699)
Depreciation on operating lease - (79) - - - (79)
Impairment losses {97) (8) - - - (105}
Core operating profit 445 116 46 {22) : - 585
Redundancy costs ' (24) (24)
Hedge ineffectiveness 8 8
Profit before tax 569
Tax {119)
Profit after tax . 450
Profit attributable to: '
Innovative tier 1 holders 18
Preference share holders -
Minority interests -
Ordinary shareholders of
Alliance & Leicester ple 432
Segment/total assets 41,666 - 6,483 19,819 - 589 68,557
5 Netinterest income .
2007 2006
£m im
Interest receivable on debt securities ' 664.4 475.7
Other interest receivable 3,502.8 2,639.5
Total interest receivable and similar income 4,167.2 3,115.2
Interest payable:
Forward exchange losses on foreign exchange derivatives (10.1) (8.1)
Other interest payable | (3,356.0) | (2,326.5)
Total interest payable and similar charges (3,366.1) (2,334.6)
Total 801.1 780.6

Interest receivable and similar income includes £4,151.7m (2006: £3,093.5m) interest income on finandal assets not 2t fair value
through profit or loss. Interest payable and similar charges includes £2,972.1m (2006: £1,984.4m) interest payable on financial
liabilities not at fair value through profit or loss. Included in interest receivable and similar income is £20.1m (2006: £16.2m} in
respect of impaired financial assets.

6 Hedge Ineffectiveness .

The hedge ineffectiveness loss of £9.5m (2006: £7.6m gain) represents the net fair value loss 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 loss is primarily due to timing
differences in income recognition between the derivative instruments and the economically hedged assets and liabilities.

2007 2006
£m £m

(Losses)/gains arising from the change in fair value of fair value hedges:
On the hedging instruments {224.2) 172.4
0On the hedged item attributable to the hedged risk 219.7 (178.0)
Transferred from the cash flow reserve 1.4 21
Cash flow ineffectiveness {2.1) (1.5)
Other (10.3) 12.6
Total (9.5) 7.6
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7 Other operating income

2007 2006

£m £m
Income from operating leases 93.5 "100.0
Excess on sale of credit cards to MBNA 20.0 27.0
Dealing profits - 1.9
Movement in fair value of treasury investments {31.8) 0.2
Sale of commercial customer leases 9.0 2.4
Pension income:

Expected return on Scheme assets less interest costs on Scheme liabilities 11.1 7.8
Other 48.2 20.9
Total 150.0 190.2
Note:

1. OnAugust 2002 the Graup 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 £16m in 2008, The unrecegnised amount is included within ‘Accruals and deferred income’ on the Consolidated
Balance Sheet.

8 Administrative expenses

2007 2006
£m £m

Staff costs:
Wages and salaries 220.4 213.7
Social security costs 2241 20.3
Other pension costs 24.4 27.1
Total staff costs 266.9 261.1
Other core administrative expenses 367.7 395.7
Redundancy costs 8.4 24.2
376.1 419.9
Total 643.0 681.0

During the year the Company incurred £191.2m (2006 restated: £188.6m) in wages and salaries costs, £19.0m {2006 restated: £17.8m} in
social security costs and £21.6m (2006 restated: £24.7m) in other pension costs.

The remuneration of the auditors, Deloitte & Touche LLP, is set out below:

Group & {ompany

2007 2006

£m £m

Fees payable to the Group’s auditors for the audit of the Company’s annual accounts 0.4 0.4
Fees payable to the Group's auditors and their associates for other services to the Group:

Audit of the Company’s subsidiaries pursuant to legislation 0.4 0.3

0.8 0.7

Tax services 0.1 2.3

Recruitment and remuneration - 0.1

Other services 0.7 0.4

Total 1.6 3.5

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 payable 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.

9 Staff numbers
The average number of persons employed by the Group during the year was as follows:

Full time Parttime Full time equivalent
2007 2006 2007 2006 2007 2006
Total 6,015 5,946 2,163 2,369 7,223 7,279

The Company had an average of 5,444 (2006 restated: 5,453) full time employees and 1,944 (2006 restated: 2,155) part time
employees during 2007,

The number of persons (full time equivalent) employed by the Group as at 31 December was as follows:

Full time equivalent

2007 2006

Total 7,293 7,149
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10 Impairment losses

Retall Banking Commercial Banking
Personat - Current Commercial
Mortgages loans accounts Bank Treasury Total
£m £m £m £m £m £m
Group )
At 1 January 2007
Individual 2.0 - - 8.6 - 10.6
Collective 11.4 126.4 10.1 9.8 - 157.7
Total 13.4 126.4 10.1 18.4 - 168.3
Charge for the year:
Increase in provisions 1.6 82.8 16.6 15.9 152.9 269.8
Recoveries of amounts previously written off (0.8} {14.5} {0.3) (1.1) - (16.7)
Total 0.8 68.3 16.3 14.8 152.9 253.1
Amounts written off in year {1.2) (87.4) (10.3) (8.8} (31.2) (138.9)
Arising on acquisitions - - - 2.2 - 2.2
At 31 December 2007
Individual 1.9 - - 13.4 121.7 137.0
Collective 11.1 107.3 16.1 13,2 - 141.7
Total 13.0 107.3 16.1 26.6 121.7 2B4.7
Company
At 1January 2007
Individual 2.0 - - 7.4 - 9.4
Collective 11.4 - 10.1 6.0 - 21.%
Total 13.4 - 10.1 13.4 - 36.9
Charge for the year:
Increase in provisions 1.6 - 16.6 8.7 152.9 179.8
Recoveries of amounts previously written off (0.8) - (0.3) - - (1.1)
Write off of intercompany loan - - - 20.4 - 20.4
Total 0.8 - 16.3 20.1 152.9 199.1
Amounts written off in year (1.2) - (10.3) (7.5) (31.2) {50.2)
Write off of intercompany loan - - - (20.4) - (20.4)
At 31 December 2007
Individual 1.9 - - 5.7 121.7 129.3
Collective 11.1 - 16.1 8.9 - 36.1
Total 13.0 - 16.1 14.6 121.7 165.4

The Company impairment charge includes a £20.4m write off of an intercompany loan (2006 £nil). This has no impact on the Group results.

The provisions are set against the following balances:

Group Company

2007 2007

£m £m

Loans and advances to customers i 156.4 43.7
Net investment in finance leases and hire purchase contracts 6.6 -
Investment securities - held-to-maturity 1111 111.1
Investment securities — available-for-sale 10.6 10.6
Total 284.7 165.4
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Retail Banking Commaerclal Banking
Personal Current Commerdal
Mortgages loans accounts Bank Treasury Total
£m £m £m £m £m £m
Group
At 1January 2006
Individual 2.6 - - 8.6 - 11.2
Collective 13.8 125.1 8.9 7.1 - 154.9
Total 16.4 125.1 8.9 15.7 - 166.1
Charge for the year:
(Decrease)/increase in provisions (2.9) 103.3 11.0 9.1 - 120.5
Recoveries of amounts previously written off (0.8) (13.7) {0.4) {0.8) - {15.7)
Total (3.7} 89.6 10.6 8.3 - 104.8
Amounts written back/{off) in year 0.7 {88.3) (9.4) {5.6) - (102.6)
At 31 December 2006
Individual 2.0 - - 8.6 - 10.6
Collective 11,4 126.4 10.1 9.8 - 157.7
Total 13.4 126.4 10.1 18.4 - 168.3
Company (restated)
At 1January 2006
Individual 2.6 - - 5.6 - 8.2
Collective 13.8 - 8.9 3.1 - 25.8
Total 16.4 - 8.9 8.7 - 34.0
Charge for the year:
(Decrease)/increase in provisions (2.9) - 11.0 8.8 - 16.9
Recoveries of amounts previously written off {0.8) - (0.4) - - (1.2)
Total (3.7) - 10.6 8.8 - 15.7
Amounts written back/(off) in year 0.7 - - (9.4) {4.1) - (12.8)
At 31 December 2006
Individual 2.0 - - 7.4 - 9.4
Collective 11.4 - 10.1 6.0 - 27.5
Total 13.4 - 10.1 13.4 - 36.9
The provisions are set against the following balances:
Group Company
Restated
2006 2006
£m fm
Loans and advances to customers 163.3 36.9
Net investment in finance leases and hire purchase contracts 5.0 -
Total 168.3 36.9
11 Corporation tax expense
2007 2006
£m £m
Current tax
Current year corporation tax expense 104.6 71.4
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 10.7 0.7
Overseas tax 1.4 1.2
116.7 49.6
Deferred tax
Current year deferred tax (credit)/expense (2.2) 65.6
Adjustment to deferred tax in relation to prior years (11.2) 3.6
(13.4) 69.2
Total 103.3 118.8

The corporation tax expense for the year of £103.3m (2006: £118.8m) represents 25.9% of profit before tax (2006: 20.9%).
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11 Corporation tax expense continued

The underlying effective tax rate for 2007 was 27.2% (2006: 27.0%). The calculation of the 2007 underlying effective tax rate excludes the
tax credit of £2.9m in respect of the £9.5m hedge ineffectiveness toss, the tax credit of £2.5m in respect of the £8.4m 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 2006 underlying effective
tax rate excludes the release of a £29.7m tax provision. It further excludes a tax charge of £2.3m in respect of the £7_6m hedge
ineffectiveness gain, a tax credit of £7.3m in respect of the £24.2m of redundancy costs, and takes into consideration, in calculating
underlying profits, the appropriation of profit of £17.5m in respect of our innovative tier 1 capital securities.

During 2007 the Government enacted a change in corporation tax reducing the rate from 30% to 28% with effect from April 2008. The impact
of this change on the corporation tax charge is disclosed in the table below. Further information about deferred tax is presented in Note 31
on page 91,

The effective rate of tax for the year of 25.9% 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:

2007 2006

£m £m

Profit before tax 399.2 568.9
Tax calculated at a tax rate of 30% (2006: 30%) 119.8 170.7
Effect of different tax rates in other countries (3.1) (3.0)
Non-taxable income and disallowable expenses (9.1) (14.7)
Impact on deferred tax of change in rate of corporation tax 1.4 =
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 expense in relation to prior years {0.5) 0.7
Corporation tax expense 103.3 118.8

The Group expects to maintain an underlying effective tax rate below the statutory rate of corporation tax.

12 Earnings per share
Basic earnings per ordinary share of 59.4p are calculated by dividing the Group profit attributable to ordinary shareholders of £256.7m by the -
weighted average number of ordinary shares in issue during the year of 432.4 million.

2007 2006
Group profit attributable to ordinary shareholders £256.7m £432.2m
Weighted average number of ordinary shares in issue during the year 432.4m 448.4m
Basic statutory earning per ordinary share 59.4p 96.4p

The underlying basic earnings per ordinary share of 62_3p are provided to disclose the trend in earnings, excluding the distorting effect
of non-operating items and the impacts arising from hedge ineffectiveness. This is based on the same number of shares, the core profit
after tax for the year after excluding the redundancy costs, impacts arising from hedge ineffectiveness and the release of the tax
provision relating to the sale of the credit card accounts in 2006.

2007 2006

£m im

Profit attributable to ordinary shareholders for the year as reported 256.7 432.2

Adjusted for:

Redundancy costs 8.4 24.2
Less associated tax credit (2.5) (7.3}
Release of tax provision - (29.7)
Hedge ineffectiveness 9.5 {7.6)
Less associated tax (credit)/charge : (2.9) 2.3
Core profit after tax for the year 269.2 414.1
Undertying basic earnings per ordinary share 62.3p 92.4p

The fallin both the basic stétutory and underlying earnings per ordinary share are primarily due to lower earnings in the year.
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The diluted earnings per ordinary share of 59.0p (2006: 95.9p) 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.

2007 2006

number number

m m

Weighted average number of ordinary shares in issue 432.4 448.4
Weighted average diluted options outstanding 2.4 2.3
Total 434.8 450.7
2007 2006

number oumber

m m

Total number of ordinary shares in issue 420.6 437.9

Underlying diluted earnings per ordinary share of 61.9p (2006: 91.9p) are based on core profit after tax and total dilutive potential
shares, as set out above. .

13 Group profit dealt with in the accounts of Alliance & Leicester plc

Alliance & Leicester plc reported a profit attributable to ordinary shareholders for the financial year ended 31 December 2007 of £135.1m
(2006 restated: £367.6m). As permitted by Section 230 of the Companies Act 1985, the Income Statement for Alliance & Leicester plc has
not been presented separately.

14 Cash and balances with central banks

Group Company

Restated

2007 2006 2007 2006

£m £m £m £&m

Cash in hand 479.6 - 454.3 479.6 454.3
Balances with central banks other than mandatory reserve deposits 1,372.9 245.7 1,372.9 245.7
Mandatory reserve deposits with central banks 1,618.5 1,524.0 1,618.5 1,524.0
Included in cash and cash equivalents 3,471.0 2,224.0 3,471.0 2,224.0

Included within mandatory reserve deposits with central banks is a deposit of £68.5m (2006: £59.0m) with the Bank of England that
is not available for use by the Group. The Bank of England has agreed that the Group may collateralise exposures arising from the
Notes Circulation Scheme with cash collateral by maintaining a cash deposit with the Bank of England. This amounted to £1,550m
at 31 December 2007 (2006: £1,465m).

15 Due from other banks

Group Company

Restated

2007 2006 2007 2006

£m £m £m £m

Ttems in course of collection from other banks 125.7 165.6 111.5 163.3

Placements with other banks 2,759.7 2,783.1 2,753.1 2,776.8

Total 2,885.4 2,948.7 2,864.6 2,940.1
16 Trading securities

. Group Company

2007 2006 2007 2006

£m £m £m £m

Floating rate notes . 162.3 241.5 162.3 241.5

Asset-backed secunities 1,250.6 911.4 1,250.6 911.4

Gilts 26.0 - 26.0 -

Total 1,438.9 1,152.9 1,438.9 1,152.9
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17 Derivative financial instruments
The Group utilises the following derivative instruments for both hedging and non-hedging purposes:

Group Company
2007 2007
Contract or Fair values Lontract or Fair values
underlying urdertying
princtpal amount Assets Uabitities principal amount Assets Uabilities
£m £m £m £m £m £m
Derivatives not hedge accounted:
Foreign exchange derivatives:
Currency forwards 2,406.6 - (34.2) 2,406.6 - (34.2)
Cross currency swaps 8,519.4 260.1 (264.5) 5,123.0 260.1 (264.5)
Total 10,926.0 260.1 (298.7) 7,529.6 260.1 (298.7)
Interest rate derivatives:
Interest rate swaps 43,286.5 186.5 (92.0) 49,983.8 102.0 (138.6)
Forward rate agreements 1,446.0 - (0.2) 1,446.0 - (0.2)
Caps, collars and floors 390.3 2.2 (0.7) 350.3 2.2 (0.7)
Credit default swaps 216.8 - (2.4) 216.8 - (2.4)
Futures 275.0 - - 275.0 - -
Totat 45,614.6 188.7 {95.3) 52,311.9 104.2 (161.9)
Total derivative assets/ (liabilities)
not hedge accounted 56,540.6 448.8 (394.0) 59,841.5 364.3 (440.6)
Derivatives held for hedging
Derivatives designated as fair value
hedges:
Cross currency swaps 205.8 6.9 {0.3) 205.8 6.9 (0.3)
Interest rate swaps 27,9247 116.7 (150.6) 27,9247 115.7 {150.6)
Total 28,130.5 122.6 (150.9) 28,130.5 122.6 (150.9)
Derivatives designated as cash flow
hedges:
Cross currency swaps - - - - - -
Interest rate swaps 5,035.4 12.5 (39.9) 5,035.4 12.5 (39.9)
Total 5,035.4 12.5 (39.9) 5,035.4 12.5 (39.9)
Total derivative assets/ (liabilities)
held for hedging 33,165.9 135.1 (190.8) 33,165.9 135.1 (190.8)
Total derivative assets/(liabilities) 89,706.5 583.9 (584.8) 93,007.4 499.4 (631.4)
Accrued interest - 386.4 {206.4) - 404.8 (236.4)
Total 89,706.5 970.3 {791.2) 93,007.4 904.2 (867.8)
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Company

Group ' Restated
2006 2006
Contract or Fairvalues Fair values
underlying Contract or
principal amount undertying
Restated Assets Liabilitles  principal amount Assets Lizbilities
£m £m £m £m £m £€m
Derivatives not hedge accounted:
Foreign exchange denivatives:
Currency forwards 2,746.4 - (38.4) 2,794.4 - {38.4)
Cross currency swaps 7,268.5 25.9 (369.7) 5,369.5 25.9 (342.0)
Total 10,014.9 25.9 {408.1) 8,163.9 25.9 (380.4)
Interest rate derivatives: '
Interest rate swaps 41,215.5 76.7 (73.8) 56,559.8 156.7 (198.6)
Forward rate agreements 200.0 0.1 - 200.0 0.1 -
Caps; collars and floors 150.0 - (1.1} 150.0 - {1.1)
Futures 345.5 - - 345.5 - -
Total 41,911.0 76.8 (74.9) 57,255.3 156.8 (199.7)
Total derivative assets/ (liabilities)
not hedge accounted 51,925.9 102.7 (483.0) 65,419.2 182.7 (580.1}
Derivatives held for hedging
Derivatives designated as fair value
hedges:
Cross 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)
Derivatives designated as cush 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 1.1 (26.1) 5,874.4 15.1 (25.9)
Total derivative
assets/ (liabitities) held for hedging 31,243.0 238.4 {(87.2) 22,289.7 168.0 (32.8)
Total derivative assets/ (liabilities) 83,168.9 341.1 (570.2) 88,708.9 350.7 (612.9)
Accrued interest - 350.7 (105.2) - 366.4 {110.3)
Total 83,168.9 691.8 (675.4) 88,708.9 717.1 (723.2)
The contract or underlying principal amount has been restated to include cross currency swaps for Fosse Master Issuer plc.
18 Loans and advances to customers
Group Company
Restated
2007 2005 2007 2006
£m £m £m £n
Retail Banking:
Secured loans:
Residential mortgages 42,776.2 38,001.4 42,776.2 37,964.8
Other secured loans 73.7 32.2 10.6 14.0
Unsecured loans and overdrafts 3,843.0 3,631.8 150.1 76.7
Commercial Banking:
Commercial Bank 6,221.1 4,255.4 3,471.8 2,613.9
Treasury 232.6 429.9 232.6 200.4
Amounts due from subsidiary undertakings - - 8,983.8 7,467.8
Total 53,146.6 46,350.7 £5,625.1 48,337.6

Advances of £18,464.1m (2006; £3,391.5m) have been subject to securitisation (Note 19).
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19 Securitisation
Loans and advances to customers include securitised residential mortgages.

Alliance & Leicester plc has established a number of securitisation structures to raise funding for the Group. Special Purpase Vehicles ('SPVs')
have purchased beneficial interests in portfolios of residential mortgages that are funded by floating rate mortgage backed debt securities
{‘Notes’). The assets and liabitities of the SPVs have been consolidated on a line by line basis, as Alliance & Leicester ple controls the SPYs.

The Company provides subordinated loans of £374.6m (2006: £54.9m) to its securitisation structures, The Notes are serviceable firstly from
cash flows generated by the mortgage assets and thereafter from the proceeds of the subordinated loans. The Company receives the excess
spread on the transactions as deferred consideration, after the SPVs have met their liabilities. The Group’s maximum exposure (including
subordinated loans}) to the credit risk of securitised mortgages is £14,041.9m (2006: £957.2m). This credit risk exposure relates to the
subardinated loans, Notes purchased and retained by the Group and the risks retained upon the transfer of Notes to investors outside

the Group.

Fosse Securities No.1 plc

In 2000, the Company securitised £250.0m of residential mortgage assets to Fosse Securities No. 1 plc. Fosse Securities No. 1 plcissued
Notes to finance the purchase of a portfolio of loans. In 2007 the remaining £28.8m of Notes in issue were redeemed at par and the
associated mortgage assets were repurchased by the Company.

Fosse Master Trust

Altiance & Leicester plc established the Fosse Master Trust securitisation structure in 2006. Notes are issued by Fosse Master Issuer plc and
the proceeds loaned to Fosse Funding (No. 1) Limited, which in turn uses the funds to purchase beneficial interests in mortgages held by
Fosse Trustee Limited. Alliance & Leicester ple and its subsidiaries are not obliged to support any losses that may be suffered by the Note
holders and do not intend to offer such support. The Note halders only receive payments of interest and principal to the extent that Fosse
Master Issuer ple has received sufficient funds from the transferred loans and after certain expenses have been met. The Company raised
£2,505.4min 2006 and a further £2,502.3m in 2007 from securitisations involving the Fosse Master Trust.

Bracken Securities plc

In October 2007 the Company securitised £10,367.0m of residential mortgage assets to Bracken Securities plc, Notes of £10,367.0m were
issued by Bracken Securities plc to Alliance & Leicester ple, either for the purpose of creating collateral to be used for funding (see Note 34}
or for subsequent transfer of notes to investors outside the Group. ’

The balances of assets subject to securitisation and Notes in issue at 31 December are as follows:

2007 2006 -
£m £m
Gross assets Betemnal Hotes Gross assers External Hotes
Securitisation comparny Date of secur{tisation securitised infssue’ securitised inissue’
Fosse Securities No 1 plc 1 November 2000 - - 36.6 40,2
Fosse Master Issuer plc 28 November 2006 2,145.8 2,292.1 2,451.1 2,489.3
Fosse Master Issuer ple ~ TAugust 2007 2,357.4 2,568.2 - -
Alliance & Leicester plc's retained interests 3,991.2 nfa 903.8 n/a
Total Fosse Master Issuer plc 8,494.4 4,860.3 3,354.9 2,489.3
Bracken Securities ple 11 October 2007 9,969.7 - - -
Alliance & Lefcester ple's retained interests 9,969.7 n/a - -
Total Bracken Securities plc 9,969.7 - - -
Total 18,464.1 4,860.3 3,391.5 2,529.5
Notes:

1. Extemal notes in issue include accrued interest of £61.7m (2006: £12.5m) and currency movements of £110.4m (2006: £27.6m} but exclude prindpal cash balances
collected but not yet repayable on the notes of £199.2m {2006: £65.7m).
2. Excludes notes scld by Bracken Securities plc where the Company is contractually required or expected to repurchase priar to maturity.

Subseguent to the year end, Alliance & Leicester pic established the Langton Master Trust securitisation structure on 25 January 2008.
See Note 44 for detailed information.
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20 Net investment in finance leases and hire purchase contracts
The Group's leasing subsidiary, Alliance & Leicester Commercial Finance plc and its subsidiaries, enters into finance lease and hire purchase
amangements with customers in a wide range of sectors, including transport, retail and utilities.

2007 2008
Group £m £m
Gross investment in finance leases and hire purchase contracts, receivable:
Within 1 year 344.3 345.4
Between 1-5 years 739.5 649.0
In more than 5 years : 1,677.3 1,883.3
2,761.1 2.877.7
Unearned future finance income on finance leases and hire purchase contracts (851.9) {950.8)
Net investment in finance leases and hire purchase contracts 1,909.2 1,926.9
Group 20&? zﬁ
The net investment in finance teases and hire purchase contracts is analysed as follows:
Within 1 year 282.8 281.9
Between 1-5 years 583.4 517.4
In more than 5 years 1,043.0 1,127.6
Total . 1,909.2 1,926.9

Included in the carrying value of Net investment in finance leases and hire purchase contracts is £59.7m (2006: £53.4m) residual value
at the end of the current lease terms, which will be recovered through re-letting or sale.

Unguaranteed residual value accruing to the benefit of the lessor was £22.0m as at 31 December 2007(2006: £23.2m).

21 Investment securities

During the year, the Company and the Group sold £73.5m (2006: £nil) of held-to-maturity assets. This was due to significant credit
deterioration, and as a result the sales do not taint the held-to-maturity bucket. The movement in investment securities may be summarised
as follows:

At fair
Available- Held-to- Loans and value through
for-sale rity receivabl profit or loss Total
Group £m £m £m £m £m
At 1 January 2007 10,482.8 364.7 150.3 1,373.3 12,371.1
Exchange differences on monetary assets 541.7 ) {8.2) 0.4 6.3 540.2
Additions 3,954.4 43.8 209.6 31 4,210.9
Disposals {sale and redemption) (1,991.5) (73.6) (150.3) (483.7)  (2,699.1)
Losses from changes in fair value (199.2) - - (9.0) (208.2)
Provisions for impairment (10.6) (111.1) - - (121.7)
Movement in accruals 20.3 (3.2) 0.4 1.1 18.6
Amortisation of discounts and premiums (25.2) 0.5 - 0.1 {24.6)
At 31 December 2007 12,772.7 2129 210.4 891.2 14,087.2
At falr
Available- Held-to- Loans and value through
for-sals maturity receivables profit or loss Total
Group £m £m £m £m £m
At 1 January 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)
Additicns 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) - - 1.2 (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 12,3711
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21 Investment securities continued

Atfair

Available- Held-to- Loans and value through
for-sale maturity recetvables profit or loss Total
Company £m £m £m £m £m
At 1 January 2007 10,471.0 364.7 - 518.4 11,354.1
Exchange differences on monetary assets 541.7 (8.2) 0.4 6.3 540.2
Additions 3,953.8 43.8 131 31 4,013.8
Disposals {sale and redemption) {1,991.0) (73.6) - {483.3) (2,547.9)
Losses from changes in fair value {199.2) - - (7.5) (206.7)
Provisions for impairment (10.6) (111.1) - - (121.7)
Movement in accruals 20.3 (3.2 - (1.4) 15.7
Amortisation of discounts and premiums (25.2) 0.5 - 0.1 {24.6)
At 31 December 2607 12,760.8 212.9 13.5 35.7 13,022.9
At fair
Company Available- Held-to- Loans and value through
for-sale maturity recetvables profit or loss Total
Restated £m £m £m £m £m
At 1January 2006 9,808.2 342.5 - 331.0 10,481.7
Exchange differences on monetary assets (422.9) (44.6) - {26.1) {493.6)
Additions 5,113.7 65.6 - 282.9 5,462.2
Disposals (sale and redemption} (4.039.7) - - {71.5) (4,111.2)
(Losses}/gains from changes in fair value (2.6) - - 1.2 (1.4)
Movement in accruals 13.9 1.1 - 0.7 15.7
Amortisation of discounts and premiums 0.4 0.1 - 0.2 0.7
At 31 December 2006 10,471.0 364.7 - 518.4 11,354.1

22 Financial assets and liabilities at fair value through profit or loss
Financial assets and liabilities are designated upen initial recognition as at fair value through profit or loss as this resutts in more relevant
information because it significantly reduces a measurement inconsistency that would otherwise arise from measuring assets or liabilities on
different bases or recagnising the gains and losses on them on different bases, The ‘fair value option’is used by the Group where Treasury
assets or liabilities would otherwise be measured at amortised cost, the asseciated derivatives used to economically hedge the risk are held
atfairvalue, and it is not practical to apply hedge accounting. The Group has also designated certain finandial 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 adoption
of IAS 39, were designated at fair value through profit or loss, and the net gains or losses on these instruments.

Group Company
2007 2006 2007 2006
£m £m £m £m
Financial assets designated as at fair value through profit or loss .
Carrying value at 31 December 891.2 1,373.3 35.7 518.4
Net (losses)/ gains in the year (9.0) 0.5 (7.5) 0.4
Cumulative losses (11.7) (2.7) {11.7) (4.2)
Financial liabilities designated as at fair value through profit or loss
Carrying value at 31 December (4,027.3) (8,900.3) (4,027.3) (8,900.3}
Net (losses)/gains in the year (9.7) 4.8 (9.7) 4.8
Cumulative {losses)/gains (3.2) 6.5 (3.2) 6.5
Change in fair value in the year not attributable to changes in market
risk! (0.4) {0.2) {0.4) (0.2)
Difference between carrying value and contractuat liability at maturity
date - 4.0 (5.7) 4.0 (5.7)

Note:

1. Thisis calculated by comparing (i) the net present value of the cash flows at the start of the vear using the benchmark interest rate at the end of the year, adjusted for
cash flows during 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.

23 shares in Group undertakings
Cost and net book value

Restated Cnmpainns:
At 1January 2007 1,090.7
Additions 0.1
At 31 December 2007 1,090.8
Credit institutions -
Cther 1,090.8
Total 1,090.8
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The principal aperating subsidiary undertakings of Alliance & Leicester plcat 31 December 2007 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 Personal Finance Limited Unsecured lending
Indirectly held subsidiaries

Alliance & Leicester International Limited Offshore depasit taking
Alliance & Leicester Commercial Finance plc Asset leasing

Al subsidiary undertakings are limited by ordinary shares and are unlisted. The Company holds 100% interest in the ordinary share capital
and the voting rights of all its subsidiary undertakings, except for Crossbill Investments Limited (Note 37), Lanebridge Securities Limited and
Mitre Capital Partners Limited. '

Alliance & Leicester plc acquired a 51% interest in the share capital of Lanebridge Securities Limited on 23 April 2007. Mitre Capital Partners
Limited is a wholly owned subsidiary of Lanebridge Securities Limited.

As at the 1 January 2007 the trade assets and liabilities of Alliance & Leicester Commercial Bank plc were vested in Alliance & Leicester plc.

The results of subsidiary undertakings have been included in the consolidated accounts. The ability of Alliance & Leicester International
Limited to pay dividends to the Company is restricted by regulatory capital requirements.

A complete list of subsidiary undertakings has not been given as this would result in a statement of excessive length. A full listis available
from the Company’s Registered Office.

24 Investment in joint ventures

The Group have the following significant interests in joint ventures:

Issued share  Group's

Hame of ompany Country of incorporation Principal activity capital  interest
Charta Leasing No. 1 Limited {formerly A&L CF September (6) Limited) Great Britain Asset leasing £2  50%
Charta Leasing No. 2 Limited (formerly A&L CF December (3) Limited) Great Britain Asset leasing £2  50%
Aggregate financial information on joint ventures: o ‘

2007 2006
Group - £m £m
Current assets " 36.0 -
Non current assets 471 -
Current liabilities (7.2) -
Non current Liabilities (76.4) -
Income ' ‘ (1.4) -
Expenses 1.9 -

In relation to joint ventures and associates, the Group had no contingent Liabilities or commitments, incurred jointly or otherwise.

The Group's unrecognised share of losses was £0.5m {2006: £nil). For entities making losses, subsequent profits earned are not recognised
until previously unrecognised losses are extinguished. The Group's unrecognised share of losses ona cumulative basis is £0.5m (2006: £nil).

25 Intangible fixed assets
Intangible assets under development for the Group and Company relate to ALNOVA, a replacement for 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 2007 (2006: £nil).

Software Intangible
development assets under
Goodwill cost development Total
Group £m £m £m £m
Cost
At 1January 2007 4,8 38.5 19.6 62.9
Additions 6.3 15.6 50.8 72.7
Disposals - - - -
At 31 December 2007 11.1 54.1 70.4 135.6
Amortisation
At 1 January 2007 1.8 6.4 - 8.2
Charge for the year - 11.3 - 11.3
Disposals - - - -
At 31 December 2007 1.8 17.7 - 19.5
Net book value
At 31 December 2007 9.3 36.4 70.4 116.1
At 31 December 2006 3.0 321 19.6 54.7
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25 Intangible fixed assets continued

Software Intangibte
development assets under
Goodwill cost development Total
Group £m £m £m £m
Cost
At 1January 2006 4.8 17.7 - 225
Additions - 21.5 19.6 41.1
Disposals - (0.7} - (0.7)
At 31 December 2006 4.8 38.5 15.6 62.9
Amortisation
At 1January 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 32.1 19.6 54,7
At 31 December 2005 3.0 15.6 - 18.6
Software Intangtble
development assets under
cost development Total
Company £m £m £m
Cost
At 1 January 2007 38.3 19.6 57.9
Additions 15.6 50.8 66.4
Disposals - - -
At 31 December 2007 53.9 70.4 124.3
Amortisation
At 1 January 2007 6.2 - 6.2
Charge for the year 11.3 - 11.3
Disposals - - -
At 31 December 2007 17.5 - 17.5
Net book value
At 31 December 2007 36.4 70.4 106.8
At 31 December 2006 32.1 19.6 51.7
Software Intangible
Company T derelopmen Yol
Restated £m £m £m
Cost
At1January 2006 17.5 - 17.5
Additions 215 19.6 411
Disposals {0.7) - (0.7)
At 31 December 2006 38.3 19.6 57.9
Amortisation
At 1 January 2006 1.9 - 1.9
Charge for the year 5.0 - 5.0
Disposals {0.7) - (0.7}
At 31 December 2006 6.2 - 6.2
Net book value
At 31 December 2006 321 19.6 51.7
At 31 December 2005 15.6 - 15.6
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26 Property, plant and equipment
Assets in the course of construction for Group and Company relate to ALROVA, a replacement for our commercial and personal 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 buildings prired pired velricles construction Total
Group £m £m £m £m £m £m
Cost
At 1 January 2007 289.4 11.2 53.3 419.8 6.0 779.7
Additions 8.2 0.1 3.2 321 - 43.6
Disposals (5.1) (0.1) (0.5) (17.8) - (23.5)
At 31 December 2007 292.5 11.2 56.0 434.1 6.0 799.8
Depreciation and amortisation
At 1 January 2007 124.5 5.2 40.0 355.0 - 524.7
Charge for the year 6.0 0.1 3.3 26.3 - 35.7
Disposals (3.2) {0.1) (0.5) (17.5) - (21.3)
Impairment 8.4 - - 0.9 - 9.3
At 31 December 2007 135.7 5.2 42.8 364.7 - 548.4
Net book value
At 31 December 2007 156.8 6.0 13.2 69.4 6.0 251.4
At 31 December 2006 164.9 6.0 13.3 64.8 6.0 255.0

The cost of freehold land and buildings held under finance leases was £91.7m (2006: £91.8m). The related cumulative depreciation
of £33.7m (2006: £32.2m) includes £1.5m charged during the year (2006: £1.6m).

The cost of leaseholds over 50 years unexpired held under finance leases was £1.7m (2006: £1.7m). The related cumulative depreciation
of £0.9m (2006: £0.9m) includes £nil charged during the year (2006: £nil). -

During the year, the Group incurred an asset write-down of £9.3m in connection with the redevelopment of its Bootle administration centre.

Leasehold buildings

Equipment, Assets in the
Freehold land 50 or more years Under 50 years fixtures and course of
and buildings pired xpired vehicles construction Tatal
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
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26 Property, plant and equipment continued

Lezsehold buildings
Equipment, Assets in the
Freeholdland 50 or maore years Under 50 years fixtures and course of
and budlding pired unexgired vehicles construction Total
Company £m £m £m fm £m £m
Cost
At 1January 2007 179.1 11.9 53.5 405.4 6.0 655.9
Additions 6.2 1.7 3.2 31.1 - 42.2
Disposals (2.2) {0.1) (0.7) (17.8) - {20.8)
At 31 December 2007 1831 13.5 56.0 418.7 6.0 677.3
Depreciation and amortisation
At 1 January 2007 92.4 4.4 40.0 341.7 - - 4785
Charge for the year 4.6 0.8 3.3 25.8 - 34.5
Disposals {1.2) (0.1) (0.5) (17.5) - (19.3)
Impairment 8.4 - - 0.9 - 9.3
At 31 December 2007 104.2 5.1 42.8 350.9 - 503.0
Net book value
At 31 December 2007 78.9 8.4 13.2 67.8 6.0 174.3
At 31 December 2006 86.7 7.5 135 63.7 6.0 177.4

The cost of equipment, fixtures and vehicles held under finance leases was £25.7m (2006: £25.7m). The related cumulative depreciation
of £25.1m (2006: £22.1m) includes £3.0m charged during the year (2006: £6.1m).

During the year, the Company incurred an asset write-down of £9.3m in connection with the redevelopment of its Bootle
administration centre,

Leasehold buildings
Equipment, Assets in the
Compa ny Freehold land 50 or more years Under 50 years flxtures and course of
and buildings unexpired unexpired vehicles construction Total

Restated £m £m £m £m £m £m

Cost .

At 1 January 2006 175.1 10.5 50.2 412.8 - 648.6
Additions 7.4 2.1 4.2 16.0 6.0 35.7
Disposals (3.4) {0.7) (0.9) (23.4) - {28.4)

At 31 December 2006 179.1 11.9 53.5 405.4 6.0 655.9

Depreciation and amortisation

At 1 January 2006 80.6 4.6 38.0 3333 - 466.5
Charge for the year 3.6 0.4 2.7 27.7 - 34.4
Disposals (1.8) {0.6) (0.7) (19.3) - (22.4)

At 31 December 2006 92.4 4.4 40.0 341.7 - 478.5

Net book value

At 31 December 2006 . B6.7 1.5 13,5 63.7 6.0 177.4

At 31 December 2005 84.5 5.9 12.2 79.5 - 182.1

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

Restated

2007 2006 2007 2006

£m £m £m £m

Within 1 year 0.3 0.3 0.2 0.2
Between 1-5 years 3.8 5.2 2.9 4.0
In more than 5 years 4.9 5.8 4.3 5.2
Total 9.0 11.3 1.4 9.4
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27 Operating lease assets

The Group’s leasing subsidiary, Alliance & Leicester Commercial Finance ple, and its subsidiaries enter into operating lease arrangements

with customers in a wide range of sectors, including transport, retail and utilities.

Group

Total

fm
Cost
At 1 January 2007 492.2
Additions 83.9
Disposals (221.0)
At 31 December 2007 355.1
Depreciation
At 1 January 2007 191.7
Charge for the year 73.5
Disposals (194.2)
At 31 December 2007 71.0
Net book value
At 31 December 2007 284.1
At 31 December 2006 300.5
Group Tog::
Cost
At 1 January 2006 558.9
Additions 79.7
Disposals {146.4)
At 31 December 2006 492.2
Depreciation
At 1 January 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
At the balance sheet date, the Group had contracted with lessees for the following future minimum lease payments:
Group
2007 2006
£m £m
Within 1 year 61.0 66.7
Between 1-5 years 110.5 121.6
In more than 5 years 20.7 23.2
Total 192.2 2115
28 Other assets
Group {ompany
Restated
2007 2006 2007 2006
£m £m £m £m
Amounts due from subsidiary undertakings - - - 82.0 30.5
Trade debtors 97.0 97.1 97.0 97.1
Other 117.9 123.4 113.7 120.2
Total 214.9 220.5 292.7 247.8
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29 Due to other banks

Group Comparty

Restated

2007 2006 2007 2006

£m £m £m m

Amounts due to subsidiary undertakings - - 2,587.3 2,852.3

Items in course of collection 258.5 240.1 237.0 235.1

Deposits from other banks 19,128.4 8,389.5 19,123.9 8,387.8

Total 19,386.9 8,629.6 21,948.2 11,475.2
30 Other liabilities

Group Company

Restated

2007 2006 2007 2006

£m £m £m £

Trade creditors 28.5 13.0 10.9 9.4

Other taxation 96.1 84.9 95.7 85.7

Finance leases 44,5 39.4 31 5.9

Unclaimed share entitlements 59.2 79.6 59.2 79.6

Other 270.1 200.2 4,655.3 2,646.0

Total 498.4 417.1 4,824.2 2,826.6

Amounts include:
Due to subsidiary undertakings® - - 4,542.1 2,539.4

Note:

1. Thisincludes £4,510.5m {2006: £2,500.1m) owed to a Group undertaking, Fosse Funding (No, 1) Limited.

Unclaimed share entitlements comprise the share sale proceeds arising from the sale 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. In 2007, this resulted in over 11,000 individuals {2006: 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 point of sate may be claimed for a period of 12

years from the applicable payment date.

The Group's finance lease obligations mainly relate to a lease and leaseback of Group property.

The maturity of net obligations under finance leases are as follows:

Growp Compary

2007 2006 2007 2006

£m £m £m £m

Within 1 year 4.2 3.2 2.1 31

Between 1-5 years 21.3 13.9 1.0 2.8

In more than 5 years 19.0 22.3 - -

Total 44,5 39.4 31 5.9
Future minimum lease payments are:

Group Company

2007 2006 2007 2006

£m £m £m fm

Within 1 year 51 5.1 2.2 33

Between 1-5 years 19.3 19.9 1.0 2.9

In more than 5 years 21.9 26.4 - -

Total 46.3 51.4 3.2 6.2

Atthe batance sheet date, the Group and the Company had contracted with lessees for the following future minimum tease payments

on sub-leases:

Group Company
2007 2006 2007 2006
£m £m £m £m

Leases which expire:
Within 1 year 0.9 1.0 - -
Between 1-5 years 2.5 3.4 0.1 0.1
In more than 5 years 0.6 0.8 - -
Total 4.0 0.1 0.1

5.2

During 2007, £2.9m was incurred as a finance lease interest charge (2006: £3.0m).

The difference between the future minimum lease payments and the net obligations under finance leases are due to finance charges not

yetincurred.
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31 Deferred taxation :
Deferred taxes are calculated on ail temporary differences under the liability method using an effective tax rate of 28% (2006: 30%).

The movement on the deferred tax account is as follows:

Group Company
Restated
2007 2006 2007 2006
£m £m £m £
At 1 January 141.9 259.8 (11.4) (33.4)
Income statement {credit)/charge (13.4) 69.2 {0.9) 26.5
Credit/(charge) to equity 22,2 (6.0) 20.4 {4.5)
Deferred tax on acquisitions and disposals (155.6) (181.1) - -
At 31 December {4.9) 141.9 8.1 (11.4)
Deferred tax (assets)/liabilities:
Accelerated tax depreciation 20.2 175.6 2.0 9.8
Pensions and other post retirement benefits (2.8) (28.5) (2.8) (23.6)
Provisions for loan impairment and other provisions (14.1) (19.2) 0.8 (10.6)
Other temporary differences (8.2) 14.0 8.1 13.0
Deferred tax (assets)/liabilities (4.9) 141.9 8.1 (11.4)
The deferred tax charge in the Income Statement comprises the following temporary differences:
Accelerated tax depreciation 3.6 48.1 (0.4) (0.9
Pensions and other post retirement benefits 8.6 16.1 8.6 16.1
Provisions for loan impairment and other provisions 2.9 (0.1) 1.2 1.7
Gther temporary differences {17.3) 1.5 (3.3) (3.8)
(2.2) 65.6 6.1 131
Adjustment to deferred tax in relation to prior years {11.2) 3.6 (7.0) 13.4
Deferred tax {credit)}/charge {13.4) 69.2 (0.9) 26.5

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 £141.4m at 31 December
2007 (2006: £127.2m).

32 Other borrowed funds

Group Company
2007 2006 2007 2006
£m £m £m £m
Dated loan capital 688.2 670.6 688.2 670.6
Total subordinated liabilities 688.2 670.6 688.2 670.6
Accrued interest 17.2 16.8 17.2 16.8
Fair value hedging adjustments 9.0 12.7 9.0 12.7
Less: unamortised issue costs (3.2) (3.4) (3.2) (3.4)
Total 711.2 696.7 711.2 696.7
Maturing by 2008 75.0 75.0 75.0 75.0
Maturing by 2013 55.0 50.5 55.0 50.5
Maturing by 2015 74.9 76.6 74.9 76.6
Maturing by 2017 ’ 110.0 101.1 110.0 101.1
Maturing by 2017 73.3 67.4 73.3 67.4
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 688.2 670.6 688.2 670.6

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 Dollars. The Subordinated Notes due 2013 and 2017 are deneminated in Euros.
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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. )

Group & Company

Terms £m

Subordinated Notes due 2008 Fixed interest rate 0f 9.75% : 75.0
Subordinated Notes due 2015 Floating rate 74.9
Subordinated Notes due 2017 Floating rate 110.0
Subordinated Notes due 2017 Floating rate 73.3
Subordinated Notes due 2023 Fixed interest rate of 5.25% 150.0
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 redemption yield on the Notes is equal to the gross
redemption 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 £110.0m 2017 Notes can be redeemed, at the option of the Group,
at the outstanding principal amount plus accrued interest, rot before August 2012. The £73.3m 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 all liabilities during the period,

33 Retirement benefit obligations
Amounts recogmised in the balance sheet:

Group & Company
2007 2006
£m £m
Assets
Funded defined benefit pension scheme 52.8 -
Liabilities
Funded defined benefit pension scheme - (16.8)
Unfunded defined benefit pension scheme (10.8) (9.5)
Post-retirement medical benefits (17.5) {21.5)
Total lizbilities (28.3) (47.8)
Total net retirement benefits asset/ (liability) 24.5 (47.8)

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 a registered 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 Fnance Act 1989 eamings cap.

The Group has adopted the revised IAS 19, published in December 2004. Actuarial gains and {osses are recognised immediately in full,
through the Statement of Recognised Income and Expense.

Scheme assets are stated at their market value at 31 December 2007. 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 2007,

Alliance & Leicestar plcis 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. Therefore, in accordance with IAS 19, the Company recognises the whole defined
benefit liability of the Scheme,

The amounts recognised in the balance sheet are determined as follows:

Group
2007 2006
£m £m
Present value of funded obligations (1,323.8) (1,327.3)
Fair value of Scheme assets 1,376.6 1,310.5
52.8 {16.8)
Present value of unfunded abligations {10.8) (9.5)
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The surplus of £52.8m in the funded Scheme reflects current market canditions and could be eliminated in the event of decreases in asset

values or changes to liability assumptions.

The amounts recognised in the Income Statement are as follows:

Group
2007 2006
£m £m
Current service cost' 20.4 22.2
Interest cost’ 69.5 64.4
Expected return on Scheme assets’ (80.5) (72.2)
Past service cost’ (0.4) 1.0
Total cost — defined benefit Scheme 8.9 15.4
Defined contribution Scheme - contributions by employer (including SMART) ! 9.5 8.5
Total cost 18.4 23.9
Notes:
1. Included within ‘Administrative expenses’ in the Income Statement.
2. Included within ‘Other cperating income” in the Income Statement.
Changes in the present value of the defined benefit obligations are as follows:
Group
2007 2006
£m £m
At 1 January 1,336.8 1,314.3
Current service cost 20.4 22.2
Interest cost 69.5 64.4
Employee contributions 1.7 2.9
Past service cost (0.4) 1.0
Actuarial gain (57.1) (33.6)
Benefits paid (36.3) (34.4)
At 31 December 1,334.6 1,336.8

The expected return on assets is determined by the scheme actuaries, based on historical average returns and current market trends.

Changes in the fair value of Scheme assets are as follows:

Group
2007 2006
£m fm
At 1 January 1,310.5 1,230.4
Expected return 80.6 72.2
Actuarial (loss)/gain (2.8} 13.2
Contributions by employer {including SMART) 22.7 26.0
Employee contributions 1.7 29
Benefits paid (36.1) (34.2)
At 31 December 1,376.6 1,310.5
Actual return on Scheme assets 17.8 85.4
The Group expects to contribute 19.4% of pensionable salary to its defined benefit Scheme in 2008 (excluding SMART).
The principal actuarial assumptions used were as foilows:
2007 2006
Valuation method Projected unit Projected unit
Inflation assumption 3.30% 3.00%
Salaries rate of increase (p.a.) 3.80% 3.50%
Pensions rate of increase {p.a.) 3.30% 3.00%
Discount rate used to determine net pension cost 5,20% 4.90%
Discount rate used to determine benefit obtigations at 31 December: pensioners 5.90% 5.20%"
Discount rate used to determine benefit obligations at 31 December: non-pensioners 5.60% 5.20%"
Expected return on Scheme equities 71.75% 7.50%
Expected return on Scheme bonds 4,95% 4,50%
Expected return on Scheme properties 6.20% n/a

Note:

1. In 2006 a single combined discount rate of 5.20% was used for pensioners and nan-pensioners.

The discount rates used to calculate the present value of Scheme liabilities are 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 rates used would decrease the’
present value of Scheme liabilities by £27.4m and a 0.1% decrease in the rate used would increase the present value of Scheme

liabilities by £28.0m.
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33 Retirement benefit obligations continued
A 0.1% decrease in the rate of inflation would reduce the Scheme liabilities by £23.3m and a 0.1% increase in the rate of inflation would
increase the Scheme liabilities by £23.8m,

The expected return on Scheme equities for 2008 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 2008 has been set based on yields available on market
indices at 31 December 2007 for bonds with similar maturities. The expected return for Scheme properties has been set half way between
equities and corporate bonds.,

Members’ life expectancies in the 2006 actuarial valuation assume that (a) 50% of the PA92 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 PA32 Year of Birth, apply.

The life expectancy for a non-retired member aged 60, on the valuation date is:

Group

2007 2006

Years . Years

Male 85.5 85.5

Female 89 89

The major categories of Scheme assets are as follows:

Group

2007 2006

£m £m

Equities 652.1 676.6

Bonds 667.7 629.2

Properties 36.5 -
Hedging derivatives 11.0 (1.9)

Net current assets 9.3 6.6

Total 1,376.6 1,310.5

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 20% of the Scheme's liabilities,

Amounts for the current and prior years for the defined benefit Scheme are as follows:

Group
2007 2006 2005
£m £m £m
Defined benefit obligations (1.334.6) (1,336.8) (1.314.3)
Scheme assets 1,376.6 1,310.5 1,230.4
Surplus/(deficit) 52.0 {26.3) {83.9)
Actuarial gains/(losses) on Scheme lLiabilities 57.1 33.6 (129.7)
Experience (losses)/gains on Scheme assets {2.8) 13.2 107.9

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 2007, using the projected unit method. The principal actuarial assurmptions used in the
valuation were a discount rate of 5.9% and medical benefit cost inflation of 6.5% for 1 year, reducing to 4.5% over 4 years and remaining
at 4.5% thereafter,

Changes in the post-retirement medical benefits provision are as follows:

Group

2007 2006

£m £m

At 1January 21.5 23.0

Charge to profit or loss in the year ’ 1.4 1.4
Actuarial gain (2.1) (2.9)

Other movements (3.3) -

At 31 December 17.5 21.5

A one percentage point movement in medical cost trend rates would have the following effects:

2007 2006

£m £m

Effect on liability of 1% increase in cost trend 1.1 3.5
Effect on liability of 1% decreasein cost trend {1.0) (2.8)

Effect on service and interest cost of 1% increase in cost trend 0.2 0.1
Effect on service and interest cost of 1% decrease in cost trend (0.2) (0.3)
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34 Contingent liabilities and commitments

Collateral

Assets pledged as collateral security

£17,683.0m (2006: £1,633.9m), including amounts disclosed in Note 19 relating to credit risk exposure, of assets are pledged as collateral
under repurchase agreements and loans with other banks and for security deposits relating to local futures, options stock exchange
memberships and funding. The underlying assets relating to the pledge are on average 109% of the value of the repurchase or funding with
the maximum value of 117%.

As per normal regutatory requirements, mandatory reserve deposits (Note 14) of £1,618.5m (2006: £1,524.0m) are also held with the Bank .
of England. These deposits are not available to finance the Group’s day to day operations.

Assets accepted as collateral
The fair value of financial assets accepted as collateral that the Group and Company are permitted to sell or repledge in the absence of default
is £2,049.0m (2006: £425.2m). As at 31 December 2007 £1,935.5m of these financial assets were sold or repledged {2006: Enil).

Litigation

0On 27 July 2007 it was announced that the Office of Fair Trading had agreed with seven UK Banks and one Building Society to start
proceedings in the High Court of England and Wales in a test case to determine the legal status and enforceability of certain charges relating
to unauthorised overdrafts, Alliance & Leicesteris not part of the proceedings but witl be bound by the outcome.

During the test case proceedings the Financial Ombudsman Service has agreed to suspend reviews of all personal customer current account
fee complaints, and the majority of county courts have agreed to stay pending any potential future litigation in relation to such matters.

In addition, the Financial Services Authority has granted banks a waiver from processing complaints received from customers in respect

of current account overdraft charges. -

Until the outcome of the test case is finally determined it is not possible to conclude whether the charges are fair and enforceabte or
otherwise. On this basis, no provision for any claims that may arise has been made in these accounts. Whilst the legal proceedings continue,
and given the numerous uncertainties regarding the case, there are a range of possible outcomes that could be finally determined. These
would cover the period over which reimbursement would be required and the level of reimbursement. Therefore, it is not practicable, at this
stage, to reliably estimate the financial impact an the Group if the court rules against the Banks and Building Society.

Capital commitments

Group Company
Restated
2007 2006 2007 2006
£m £m £m £m
Future capital expenditure:
Contracted for but not provided in the accounts 1.7 14.5 1,7 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
Restated
2007 2006 2007 2006
£m £m £m fm

Contingent liabilities:
Guarantees, liquidity facilities and irrevocable letters of credit 402.0 418.1 398.2 416.0

Commitments:

Irrevocable undrawn loan fadilities 1,699.2 1,066.2 965.2 770.5

Contingent liabilities and commitments are shown on a basis consistent with the regulatory reporting of these items.

Included within Loans and advances to customers (Note 18) is £26.8m (2006: £3m) in respect of bankruptcy remote Special Purpose
Vehicles {SPVs) in relation to the Conduit. The SPVs, owned by charitable trusts, are funded by Asset Backed Commercial Paper and
invest in “AAA’ rated assets. Since the purchase, a number of assets have been downgraded from AAA. The Group provides liquidity
facilities to the SPVs, amounting to £698m at 31 December 2007 (2006: £892m). The liquidity facility can be drawn in the event of
asset downgrades in the SPV, but cannot be drawn to fund asset defaults. The recoverability of the liquidity facility is considered with
respect to the asset quality of the SPV assets, and to date no impairment is considered necessary. The SPVs are not consolidated into
the Group accounts on the basis that the SPVs are not'controlted by the Group and the benefits the Group receives from the 5PVs are
restricted to interest and fees relating directly to the loans and liquidity facilities provided.

Alliance & Leicester International Limited, a subsidiary licensed under the Iste 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 building operating leases, are as fotlows:

Group Company
2007 2006 2007 2006
£m fm £m £m

Leases which expire: .
Within 1 year 0.4 0.3 7.0 6.9
Between 1-5 years 9.7 8.1 36.6 34.2
In more than 5 years . 69.6 78.3 . 102.6 117.9
Total 79.7 86.7 146.2 159.0
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34 Contingent liabilities and commitments continued
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

2007 2006 2007 2006

£m £m £m £m

Within 1 year 0.2 0.2 0.3 0.3
Between 1-5 years 1.8 21 2.5 3.0
In more than 5 years 3.8 4.4 g 4.5
Total 5.8 6.7 6.6 7.8

During the year, the Group incurred £12.4m operating lease rental charges (2006: £11.9m).

35 Innovative tier 1

On 22 March 2004, Alliance & Leicester plc issued £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 on 22 March 2005. At each payment date, Alliance & Leicester plc 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 or on each coupon payment date thereafter, No such redemption may be made without the consent of the
Finandial Services Authority.

Group & Comparny

2007

£m

At 1 January 2007 310.6

Appropriations 17.5
Coupon paid (17.5)_

At 31 December 2007 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 £294m. 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 only at the option of Alliance & Leicester ple 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 interests comprise 2 (2006: 2) ordinary shares of £100 each in Crossbill Investments Limited, a Group undertaking.
These entitle the holder to the distributable profits of that company, subject to the payment of dividends on preference shares. The shares do
not entitle the holders to any rights against other Group companies.

38 Share capital

2007 2006

Number " Amount Number Amount

Group & Company m £m m £m
Authorised share capital:

Ordinary shares of 50p each 776.0 388.0 776.0 388.0

Issued, allotted and fully paid 420.6 210.3 437.9 219.0

The number of ordinary shares in issue at 31 December 2007 reflects the adjustment for the cancellation of shares fotlowing the share
buyback. During the year, the Group repurchased 19,943,838 {2006: 13,790,794) shares with a nominal value of £10.0m (2006: £6.9m),
at a cost of £193.8m (2006: £151.0m). This has been charged against retained earnings.

Share capital

Group Company

2007 2006 2007 2006

£m £m £m £m

At 1January 219.0 224.4 219.0 224.4

New shares issued:

Share incentive plan (SIP} partnership shares 0.1 0.1 0.1 0.1

Alliance & Leicester Executive Share Qption Plan 0.7 0.7 0.7 0.7

Alliance & Leicester ShareSave scheme 0.4 0.4 0.4 0.4

Deferred Bonus scheme 0.1 0.3 0.1 0.3
Share buybacks (10.0) (6.9} (10.0) (6.9)

At 31 December 210.3 219.0 210.3 219.0
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Substantial share interests
In accordance with Sections 791 to 828 of the Companies Act 2006, the following shareholders disclosed a major interest in the share capital
of the Company as at 13 February 2008.

»
Alliance & Leicester ShareSafe Limited 11.87
Capital Group International, Inc 7.59
Prudential plc and subsidiaries 6.33
Fidelity International Ltd 41N
Legal & General Investment Management Limited 4.49

39 Share based payments
During the year ended 31 December 2007, the Group had seven share-based payment arrangements. These are described below, with further
details given in the Director's Remuneration Report on pages 34 to 40.

(i) ShareSave Plan

The plan is open to all employees. Participants may elect to save up to £250 per month under a three year or five year savings contract. An
option is granted by the Company to purchase shares at a price based on 80% 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 purchase shares becomes exercisable, for a period
of six months.

(i) Share Incentive Plan (‘SIP’} - free shares
Eligible employees were, until 2005, awarded, free shares each year, based on a percentage of their salary. Shares can be released from
Trust after five years free of income tax and national insurante contributions. :

(iii) Share Incentive Plan - partnership shares

SIP partnership shares are available to all employees, Participants may elect to invest up to £125 per month from pre-tax salary to purchase
shares at the prevailing market price. Shares can be released from Trust after five years free of income tax and national insurance
contributions.

(iv) Executive Share Options

Executive options are normally granted to executive, associate and divisional directors twice a year, after the final and interim resutts
announcements. The number of shares over which options are granted is based on a percentage of the participant’s salary in the range of
100% to 150%. 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 35. Options lapse ten years from the grant date.

(v) Deferred Bonus Plan

Group Senior Managers, excluding executive, associate and divisional directors, can defer either 12.5% or 25% of their annual cash bonus
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 plan until 2005, and performance conditions were attached
to the receipt of matching shares.

(vi) Performance Share Plan

Annual awards are made under the Performance Share Plan to executive, associate and divisional directors. The award is normally over shares
and accrued dividends to the value of 100% to 150% of annual salary, with a maximum award of 200%. Vesting of the award is subject toa
three year performance period and dependent upon Total Shareholder Return, EPS and, in addition from 2007, Return on Equity as detailed
on page 36, Awards lapse five years from the award date.

(vii) Restricted Share Plan
Group Senior Managers, excluding executive, associate and divisional directors, participate in the Restricted Share Plan. Annual awards of
shares are made based on a percentage of individuals’ salary with awards normally in the range (% to 15%. Awards vest after three years.
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39 Share based payments continued

Share Executive Restricted Executive  Senfor Manager
ShareSave Options Deferred’ share plan Performance Deferred”
Number of shares ber of shares ber of shares ber of shares  Number of shares  Number of shares
2007 ]
Outstanding at 1 January 3,513,908 5,172,169 93,372 126,942 649,945 233,181
Granted 1,080,293 484,051 - 206,481 477,000 96,516
Lapsed (469,530) (326,697) - (25.542) (39,175) (28.862)
Exercised {735,831)  (1,498,999) (34,651) (949) (4,101) (57,238)
Outstanding at 31 December 3,388,840 3,830,524 58,721 306,932 1,083,668 _ 243,597
Exercisable at 31 December 407,188 1,113,918 16,423 - - 10,017
Weighted average exercise price in 2007 805.9 1,118.8p 1,093.0p 1,100.0p 1,137.0p 1,128.9p
Range of exercise prices for options 364.4p-815p 510p-1093p nfa n/a nfa n/a
Weighted average remaining contractual 2.2 years 0.7 years 0.2 years 2.0 years 1.4 years 1.4 years
Weighted average fair value of options 195p 181p n/a 917p 879p 2593p°
2006
Outstanding 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 nfa 1119.7p
Range of exercise prices for options 364.4p-813p 510p-200.5p n/a n/a n/a n/a
Weighted average remaining contractual 2.2 years 0.9 years 0.7 years 2.6 years 1.8 years 0.4 years
Weighted average fair value of options 215p 140p n/a 846p 742p 2468p’
Notes:

1. Thefigures in the table relate to the number of defarred eptions only.
2. The figuresin the table relate to the tevel of bonus deferred i.e. excluding the matching element.
3. The option value includes the deferred share and the fair value of the matched element, less the cash bonus foregone.

126,924 SIP partnership shares (2006: 152,654} were issued during the year, at the prevailing market rate, at a weighted average
price of 977 .3p per share.

The estimated fair values are calculated by applying the following models:

Share Incentive Plan - Black-Scholes option pricing model;

Executive Share Options and ShareSave Plan - restricted exercise hinomial mode! 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 volatitity 19.2%-30.9% (2006: 15%-21.5%) Expected volatility 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 historical dividend yield
Risk-freeinterest  5.2%-6.3% (2006: 4.6%-5.3%)

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 £7.6m (2006: £6.9m).
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40 Other reserves and retained earnings
Group Company
2007 2006 2007 2006
£m £m £m £m
Share premium 125.1 105.6 125.1 © 105.6
Capital redemption reserve 89.9 79.9 89.9 79.9
Reserve for share-based payments 26.2 21.0 26.2 21.0
Available-for-sale reserve {142.7) 4.2 {142.7) 4.2
Cash flow hedging reserve (13.7) (19.3) (10.9) (11.2)
Share premium
Group Company
2007 2006 2007 2006
£m £m £m £m
At 1January 105.6 - 85.1 105.6 85.1
Issue of shares under option 19.5 20.5 19.5 20.5
At 31 December 125.1 105.6 125.1 105.6
Capital redemption reserve
Group Company
2007 2006 2007 2006
£m im £m £m
At 1 January 79.9 73.0 79.9 73.0
Repurchase of share capital 10.0 6.9 10.0 6.9
At 31 December . 89.9 79.9 89.9 79.9
Reserve for share-based payments
Group Company
2007 2006 2007 2006
£m £m £m £m
At 1January 21.0 13.8 21.0 13.8
Share option costs charged to profitin year 1.6 6.9 1.6 6.9
Transferred to equity (2.4) 2.7 (2.4) (2.7)
Deferred tax (5.0) 3.0 (5.0) 3.0
Current tax 5.0 - 5.0 -
At 31 December 26.2 21.0 26.2 21.0
Available-for-sale reserve
. Group Company
2007 2006 2007 2006
£m £m £m im
At 1January 4.2 5.8 4.2 5.8
Net losses from changes in fair value (219.8) (1.7) (219.8) 1.7
Net gains transferred to profit on disposal (0.6} {0.5) {0.6) (0.5)
Impairment loss transferred to Income Statement 10.6 - 10.6 -
Deferred tax - - - -
Current tax 62.9 0.6 62.9 0.6
At 31 December (142.7) 4.2 (142.7) 4.2
Cash flow hedging reserve
Group {ompany
2007 2006 2007 2006
£m £m £m £m
At 1 January (19.3) 22.5 (11.2) 27.0
Gains/{losses) from changes in fair value 14.8 (57.6) 11.0 (52.0)
Transferred to net profit - hedge ineffectiveness (7.4) (2.1) (10.7) (2.6)
Deferred tax (1.8) 17.9 - 16.4
At 31 December (13.7) (19.3) (10.9) (11.2)

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.
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40 Other reserves and retained earnings continued
Retained earnings
Movements in retained earnings were as follows:

Group Company

Restated

2007 2006 2007 2006

£m £m £m £m

At 1 January 1,557.4 1,476.5 1,045.9 1,029.6

Net profit for year 256.7 432.2 135.1 367.6
Finat dividend for 2005 - (156.3) - (156.3)
Interim dividend for 2006 - (78.8) - {78.8)

final dividend for 2006 (160.1) - (160.1) -

Interim dividend for 2007 (80.7) - (80.7) -

Actuarial gain on retirement henefit abligations 56.4 49.7 56.4 49.7
Deferred tax on actuarial gain on retirement benefit obligations (15.4) {14.9} (15.4) (14.9)
Repurchase of share capitat (193.8) {151.0) (193.8) (151.0)

At 31 December 1,420.5 1,557.4 787.4 1,045.9

41 Dividends per share

During the year an interim dividend in respect of 2007 of 18.8p per ordmary share (2006: 17.6p per ordinary share} was paid amounting

to £80.7m (2006: £78.8m).

Final dividends are not accounted for until they have been ratified at the Annual General Meeting.

At the meeting on 13 May 2008, a final dividend in respect of 2007 of 36.5p per ordinary share (2006: 36.5p per ordinary share}, amounting

to an estimated total of £153.6m (2006: £160.1m), is to be proposed.

The financial statements for the year ended 31 December 2007 do not reflect this resolution, which will be accounted for in shareholders’
equity as an appropriation of retained profits in the year ending 31 December 2008.

42 Cash and cash equivalents

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

Group Lompany

Restated

2007 2006 2007 2006

£m £m £m m

Cash and balances with central banks (Note 14) 3,471.0 2,224.0 3,471.0 2,224.0

Due from other banks 384.5 398.6 363.7 396.0
Total 3,855.5 2,622.6 3,834.7

2,620.0

43 Related party transactions
Group

The Group enters into transactions in the ordinary course of husiness, with directors of the Company, and persons connected with the

directors of the Company, on normal commercial terms,

Group

2007 2006

£000 £000
Loans
As at 1 January 754 1,018
Net movements (420) (264)
As at 31 December’ 334 754
Interest payable 23 39
Deposits
As at 1 January 2,206 1,691
Net movements (1,356) 515
As at 31 December 850 2,206
Interest receivable 39 52
Note:

1. Secured on residential properties.

Alliance & Leicester Annual Report and Accounts 2007




Company
Details of the Company's shares in Group undertakings are given in Note 23.
The Company entered into transactions with other Group undertakings as shown in the table below.

Company
Restated
2007 2006
£&m £m

Amount owed to other Group undertakings _
As at 1 January 6,270.5 3,642.9
Net movements 2,471.8 2,627.6
As at 31 December 8,748.3 6,270.5
Interest paid to subsidiaries 497.3 179.8

Amounts owed from other Group undertakings

As at 1January 7,498.2 7,269.5
Net movements 1,563.6 228.7
As at 31 December 9,061.8 7.498.2
Interest received from subsidiaries 474.0 338.0

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 Company had derivative assets of £59.0m (2006 restated: £25,3m} and derivative liabilities of £93.4m (2006 restated: £79.4m) with
Group undertakings at 31 December 2007. It is not meaningful to analyse the high volume of funding transactions between the Company and
other Group undertakings.

Directors’ emoluments
2007 2006

£m £m
Short-term benefits 3.6 4.6
Post-employment benefits : 0.9 0.8
Share-hased payments 1.1 0.9
Total 5.6 6.3

Directors’ emoluments include those emoluments received by directors from the Company and its associated bodies. Gains on share
options exercised under the long-term incentive scheme in the year were £0.4m {2006: £2.1m), whilst gains on other share options
exercised in the year were £2,3m (2006: £0.1m). A detailed analysis of directors’ emoluments and share options is given on pages 34
to 40in the Directors’ Remuneration Report.

Three directors are members of the defined benefit section of the Alliance & Leicester Pension Scheme (2006: 4). The Group's
transactions with the Scheme are described in Note 33, .

44 Post balance sheet events

Acquisition

Subsequent to the year end, the Prepaid Card Company Ltd (PCCL), a subsidiary company of Alliance & Leicester plc, acquired the Cupera
International Ltd Group (CIL). PCCL paid £4m in cash and loan notes to CIL shareholders for the purchase of CIL and cessation of existing
arrangements. The loan riotes are guaranteed by Alliance & Leicester plc, which has the option to purchase the remaining 20% shareholding
of PCCL currently held by CIL sharehelders in the future, CIL shareholders also have the option to sell their remaining shareholding to
Alliance & Leicester plc after a minimum of three years.

This transaction will not have any materiat impact on Alliance & Leicester’s 2008 financial performance.

Securitisation

Alliance & Leicester plc established the Langton Master Trust securitisation structure on 25 January 2008. Langton Securities (2008-1) ple
issued £1,844m of notes to Altiance & Leicester ple, gither for the purpose of creating collateral to be used for funding or for subsequent
transfer of notes to investors outside the Group. Langton Securities {2008-1} plc loaned the proceeds of the notes issued to Langton Funding
(No.1) Limited, which in turn used the funds to purchase a beneficial interest in the mortgages held by Langton Mortgages Trustee Limited.
Langton Securities (2008-1) ple's obligations to pay principal and interest on the Notes will be funded primarily from payments of principal
and interest received by it from Langton Funding (No.1} Lintited under the intercompany loan.

Fair values
As at 19 February 2008, the fairvalue movements on the available-for-sale reserve were reassessed using current available market data.
The revaluation would result in a further post-tax fair value loss on the available-for-sale reserve of £59m.

www.alliancedeicester-group.co.uk




2007 2006 2005 2004 2003
For the year ended 31 December Iﬁ IF:R: Irgns tFs pmhn;ma . GA;;:
Interest receivable and similarincome 4,167.2 3,115.2 2,576.1 2,274.1 1,869.3,
Interest expense and similar charges {3,366.1) (2,334.6) (1,825.1) (1,537.7) (1,131.4)
Net interestincome 801.1 780.6 751.0 736.4 7137.9
Fee and commission income 516.9 523.6 508.8 512.0 563.0
Fee and commission expense {32.7) (26.8) (32.4) (43.8) (112.4)
Hedge ineffectiveness {9.5) 7.6 {1.0) n/a n/a
Other operating income: 150.0 190.2 160.5 169.0 184.6
Total non-interest income 624.7 694.6 635.9 637.2 635.2
Operating income 1,425.8 1,478.2 1,386.9 -~ 1,373.6 1,373.1
Administrative expenses:
Core administrative expenses {634.6) {656.8) (660.7) (674.7) (696.1)
Redundancy costs (8.4) (24.2) - - -
Exceptional costs arising from the rationalisation
of the branch network - - - (9.0) -
Total administrative expenses (643.0) {681.0) (660.7) (683.7) (696.1)
Depreciation and amortisation:
On fixed assets excluding operating lease assets (47.7) (42.0) (31.2) (30.1) (35.4)
On operating lease assets (73.5) (78.5) (74.0) (72.8) (56.2)
Impairment of tangible fixed assets (9.3) - - - -
(130.5) (120.5) (105.2) (102.9) (91.6)
Total costs (773.5) (801.5) (765.9) (786.6) (787.7)
Impairment losses on loans and leases {100.2) (104.8) (73.9) (46.5) (59.0)
Impairment losses on treasury investments {152.9) - - - (1.7)
Operating profit 399.2 568.9 547.1 540.5 524.7
Profit on disposal of Group operations - - - 52.0 -
Profit before tax 399.2 568.9 547.1 592.5 5247
Tax {103.3) (118.8) (140.2) (158.9) (145.5)
Profit after tax 295.9 450.1 406.9 433.6 379.2
Profit attributable to:
Innovative tier 1 holders 17.5 17.5 17.5 13.7 n/a
Preference shareholders 18.7 - - - -
Minority interests 3.0 0.4 - - 1.2
Ordinary shareholders of Alliance & Leicester plc 256.7 432.2 389.4 419.9 378.0
Earnings per share:
Basic earnings per ordinary share 59.4p 96.4p 86.9p 91.8p 79.0p
Diluted earnings per ordinary share 59.0p 95.9p 86.5p 91.4p 78.5p

The 2004 results are presented on an IFRS proforma basis as described in 2005 Annual Report & Accounts. The results for 2003 areon a
UK GAAP basis and not directly comparable with the 2004 to 2007 results. An explanation of the differences between IFRS and UK GAAP

is set out in the 2005 Annual Report & Accounts,
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2007 2006 2005 1January 2005 2003
FRS IFRS IFRS RS UK GAAP
£m £m £m £m £m
Assets
Cash and balances with central banks 3,471.0 2,224.0 1,704.6 585.3 494.0
Treasury bills and other eligibte bills - - 17.1 - 117.0
Due from other banks 2,885.4 2,948.7 2,524.5 1,798.3 3,186.7
Items in the course of callection from other banks - - - - 125.0
Trading securities 1,438.9 1,152.9 306.3 254.0 -
Derivative finandial instruments 970.3 691.8 570.8 378.7 -
Loans and advances to customers: 53,146.6 46,350.7 40,093.8 33,740.6 29,798.9
Securitised advances n/fa n/a n/a n/a 130.0
Less: non-recourse finance nfa nfa n/a n/a (127.3)
53,146.6 46,350.7 40,093.8 33,740.6 29,801.6
Netinvestment in finance leases and hire purchase contracts 1,909.2 1,926.9 2,146.3 2,046.4 1,975.8
Debt securities nfa n/a n/a nfa 11,4915
Investment securities: )
- available-for-sale 12,772.7 10,482.8 9,817.8 9,211.6 n/a
- held-to-maturity 212.9 364.7 342.5 246.7 n/a
- loans and receivables 210.4 150.3 150.3 425.9 n/a
- at fair value through profit or loss 891,2 1,373.3 331.0 473.4 n/a
Intangible fixed assets 116.1 54.7 18.6 8.5 3.0
Property, plant and equipment 251.4 255.0 262.4 272.5 280.9
Operating lease assets 284.1 300.5 364.4 367.1 374.7
Deferred tax assets 4.9 - - - -
Fair value macro hedge 38.0 - 59.8 12.8 n/a
Other assets 214.9 220.5 218.6 93.9 171.5
Prepayments and accrued income 84.0 60.2 53.2 168.1 402.7
Retirement benefit obligations 52.8 - - - -
Total assets 78,954.8 68,557.0 58,982.0 50,083.8 48,424.4
Liabilities
Due to other banks 19,386.9 8,629.6 6,566.6 4,685.7 5,040.2
Items in the course of transmission to other banks - - - - 214.9
Derivative financial instruments 791.2 675.4 410.4 774.8 -
Due to customers 30,758.3 29,559.4 26,437.8 25,102.5 24,239.2
Debt securities in issue 24,248.4 25,415.4 21,405.3 15,629.3 14,853.7
Other liabilities 498.4 417.1 329.7 365.7 466.7
Current tax liabilities 4.8 21.3 52.9 82.2 -
Fair value macro hedge - 181.7 - - n/a
Accruals and deferred income 203.6 197.9 261.8 304.0 859.8
Deferred tax liabilities - 141.9 259.8 197.1 -
Provisions for liabilities and charges - - - - 240.9
Other borrowed funds 711.2 696.7 930.1 826.5 812.1
Retirement benefit obligations 28.3 47.8 106.9 87.7 n/a
Total liabilities 76,631.1 65,984.2 56,770.3 48,055.5 46,727.5
Equity
Innovative tier 1 310.6 310.6 310.6 310.6 n/fa
Preference shares 294.0 294.0 - - -
Minority interests 3.5 0.4 - - 2.7
608.1 605.0 310.6 310.6 2.7
Called up share capital 210.3 219.0 224.4 223.2 2311
Share premium account 125.1 105.6 85.1 66.7 54.7
Capital redemption reserve 89.9 79.9 73.0 72.7 63.8
Reserve for share-based payments 26.2 21.0 13.8 6.7 nfa
Available-for-sale reserve (142.7) 4.2 5.8 5.7 n/a
Cash flow hedging reserve (13.7) (19.3) 22.5 14.0 n/a
Retained earnings 1,420.5 1,557.4 1,476.5 1,328.7 1,344.6
Total ordinary shareholders’ equity 1,715.6 1,967.8 1,901.1 1,717.7 1,694.2
Total equity and liabilities 78,954.8 68,557.0 58,982.0 50,083.8 48,624.4
Mote:

1. Under UK GAAP 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 2007

Percentage of
1 Percentage of ordinary share
No. of holders total holders Ko. of shares capital
Shareholding range:
1 - 250 504,351 89.44% 121,381,085 28.86%
251 - 500 44,229 7.84% 20,648,292 4.91%
501 - 10,000 14,580 2.59% 18,590,052 4.42%
10,001 - 50,000 336 0.06% 7,827,431 1.86%
50,001 - 100,000 126 0.02% 9,120,580 2.17%
100,001 and over 258 0.05% 243,060,973 57.78%
563,880 100.00% 420,628,413 100.00%
Note:
1. Including those holders whose shares are held in the “Alliance & Leicester ShareSafe’ nominee account.
Classification of shareholders
Personal holders’ 38.50%
Institutional holders 61.50%
Note: R
1. Tncludes private sharehaldings, ShareSafe and shares held in Private Client Accounts by institutional investors,
Financial calendar
Ex-dividend date for final dividend Wednesday 23 April 2008
Record date for final dividend Friday 25 April 2008
Annual General Meeting Tuesday 13 May 2008
Payment date for final dividend Monday 19 May 2008
Provisional date for interim results to be announced Friday 1 August 2008
Provisional ex-dividend date for interim dividend Wednesday 3 September 2008
Provisional record date for interim dividend Friday 5 September 2008
Provisional payment date for interim dividend Monday 6 October 2008
Dividends
Interim dividend 2006 17.6p
Final dividend 2006 36.5p
Interim dividend 2007 18.8p
Proposed final dividend 2007 36.5p

Registrar

Capita Registrars
Northern House
Woodsome Park
Fenay Bridge
Huddersfield HD8 OLA
Tel: 0844 561 7656*

*0844 calls from the UK mainland cost Sp per minute plus network extras; different charges may apply to mobile telephones.

Alliance & Leicester share dealing service
Barclays Stockbrokers Limited

Tay House

300 Bath Street

Glasgow G2 4LH

Tel: 0870 515 8352*

*0870 calls from the UK maintand cost 8p per minute plus network extras; different charges may apply to mobile telephones.
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- Get more online

If you would like more information about the
products and services offered by Alliance & Leicester
simply visit our website: www.alliance-leicester-group.co.uk

Designed and produced by Black Sun Plc

The paper used throughout this report is Revive 100 from the Robert Home Group,
which is produced from 100% recovered fibre at a mill that has been awarded the
15O 14001 certificate for environmental management.

ISO 14001
Produced at a mill that holds
1SO 14001 certification
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Alliance & Leicester plc
(the Company)
Alliance & Leicester plc Scrip

Dividend Scheme (the Scheme)

PART 1: NON-CREST SHAREHOLDERS

This Part 1 applies to you if you eithers hold a share
certificate(s) for your shares or you hetd your shares
in an Alliance & Leicester ShareSafe Account
(ShareSafe) or if you have been awarded shares
under the Alljance & Leicester Share Incentive Plan
(the Share incentive Plan).

Sharcholders who held their shares in (REST ((RESY
Shareholders) should turn to Part 2 for the terms and
conditions of the Scheme applicable to them, CREST
is the UK's electronic registration and settlement
system for equity share trading.

1. What is the Scheme?

The Scheme enables you to receive new ordinary shares
in the Company instead of the cash dividends you
normally receive. This means you can build up your
shareholding in the Company without going to the
market to buy new shares. As a result, you will not incur
any dealing costs or stamp-duty. At the same time, the
Company retains cash for seinvestment in the business,
which would otherwise be paid as a dividend.

1 How do | join?

To join the Scheme, please complete and sign the scrip
dividend mandate form (Scrip Mandate) in accordance
with the instructions thereon and return it to the
Corporate Actions Department, Capita Registrars Limited, ...
The Registry, 34 Beckenham Road, Beckenham, Kent - -
BR3 4TU (the Registrar). Please note that the Registrar
will not send you an acknowledgement of receipt.

Alternatively, you may join the Scheme online at
www.alliance-leicester-shareregistrars.co.uk

Your completed Scrip Mandate will apply to all fulure
dividends in respect of which a strip dividend is offered,
except where you hold shares registered in more than
one holding (see paragraph 9). If you hold shares in your
own name and/or within a ShareSafe account and you
also hold shares in the Share Incentive Plan, then the
Scrip Mandate will nat apply to your shares in the Share
Incentive Plan unless you make a separate election to
join the Scheme in respect of those shares.

The Company and/or the Registrar reserves the right to
treat as valid a Scrip Mandate which is not complete in
all respects.

it you have a joint holding, please ensure that all
shareholders sign the Scrip Mandate. In the case of a
corporation, the Scrip Mandate should be exetuted under
the common seal of the company ot be signed by a duly
authorised official of the company whose capatity should
be stated.
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3. Canljoin if | hold my shares in an Alliance
& Leicester ShareSafe Account?

Yes. Shareholders who hold their shares in ShareSafe
should complete the Scrip Mandate if they wish to join
the Scheme.

4. Can | join if 1 have been awarded shares under
the Company’s employee Share Incentive Plan?

Yes. You will be able ta join the Scheme. You should
apply online or request a cOpy of the Scrip Mandate from
the trustee if you want to direct the trustee to join the
Scheme in respect of shares held for you under the Share
Incentive Plan.

You can complete a Scrip Mandate online at
www.alliance-Ieir.ester-shareregistrars.co.uk of write
to the trustee: Capita IRG Trustees Limited, The Registry,
34 Beckenham Road, Beckenham, Kent BR3 4T0.

5.  When can | join?

You can join the Scheme at any time by completing the
Scrip Mandate. However, if your completed Scrip Mandate
is not received before 5.00 p.m. on the date which is
either two working days before the date of the annual
general meeting of the Company (in the case of a final
dividend) or 15 working days belore a dividend payment
date, whichever is the earlier, it will not.be valid for that
particular dividend and you will onty seceive new ordinary
shares of the Company for subsequent dividends in
respect of which a scrip dividend alternative is offered.

Please note that the directors of the Company will not
be offering a scrip dividend alterative in respect of the
2007 final dividend payable in May 2008. Therefore, if
you join the Scheme, the earliest you may be entitled
to receive a scrip dividend alternative is in respect of
the 2008 interim dividend payable in October 2008,
provided that the directors choose to offer a scrip
dividend alternative in respect of that dividend.

6. Will ] have to fill in separate Scrip Mandate
forms for future dividends?

No. The Scheme is an ‘evergieen’ scheme. This means
that if you have already compteted a Scrip Mandate, you
have elected to receive new ordinary shares instead of
cash for any future dividend in respect of which 2 serip
dividend alternative is offered. The Serip Mandate will
therefore remain valid until you cangel your election
(see paragraph 8).

T Will | receive a scrip dividend alternative for
every dividend once 1 have signed a Scrip
Mandate?

The aperation of the Scheme is always subject 1o the
directors’ discretion to offer the scrip dividend alternative. If
the directors decide not to offer the scrip dividend alternative
in respect of any particular dividend, a cash dividend will be
paid to you instead. However, if the directors offer a suip
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4 i dividend afternative in respect of future dividends and you
Fard have submitted a completed Scrip Mandate in accordance
SR | with the terms and conditions of the Scheme set out in this
St ' brochure, you will be issued with new ordinary shares under
af} the terrns and conditions of the Scheme.
3" 8. Once | have joined the Scheme, can

| subsequently opt out?

. You will be entitled to opt out of the Scheme at any time
by writing to the Corporate Actions Department, Capita
Registrars Limited, The Registry, 34 Beckenham Road,
Beckenham, Kent BR3 4TU to cancel your Scrip Mandate.
If you are a participant in the Share Incentive Plan, you
should submit your cancellation online at www.aliance-
leicester-shareregistrars.co.uk or send your letter of
cancellation to the trustee of the Share Incentive Plan
(at the address in paragraph 4) and not to the Registrar.

If you decide to cancet your Scrip Mandate, you will
receive subsequent dividends in cash, However, if your
letter of cancellation is received less than either two
working days before the date of the annual general
meeting of the Company (if appficable) or 15 working days
] before a dividend payment date, whichever is the earlier,

I

it will not be valid for that particular dividend and you will
only receive subsequent dividends in cash.

Your Scrip Mandate will be deemed to be cancelled if you
sell or otherwise transter all of your ordinary shares to
I another person but only with effect from the registration
i of the relevant transfer. Your Scrip Mandate will also
terminate immediately on receipt of notice of your death.

9. Can | complete a Scrip Mandate for part of _
my holding or joint holding?-

: No, the Scrip Mandate will apply to your total

' shareholding for each relevant dividend. No fraction of a

new ordinary share will be allotted and any residual cash

balance will be carried forward, without interest, ang

included in the calculation of the next dividend payment.

The Company may at its discrelien permit partiat
elections in exceptional drcumstances or where a
shareholder is acting on behalf of maore than one
beneficial owner (a nominee shareholder). The partial
election will only apply to one dividend.

' If for any reason your ordinary shares are registered in
more than ane holding, unless you have arranged with the
Registrar to consolidate your holdings by the last day for
receipt of your Scrip Mandate for a particular dividend, the
holdings will be treated for all purposes as separate and
you should complete separate Scrip Mandates. If you wish
to amalgamate your accounts to avoid this happening in
future, please write to Capita Registrars, Northern House,
Woodsome Park, Fenay Bridge, Huddersfield HD8 0GA,

‘ quoting your shareholder investor code shown on your

. share certificate(s) or ShareSafe statement(s).

| If you hotd shares in both your own name and within a
ShareSafe account, the Scrip Mandate will apply to both

LrHR,
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holdings and cannot be applied individually. i you hold
shares in your own name and/or within a ShareSafe
account and you also hoid shares in the Share Incentive
Plan, then the Scrip Mandate will nét apply to your shares.—
in the-Share Incentive Plan unless you make a separate
election to join the Scheme in respect of those shares.

10. What will be my entitlement to new ordinary
shares under the Scheme?

Your entitlement to new ordinary shares is calcufated
by taking the amount of cash dividend to which you are
entitled and dividing it by the scrip reference price. If you
hold shares in both your own name, within a ShareSafe
account and/or Share Incentive Plan, your holdings will
be treated separately for calculation purposes.

The articles of association of the Company provide that
the scrip reference price will be the average of the
middle market quotations for the Company’s ordinary
shares for the five dealing days starting on, and
including, the day when the ordinary shares are first
quoled “ex-dividend” {as notified on the Company’s
websile at www .alliance-leicestes-group.co.uk), as
derived from the Daily Official List of the UK Listing
Authority. The scrip reference price, once fixed, will
also be natified on the Company’s website at
www.2lliance-leicester-group.couk

The value of your entitlement will be rounded down to
ensure that it is, as nearly as possible, equat to but not
greater than the cash amount of the ¢ash dividend
{disregarding any tax credit).

The formula used in calculating your entillement to new
ordinary shares is, therefore, as follows:

cash dividend
per share

Number of ordinary shares held

at the dividend recard date X

scrip reference price
An example, for illustrative purposes only, is as follows:
The cash dividend is 40 pence for each ordinary share of
the Company, your shareholding is 250 ordinary shares
and the scrip reference price is £5.30.

- Value of cash dividend: 250 x 40p = £100.00

- Number of new ordinary shares: £100.00 + £5.30 =
18.86, rounded down to 18 new ordinary shares.

+  Value of new ordinary shares: 18 x £5.30 = £95.40,
leaving a residual cash balance of £4.60 which would
be carried forward to the next dividend payment,

11.  What will you do with the residual cash
balance?

No fraction of a new ordinary share will be allotted
and any residua! cash balance will be carried forward,
without interest, and included in the calculation for the
next dividend payment.

All accumulated fractional entitlements will be paid to
you, or your beneficiaries, at the time of the Company's




next dividend payment if you cancet your Scrip Mandate,
dispose of your entire shareholding or on receipt of
notice of your death.

Where you have elected to join the Scheme and hold
fewer than the minimum number of ordinary shares
required to entitle you to one or more new ordinary
shares upon the exercise of the Scheme for a particutar
dividend, funds representing your fractional enfitlernent
will be accumulated without interest for your benefit.
These funds will be added to the cash amount of any
subsequent dividends and, if you do not subseguently
opt out of the Scheme, will be used to calculate your
entitlernent to new ordinary shares.

12.  Are my new scrip dividend shares included in
the next dividend?

Yes, all new ordinary shares issued as 2 scrip dividend
will automatically increase your shareholding on which
the next entitiement to a dividend or scrip dividend
alternative will be calculated,

13.  How wili | know that the new ordinary shares
have been allotted?

Gnce your new ordinary shares have been allotted, an
accounting statement will be sent to you, along with
your new share certificate (unless you are a ShareSafe
member), showing the number of new ordinary shares
allotted, the scrip reference price and the total cash
equivalent of the new ordinary shares lor tax purposes.

If you are a ShareSafe member, you will be sent a
ShareSafe statement showing the number of new
ordinary shares allotted and an accounting statement
which will also show the number of new ordinary shares
allotted, the serip reference price and the total cash
equivalent of the new ordinary shares for tax purposes.

If shares are alfotted to you in respect of shares held in the
Share Incentive Plan and you are also a ShareSafe member,
you will be sent a ShareSafe statement showing the number
of new ardinary shares allotted and an accounting staternent
which will also show the number of new ordinary shares
allotted, the scrip reference price and the total cash
equivalent of the new ordinary shares for tax purposes, as
above. If shares are allotted to you in respect of shares heid
in the Share Incentive Plan and you are not a ShareSafe
member, but already hold shares in certificated form, you
will be sent a share cetificate and an accounting statement
{showing the number of new ordinary shares allotted, the
scrip reference price and the total cash equivalent of the
new ordinary shares far tax purposes). If shares are allotied
1o you in respect of shaies held in the Share Incentive Plan
and you are not a ShareSafe member or an existing ordinary
shareholder with shares in certificated form you will be sent
a ShareSafe statement showing the number of rew ordinary
shares allotted and an accounting statement which will also




show the number of new ordinary shares allotied, the scrip
reference price and total cash equivalent. —— .
14. Do my new m&inary shares have the same

voting rights as my existing shares?
Yes, the new ardinary shares will cany the same voling
rights as your existing ordinary shares.

15.  When will | be sent my new share certificate?

Your new share certificate will be posted to you, at yout
own risk, on or about the same date as cheques in
tespect of the cash dividends are posted (which will be
natified on the Company's Website). You will also be sent
an accounting statement showing the number of new
ordinary shares allotted, the scrip reference price and the
total cash equivalent of the new ordinary shares for 1ax
purposes. Please note that if you are 3 ShareSale
member you will receive a ShareSafe siatement
confirming the new shares aliotted, but you will not
receive a share certificate.

Dealings in the new ordinary shares are expected to
begin on the dividend payment date. In the unlikely
event that the UK Listing Authority does not agree belfare
the dividend payment date to admit the new ordinary
shares to the Official List, the dividend for sharehaolders
who have elected o receive new ardinary shares will be
paid in cash instead as soan as reasonably practicable.

16.  Can | participate in the Scheme if 1 am resident
outside the UK? .

if you are resident outside the YK, you should not, and

cannat, treat this brochure as an invitation of ofler to

receive new ordinary shares unless such an invitation or

E offer can lawlully be made to you without compliance
4 with any regulatory or other legal requirements or other
sirmitar formalities. Such shareholders should consult their
professional advisers if they are not sure whether any
3 formalities must be cbserved to participate in the Scheme. -
b 3 It is the responsibility of any person resident outside the
e UK wishing te elect to receive new ordinary shares under
H the Scheme to be satisfied as to full observance of the
e laws of the relevant territory, including obtaining any
# gaveinment or other consents which may be required
and observing any other formalities in such teriitories.
o Please note that ordinary shares in Alliance & Lefcester
. plc are only traded on the London Stock Exchange.
17.  What happens if | have recently sold or
S purchased ordinasy shares?
1: If you have sold some of your ordinary shares in the
i Company before a dividend record date, the S¢rip
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Mandate will apply for the remainder of your shares.

if yau have bought any additional erdinary shares alter a
dividend record date, you will not be eligible lo receive
either the cash or scrip dividend in respect of those
additionat shaces, but will be eligible for future dividends,
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All ordinary shares bought after a dividend record date
will be included in future scrip dividénds, subject to
receipt of a vakid Sciip Mandate, -

18.  Can the Company change or cancel my Scrip
Mandate?

Scrip Mandates may be modified at any time by the
Company. In the case of any modification, curcent Scrip
Mandates (unless otherwise specified by the Company}
will be deemed 1o remain valid under the modified
arrangements unless and until the Registrar receives a
cancellation in wiiting from you.

The operation of the Scheme is always subject to the
directors’ disuretion to make a scip dividend alternative
available. The directors can also detide to withdraw the
sceip dividend alteenative at any time before the new
ordinary shares are allotted. This discretion may, in
particular, be exercised for your protection i, 15 working
days before the dividend payment date, the price of an
ordinary share of the Company has fallen 15 per cent. or
more below the sciip reference price. Ii the directors
decide to revoke the offer of a scrip dividend alternative,
you will receive your dividend in cash on of as soon as
practicable after the dividend payment date.

19.  What are the tax effects?

The tax effects of taking new ordinary shares will depend
on your individual circumstances. Explanatory notes are
included at Part 3 of this brochure.

I you are not sure how you will be affected from a

tax perspective, you should consult your stockbroker,
solicitor, accountant or other professional adviser
authorised under the Financial Services and Markets Act
2000 before taking any action.

20. Governing law

The Scheme is subject to the provisions set out in this
brochure and the Company's articles of association in
force from time to time and is governed by, and its terms
and conditions are to be construed in accordance with,
English law. By electing to receive new ordinary shares of
the Company, a shareholder agrees to submit to the
jurisdiction of the English courts in relation to the Scheme,

21, What do 1 do if  need hefp or have any questions?

For general enquiries about the Scheme, please contact
Capita Registrars at Northern House, Woodsome Park,
Fenay Bridge, Hudderstield HD8 0GA, by telephone on
0844 561 7656 or by email at
alshareholder@capitaregistrars.com

For SIP trustee enquiries please contact Capita IRG

Trustees Limited, The Registry, 34 Beckenham Road,
Beckenham, Kent BR3 4TU.

To cancel a Scrip instruction, please write to the
Corporate Actions Department, Capita Registrars Limited,




The Registry, 34 Beckenham Road, Beckenham, Kent
BR3 4TU as per paragraph 8, or alternatively online at
www.alliance-leicester-shareregistrars.co.uk

If you wish to continue to receive your dividend
entitlement in cash, you need take no action and
your dividend will continue to be paid to you in cash.

PART 2: CREST SHAREHOLDERS ONLY

This Part 2 applies to shareholders who hold their
shares in CREST (CREST Sharehotders) only. CREST is
the UK's electronic registration and settlement
system for equity share trading.

Please ignore this Part 2 if you are not a (REST
Shareholder. If you either hold the physical share
certificate(s) to your shares or you hold your shares in
an Alliance & Leicester ShareSafe Account (ShareSafe)
or if you have been awarded shares under the Alliance
& Leicester Share Incentive Plan (the Share Incentive
Plan), then you are not a (REST Shareholder and this
Part Z does not apply to you please refer to Part 1.

1. What is the Scheme?

The Scheme enables you to receive new ordinary shares
in the Company instead of the cash dividends you
normally receive. This means you can build up your
shareholding in the Company without going Lo the
market 10 buy new shares. As a result, you will not incur
any dealing costs or stamp duty. At the same time, the
Company retains cash for reinvestment in the business,
which would otherwise be paid as a dividend.

2. Howdo1join?

You can only elect to receive your dividend in the form- - -

of new ordinary shares by means of CREST procedures to
effect such an election. No other form of election will
be permitted and if received will be rejected and
returned to the (REST sharehoider who has lodged
such instructions. If you are a CREST Personal Member,
or other CREST Sponsored Member, you should consult
your CREST sponsor, who will be able to take appropriate
action on your behalf.

The CREST procedures require the use of the Dividend
Eection Input Message in accordance with the CREST
Manual. The Dividend Election input Message submitted
must contain the number of shares on which the election
is being made whether this is all or part of your holding
at the relevant dividend record date. Evergreen elections
will not be permitted. The Dividend Election Input
Message includes a number of fields which, for a
valid election to be made, must be correctly input as
indicated below:
(i) Dividend Election Relerence - you must indicate
here a reference for the dividend election which is
unigue to your CREST participant ID;




(i) Account 1.0. - if you have more than one member
account, you must indicate the member account 1.0,
to which the efection refates;

(i) 1SIN - This is GBOGO0386143;
{iv) Distribution type - You must entes “SCRIP" here;

(v) Cofporate Action - You must enter here the
Catporate Action nuimber for the dividend on which
your election is being made, An evergreen election
will not be accepted;

{vi) Nunber of shares - You must enter here the number of
shares over whith your election is made whether this is
all or part of your holding. if you teave this field blank
of enter zero your election will be rejected. If you enter
a number of shares greater than your holding in (REST
on the relevant dividend record date, the election will
be applied 1o the total hiolding in the refevant CREST

“member account at the relevant record date;

{vity Contact details ~ this field is aptional, although you
are asked 1o include details of whom to contact in
the event of a query relating to your election.

The Company and/or (apita Registrars (the Registrar}
reserves the right to treat as valid an election which is
not complete in all tespects. ’

By inpulting a Dividend Hection Input Message as
described above, you confiem your election to participate
in the Schermne in accardance with the details input and
with the terms and conditions of the Scheme a5
amended from time to time.

There is no facility to amend an efection which has been
made by Dividend Election lnput Message; if you wish to
change your election details, you must first defete the

existing election as described in paragraph 3 below and

then input 2 Dividend Election Input Message with the - - -

required new details.

3. Oncel have joined the Scheme, can |
subsequently opt out?

You may only cancel an efection by utilising the CREST
procedutes for deletions described in the (REST Manual.
Your deletion must be received and, in accordance with
CREST procedures, accepted by the Company, less than
either two working days before the date of the annual
general meeting of the Lomparny (in the case of a final
dividend) or 15 working days before a dividend payment
date, whichever is the earlier, for it to be vafid for that
particular dividend. 1t is recommended that you input any
defetion message 24 hours in advance of the above
deadtine to give the Company and {apita Registrars
sufficient time to accept the deletion.

4.  Will{ have to complete the Dividend Election
Input Message again for future dividends?

Yes. If you wish to receive new shases instead of cash in
respect of future dividends in respect of which a scrip
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dividend alternative is offered, you must complete a
Dividend Election fnput Message on each occasion. if you
do not complete a Dividend Election Input Message then
you will receive your dividend in cash.

5. When must | comglete the Dividend Election
nput Message?

If you wish to receive the saip dividend alternative over
some of all of yous sharehotding in the Company, you
must make your election by 5.00 p.m. on the date which
is either two working days before the date of the annual
general meeting of the Company {in the case of a final
dividend) or 15 warking days before a dividend payment
date, whichever is the earlier. There will be a minimum
period of 15 working days during which elections can be
made. If the directors decide not to offer the scrip
dividend alternative in respect of any particular dividend,
a cash dividend will be paid to you in the usual way.

6. Can | make Partial Elections?

Yes. lf you hold your shares in CREST you can elect to
receive any scrip dividend over part of yous shareholding.
You will then receive the balance as a cash dividend.

7. What will be my entitlement to new ordinary
shares under the Scheme?

Your entitlement o new ordinary shares in the Company
is calculated by taking the amount™of cash dividend to
which you are entitled and dividing it by the scrip
reference price.

The articles of association of the Company provide that
the scrip reference piice will be the average of the
middle markel quotations for the Company’s ordinary
shares for the five dealing days starting on, and
including, the day when the ordinary shares are first
quoted "ex-dividend” (as notified on the Company's
Website www.alliance-leicester-group.co.uk), as
derived from the Daily Official List of the UK Listing
Authority. The scrip reference price, once fixed, will
also be notified on the Company’s website
www.alliance-leicester-group.co.uk

The value of your entitlement will be rounded down to
ensure that it is, as nearly as possible, equal to but not
greater than the cash amount of the cash dividend
(disregarding any tax credit).

The formula used in calculating your entitlement 1o new
ordinary shares is, therefore, as follows:

Number of ordinary shares held X cash dividend
at the dividend record date per share

scrip reference price
An example, for illustrative purposes only, is as follows:

If the cash dividend is 40 pence for each ordinary share
of the Company, your shareholding is 1,000 ordinary
shares and the scrip reference price is £5.30.

SALMLGTOGICAS ey e are s e




. Value of cash dividend: 1,000 x 40p = £400.00

Number of new ordinary shares: £400.00 = £5.30 =
75.47, rounded down to 75 new ordinary shaies.

." Value of new ordinary shares: 75 x £5.30 = £397.50,
leaving a residual cash balance of £2.50. )

8. What will you do with the residual cash
balance?

if you have elected to receive new ordinary shares
instead of a cash dividend in respect of your entire
helding, then any residual cash balance will be paid to
you s a cash dividend. No fractions of a share will

be allotted.

If you elect to only receive part of your dividend as
new ordinary shares, you will receive the balance as a
cash dividend.

Where you have elected to join the Scheme for fewer
than the minimum number of ordinary shares required
to entitle you 1o receive one or more new ordinary
shares upon the exercise of the Scheme for a particular
dividend, you will receive the dividend in cash.

9. Are my new ordinary shares included in the
next scrip dividend?

Yes, all new ordinary shares issued as scrip dividend will
automatically increase your shareholding on which the -
next entitlement-to a-dividend or scrip dividend
alternative will be calculated.

10. How will | know that the new ordinary shares
have been ailotied?

Once your new ordinary shares have been allotted an

accounting statement will be sent to you, showing the

number of new ordinary shares allotted, the Scrip-=rasa- -

reference price, and the total cash equivalent of the new
ordinary shares for tax purposes.

11. Do my new ordinary shares have the same
voting rights as my existing shares?

Yes, the new ordinary shares will carry the same voting
rights as your existing ordinary shares.

12.  When will my CREST account be credited?

Subject to the new ordinary shares being admitted to the
Official List of the UK Listing Authority and to trading on
the London Stock Exchange’s market for listed securities,
your CREST account will be credited directly with the new
ordinary shares on the same day the-cash dividend is
paid. In the unlikely event that the UK Listing Authority
does not agree before the dividend payment date to
admit the new ordinary shares to the Official tist, the
dividend for shareholders whao have elected to receive
new ordinary shares will be paid in cash in the usual way
as soon as reasonably practicable.




13.  Can | participate in the Scheme if | am resident

outside the UK? -

If you are resident outside the UK, you should not, and
cannot, treat this brochure as an invitation or offer to
receive new ordinary shares unless such an invitation or
offer can lawfully be made to you without compliance
with any requlatory or other legal requirements or other
formalities. Such shareholders should consult their
professional advisers if they are not sure whether any
formalities must be observed to participate in the Scheme.
It is the responsibility of any person resident outside the
UK wishing to elect to receive new ordinary shares under
the Scheme to be satisfied as to full observance of the
laws of the relevant territory, including obtaining any
government or other cansents which may be required and
observing any other formalities in such territories.

Please note that ordinary shares in Alliance & Leicester
plc are only traded on the London Stock Exchange,

14, What happens if | have recently sold or
purchased ordinary shares?

it you have sold some of your ordinary shares of the
Company before a dividend record date the scrip
dividend will apply for the remainder of your shares.

If you have bought any additional ordinary shares after
a dividend record date you will not be eligible to receive

either the cash or serip dividend in respect of those
additional shares, but will be eligible fer future dividends.
All ordinary shares bought after a dividend record date
will be included in future scrip dividends, subject to
receipt of a valid Scrip Mandate.

15.  Can the Company cancel the offer of the scrip
alternative?

The operation of the Scheme is always subject to the
directors’ discretion to make a scrip dividend alternative
available. The directars can also decide to withdraw the
strip dividend alternative at any time before the new
ordinary shares are allotted. This discretion may, in
particular, be exercised for your protection if, 15 warking
days before the dividend payment date, the price of an
ordinary share of the Company has falten 15 per cent. or
more below the scrip reference price. If the directors
decide to revoke the offer of a scrip dividend alternative,
you will receive your dividend in cash on or as scon as
practicable after the dividend payment date.

16.  What are the tax effects?

The tax eftects of laking new ordinary shares will depend
on your individual circumstances. Explanatory notes are
included at Part 3 of this brochure.

If you are not sure how you will be affected from a

tax perspective, you should consuit your stockbroker,
solicitor, accountant or other professional adviser
authorised under the Financial Services and Markets Act
2000 befare taking any action.

w1 mwenas -

™

o

e

b

e
5
%
o
N

it

!
5
§

";?1@4’2«:‘1;'1;1. O

ST

F T

i

R4 44

R R oo

R RN
3 Ty

e

+y
+ 4

RSN

e

1}%
A

IR

ks
14




17.  Govemning law  —~ -

The Scheme is subject to"the provisions set ouf in this
brochure and the Company’s artidles of assodiation in
force from time to time and is governed by, and its
terms are to be copstrued in accordance with, English
law. By electing to receive new ardinary shares of the
Company, a shareholder agrees to sybmit to the
jurisdiction of the English courts in refation Lo the
Schemne.

18. What da 1 do if | need help or have any
questions?

Please contact our registrars, (apita Registrars at
Narthern House, Woodsome Park, Fenay Bridge,
Huddersfield HD8 0GA, by telephone on 0844 561 7656
o by email at alsharehelder@capitaregistrais.com

if you wish to continue to receive your dividend
entitlement in cash, you need take no action and
your dividend entitlement will continue to be paid
to you in cash.

PART 3: TAXATION

The UK taxation summary set out befow relates (o the
pasition of shareholders who hold their ordinary shares -
as an investment and who are resident ot ordinarily
resident in the UK for taxation purposes and does not
cansider the position of certain categaries of shareholder,
such as shareholders who hold ordinary shares in the
Company as securities to be reafised in the course of a
trade, collective investment schemes and insurance
companies and, further, it does not consider the position
of any shareholder not resident in the UK.

The precise taxation consequendes for a shareholder
making an election 1o receive new ofdinary sharesw. .
instead of the cash dividend will depend on the = ™™™
sharehglder’s personal citcumstances. The summary is
based on UK taxation law and HM Revenue & Customs
(HMRC) practice as at the date of this document and
shareholders should be aware that the relevant laws and
practice and their interpretation may change. The
summary is not exhaustive.

If you are in any doubt as to how your taxation
position will be affected by making the election,

you should consult your professional adviser before.
taking any action.

~

tndividuals

Where you elect to take new ordinary shares instead of
the cash dividend, you will be treated as having received
a gross income amount per new ordinary share which,
when reduced by income tax at the dividend ordinary
rate (currently 10 per cent), is equal 1o the cash
equivalent of the new shares (as defined befow). You
will also be treated as having paid tax at the rate of 10




v

per cent on the dividend. Therefore, if you elect to
receive new ordinary shares the cash equivalent of which
is £90, you will be treated for income tax purposes as
receiving gross income of £100 and as having paid tax of
£10 an that grossed up amount. An individual whe, after
taking account of his receipt of new ordinary sharés and
any cash dividend, does not pay higher rate income tax
will have no turther liability to income tax on the receipt
of the new ordinary shares,

Individuals who do not pay income tax o1 whose total
liability to income tax does not exceed the tax of

10 per cent treated as paid on the dividend are not
entitled to daim repayment of any tax in respect of
the dividend whether it is received in cash or new
ordinary shares.

If you are subject to income tax at the higher rate you
will be liable to pay tax at the rate of 32.5 per cent on
the amaunt of gross income which you are treated as
having received. The 10 per cent income tax deemed

10 have been paid can be set off against part of that
liability, thereby reducing the liability to 22.5 per cent of
the amount of the gross income treated as having been
received. For example, if you elect to receive new
ordinary shares the cash equivalent of which is £90, you --
will be treated as having received gross income of £100
which will be taxable at 32.5 per cent leaving an
additional tax fiability of £22.50 after taking account of
the £10 that you are teeated as having paid. This is the
same as the additional tax you would be liable to pay if
you received the dividend in cash.

For capital gains tax purposes, if an individual

shareholder elects to receive new ordinary shares instead

of the cash dividend, he is not treated as having made a
disposal of his existing shares. The new ordinary shages___ __
will be treated as a separate asset for capital gains gy~
purposes acquifed for an amount equal to the cash

equivalent.

UK Resident Trustees

Trustees of trusts that are of are deemed to be UK
resident and which are liable to income tax at the rate
applicable to trusts (currently 40 per cent) will only pay
tax on dividends received at the rate of 32.5 per cent.
Where such trustees elect to receive new ordinary shares
in lieu of a cash dividend, the same grossing up —
procedure as oullined above for individuals will apply.
Thus, the trustees will be treated as having received
gross income of an amount which, when reduced by
income tax at the dividend ordinary rate (currently 10
per cent), is equal to the cash equivalent, The tustees
will be treated as having paid income tax of 10 per cent
of the grossed up amount and will then be liable to pay
additional tax of 22.5 per cent of the grossed up amount
of the cash equivalent. The capital gains tax position is
similar to that fer individuals,




- UK resident corporate shareholders

A corposate shareholder resident in the UK is not
generally liable to corporation tax on the receipt of cash
dividends. Similarly, where a resident corporate
shareholder elects to receive new ordinary shares in
place of a cash dividend, corporation lax will not be
chargeable on the new ordinary shares so acquired.

For the purposes of computing any future liability to
corporation tax on chargeable gains, no consideration will
be treated as having been given for the new ordinary
shares. They will be added to the corporate shareholder’s
existing holding of shares in the Company and trealed as
though they had been acquired when the existing
holding was acquired. On a disposal of the new ordinary
shares, the base cost of the new ordinary shares will be
calculated by reference to the base cost of the existing

! holding.
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Pension funds

Pension funds are not entitled to claim the tax credit
attaching to any cash dividend received. If a gross

£
E: pension fund elects to receive new ordinary shares in
Pt place of a cash dividend, no tax credit will attach to the

§ . ! new ordinary shares and so no tax claim can be made in
respect thereof. Therefore, a gross pension fund will not

i be able to claim any tax credit in respect of the dividend

' whether it receives the dividend in cash or elects to

' receive new ordinary shares.”

2 i Cash equivalent -
Sa i The cash equivalent of ordinary shares received in place
o] of a cash dividend is based on the amount of the cash
£ dividend foregane, as adjusted by any residual cash
= balance, unless the market value of the new ordinary
K shares on the first day of dealing on the London Stock
23 Exchange (“the opening value™) differs substantially.from._
E the amount of the actual dividend in cash. In such cases;™ " -
% the opening value will be treated as the cash equivalent
E of the new shares for taxation purposes. It is understood
& from current HMRC practice that HMRC interpret
3 ‘substantially’ as meaning a difference of 15 per cent or
= more,
P,

Residual cash balance

| It is understood that HMRC take the view that any

| residual cash balance carried forward will not be taxable

' until it becomes payable or is applied in subscribing for
new ordinary shares.

Cash Element

if a UK shareholder receives dividends in the form of
cash, the cash dividend will be treated as a conventional
: dividend for UK taxation purposes.
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[ ] Alliance & Leicester plc
1] ' Carlton Park
[ | . Narborough
Al | lance Leicester LE19 OAL
Leicester Telephone: 0116 201 2000

RECEIVED

008 MAY 19 A %33

IFFICE OF INTERMATIOHAL
CORFORATE FINAMCE

www.alliance-leicester-group.co.uk

ear Shareholder, : ' .

ore last year's Annual General Meeting, we asked for your consent to receive shareholder documents via the
ssite of Alliance & Leicester plc (the ‘Company”).

Jau have not requested documents by post, please accept this letter as notification that the Company's Summary
wal Report 2007 and Notice of the Annual General Meeting (which are combined in one document this year) and
2007 Annual Accounts, have now been published on the Group website at www.alliance-leicester-group.co.uk
ler Shareholder Information,

- 2008 Annual General Meeting of the Company will be held at Carlton Park, Narbn;ough, Leicester LE19 OAE. an
sday, 13 May 2008 starting at 6.00 pm (the "Meeting’).

ou hold a share certificate , a personalised proxy voting farm is endosed, should you wish to vote by post and are
hle to attend the Meeting. Alternatively, you can vote online at www.alliance-leicester-group.co.uk.

iweSafe members were given the choice to receive AGM mailings in 2005 and will therefore not find a proxy voting
1 enclosed. However, should you wish to do so you can vote online at www. alliance-leicester-group.co.uk.

Annual Accounts 2007 and Summary Annual Repert 2007 and Notice of the Annual General Meeting will remain on
i website permanently.

>uld like to take this opportunity to thank you for consenting to receive shareholder documents ontine rather

nin a paper mailing, as this will reduce the environmental impact of a large amount of paper being printed and
ulated to shareholders, If you would prefer to receive an email notification advising when new information is
ilable on the Company’s website, rather than paper notifications like this letter, please register your email address
-he shareholder website at www.alliance-leicester-shareregistrars, co.uk

3u have any questions or require assistance please contact Capita Registrars on 0844 561 7656*

email at alsharehold itaregistrars.co.uk RS
v er@capitareg u . s i

75 sincerely - -
darke Hoo N

Jerek Higgs,
irman I -

interests of the emwi please onty print dociments from the website if absolutely necessary, o
§ calts from the UX mainland cost 5 perlﬁmn.epuuumr&mnmﬂmlm@nm:pﬂymnmkmm.MUUsmhrm&d d
trainting purpases. oy

. [ . g g
wce & Leicester ple. Registered Qflicer Cartton Pa\d‘éﬂlwomt)gh, {eicester LE19 OAL Company No: 32637
hoised and regulated by the Figandal Services Authofits Qur FSA register number is 189099,
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k€ We are investing in our
business and its technology.
We do not underestimate
the pressures, but we have
a sustainable business and
the will to succeed?)

Sir Derek Higgs, Chairman

In 2007 Alliance & Leicester cetebrated the tenth
anniversary of our flotation on the London Stock
Exchange. In truth, from summer onwards there was
little else to celebrate in a year of the proverbial two
halves. The real progress made throughout the year

in strengthening our franchise and growing profits
from our customer facing businesses was overshadowed
by dislocation from early August in the world's
financial markets.

Alliance & Leicester was affected by the changed
anvironment in three ways.

First, we had to respond to the dramatic change in the
cost, duration and availability of wholesale funding from
August onwards.

Second, the ptight of Northern Rock, and the lack of
clarity around its future in the latter part of 2007,

threw a spotlight on us that was as misplaced as it was
unwanted. Alliance & Leicester’s business model has
evolved markedly from its days as a building society.
Today, we are much, much more than a mortgage lender.

Third, we suffered from a decline in asset values in our
Treasury investments, triggered by finandal market
conditions, which have affected financial institutions
worldwide. We could not escape from these problems
but we could, and did, give more information about our
positions, and earlier, than any of our counterparts.

But none of this should obscure the very real business
achievements of the year. Profits before the impact of
Treasury losses were a record, we delivered franchise
growth, excellent cost control, and maintained our
strong lending asset quality.

In 2007 there were changes in both the executive and
non-executive membership of the Board.

Richard Pym retired as Group Chief Executive at the end
of July. Richard made a hugely positive contribution to
Alliance & Leicester’s development over his 15 years
with the Group. The Board conducted a thorough search
process to identify his successor. The Board’s unanimeus
choice as Richard's successor was David Bennett, then
our Finance Director. His former role was taken by Chris
Rhodes, previously Managing Director, Retait Banking.

Roy Brown, who joined the Board in May 2007, took over
Peter Barton's responsibilities as Deputy Chairman and
Senior Independent Director and Mary Francis also
joined the Board in May, bringing with her a wide range
of experience,

Looking forward, the banking sector faces change and
challenge from many sources. The fate of Northern Rock
has prompted a review of fundamental elements of the
structure of retail banking and its supervision in the UK.
The coming year may see clarity as regards the basis for
current account charges and significant new thinking
on this core activity of banks,

For some in our industry these developments may be
costly. At Alliance & Leicester we see change in the
established order as an opportunity.

We are investing in our business and its technology.
Our people define our friendly and approachable style.
We do not underestimate the pressures, but we have

a3 sustainabte business and the will to succeed.

Bmk H"'G(?

Sit Derek Higgs
Chairman

In the interests of the emvironment please only print documents from the webisite i absohutely necassary,

www.alllance-leicester.co.uk
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rategy and Performance
L |

‘ategic Objectives

Franchise growth, with a current focus on personal and commercial customer current accounts and deposit balances
Above average asset quality for our customer loans and advances
Improved cost-efficiency, maintaining the existing target of a Group cost:income ratio of below 50% by 2010

Underlying return on equity tier 1 capitat to grow back to 20% in the medium term, but do not anticipate
achieving thisin 2008 or 2009

y Performance Indicators (KPis) ' 2007

£417m

£602m

~ 14.6%

53.3%

W
05] 06
s Martgage Lending (£ba} New Curent Acount Openings (000)  Commescial Lending Balances (fn)  Active Business Banking Accounts (000}

13.0on 301,000 £8.40n 92,400

¢ operating profit excludes the £20m pre-tax loss from hedge ineffectiveness (2006: £8m pre-tax gain} and the £8m of redundancy costs {2006: £24m).

dertying return on equity ties 1 capital excludes the £10m pre-tax loss from hedge ineffectiveness {2006: {8m pre-tax gain), the £8m of redundancy costs

06! £24m) and the release of a tax provision of £30m in 2006,

+costrincome ratio is calculated by dividing total costs, excluding the £8m of redundancy costs (2006: £24m), by total income, excluding the £10m pre-tax loss

n bedge ineffectiveness (2006: E2m pre-tax gain). The Group cost:income ratio was 53.3%, compared to 53.0% in 2006. Excluding the impact on income from fair
ue reductions im certain treasury investments, the higher cost of medium term whotesale funding and higher liquidity bolding costs, the costrincome ratio would
& been lower than 2006.

v.alliance-deicester-group.co.uk
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Get more online

The Alliance & Leicester Annual Report and Review is now available online in
a user friendly format. The report together with links to the AGM proxy voting
form can be found at :

www.alliance-leicester-group.co.uk

Search the

Annual Report .
* Alliance Report for

& Accounts 2007 : Py becester key infarmation

2007 Annual Report
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Read the Summary
Annual Report

Download the full
Annual Report
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To find out more about Alliance & Leicester’s products and services visit:
—www.alliance-leicester.co.uk
— www.alliance-leicestercommercialbank.co.uk

Alliarce & Laicester plc. Registered Office: Cariton Park, Narbarough, Lekcester LEYS OAL Company No: 3263713, Registered in England. Alliance & Leicester pic
is authorited and regulated by the Financial Services Autharity, Que FSA register number is 189099,
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Alliance & Leicester is one of the UK’s major financial
services groups, with over 5.5m customers. We offer
a broad range of financial services and products to
personal and commercial customers.

We aim to deliver exceptional value for our
shareholders and customers, from individuals to large
corporates. We are a challenger to the established
banks through our unique business model. We
deliver market leading products supported by low
cost and efficient service. This is underpinned by a
belief in radical simplification and modern, fiexible
distribution. In chosen segments we offer specialist
and expert advice. This is what our customers want.
We are a bank for the future not the past.
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summary Annual Report wE

(ey‘Croup Results 1

£602m £417m

Zore Operating Profit’ Core Operating Profit!
axcluding the changes in the  (2006: £585m)

air value and impairment of

-ertain treasury investments - -
'2006: £585m) :

£399n  55.3 -

statutory Profit Before Tax Per Share Total Dividends
2006: £569m) (2006: 54.1p)

39.4p  14.6%

3asic Earnings Per Share Underlying Return
:2006: 96.4p) on Equity Tier 1 Capital?
(2006: 21.5%) —

§

o Care operating profit excludes the £10m pre-tax loss from hedge ineffectiveness (2006: £8m pre-tax gain) and the {Bm of redundancy costs {2006: £24m).
Indertying retissn on equity tier 1 capital excludes the £10m pre-tax loss from hedge ineffectiveness (2006: £8m pre-tax gain}, the £8m of redundancy costs (2006: £24m)
and the release of a tax provision of £30m in 2006.

Y

wwwy.alliance-leicester-group.co.uk
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Summary Annual Report

Group Overview

2007 Summary

Alliance & Leicester’s core operating profit'was £417m (2006: £585m) with statutory
profit before tax of £399m (2006: £569m). Conditions in the financial markets in

the second half of 2007 resulted in a reduction in the fair value and impairment of
certain treasury investments, Core operating profit!, excluding changes in the fair
value and impairment of certain treasury investments, was £602m (2006: £585m).

£13.00n

Gross mortgage lending
(2006: £12.6bn)

£2 3.3bn

Personal customer deposit
balances (2006: £22.7bn}

1.72m

Active current accounts . had a depos1t ATM machme mstalled mth 48 branches
(2006: 1.64m) 24 #haing’had a full refurbashment dunng theyear

£2.30n

New personal loan
advances (2006: £2.3bn)

Note: .
1. Core operating profit excludes the [10m pre-tax Loss from bedge ineffectiveness {2006: £3m pre-tax gain) and the £8m of redundancy coits (2006: £24m).

Alfiance & Leicester Summary Annual Report 2007 and Notice of AGM
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We delivered strong franchise growth, excellent cost control and strong customer
loan asset quality. The Group's revenues are well diversified, with our direct business
model continuing to meet customer needs.

, Commercial Banking is the combination of our Commerciat Bank and Treasury operations. Commercial Bank
) focuses en business banking, tending and money transmission services.

« Commercial Bank core operating profits increased to £150m (2006: £126m) as a result of strong-growtirin= —
' commercial lending balances and business banking accounts, Treasury made an operating loss of £165m
{2006: £46m profit) as a result of the fall in the fair value and impairment of certain treasury investments.

-

£8.40, (e

Commercial lending m Strong growth in commercial lending balances and business
balances (2006: £6.5bn) banking accounts o

m (ommercial customer deposit balances saw strong growth

3 3 70 O m {ash sales to financial institutions maintained at £69bn

. X ® New Post Office cash contract agreed, which provided one-off and
Business banking accounts ongoing benefits

opened (2006: 24,700)

m Ten new business centres opened in 2007, making a total network

of 19 centres
£ 7 5 b n u Commercial {ending asset quality remains strong, with 0.46%
L] of balances over 30 days in arrears (2006: 0.60%)
Commercial customer Treésury :

deposit balances
(2006: £6.9bn)

m The reduction in fair value of certain treasury investments resulted ina
~ £32m charge to the Income Statement and a £147m charge to reserves—

m Treasury’s impairment loss charge was £153m, £142m of which related
£ 6 8 5 to structured investment vehicles, and £11m of which was regarding
. b n collateralised debt obligations

Cash sales (2006: £68.6bn) v ee P maturing medium term wholesale funding, commerdial -
paper and certificates of deposit into the first quarter of 2009

aevew, allianc edeicester-group.co.uk
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Summary Annual Report

Chairman’s Message

£ £ We are investing in our business
and its technology. We do not

underestimate the pressures, but
we have a sustainable business

and the will to succeed 33

Sir Derek Higgs, Chairman

In 2007 Alliance & Leicester celebrated the tenth
anniversary of our flotation on the London Stock
Exchange. In truth, from summer onwards there was
little else to celebrate in a year of the proverbial two
halves. The real progress made throughout the year

in strengthening our franchise and growing profits
from our customer facing businesses was overshadowed
by dislocation from early August in the world's
financial markets.

Alliance & Leicester was affected by the changed
environment in three ways.

first, we had to respond to the dramatic change in the
cost, duration and availability of wholesale funding
from August onwards.

Second, the plight of Northern Rock, and the lack

of clarity around its future in the latter part of 2007,
threw a spotlight on us that was as misplaced as it was
unwanted. Alliance & Leicester's business model has
evolved markedly from its days as a building society.
Today, we are much, much more than a mortgage lender.

Third, we suffered from a decline in asset values in our
Treasury investments, triggered by financial market
conditions, which have affected finandal institutions
worldwide. We could not escape from these problems
but we could, and did, give more information about our
positions, and earlier, than any of our counterparts.

But none of this should obscure the very real business
achievements of the year. Profits before the impact of
Treasury losses were a record, we delivered franchise
growth, excellent cost control, and maintained our
strong lending asset guality.

In 2007 there were changes in both the executive and
non-executive membership of the Board.

Alliance & Leicester Summary Annual Report 2007 and Notice of AGM
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Richard Pym retired as Group Chief Executive at the end
of July. Richard made a hugely positive contribution to
Alliance & Leicester’s development over his 15 years
with the Group. The Board conducted a therough search
process to identify his successor. The Board’s unanimous
choice as Richard’s successor was David Bennett, then
our Finance Director. His former role was taken by Chris
Rhodes, previously Managing Director, Retail Banking.

Roy Brown, who joined the Board in May 2007, took
over Peter Barton's responsibilities as Deputy Chairman
and Senior Independent Director and Mary Francis also
joined the Board in May, bringing with her a wide range
of experience.

Looking forward, the banking sector faces change and
challenge from many sources. The fate of Northiern Rock
has prompted a review of fundamental elements of the
structure of retail banking and its supervision in the UK.
The coming year may see clarity as regards the basis for
current account charges and significant new thinking on
this core activity of banks.

For some in our industry these developments may be
costly. At Alliance & Leicester we see change in the
established order as an opportunity.

We are investing in our business and its technology.
Our people define our friendly and approachable style.
We do not underestimate the pressures, but we have

a sustainable business and the will to succeed.

Z)ML “%6’

Sir Derek Higgs
Chairman
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Group Chief Executive’s Statement

k € Our customer facing
Retail and Commercial Bank
businesses performed well
in 200733

David Bennett, Group Chief Executive

The second half of 2007 saw unprecedented conditions
n the world’s financial markets, presenting UK banks
with a number of challenges. Against this backdrop,
alliance & Leicester’s strategy for growth in a diversified
-ange of markets continued to make good progress.
Joth our Retail and Commercial customer businesses
Jelivered franchise growth and excellent cost control,
whilst maintaining strong lending asset quality. Alliance
% Leicester is a diversified business, not dependent on
:he performance of any single market, with just 27% of
aroup revenues in 2007 attributable to the mortgage
and savings businesses.

Group core operating profit, excluding changes

in the fair value and impairment of certain treasury
investments, was £602m, higher than in 2006. The
reduction in the fair value and impairment of certain
treasury investments in the second half of 2007 resulted
in core operating prefit for 2007 of £417m, lower than
the £585m achieved in 2006.

Qur focus on high quality customer lending continues to
result in strong asset quality. Qur mortgage asset quality
remains excellent, with just 0.49% of accounts over

3 months in arrears, lower than at the end of 2006,

and considerably better than the industry average of
1.20% at the end of 2007. The proportion of unsecured
personal tpan balances in arrears at the end of December
2007 was lower than at the end of December 2006, and
over 45% better than industry average. Only 0.46%

of commercial lending balances were over 30 days in
arrears at the end of December 2007.

Funding markets in the second half of 2007 saw

the effective closure of some markets and significant:
volatility in the pricing and availability of funds in the
money and capital markets. In recognition of these
conditions, as a prudent measure we put in place
additional fiinding facilities, a significant proportion

www.alliance-leicester-group.couk

et e A S e L IR R A AN A B VT G a5

of which are hacked by Atliance & Leicester residential
mortgage assets. These new facilities have now pre-
funded our maturing medium term wholesale funding,
commercial paper and certificates of depositinto the
first quarter of 2009. These facilities, which typically last
for around two years, cost more than would have been
the case in the first half of 2007 and whilst they remain
in place will have a negative impact on the Group’s net
interest margin.

Financial market conditions in the second half of the
year resulted in the market value of our £23.1bn of
treasury investments reducing by £242m. There was a
£32m charge to profit in the Income Statement and a
£147m post-tax (£210m pre-tax) charge to reserves. A
significant proportion of our investments in structured
investment vehicles was also impaired due to the market
conditions, resulting in a total treasury impairment toss
charge of £153m.

The proposed final dividend of 36.5p per share is the
same as last year, giving totat 2007 dividends of 55.3p
per share, up 2.2%. In 2008 we expect to maintain total
dividends at this level.

The UK economy and housing market are widely expected
to grow at slower rates in 2008 than in recent years. We
anticipate lower GDP growth than in 2007, with average
house prices remaining broadly stable. Against that
background, Alliance & Leicester’s franchise strength,
diversified operations, strong asset quality and good cost
control provide a firm base to deliver value, and wilt be
the key drivers of future performance.

Janss st

Group Chief Executive
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Summary Annual Report

2007 Highlights

During 200/

Aliiance & Leicester made
significant investments

as a platform for future
growth. During the-year

we have implemented a
number of new initiatives.

usiness centres
aetwark of 19 centres—

tadtiRase the
N eachi centre,.
Rervice to a

‘Premier 50’
current
account

| Buy to let

! mortgages

 taken on

“balance

' sheet
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Business Review

Retail Banking

£462m |

Core Operating Profit (2006: £445m)

Retail Banking delivered core operating profit of
£462m in 2007, up £17m compared to 2006, This
increase in profit has been primarily driven by strong
growth in current accounts, good cost control and

a lower impairment loss charge.

Core 4 Products

Current Accounts

We opened 301,000 new current accounts during

2007 and increased our active account base to 1.72m
accounts. Qur market share of new account apenings was
4.3%, significantly higher than our 2.8% share of total
personal current accounts. In 2007, 37% of new current
accounts were opened via the internet, with a further 8%
via the telephone,

During 2007 we enhanced our current account product
portfolio with the launch of ‘Premier 21, our new
current account for 16-21 year olds, and ‘Premier 50,
our new current account for over 50 year olds. In total,
36,000 ‘Premier 21" and ‘Premier 50" accounts have
been opened in 2007 since their launch in April and
October respectively,

MM £13.00n

Mortgages

We achieved £4.8bn of net mortgage lending in 2007,
representing a 4.4% market share, We successfully
broadened our product range taking buy to let loans
on to our own balance sheet .

Our total gross lending of £13bn represents a market
share of 3.6%, and includes £625m of ‘PlusMortgage’
loans, £581m of buy to let advances and £352m of
mortgages distributed via intermediaries under our
agreement with Lehman Brothers.

-
We have no sub-prime, near-prime or self-certified
mortgages on our balance sheet.

Personal Loans

Our traditional personal loan gross advances of £2.3bn
in 2007 were in line with 2006. In addition, we lent
£55m of unsecured loans via our ‘PlusMortgage’ product.
Total traditional unsecured personal loan balances at

31 December 2007 were £3.7bn, £0.1bn highérthan at
the end of 2006. Our new traditional lending in 2007
represented a market share of 6,7%, higher than our
5.2% share of balances.

Savings

Personal customer deposit balances were £23.3bn at
the end of December 2007, £0.6bn higher than at 31
December 2006. New deposits into Alliance & Leicester
savings accounts in 2007 were 7% higher than in 2006.

In total, 68% of our savings balances are now in
telephone or internet serviced accounts. During 2008
we will be taking a more proactive approach to the
promotion of our savings accounts in order to both
strengthen customer relationships and fund future
customer asset growth.

301000

Gross Mortgage Lending (£bn)

Alliance & Leicester Summary Annual Report 2007 and Notice of AGM
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artner 4 Products

Ke continue to successfully cross-sell our Partner 4
wroducts - long term investments, life assurance,
jeneral insurance and credit cards - to our Retail
3anking customers.

Ne have seen good growth in the sales of long term
nvestment products during 2007, with the value
f new investments sold 19% higher than in 2006,

sales of life assurance products were stightly higher

n 2007 than in 2006, as a result of an increasein the
1umber of non-mortgaqge related sales, whilst general
nsurance sales were in line with 2006.

New credit card sales in 2007 were 98,000
'2006: 109,000).

Jistribution

Jur distribution mode! provides customers with a
straightforward direct banking service, supported
yy a modern branch network.

“ore 4 product sales sourced via the internet were
#1%in 2007, higher than the 38% achieved in 2006,

e continue to invest in our network of 254 branches.
Ne fully refurbished 48 branches in 2007 and now
vave 103 in our latest design. We also completed
‘heinstallation of deposit-taking ATMs and welcome
fesks into each of our remaining branches, Over

0% of counter card based transactions in our~.
wranches have now migrated to the machines,
mproving praductivity. .

Ne refurbished a further 48 branches in 2007. We have a national network of 254 '
wanches, 103 of which are in our latest design, with the remalnder all having a '

velcome desk and deposit ATM.

warw.alliancedeicester-group.co.uk
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Towards the end of 2008 a number of customer facing
operaticns will benefit from the initial implementation
of the new ALNOVA banking system which will, when
completed, replace our legacy systems for current
accounts, savings and unsecured personal loans. In
preparation, our current account and savings customers
are now able to transact on their accounts using a new
single telephone number and simplified customer __
identification number.

Asset Quality
Our mortgage asset quality remains excellent.

The proportion of mortgage accounts over three months
in arrears was 0.49% at the end of December 2007,
lower than the 0.51% reported in December 2006 and
significantly tower than the Council of Mortgage Lenders
industry average of 1.20%.

In unsecured personal lending our asset quality-remains
strong, with 5.5% of traditional unsecured lenalng
balances over 30 days in arrears, lower than the 5.6%
reported in December 2006. The proportion of loans in
arrears was over 45% better than the average for the
Fimance and Leasing Association members.

Our new traditional unsecured lending in 2006 and
2007 continues to perform better than the lending
undertaken in 2005, and we do not expect any
significant change in the unsecured personal 1(391“___
impairment loss charge in 2008. We continue o take
a prudent approach to lending,_With,’é'rgunH 70% of
applications unsucigsﬁ:l'i:ﬁoof
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Business Review continued

10

Commercial Banking

Commercial Banking is the combination of the Group’s
Commercial Bank and Treasury operations.

Commercial Bank delivered core operating profit of
£150m, £34m higher than in 2006. This was a result of
growth in business banking accounts and commercial
lending balances, as well as benefits from a new Post
Office cash contract.

Lending

In 2007 we agreed over £3.8bn of new lending facilities,
and commercial lending balances, including business
banking loans, increased from £6.5bn to £8.4bn at

the end of December. Qur lending book continues to be
well diversified across a range of business sectors and
customers, with asset quality remaining very good.

Our lending business continues to focus on the
transportation, property, film and public sector

y f the market.

~

Aliarce & Leicester Summary Annual Report 2007 and Notice of AGM

We are making progress in dcvelb;i?ing
our pre-paid card business.

We continue to grow our shipping portfolio,
participating in a number of syndicates in 2007.
Shipping represents one of our largest individual
lending segments and our portfolio is well diversified,
with the majority of transactions in the form of leases,
a significant proportion of which are bank guaranteed.

During 2007 we further strengthened our property
lending team and saw continued growth in lending

to this sector, Buring the year we took a majority
shareholding in Mitre Capital Partners Ltd, which
primarily focuses on development finance. At the end
of Decémber 2007 Mitre’s lending balances were £187m.
Qur property lending is well diversified in terms of the
size of loan, geographic location and type of property.
Qur property lending is primarily focused on investment
property lending, with exposures to residential property
representing less than 17% of the portfolio. Around

twao thirds of our property lending transactlous are for
Less than £1m, and we have around 40 loans with an
individual exposure of over £10m, with none over £45m.
Transactions over £10m include properties tenanted

by FTSE 100 supermarkets and telecommunication
companies, as well as Government departments and
student accommodation at UK universities.

We continue to grow our lending in the aviation and other
transportation sE‘ctOrs.\W‘c_e_‘?lave developed our own bus
rental fleet to complement Gurstrengths in the bus and
coach market. In addition, we taunclied a contract hire
service for our commercia,l,/vehiﬁél customers.

=

o

" Lending to finance ships is one c'luf our
' fargest commercial lending m’ar;kets.

+
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3usiness Banking

Ne opened a record 33,700 new business current accounts
n 2007, 36% higher than in 2006. At the end of 2007 we
1ad 92,400 active business banking current accounts.

Ne have made significant progress in expanding our
Jusiness centre network during 2007, opening ten new
sentres, We now have a network of 19 centres across
Engtand, Northern Ireland, Scotland and Wales, Since
December 2007 the business centre network has been
targeting and servicing businesses with a turnaver

of up to £25m, up from the original £10m limit.

Dur business centres have also seen good growth
in lending to new and existing customers. Business
banking lending balances increased to £631m at
31 December 2007.

Since April 2007, our Retail branch network has been
able to open and service business banking accounts
for customers with a turnover of less than £1m. This
initiative has proved successful, with over 28% of new
accounts opened in branchesin 2007,

Over 41,000 business banking customers are now
registered to use our online banking service,
‘mybusinessbank.co.uk’, an increase of 17,000, During
the second half of 2007 the ‘mybusinessbank’ internet
banking service had its functionality improved, including
the introduction of multi factor authentication security,
giving customers increased confidence in undertaking
transactions online.

Our reputation for praviding businesses with market
leading products and good customer service continues

o {8 4bn

to gain industry recognition. We were named the

‘Best Business Banking Current Account Provider’ by
Business Moneyfacts for a sixth consecutive year in
February 2008. An independent survey, undertaken
for the Office of Fair Trading as part of their review of
the small and medium sized enterprise market (SME),
found that 26% of SMEs who had considered switching
their accounts had considered Alliance & Leicester, the
highest proportion for any UK financial institution and
13 times higher than the proportion reported in 2000.

-

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

We continue to make progress in developing our pre-paid
card business and have a number of pilots underwayina
variety of different business sectors, ~ - T -

e L,

In 2007 we more than doubled our bill payment network
with the addition of 17,000 payzone outlets to the
existing Post Office network, and agreed a new cash
contract with the Post Office which delivered both one-
off and ongeing benefits.

Commerdial customer deposit balances increased
by £0.6bn during the year to £7.5bn at the end of
December 2007,

Asset Quality

Asset quality remains good in the Commercial Bank, with
0.46% of commercial lending balances over 30 days in
arrears at the end of 2007 (December 2006: 0.60%).

BBN 92 400

Commercial Lending Balances (£bn)

www, alliance-eicester-group.co.uk
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Treasury ‘ .

£(165)m

Care Operating Profit (2006: £46m)

Treasury made a loss of £165m as a result of the
unprecedented conditions in the funding and liquidity
markets in the second half of 2007.

Investments

The majority of our treasury investments are hetd until
they mature. The volatite market place reduced the fair
value of gur treasury investments by £242m. There was
a £32m charge to the Income Statement and a £147m
post-tax (£210m pre-tax) charge to reserves.

Treasury's impairment loss charge of £153m included
£142m in respect of structured investment vehicle
mezzanine and capital notes, and £11m in respect

of cotlateralised debt obligations.

Liquidity

We increased our liquidity holdings by £3.1bn during the
second half of 2007, to take account of market conditions.

Funding

Our assets are funded using a well diversified mix of
retail and wholesale funds. At 31 December 2007 we

had £30.8bn of customer deposits, which funded 56%

of customer loans and advances, including finance
leases and hire purchase contracts and operating leases.
The remaining customer loans and advances were funded
by wholesale funds with a duration of aver six months.

Singe the third quarter of 2007 we have put in place

a number of medium term funding facilities and have
now pre-funded our maturing medium term wholesale
funding, commercial paper and certificates of deposit
into the first quarter of 2009,

Alfiance & Leicester Summary Annual Report 2007 and Notice of AGM
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Other Matters

Capital Management
The Group continues to have a high quality capital base,
with total capital resources of £2.9bn.

We continue to hold capital aver and above our
regulatory requirements and are not planning a share
buyback programme in 2008. Given the increased
volatility in capital requirements under Basel T, we aim
to increase the difference hetween our capital resotirces
and ourregulatory capital requirement during 2008, as
a prudent measure and ta give greater flexibility in the
current market.

Financial Qutlook

In 2008 we plan to maintain our strong asset quality,
balance sheet liguidity, and continue to replace and
extend the duration of our wholesale funding-As a result
of increased funding and liquidity holding costs in 2008,
core operating profit, excluding changes in the fair value
and impairment of certain treasury investments, will be
lower than in 2007. We expect total dividends in 2008 to
be maintained at the 2007 level.

Future Strategic Objectives
Our strategic objectives are as follows:

m Franchise growth, with a current focus on personal
and commercial custormer current accounts and
deposit balances;

m Above average asset quality for our customer loans
and advances;

mImproved cost-efficiency, maintaining the existing
target of a Group cost:income ratio of below 50% by
2010; and

m YUnderlying return on equity tier 1 capital to grow back
1o 20%.

In the tight of the unprecedented conditions in the
financial markets since August 2007, our previously
announced target of growing underlying basic earnings
per share by at least RPI+9% from 2006 to 2009 is no
lenger appropriate.
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Our Corporate Respensibility (CR) report provides

an overview of how we meet the challenge of being

a responsible corporation under each of the headings
Marketplace, Workplace, Community and Environment.

The following is a summary of the information
contained in our full CR Report, which is available
on our website: www.alliance-leicester-csr.co.uk

Our Marketplace

Alliance & Leicester aims to deliver good value products
for our customers, supported by low cost and efficient
service. This is uriderpinned by a belief in simplification
and modern, flexible distribution.

We provide our customers with a choice of how to access
our products and services, They can receive face to face
service at our 254 branches or our growing network of
business centres across the UK. They can also speak to
our contact centre staff using our telephone services,
or use our internet banking services to either purchase
new financial services or undertake transactions online.

We are committed to the prindiple of treating customers
fairly (TCF) over the lifecycle of our relationship with
them. In 2007, we have continued to embed TCF into our
everyday processes in a way that all staff can understand
and act upon. As part of this work we have reviewed and
simplified our brand values, and in 2008 will link each
brand value to the Financial Services Authorities
consumer outcomes for TCF.

We continue to be an ethical and responsible lender,
and will not risk the Group's reputation by knowingly
associating with people, organisations, products

or transactions that could potentially damage

that reputation.

Our responsible approach to lending is evident in our
asset quality statistics. In mortgages and unsecured

www.allianceleicester-group.co.uk
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persanal lending our arrears levels are significantly
better than industry averages, and with just 0.46% of
our commercial loan balances are over 30 days in arrears.

Qur Workplace
Qur annual employee opinion survey continues to

show that we have a well-motivated workforce, with the
scores once again significantly better than the average
for a UK employer. We have a well diversified, UX-based
workforce, with our workplace related policies reflecting
modern good practice. o
Our Community

We contributed over £1.8m to support charities and
community projects through donations, investment,
gifts in kind and staff volunteering in 2007. This includes
Alliance & Leicester Commercial Bank’s £500,000 of
support for Liverpool's European Capital of Culture

2008 celebrations. _ o

= p—

Education remains at the core of our community activity,
with a variety of programmes focused in particular on
financial literacy.

During 2007 our staff helped raise over £160,000 for
Cancer Research UK and Macmillan Cancer Support ~
Paul Stevensen Fund, our two Charities of the Year.

Our Environment

During 2007 we have made significant progress in
improving our understanding of the Group's impact on
the environment. We have compteted the calculation of
our carbon footprint and invested £30,000 in the Heart
of the National Forest’s Carbon Challenge Scheme, equal
to the cost of offsetting the carbon generated from our
energy usage.

The carbon challenge programme has been designed

for companies who are adopting a holistic approach to
meeting the challenge of climate change. Alliance &
Leicester’s contribution will be used to develop a series
of carbon challenge routes around Conkers, the National
Forest's visitor centre, which is close to our head office in
Leicestershire. The clues and discoveries made en route
will all be on the theme of ‘what difference can 1 maké'to
climate change?’, raising people’s awareness of the
amount of carbon they generate.

Our carbon footprint has highlighted the significant
proportion of carbon generated as a result of business
travel. Our 2008 environmental initiatives will therefore
focus an reducing this proportion in future years.

NS ALY SIS TR
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1. Sir Derek Higgs

Chairman

Appointed to the Board in October 2005,

Sir Derek Higgs is a Chartered Accountant
and a former investment barker. His previous
career included five years as a flirector of
Prudential plc and Chairman of its fund
management business and 24 years with the
Warburg Group where he was Hezd of Global
Corporate Finance and Chairman of 56
Warburg & Co Ltd. His other appointments
indlude a non-executive directorship at Jones
Lang LaSalle Inc and Chairman of Bramdean
Asset Management LLP. He is also a Pro-
Chancellor of the University of Bristol and

a Trustee of the Scott Trust.

2. RoyBrown

Nen-Executive Deputy Chairman

and Senior Independent Director
Appointed to the Board in May 2007, Roy
Brown is a Chartered Engineer and Chairman
of GKN plc. He is Senior Independent Director
of HMV Group pic and a non-executive
director of the Franchise Board of Lloyd's

of London. Formerty, he was an executive
director of Unilever plc and NV, a nan-
executive director of Brambles Industries Ltd
2nd plc and the British United Provident
Association Ltd (BUPA).

3. David Bennett

Group Chief Executive

Appointed to the Board in January 2000

as Group Finance Director, David Bennett
became Group Chief Executive on 27 July
2007. He has many years’ experience in

the finandial sector, as Finance Directar of
Cheltenham & Gloucester ple and then as an
Executive Director of the National Bank of
New Zealand Ltd. He became a non-exetutive
director of easylet plc in October 2005.

4. Malcotm Aish

Non-Exequtive Director

Appointed to the Board in May 2005,
Maicolm Aish is a non-executive disector
and Chairman of the Audit Committee of
Mitsubishi UFJ Securities International plc.
His previous career included nearly 30 years
with N M Rothschild & Sons Ltd. At the time
of his retirement in December 2003 he was
Group Risk Director, having previousty
been Head of Banking. Malcolm was a
representative of the London Investment
Banking Association to the F5A Advisory
Group on the Basel Accord.

Alliance & Leicester Summary Annual Report 2007 and Notice of AGM
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5. Richard Banks

Managing Director, Commercial Banking
Appointed to the Board in 1998, Richard
Banks has responsibility for the Group's
Commercial Banking operations including
Treasury. He was previgusly Distribution
Director, Retail Banking, having held a
number of senior positions in Alliance &
Leicester Commerdial Bank plc (formerty
Girobank plc) since he joined the Company
in 1987.

6. Jane Barker

Man-Executive Divector

Appointed to the Board in 2004, Jane Barker
ts a Chartered ACcountant and is the Chief
Executive Officer of Equitas Limited, the
company et up to reinsure end run off the
1992 and prior years’ pon-life liabilities of
Lloyd's of London Syndicates. She was until
recently the Ainance Birector of Equitas. 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,

N I P L W
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7. Rod Duke

Non-Executive Director

Appointed to the Board in January 2006,

Rod Duke's career has been with HSBC, where
he spent over 33 years. At the time of his
retirement in 2004 he was General Manager
Banking Services and a Group General
Manager, managing the bank’s distribution
capability for p land ¢ al

9. Mike McTighe
Non-Executive Director
Appointed to the Board in June 2000, Mike
McTighe has held a number of directorships,
and is currently a member of the Ofcom
Board, Chairman of Pace Micro Technology
ple, a director of London Metal Exchange
Heldings Ltd, and also a chairman of a

ber of privately held technology

customers. He had previously held a number
of executive positions across the bank,
including investment banking, credit cards
and aperations. Rod is a non-executive
director of Exedra Clubs Limited,

8. Mary Francis

Non-Executive Divector

Appointed to the Board in May 2007, Mary
Frands is Senior Independent Director of
Centrica ple, a non-executive directorof Aviva
plc and St Modwen Properties ptc, a Director
of the Almeida Theatre Company Limited and
a former Director of Fund Distribution
Limited. She was previously director General
of the Assodation of British Insurers,

a Director of the Bank of England, and 3
senior civil servant in the Treasury and

10 Dowming Street.

www alliance-leicester-group.co.uk
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companies. Mike also acts as an advisor

1o several private equity firms, Previously

ha was Chairman and CEQ of Carrier]
International SA, and before that Executive
Director & Chief Executive, Global Operations
of Cable & Wireless plc. Prior to these
experiences, Mike spent five years with
Philips of the Netherlands, five years with
Motarola, and ten years with GE.

10.Chris Rhodes

Group Finance Director

Appointed to the Board in June 2002 as
Growup Operations Director, Chris Rhodes
became Managing Director, Retail Banking
in 2003 and was appeinted Group Finance
Director an 27 July 2007. Previously he 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 ple (formerly Girobank plc}).

o ——— e Y A AN -

11.Margaret Salmon

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 Kingfishérple,
Manchester Airport Group plcand the
University for Industry. Her previous
executive roles have induded being Chief
Executive, BBC Resources Ltd, and HR
Director at tha BBC and The Burton Group,

12.Jonathan Watts

Non-Executive Director

Appointed to the Board in May 2000,
Jonathan Watts is also President of Geo
and Chairman of Alaya Samadhi Ltd.
Previously he was Managing Director of
COLT Telacommunications, Europe’s largest
business telephony, data and internet
company and hetd senior positions in

the UK and overseas i a number of
telecommunications and technology
companies, including BellSouth Corp,
Sintrom Pic, Datapoint Corp and Control
Data Corp.
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Summary Annual Report

Summary Directors’ Report

The Mrectors have pleasure in presenting a summary of
their report and the consolidated financial statements of
Alliance & Leicester plc for the year ended 31 December
2007, The full version of this repert can be found in

our Annual Report & Accounts, which can be seen at
www.alliance-leicester-group.co.uk.

The principal activity of Alliance & Leicester plc and

its subsidiaries is the pravision of 2 broad range of
financial services. Alliance & Leicester plc manages

its aperations via two main business units - Retail
Banking providing a range of personal finandal services,
and Commercial Banking providing a wide range of
banking and finandial services ta business and public
sector customers.

Results and Dividends
Profit before tax for the year ended 3t December 2007
was £399.2m (2006: £568.9m).

An interim dividend of 18.8 pence per share (2006:
17.6 pence per share) was paid on 8 October 2007,

The directors propose a final net dividend for the year of
36.5 pence per share (2006: 36.5 pence per share) to be
paid on 19 May 2008.

Alliance B Leicester Summary Annual Report 2007 and Notice of AGM
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Oirectors
The following persons were directors of the Company
during the year:

Sir Derek Higgs Chairman

David Bennett Group Chief Executive!

Richard Pym (to 27.07.2007) Group Chief Executive!
Peter Barton (to 13.05.2007)
Ray Brawn (fram 04.05.2007)
Malcolm Aish

Richard Banks

Jane Barker

Rod Duke

Mary Francis (from 02.05.2007)
Mike McTighe

Chris Rhodes

Margaret Satmon

Jonathan Watts

- - mmma

Notes: .- IR e

1, David Bennett succeeded Richard Pym as Group Chief Executive
on 27 July 2007,

2. Roy Brown suzceeded Peter Barton a3 Deputy Chairman on
13 May 2007.

Report of the Independent Auditors
The independent auditors’ report on the full accounts
for the year ended 31 December 2007 was unqualified
and did not contain a statement under section 251 of
the Companies Act 1985.
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Independent Auditors’ Report

Independent Auditors’ Statement to the Members of
Alliance & Leicester plc

We have examined the Summary Financial Statement
{SFS) which comprises the Summary Consolidated
Income Statement, Summary Consolidated Balance
Sheet, Summary Directors’ Repert and the Summary
Directors’ Remuneration Report.

This report is made solely to the Company’s members, as
a body, in accordance with section 251 of the Companies
Act 1985. Our 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 ather 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, for our audit
report, or for the opinions we have formed.

Respective Responsibilities of Directors and Auditors
The Directors are responsible for preparing the Summary
Annual Report (SAR) in accordance with United Kingdom
law, Qur responsibility is to report to you our opinion on
the consistency of the SFS within the SAR with the full

annuat accounts, the Directors’ Report and the Directors’

Remuneration Report, and its compliance with the
relevant requirements of section 251 of the Companies
Act 1985 and the requlations made thereunder.

We also read the other information contained in the SAR
as described in the contents section, and consider the
implications for our report if we become aware of any
apparent misstatements or material inconsistencies
with the SFS,

www.allianceleicester-group.co.uk

Basis of Opinion

We conducted our work in accordance with bulletin
1999/6 The Auditors’ Statement on the Summary
Financial Statement issued by the Auditing Practices
Board for use in the United Kingdom. Qur report on the
Company’s full annual financial statements describes the
basis of our audit opinion on those financial statements
and the Directors’ Remuneration Report, _
Opinion

In our opinion, the $FS is consistent with the full annual
accounts, the Directors’ Report and the Directors’
Remuneration Report of Alliance & Leicester plc for the
year ended 31 December 2007 and complies with the
appticable requirements of section 251 of the Companies
Act 1985, and the requlations made thereunder.

Deloitte & Touche LLP

Chartered Accountants and Registered Auditors~ .
London, England ~ T
19 February 2008
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Summary Consolidated Income Statement for the Year Ended 31 December 2007

2007 2006
(Audited) (Audited)
£m £m
Net interest income 801.1 780.6
Fees, commissions and other operating income 634.2 6870
Hedging ineffectiveness (9.5) 7.6
Operating income 1,425.8 “1,475.2
Administrative expenses (643.0) (681.0)
Depreciation and amortisation - (130.5) _{120.5)
Impairment losses ) (253.1) (lb4.8)
Profit before tax 3992 568.9.
Tax (103.3) (118.8)
Profit after tax 2959 450.1
Profit attributable to: .
Innovative ter 1 holders 7.5 17.5
Preference shareholders 18.7 (v weman -
Minority interests 3.0 " 04
Ordinary sharehalders of Alliance & Leicester plc 256.7 432.2
Earnings per ordinary share:
Basic 59.4p 96.4p
Diluted $9.0p . 95.9p
Summary Consolidated Balance Sheet as at 31 December 2007
2007 [
(Audited) (Audited)
£m £m
Cash, treasury assets and amounts due from other banks 22,852.8 19,388.5
Loans and advances to customers 55,055.8 48,277.6
Fixed assets 651.6 610.2
Other assets 3%4.6 280.7
Total assets 78,954.8 68,557.0
Due to ather banks and debt securities in issue 45,132.7 35474
Due to customers 30,758.3 29,559.4
Other liabilities 7351 . 1,007.7
Total liabilities 76,6311 § 65,984.2
Total shareholders’ equity, preference shares and minority interests 2,323.7 2,572.8
Total liabilities and shareholders’ funds ; 78,9548 68,557_'.0

Approved by the Board of Directors an 19 February 2008 and signed on its behalf by: Chris Rhodes, Group Finance Director,

and Richard Banks, Managing Director, Commercial Banking.

Basis of preparation: These results are presented under Intematianal Financial Reporting Standards (IFRS).

Alliance & Leicester Surmmary Annual Report 2007 and Notice of AGM
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Remuneration Committee

The Remuneration Committee ('Committee”) determines
the remuneration and contractuat arrangements for the
Chairman, executive directors and the Group Secretary,
and oversees the Group’s share plans. The Committee
comprises only of independent non-executive directors
and is chaired by Margaret Salman, who succeeded
Peter Barton following his retirement in May 2007.

The Committee meets at least four times a year and

uses independent external advisors on all areas of
remuneration. Its full terms of reference are available on
the Group's website - www.alliance-leicester-csr.co.uk.

Remuneration Policy

The remuneration policy for executive directors and
senior managers is aligned with the Group’s strategic
objective of increasing shareholder value, and rewards
both individual and company performance.

Remuneration arrangements will continue to focus on
incentive plans that encourage delivery of strategic
and operating plans and shareholder value.

Remuneration for Executive Directors

The main elements of remuneration are basic salary, an
annual discretionary bonus, long term incentive plans
and a defined benefit penston, In addition, executive
directors are eligible for a range of benefits including
the provision of a company car including fuel, life
assurance and private medical insurance. An executive
director’s bonus for on target performance is 75%

of salary, with a maximum of 150% of salary for
exceptional performance. Bonuses are payable on
achievement of corporate and individual targets and
at the discretion of the Committee,

Long term Incentive Schemes

Share options

Executive, associate and divisional directors were
eligible in 2007 for the grant of options under the
Alliance & Leicester Company Share Option plans.
Other senior managers were eligible to participate in
the Restricted Share Plan and the Deferred Bonus Plan.

wiww,alliancedeicester-group.co.uk

Executive share options are subject to an Earnings per
share (EPS) performance condition, The value of grants
to executive directors in 2007 was 100% of basic salary,
and for associate and divisional directors grants were
made in the range 100 to 150% of basic salary. Executive
directors can also participate in the Company’s all-
employee share plans, to which no performance
conditions apply, on the same terms as other employees.

Performance Share Plan ('PSP’)

All executive, associate and divisional directors
participate in the PSP. In 2007, the PSP provided for

a typical award over shares to the value (including the
anticipated accrued dividends on shares that vest) of
100% to 150% of annual salary. Vesting of these awards
would be subject to EPS, Return on Equity and Total
Shareholder Return (TSR) performance conditions.

Remuneration for Non-executive Directors 3.7
Non-executive directors receive annual fees determined
by the Board in the light of recommendations made by
the Group Chief Executive. Non-executive directors are
not eligible to participate in the Company's annual
bonus or long term incentive plans.

Service Contracts

Executive directors have service contracts that continue
until terminated by the Company on twelve months’
notice or on their 65th birthday, if eartier. The executive
directors may terminate their service contracts at any
time by giving six months’ notice.

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, he is entitted
to receive payment of twelve months’ basic salary, such
cash bonus as the Committee in its absolute discretion,
reasonably and fairly determines, and pension benefits.
Life and medical insurance covers would be maintained
for twelve months from the termination date.




LR Rk S St

Summary Annual Report

T W A St R s T e Ty e R

i Aol Al gl Kbl S asdedell U LRI b Ll Rl Ry e -l b vy -

Summary Directors’ Remuneration Report continued

20

Non-executive directors 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
notice or payment of compensation on 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-teicester-csr.co,uk,

Performance Graph

The performance graph below shows the Company’s TSR
performance in comparison with the FTSE 100 Index over
the five years ended 31 Deceraber 2007. The FTSE 100
Index was chosen as it is a broad equity market index
consisting of companies of a similar complexity and

size to Alliance & Leicester.
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Directors’ Remuneration

Salaries/ Other  Total  Total
Fees  Bonus Benefits 2007 2006
£000 £000 £000 £000  £000
Executive
Directors
Richard Banks 334 129 15 478 730
David Bennett 477 270 17 764 799
Richard Pym?
{to 27.11.07) 611 227 22 860 1,44
Chris Rhodes 396 203 15 614 735
Subtotal 1,818 829 . 692,716 3,705
Chairman
Sir Derek Higgs 358 358 350
Non-Executive
Directors
Malcolm Aish 69 PR— 65
Michael Allen - TTTTIN ss
(to 31.12.06)
|ane Barker 69 69 65
Peter Barton 70 70 138
(to 13.05.07)
Roy Brown 66 66 -
(from 4.05.07)
Rodney Duke 56 56 55
Mary Francis 38 3a -
(from 2.05.07) ==
Mike McTighe 56 56 55
Margaret Salmon 68 68 65
Jonathan Watts 56 56 55
Subtotal 906 906 900
Total 2,724 829 69 3,622 4,605
Motes:

1. The total for 2007 does not include deductions made from basic salary
for SMART pensians wheretry Alliance & Leicester plc pays their pension
contributions In retum for an equat reduction in their walary, In addition,
the executive directors received aggregate gains before lax of £1.1m on
the exercise of options swianded under the Comparry Share Option and
Deterred Bonus plans.

2. Having retired from the post of Group Chief Executive and execirtive
responsibility in july, Richard Pym keft the employment of the Group
on 27.11.07.

Margaret Salmon
Chairman of the Remuneration Committee
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Notice of Annual General Meeting

Directions to Carlton Park

This booklet provides information about the next Annual General
Meeting of Alliance & Leicester plc which will be held at the
Company's offices at Carlton Park, Narborough, Leicester on

13 May 2008 at 6.00 pm (the ‘Meeting’).

Directions

Carlton Park is situated near the village of Narberough
2 miles south of the M1/M69 Junction {3unction 21

on the M1). From Junction 21, follow the A5460
signposted to Leicester. At the first roundabout (with
Fosse Park opposite) turn right (4th exit) onto the
B4114, signposted Narborough. Continue along this
road across the next two roundabouts, foltowing the
signs for Narborough. The road passes under the M1,
the Carlton Park filter road is immediately on the right
after passing under the bridge and through the set of
traffic lights. Narborough train station is 1 mile from
Carlton Park.

This Document is Important

Please read it straight away. If you have any doubt
about the action that you should take, contact your
stockbraker, bank manager, solicitor, accountant or
other independent financial adviser. If you have sold
or transferred all your shares in Alliance & Leicester ple
please pass this document and the accompanying Proxy
Form to the purchaser or transferee, or to the agent
through whom the sale or transfer was effected, for
transmission to the purchaser or transferee.

Security Arrangements
For security reasons, sharehalders attending the

.Meeting may be searched and asked to leave mobile

telephones and other personal effects with security
staff for the duration of the Meeting.
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1}.etter from the Chairman
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j - R
Dear Shareholder,

jhe next Annual General Meeting of Alliance &
[eicester plc (the ‘Company’} will be held at Carlton
Park, Narborough, Leicester LEYS DAL on Tuesday
!13 May 2008 starting at 6.00 pm (the ‘Meeting’). -

{his booklet contains the formal Notice of the
Meeting with explanatory notes and the 2007
Summary Annual Report.

‘our Directors believe that all the proposals to be
éonsidered atthe Meeting are in the best interests
of the Company and its shareholders and recommend
that you vote in favour of the resolutions. The Directors
ill be voting in favour of the resolutions in respect of
their own shareholdings.

Your vote is important - voting on all resolutions at
e Meeting witl be by way of a poll rather thanon a
how of hands. This means that all the votes cast and

pot just those of the shareholders present are taken
lnto account. If you are unable to attend the Meeting
{ would urge you to vote by post or online. Please
remember that your vote must be received by our
scruhneers no later than 48 hours before the
fdeehng begins.

SCRIP Dividend Scheme

This year, your Directors are seeking approval for the
introduction of a Scrip Dividend Scheme under
Resolutlon 12. ¥approved, a Scrip Dividend could be
offered to shareholders from the 2008 interim dividend
{0 be paid in October.

A Scrip Dividend Scheme enables shareholders ta elect
to receive new ordinary shares instead of a cash
dl\ndend If you hold your shares in your own name (hy
share certificate) or in a ShareSafe account, you wilt
ﬁnd a Scrip Dividend Mandate Form attached to your
Proxy Form or ShareSafe Direction Form. If you wish to
receive shares instead of cash for future dividends,
please sign and return this form in the envelope
enclosed, Alternatively, you may join the Scrip
Dividend Scheme online using the Shareholder
Website '

Ifyou elect to receive shares now, but change your
rmnd before the 2008 interim dividend (or any future
thdend) you may cancel your Scrip Mandate by
}r:ﬁting to Capita Registrars in accordance with the
lem:losed terms and conditions. )

www.alliance-leicester-group.co.uk
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CREST participants and Company employees with
shares in the Share Incentive Plan ('SIP") Trust will
receive a separate notification to enable participation
in the Serip Dividend Scheme.

Ifyou have any questions in relation to the Scrip
Dividend Scheme or your shareholding please contact
Capita Registrars either by telephone, in writing or by
email; alternatively, if you have any queries about the
resolutions please write to Simon Lloyd, the Group
Secretary. All contact details can be found on page 29.

Yours sincerely, -~
Sir Derek Higgs

Chairman

14 March 2008
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a NO'IICE 1S HEREBY GIVEN that the Annual General . the conclus:ion‘of the Annual General Meeting of the

Meeting of Alliance & Leicester plc (the ‘Company’) Company to be held in the year 2009 save that the

- will be held at the Company’s registered office at - . “Company may, before such expiry, make an offer or
. Carlton Park, Narborough, Leicester LE19 0AL on agreement which would, or might, require relevant

. Tuesday, 13 May 2008 at 6. 00 pm to transact the - securities to be allotted after such expiry and the
followmg business. . Directors may allot relevant securities in pursuance of |

, h offe nent as § ority conf
7‘ Votlng on att resoleons will be by way of a poll ;L:;ehoy h; ; ;:g;i%‘;gg.t a3 if the authority con erred

Ordinary Business 10. Special Resolution . ’ -

. 1.. Toreceive the Directors’ Report, Directors’ (1) "THAT the Directors be and are hereby authorised
o Remuneration Report, Anngal Accounts and the _ pursuant to Section 95 of the Comparies Act 1985
i Audrtors Report for the financial year ended | * . . toallot (which term shall, without limitatiof;

oA ‘December 2007; o -~ inelude a sate of treasury shares) equity securities

¢ 2. Todeclare's final dividend of 36.5 pence per (within the meaning of Section 94(2) of the
"+ ordinary share for the financial year ended - . Lompanies Act 1985) for cash pursuant to the
. 31 December 2007 to be paid on 19 May 2008 L authopty‘r‘conferred by Reso[unon 9 above as 1f. )
v to ordinary shareholders who are on the - sub-section 89(1) of the Companies Act 1985 did

" not apply to any such altotment, provided thatthis

Company's share register at close of husiness . f -t
on 25 Apnl 2008; * -powershall belimitedto: . .
- G'To re-slect Mr C S Rhodes as a Director: ' (a) the allotment ofeqmty securities in connection
: ) R . ‘ * . with an offer or issue to or in favour of ordinary .
. To re-elect Mrs M Salmon as a Director; ' shareholders on the register on a date fixed by the

" Directors where the equity securities respectively .
. attributable to the interests of atl crdinary
To elect MrsM E Franci5 asa D1rector . - shareholdérs are proportionate (as nearly as
* practicable) to the respective nimbers of ordinary
shares held by them on that date (subject to such -
- exclusions or other arrangements as the Directors
may think fit in connection with treasury shares,
fractional entitlements or legal ar.practical
p{dblems arising in connection with the laws of any

 To elect MrRD- Brown asa D1rector

Sale s

o re- appoint Deloitte & Tcuche LLP as auditors of
." theCompany, to hold office untit the conclusion of
the next Annual General Mesting and to authorise
the Group Audit Committee to determine the
" remuneration of the audltors, and

8. To approve the Directors’ Remuneranon Report . overseasterritory or requirements of any regulatory

- forthe financial year ended 31December 2007. - . bodyor stock exchangé in any territory); and

Special Business - " (b) the allotment (otherwise than pursuant to sub-

. To consider and, if thought fit, pass Resolutions 9,10 .- paragraph (a) above) of equity securities up to ¢
" -and 11 as Special Resolutions and Resolutlon 12asan .an aggregate nominal amount not exceeding

" Ordinary Resolution. . . : - f10, 500 000;

9. Spedial Resolution - - -{2) THAT the authority conferred in {1) above shall

THAT the Directors be and ate hereby generally and © expire on the easlier of 15 months from the date

-unconditionatly authdrised in accordance with Section of this resolution or the conclusion of the Annual

80 of the Companies Act 1985 to exercise all powers of * General Meeting of the Company to be held in

the Company to allot and to make offers or agréements the year 2009 save that the Company may, before
1~ toallot relevant securities {within'the meaning of ] such expiry, make an offer or agreement whith |
« . Section 80 of the Companies Act 1985) up toan - would or might- requ:re equity securities tobe .

aggregate nominal amount of £70,100,000 in ordinary .  2llotted after such expiry and the Directors may i

"shares provided that such authgrity shatt expire on the " allot equity securities in pursuance of such offer or {

earlier of 15 months from the date of this fesolutiori or  * ag;eementias ifthe authority conferred hereby had t
N S not expire o

1 . \

- Alliance & Leicester Summary Annual Report 2007 and Notice of AGM . ’ [
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1 Specual Resoluhon :
[HAT pursuant to Article 10 of the Company's Amcles '
#f Associatiorrand Sectlon 166 of the Companies Act
1985 the Company be and is hereby generally and
uncondltlonally authorised to make one of more
market purchases (as defined in Section 163(3) of the -
'Eompames Act 1985) of its ordinary shares of 50 pence’
‘each on such terms and in such manner as the Dlrectors
ll'nay determine provlded that:

(a) the maximum aggregate number of ordmary ' ‘
shares whlch may be purchased is 63, 100 000;

b) the minimum pnce wh1ch may be pa1d for each

kY

of expenses) . . s

€} the maximum pnce which may be paid for each . -
ordinary share is not more than 5 per-cent above

an ordinary share as derived from the Daily OFﬁmat
List of the UK L1st|ng Authority for the five
. business days immediately preceding the day on -
" which the ordinary share is purchased (excluswe s
of expenses) and .

{d) - the authority hereby granted shall expire en
;' the earljer of 15 months from the date of this -
. resolutlon or the conclusion of the Annual General -
. : Meeting of the Company to be held in the year
2009 unless renewed before that time, provided °
" thata contract of purchase may be made before

or partly after the expiry of this'authority and the
"purchase of ardinary shares may be made in

-+ pursuance of any such éontract as if the authonty

* ‘conferred hereby had not exptred ’

12. Ordmary Resolution .

THAT the Directors be and are hereby authonsed to -
offer to ordinary shareholders the right to recéive

' rdinary shares instead of part or all of any cash
dnndend or dividends declared or.paid in the period
up toand mcludlng the Annual General Meeting of
the Company fo.be heldin. 2013 on such terms as'the
D1rectnf5 may determine pursuant to Article 133 of
ithe Company s Artlcles ofAssonatmn

v

4

;

wwwaalliance-leicester-group co.uk

. ‘ordmary share is 50 pence per share {exclusive . -

the average of the'middle market quotations for * -

such expiry which willor may be executed whally |~

'By Order of thé Board
Simon Lioyd

Group Secretary
14 March 2008

Carlton Park

“Narborough .

Leicester .
" LE190AL- . 7 o

Registered Number:
3263713

, F5A Reglster Number
185099 |

:Registered Offices -

t—.
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(a) Adoption of the Annual Accountsand ~ *
- declaration of the Final Dividend - )
(Resolutions 1and 2) - "
Each year the Directors are reqmred by Law to lay .
the Amnual Accounts {including the Directors”,
Remuneration Report and the Auditors” Report)

’ befnre shareholders, :

| The key finandial results are summansed in the.
~ SummaryAnnual Reportin ’ch1s booklet. More detailed
... information can be found in the fullAnnual Report
: avarlable frum Capita Reglstrars an request .

Final dividends must be approved by shareholders ..
*but must not exceed the amount récommended by the
 Directors. The Directors 4 are recommendmg thata ﬁnal
" dividend of 36.5 pénce per ordmary share be paidto

register at the close of business or'25 April 2008: If .
- approved by the Meeting, the ﬁna[ dividend mll be
: pa1d ort 19 May 2008

(b) Election of Directors (Resolutlons 3-6)

+ There are two Directors retiring by ‘rotation” and
seeking re-election, Chris Rhodes and Margaret Salmon
(under the existing Articles of Association a Director
shall retire by rotation if he or she held office  *

_and did not retire at the'two precedmg annual
general meetlngs) . .

It is the view of the Chairman and the other Board
members that hoth Directors standing for ré-election

*have performed effectively as members of the -
Board and continue to demenstrate the necessary
commitment and ability in respect of their Boa rd
and Committee responsibilities. -

Mary Francis and Roy Brown were appointed tothe
“Board of the Company as Non-Executive Directors on
2 May 2007 and 4 May 2007 respectively. Both new

“Directars are seeking election for the first time,

Brief biegraphical details of the Directors standing
+ for election or re-election  appear on pages. 14 and 15.

{0). Re-appomtment of Auditors (Resolutlon 7)
-The Company is required to appoint auditars at
each Annual General Meeting to hold office until -
the next such meeting. A resolution will be put to

. the Meeting to re-appoint Deloitte & Touche LLP as

[3

.+ Alliance & Leicester Summary Annual Report 2007 and Notice of AGM s

: ..the Company’s auditors. The Groip Audit Committee
* seeks authorisation to agree the auditors’ fees in

v

+(Resolution 8)
: ‘Listed companies are required to prepare and seek
. shareholders approval of the Dlrectors Remuneration

. forward-{ocking remuneration policy. A summary of
+ : the Report appears in the Summary Annual Repogtin
. "this booklet. A full copy of the Report is included in
. the AnnualReport available from Caprta Reglstrars

. (Resolution 9
" erdinary shareholders who are on the Company's share (Resolution 9)

_ofthe Carnpany s issued ordinary share capital
" being the latest practicable date prior to publication of

This authority replaces the previous power of the
. 15 months from the date the resolution is passed or
" whichever is the earlier. It has been the custom of the

- accordance with hest practice. The Directors have no

" and following the exercise of options under the Group

accordance with normal practice.

(d) Apprwalof D1rectors llemuueratwn Report

Report sethng out the remunerahon of the Company's
Directors for the financial year and the Company s

on request, contact detaits can be found o on page 29

{e) | Renewal of authonty to allot Ordinary Shares
This resolution renews for a further 15 months the
Directors’ autherity to i issue ordmary shargsuptoa
maximuymi nommal amount equal to that of dne third

(excluding any treasury shares held by the Company).
This amounted to £70,100,000 as at 15 February 2008,

this notice, On 15 February 2008 the Company held no
treasury shares.

Directors to allot ordinary securities and will expire -

at the conctusion of the next Annual General Meeting,

Directors to seek annual renewat of this authorityin .

current intention to issue'new shares (other than
preference shares) except in relation to the altocation
of shares to employee share trusts, to participants in
the Performance Share Plan and Restricted Share Plan

s
other employee share plans.

m oD e = e

(f) Renewal of authority to allot equrty secuntles

for cash (Resolution 10} o
Linked to Resolution 9, this. resolutlon gives the.—. . 1
Directors authority to issue new ordinary shares for
cash without having to apply pre-emptiori rights which |

' . would require the Company to offer new equity shares

issued for.cash to existing shareholders on a pro-rata

v
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I the Tﬁetompanies'(Acqﬁisiﬁun of Own Shares) (Treasury

asis according to the number of shares each
lharehuider hiolds, The sale of 2ny treasury shares for
ash would also (within the same limits} be exempt
{om the requirement to offer them pre-emptively to -
?astmg sharehotders.-The Company cannot benefit
foma share distribution by virtue of it holding
'reasury shares.

;here are circumstances where to issue shares or to
ell shares out of treasury oR a pre-emptive basis
rould cause practical problems for the Company and
pany companies therefore seek a limited authority to

n connection with a rights issue and to the atlotment
af shares generalty up to an aggregate nominal amount
-qual to approximately 5% of the Company’s issued
|rdinary share capital (excluding any treasury shares}.”
tis amounted to £10,500,000 as at 15 February 2008,
eing the latest practicable date prior te publication

f this notice. The authority under this resolution will
xpire on the earlier of 15 months from the date of

he resolution and the conclusion of the next Annual
jeneral Meeting of the Company.

'g) Purchase by the Company of its own Ordinary
shares (Resolution 11)

Ilt has been the Company’s practice to seek an annual
enewal of this authority, This resolution renews the
iu‘dmrily of the Company to purchase its own ordinary
:hares for a further 15 menths or untit the next Annual
enerat Meeting, whichever i the earlier. The maximum
umber of ordinary shares which may be purchased
nder the proposed authority will be 63,100,000
rdinary shares representing approximately 15% of the
ssued ordinary share capital {exciuding any treasury
hares) as at 15 February 2008,

A share buy-back programme involves the Company in
'epurchasmg its shares in the market. This would only
e done if the Board felt that it was a better use of the
fompany's existing capital resources and would be in

fhe bestlnterests of shareholders as a whole to do so.

[he amount and timing of any such purchases would - .
epend on market conditions. Approval of the

hares compulsorily from individual shareholders.

www.alliancedeicester-group.co.uk

'

s

isapply pre-empticn rights on the atlotment of shares . .

esolution does not give the Company power to acquire

Shares) Regulations 2003 {the ‘Regulations’) enable
a listed company to hold shares in treasury, as an
alternative to cantelling them, following a purchase
of its own shares in accordance with the Companies
Act 1985. Shares held in treasury in this manner will
be availabte for resale by the Company or may be
transferred for the purpose of or pursuant te an
employees’ share plan rather than being immediately

" cancelled, as is currently the case. Accordingly, if the

Directors use the authority given by Resolution 11, the
Company will have the option of holding those shares~
in treasury:rather than.cancelling them.

The totat number of aptiens to subscribe for ordinary -
shares outstanding at 15 February 2008 was 9,648,292
which represented approximately 2,29 % of the issued
ordinary share capital {excluding any treasury shares}
as at that date. If the Company was to purchase

the maximum rumber of shares permitted by this. .
resolution, the options outstanding at that date would
represent 2.70 % of the issued ordinary share capital
(excluding any treasury shares) as reduced following
those purchases. There are currentty no warrants.

Your Board will have regard to any investor guidelines
in relation to the purchase, holding or resale of treasury
shares which may be in force at the relevant time.

(h) Te put in place a Scrip Dividend Scheme
(Resolution 12)

This resclution weuld authorise the Company to put

in place a Scrip Dividend Scheme to allow the Directors ‘
t0 offer ordinary shareholders to elect to receive

" additional ordinary shares instead of part or all of any

tash dividends for a five year period. This means that

" shareholders can build up their shareholding in the

Company withouit incurring dealing costs or stamp
duty. Atthe same time, the Company retains cash for

- reinvestment in the business. The Board would have

the discretion as to whether to offer a scrip dividend

. alternative for each dividend. The earliest dividend far

_which a scrip dividend alternative may be offered is the
- 2008 interim dividend payable in October.

Enclased with this notice of Annual General Meeting is
an explanatory brochure explaining the terms and
conditions of the proposed Scrip Dividend Scheme,
“which is also available on the Shareholder Website.
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1. Attendance and Voting at the Meeting .
.- Only holders of ordinary shares reg!stered intheé -
reg15ter of memhers of the Company asat 6.00 pm

. on Sunday, 11 May 2008 or on the date which is two

{ days prior ko any ad;ournment ofit shatt be entitled to

§ "attend and vote at the Meetmg or adjoitrned meeting

(erther in person of by proxy) ln respect of the numher

of ordinary sharés redistered in'their nameés at that -

* time! If you wish to atterid, please bnng Your proxy

or direction forrn with you N

2. If you are not cormng to the Meetmg IR

b you are unable to attend the Meeting you may -
- ‘appaintone or more prox1es to attend the meeting”
* tg speak and vote on yoirr behalf by completing the
7, enclosed proxy or dtrechon form Aproxy neednot
_béa shareholder. :

»

. You may appoint more than one proxy prowded each
- proxy is appointed to exercise nghts attached to .
_ different shares. You may not appoint more than one
© proxy to exercise rights attached to any one share,
" 'Should you wish to appoint more than one proxy pledse
return 'the proxy form and attach to it a schedule -
detarlmg the names of the proxies you wish to appoint,

" waysin which you wish them to vote on the resotution
) that is to be propoged

+, The Company's scruhneers must recefve your proxy

- appomtment and instructions, either on the enclosed
form(s), by telephone or electronically, no later than

! " 48 hours before the Meeting is due to commence {and,

i ifthe Meeting s adjourned, 48 hours before the time

I~ ofthe adjourned meeting). Please refer to the Notes

i on the reverse of the form for guidance.

)

; "For shareholders otheér than employees with shares

i " in the Share Incentive Plan {"SIP"} Trust, completing

i ani lodging a proxy and/or direction form does not
L™ preclude you from attending and voting at the Meeting
{ ifyou prefertodoso,- ™ - . .

(a) Appointing your proxy by post )

; _Ifyourshares are held in the form of a share
" - certificate, by completing and returning the proxy -
L= form you will be appointing a proxy (who may be the
- Chairman of the Meeting) to attend and vote ori your
| behalf. I you hold shares thirough the Company’s ~

nominee ‘ShareSafe’, by complehng and returning
y the dlrectlon form you mll be mstructmg ShareSafe

Alfiance & Leicester SummaryAnnuaI Report 2007 and Notice of AGM

g ”Notes to the Notlce of Meetmg and How to Vote

;. the number of share¢ each proxy will represent and the -

C (ID RAlO) not later than 48 hours before the time fixed

- timestamp applied to the message by the CREST

. changq of instructions to proxies appointed through
CREST should be communicated to the appointee -
- -through other means.

. to'appoint a proxy (who again may be the Chairman
—ofthe Meetmg) to attend and vote on your behalf.

Ifyou arean employee of Atliance & Leicester with

" shares in the SIP Trust, by complehng and returning
_ the relevant direction form youd will be directing the -
_Trustees of the SIP to attend and vote on your behalf.

(b) Appointing a proxy electromcally -

Yo submlta proxy o direction electromcally -

- Logonto www. alhance—le1cester~
shareremstrars co.uk then select the AGM optlon
" and follow the online instructions. ’

. '-You will need the Investor Code pnnted on

- /your proxy or direction form accompanymg
- this booklet.

" s Yo can alse view the AGM documents contained

',mthlspack R

- .c-w—ﬂi -

() Instructioss for elect'romc proxy appomtment
.through CREST

In order for a proxy appomtment orinstruction -
made by means of CREST to be valid, the appropriate
CREST message (a “CREST Proxy Instruction’) must be
properly authenticated in accordance with CRESTCo's

~ specifications and must contain the information

required for such instructions, as described in the
CRESTManual. The message, regardless of whether
it cnstitutes the appointment of a proxy or an-
amendment to the instruction given to a previously
appointed proxy must, in order to be valid, be
transmitted so as to be received by Capita Registrars

for the Meeting. For this purpase, the time of receipt
will be taken to be the time (as determined by the

Applications Host) from which Capita Registrars is
able to retrieve the message by enquiry to CREST in
the manner prescribed by CREST. After this time any

[P R
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he Company may treat ; as mvahd a CREST Proxy
1struct|on in the crrcumstances set outin
egulatron 35(5)(a) of the Uncertrﬁcated
ecuntres Regulations ¢ 2001, :

* Information Rights . .
rt accordance with'Section 325 of the Compames .
x:t 2006, the nghtto appomt proxies does not apply -
3 persons nominated to Teceive information nghts
der section 146 of the Compames Act 2006.-

ersons nominated toenjoy lnformatlon nghrs under
er:tlon 146 of the Companies Act 2006 ('Nommated
ersons "} viho have been sent a copy of this notice

fmeet:ng are herebymformed in accordance with. '«

ectlon 149 (2) of the Campanies Act 2006, that they ~.
;lay havea right under an agreement with, the o
eglstered member by whom they were normnated to
A appornted or to have someone else appornted as
proxy for this meeting. If they have no such right, or
o not:wish to exercise it, they may have a right under’
uch an agreement to give instructions to, the member

3 to the exercise of voting nghts L

he statement of the nght_r of memhers in relatlon to
he appolntment of proxies in section 2 on page 28
loes not apply to Nominated Persons. The ngh‘rs
iescnbed in section 2 on page 28 can'only be .~
xercrsed by regrstered members of the Company

jominated persans should contact the regrstered o
nember by whom they were nommated in respect .
fthese arrangements ‘

!ocuments '

he following dociments, which are avar{abte for
nspectlon at the Company's registered office at Carlton
:ark Narborough, Leicester LE19 OAL during business
1ours on any weekday {except public holidays}), will
rlso be available for inspection at the Company’s..
’egrstered office {being the place ofthe Meeting)

rom 15 minutes prior to and dunng the meetrng

a} a reglster of interests of Directors and their
. famrhes in the shares of the Company, and

b) copies of all Directors’ contracts of service under
which Directors are employed by the Company and
copres of all letters under which Non-Executive
‘Directors are appointed. '

v

tww.alliance-leicester-group.co.uk

. Firther Questions - : -
- (1) Should yoii have any further questions in relation

. - resolutions, please write to Simon Lioyd, Group ., .

* atyour service provrder’s hational rate, 0871 calls
" cost 10p per minute plus network extras; differépt .

* You can. receive a copy of this leaﬂet

8025, ortextphone users tan contact E ‘

us on 0871 664 0532 L L
© T E CA L T
Mixed Sources [ - . L e

T it | R
FSC Immadmina ™ ] U

-to your shareholding, please contact our
+ fegistrars, Capita Registrars, Northern House,
- Woodsome Park, Fenay Bridge, Huddersfield,
--HD8 0GA: Telephone 0844 561 7656 or emait
’ alshareholder@raprt.areglstrars com or visit the
Shareholder Website at www.alliance-leicester-
T shareregistrars.fo.uk for more.information. .-

(2) Should yo:; have any detailed questions about the

‘Secretary, at Alliance & Leicester plc, Carlton Park, -
Narborough, Lelcester LE19 OALby9 May 20083t © -
“the latest. < N L o

0844 calls cost 5p per mmute plus netwnrk extras
0870 calls from the UK mainland will be charged

charges may appiy to'mobile telephones, Caltsmay™ - ... )
be recorded and randomly momtored for secunty
and training’ purposes

in large print, Braille or audio tape . = .
by contactlng our Customer Drsablhty
“Support. Unit. Please-call 0800 068

This has FSC (Forest Stewardship Colncil) certification ™" -
and has been manufactured within a mill thatis . )
registered under the British and international quality |
standard of BS 150 9001-2000 and the enwronmental
standards of BS ISO 14001-1996.. .

Designed an_d produced by Black Sun Ple.
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® Alliance
Leicester

If you would like more information about the
products and services offered by Alliance & Leicester
simply visit our website: www.alliance-leicester-group.co.uk

Understanding Your Investment Shareholder Information

o When will I receive my dividends?
Dividends are paid twice a year. Normally aninterim
dividend is paid in October, based on the results for
the first six months, and a final dividend is paid in

the following May, based on the full annual results.

2007 Annual Report & Accounts

This Summary Annual Report is a summary of _
information in the Annual Report & Accounts= —
(it does not contain sufficient information to allow

a full understanding of the results and state of affairs
Y  of the Group).

The 2007 Annual Report & Accounts is available from
the following sources:

& How much dividend wilt I receive?
The interim dividend paid on 8 October 2007
was 18.8p per share, The Board has proposed a
final dividend of 36.5p per share, due to be paid
on 19 May 2008, The final dividend needs to be
approved at the Company's Annual General Meeting
on 13 May 2008.

Your total dividends based on the 2007 results
should therefore amount to 55.3p per share,
compared to 54.1p for the 2006 results,

W By visiting our corporate website
wwwalliance-leicester-group.co.uk;

® By logging on to our shareholder website
www.zlliance-leicester-shareregistrars.co.uk;—

® By telephoning our Registrars on 0844 561 7656*
or writing to them at the address opposite.

Shareholder Website
You can view your shareholding at
Y www.alliance-leicester-shareregistrars.co.uk

Through this secure facility you can:
B Vote at the AGM with electronic proxy appointment;

u Do I pay tax on my dividends?

Taxis deducted at a rate of 10% from your dividends,
which is not reclaimable from HM Revenue & Customs.
[fyou are a higher rate taxpayer you will have further
tax to pay on your dividends via the Revenue’s Self
Assessment system.

m Change your details online;
| Mandate Alliance & Leicester dividends to

Registered Office Registrars’ Address your bank or building society account.

Aliance & Leicester plc Capita Registrars Please visit the shareholder services page of the
Cartton Park Northern House corporate website at www.alliance-leicester-
Narborough Woodsome Park group.co.uk to view information alerting shareholdars
Leicester Fenay Bridge to the possibility of shareholder identity fraud. Ifyou
LE19 DAL Huddersfield, HDS 0GA

would like more information about this, please contact
Capita Registrars on 0844 561 7656".

Company No: 3263713 . .
Regictered in England Tel: 0844 561 7656

FSA No: 189099
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AI!lance WEICE OF INTERILATISHAL CHA

Lelcester CORPORAT TE FHIAMCE Capita Registrars

Northern House, Woodsome Park
Fenay Bridge, Huddersfield HDB 0GA

Telephone: 0B44 561 7656
Email: alshareholder@capitaregistrars.com

Shareholder Website: www alliance-leicester-shaceregistrars.co.uk

14 March 2008

Dear Shareholder

SCRIP Dividend Scheme

At this year's Annuat General Meeting on 13 May, your Directors are seeking approval for the introduction of a Serip
Dividend Scheme. If approved, a Scrip Dividend could be offered to shareholders from the 2008 Interim dividend
to be paid In October.

A Scrip Dividend Scheme enables shareholders to elect to receive new ordinary shares instead of a cash dividend.
The Terms and Conditions of the Alliance & Leicester plc Serip Dividend Schemne are enclosed with this leuter,

If you hold your shares in your own name (by share certificate) or in a ShareSafe account, you will find a Scrip Dividend
Mandate Form attached to your Proxy Form or ShareSafe Direction Form. If you wish to receive shares instead of cash
for future dividends please sign and return this form in the envelope enclosed. Altematively, you may join the Scrip
Dividend Scheme online by using the Shareholder Website at www.altiance-leicester-shareregistrars.co.uk

If you elect to receive new shares now, but change your mind before the 2008 interim dividend (or any future dividend),
you may cancel your Scrip Mandate, in accordance with the Terms and Conditions, by writing to the Corporate Actions
Department, Capita Registrars Limited, The Registry, 34 Beckenham Road, Beckenham, Kent BR3 4TU.

If you have any questions about the Scrip Dividend Scheme, please contact Capita Registrars at the address above or by
telephone cr email.

Yours sincerely

$ir Derck Higgs

Chairman

0844 calls cost 5p per minute plus network extras; different charges may apply to mobile telephones. Calls may be recorded and
randomly rmonitored for security and training purposes.

COs/08
Alance & Leicestar pic and Alanct & Lalcestar SharaSafs Limitnd are both regstered in England Engiand (Company No's 3263713 and 1277970 .IkIdSocm
repectively). Registared Ofice Office: Cartton Park, Narbartugh, Listester LETS 0AL Allance & Leicesier pic and Allance & Leicester ShareSaie Limited are both ety ]
suthorize and regulzted by dhe Findexcial Services Authority. The FSA register numnbers are 189099 and 184117 respecthwely. FSC roivaiimmote
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Companies House
- fgrffwmw ——

File No. 82-4964
RECEIVE

Please complete in typescript, or
in bold black capitals.

CHWP000

MY 19 A 9 3y 88 Z
TFICE OF INTERMATIGNAL

CORPORATE FINANCE
Return of Allotment of Shares

Companv Number 3263713

Company name In full

ALLIANCE AND LEICESTER PLC

Shares allotted {including bonus shares):

Date or period during which

shares were allotted
{If shares were allotled on one date
enter that date in the “from" box)

Class of shares
(ordinary or preference eic)

Number allotted

Nominal value of each share

Amount (if any} paid or due on each
share (including any share premium)

From To
Day Month Year Day Month Year
117 014 2|OIOIB 1|7 014 ZIOIOIS
ORDINARY
792
50p
0.00

List the names and addresses of the alloftees and the number of shares silotted to each overieaf

If the allotted shares are fully or partly paid up otherwise than in cash please state:

% that each share is to be
treated as paid up

Consideration for which

the shares were allotted

(This information must be supported by
the duly stampad contract or by the duly
stampead particulars on Form 88(3) if the
contract is not in writing)

100

N/A

Companies Houss receipt date barcode

This form has baen provided free of charge
by Companles House.

Form revised 10/03

When you have completed and signed the form send it to
the Registrar of Companlies at:

Companies House, Crown Way, Cardiff CF14 3UZ DX 33050 Cardiff
For companies registered in England and Wales

Companies House, 37 Castle Terrace, Edinburgh EH1 2EB

For companies registered in Scotland DX 235 Edinburgh
or LP - 4 Edinburgh 2




;\rT\‘ - N - o
Shareholder details - Shares and share class allotted
Name Class of shares Number
| SEE ATTACHED SCHEDULE allotted allotted
Address
: lORDINAF\'Y 50p 792
L L (1
UKPostcode _ | _ L o w L L .
Name Class of shares Number
aliottad allotted
L
Address
L L L
L [] L
Name Class of sharas Number
allotted allotted
L
Address
[ L L
| [ [1
UKPostcode _ L o L L L LU L !
Name Class of shares Number
allotted allotted
L
Address
L L L
L 4 L
UKPostcode | L L o L L L : :
Name Class of shares Number
allotted allotted
Address
L L L
L L [l
UKPostcode _ o L o L L oL ¢ :

Please enter {

Signed

nu
l

ar of continuation sheets (if any) attached to this form 1

2.4 .08

Date

A director / s%re#(« I administrator / administrative recelver / cacelver manager / recelver

Plaase delate as appropriate

Yau do not have to gi\%’ any contact
information in the box spposite but
if you do, it will help Companies
House to contact you if there Is a
query on the form. The contact
information that you give will be
visible to searchers of the public

record,

SUE KETTELL, SHARE SCHEMES, ALLIANCE AND LEICESTER PLC

CARLTON PARK NARBOROUGH LEICESTER LE19 OAL

Tel 0116 200 2778

DX number 11000 DX exchange LEICESTER14




ALLIANCE & LEICESTER PLC
Scheme
Batch NO

Schedule of Aliotments
Date of Exercise:

Forename
COLIN RICHARD

beferred Bonus Plan

183
17/04/2008
Surmame Address
MORLEY FLAT 1 MODEL

BLOOM STREET SALFORD

Issue to Cazenove
Quantity to Nominees Limited issueto Issueto
Exercise  (Sale} participant Spouse
M3 6AJ 792 792 o o

Q 792 792 0 0



'e INO. 8.2-4964

r.
© RECEIVED
et Y 19 A G Sy 8 8( 2)

HEEICE GF INTERMATI 10

Please complete in typescript, or CORPORATE Fik woror

in bold black capltals. Return of Allotment of Shares
~ CHWPO00D

Comnanv Number 3263713

Company name In full ALLIANCE & LEICESTER PLC

Shares allotted (including bonus shares):

From To
Date or period during which Day Monih Year Day Month Year
shares were allofted
'(If shares were allotfed on one date 0,9/0,4(2,0,0,8 o.910 4/2.0,0.8
enter that date in the “from” box) | I | "1 ] | I e |

. Class of shares ORDINARY
(ordinary or prefarence eic}

Number allotted 2164

Nominal value of each share 50pP

Amount (if any) paid or due on each 0.00
share (Inciuding any share pramium)

List the names and addresses of the aliottees and the number of shares aifotted to each overleaf

If the allotted shares are fully or partly pald up otherwise than in cash please state:

% that each share is to be 100
treated as paid up
Consideration for which NIA

the shares were allotted

{This Information must be supported by
the duly stamped contract or by the duly
stamped particulars on Form 88(3} if the
contract is not in wriling)

When you have completed and signed the form send It to

the Reglstrar of Companies at:

Companies House receipt date barcode Companles House, Crown Way, Cardiff CF14 3UZ DX 33050 Cardiff

This form has been providad fres of charge | FOf companies registered in England and Wales

by Companies House.

Companies House, 37 Castle Terrace, Edinburgh EH1 2EB

For companies registered in Scotland " DX 235 Edinburgh
Form ravised 10/03 P g orLP-4 Edinbu?gh 2




Sharehoider details Shares and share class allotted
Name Class of shares Number
SEE ATTACHED SCHEDULE aflotted allotted
{
Address
. IORDINJ'S\RY 50P 2164
L L L
UK Postcode [ I T S GRS A L L
Name Class of shares Number
allotted allotted
L
Address
L | L
L L L
UKPostcode _ + o L L L L ' —
Name Class of shares Number
allotted allotted
1
Address
[] L |
L L [}
UKPosteode . | o o oo | L
Name Class of shares Number
allotted allotted
L
Address
1 1 [N
L [ ]
UKPostcode _ L. _ o L L L 1 \
Name Class of shares Number
allotted allotted
L
Address
L L [
UK Postcode _ _ L o L L ! :
Please enter the n mb:ér of continuation sheets {if any) attached to this form 1
/
Slgned \J{A!j“'h Date 408
A dlractor ¢ secretary"ﬁ‘#dm!nlslrator 1 adminlistrallve receiver / racelver manager / racaiver Plaase delete as appropriate

You do hot have to give a\FIi/y contact
information in the box opposite but
if you do, it will help Companies
House to contact you if there is a
query on the form. The contact
information that you give will be
visible to searchers of the public
record.

SUE KETTELL SHARE SCHEMES ALLIANCE & LEICESTER PLC

CARLTON PARK NARBORQUGH LEICESTER LE18 0AL

Tel 0116 2002 778

DX number 11000 DX exchangs LEICESTER14
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H
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Companies House
e fﬂ«r f!“- mt’"!r VTN

A v ANV, OL=T TUS

Please complete In typescript, or

RECEIVED
M HAY 19 A 9 3y 88(2)

VERICE OF INTERHATION,

in bold black capitals.

CHWP000 _

Companv Number 3263713

Company name in full ALLIANCE AND LEICESTER PLC

Shares allotted (including bonus shares):

Date or period during which

shares were allotted
(Iif shares ware alloftad on one dals
enter that date in the “from” box)

Ciass of shares
{ordinary or preference atc)

Numbér allotted

Nominal value of each share

Amount (if any) paid or due on each
share (including any share premium)

From To
Day Month Year Day Month Year
1|4 OI4 2}01018 114 0|4 2|OIOIB
ORDINARY
1374
50p
£0.00

List the namas and addresses of the allottees and the number of shares allotted to each overleaf

If the allotted shares are fully or partly paid up otherwise than in cash please state:

% that each share is to be
treated as paid up

Consideration for which

the shares were allotted

(This information must be supported by
the duly stamped conlract or by the duly
stamped particulars on Form 88(3) if the
confract Is not In writing}

100

N/A

Companies House receipt date barcode

This formyhas been provided froe of charge
by Companlies House.

Form revised 10/03

When you have completed and signed the form send it to
the Registrar of Companles at:

Companies House, Crown Way, Cardiff CF14 3UZ DX 33050 Cardiff
For companies registered in England and Wales

Companies House, 37 Castle Terrace, Edinburgh EH1 2EB

For companies registerad in Scotland DX 235 Edinburgh
or LP - 4 Edinburgh 2




Shareholder details Shares and share class allotted

Name Class of shares Number
. SEE ATTACHED SCHEDULE allotted allotted
Address

lORDINARY 50p 1374

L | L

UKPostcode | L L L L o L :

Name Class of shares Number
) allofted allotted

L

Address

L L []

L L [1

UK Postcode _ _ L o L L L L ¢

Name Class of shares Number
allotted  allotled

Address

UKPostcode . . . o _ b L

Name Class of shares Number
allotted allotted

Address

UKPostcode | _ L L L L o t :

allotted allotted

‘ Name Class of sharas Number
|
|

Address

L 1 L

UK Postcode o . o o o L L. t :

number of continuation sheets {if any) attached {o this form 1

!
e
A diractor / i!:?;étary  adminlstrator / administralive receliver / recelver manager f recsiver Plaase dalste as appropriate
You do not have to give an tact
A abadiatind ‘t’,}; opposite but SUE KETTELL SHARE SCHEMES ALLIANCE AND LEICESTER PLC
if you do, it will help Companies
House to contact you if there is a CARLTON PARK NARBORQUGH LEICESTER LE19 0AL
query on the form. The contact Tei 0146 200 2778
information that you give will be
visible to searchers of the public DX number 1000 DX exchange LEICESTER14

record.
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©
LN

Companies House
------- Jorthe reord -

RECEIVED

Please complete in typescript, or

0 HAY 19 A % 5y 8 8 Z
LEFICE OF INTERNATI

CORPORATE Fryins.
Return of Allotment of Shares

in bold black capitals.

CHWP000

Companv Number 3283713

Company name in full ALLIANCE & LEICESTER PLC

Shares allotted (including bonus shares):

Date or period during which
shares were allotted

(if shares ware allofted on one date
anter that data in the “from” box}

- Class of shares
fordinary or prefarance etc)

Number allotted

Nominal value of each share

Amount (if any) paid or due on each
share (Including any share premium)

From To
Day Month Year Day Month Year
1|10I4 210[0[8 ‘1]1 OI4 2|‘010J8
ORDINARY
2232
50P
£0.00

List the names and addresses of tha allottees and the number of shares allotted fo each overleaf

If the allotted shares are fully or partly paid up otherwise than in cash please state:

% that each share is to be
treated as paid up

Consideration for which

the shares were allotted

{This information must be supporfad by
the duly stamped conlract or by the duly
stamped particulars on Form 88(3) if the
confract is not In writing)

100

N/A

Companies House raceipt date barcode

This form has been provided frae of charge
by Companias House.

Form ravised 10/03

When you have completed and signed the form send it to
the Registrar of Companies at:

Companies House, Crown Way, Cardiff CF14 3UZ DX 33050 Cardiff
For companies registered in England and Wales

Companies House, 37 Casfie Terrace, Edinburgh EH1 2EB

For companies registered in Scotland DX 235 Edinburgh
or LP - 4 Edinburgh 2




Shareholder details Shares and share class allotted
Name Class of shares Number
SEE ATTACHED SCHEDULE aliotted allotted
L
Address
ORDINARY 50P 2232
L { (1
w L L
UK Postcode [ U VU T R B L - L :
Name Class of shares Number
allotted allotted
L
Address
L L L
L 1 [l
UK Postcode . L L o w L L L L
Name Class of shares Number
aliotted allotted
1
Address
[ I ] L
[ ] L
UK Postcode | __ L L L L w L L
Name Class of shares Number
allotted allotted
|
Address
L L L
L L L
UKPosteode L L L L L L ' :
Name Class of shares Number
alloited allotted
3
Address
L L L
L 1 L
UK Postcode I U WU T T B ¢ L
Please enter the number ;c\?ntlnuatlon sheets (if any) attached to this form 1
- 174 08

Slgned

Date

A diractor / secratary / admints 1}utorl administrative recaiver / recalver manager / recelver

You do not have to give any contact
information in the box opposite but
if you do, it will help Companies
House to contact you if there is a
query on the form. The contact
infarmation that you give will be
visible to searchers of the public
record.

Please deleto as appropriate

SUE KETTELL, SHARE SCHEMES, ALLIANCE & LEICESTER PLC

CARLTON PARK NARBOROUGH LEICESTER LE19 OAL

Tel 0116 200 2778

DX number 1000 DX exchange LEICESTER14
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Companies House
o~ forthe meont -

RECEIVED
LBUAY 19 A g3y

-+ FICE OF INTERNATI N,
A s

Please complete in typescript, or

Copiruaaie FIR AN )

88(2)

Return of Allotment of Shares

in bold black capitais.

CHWPD00

Companv Number 3263713

Company name In full ALLIANCE & LEICESTER PLC

Shares allotted (including bonus shares):

Date or period during which
shares were allotted

(/f shares were alfotled on one dale
enter that date in the “from” box)

Class of shares
(ardinary or praference etc)

Number aliotted

Nominal value of each share

Amount (if any) paid or due on each
share (inciuding any share premium)

From To
Day Month Year Day Month Year
0!7 0|4 ZIOIOIB OIT 0l4 2|010F8
ORDINARY
11462
50P
0.00

List the names and addresses of the allottfeas and the number of shares allotted to each overfeaf

If the allotted shares are fully or partly paid up otherwise than In cash please state:

% that each share is to be
treated as paid up

Consideration for which

the shares were allotted

(This information must be supported by
the duly stamped contract or by the duly
stamped particulars on Form 88(3) if the
contract is not in wriling)

100

N/A

Companles House recelpt date barcode

This form has baen provided free of charge
. by Companies House.

Form revised 10/03

When you have completed and signed the form send it to
the Reglistrar of Companies at:

Companies House, Crown Way, Cardiff CF14 JUZ
For companies registered in England and Wales

DX 33050 Cardiff

Companies House, 37 Castle Terrace, Edinburgh EH1 2EB

For companies registered in Scotland DX 235 Edinburgh
or LP - 4 Edinburgh 2




Shareholder details Shares and share class allotted
Name Class of shares Number
| SEE ATTACHED SCHEDULE allotted allotted
Address
l ORDINARY 50P 11462
{ | L
UKPostcode . . L L L L L :
Name Class of shares Number
. allotted allotted
Address
1. 1 3
L L L
UKPostcode _ _ o v L o . ! L
Name Class of shares Number
allotted allotted
[1
Address
L L L
L L L
UK Postcede L o o Lo w o L L
Name Class of shares Number
allotted allotted
| T
Address
. L L
L L L
UKPostcode L L - L :
Name Class of shares Number
allotted allotted
Address
1 L L
L L L
UK Postcode [ T W TN U S O L L
Please entar the num } of continuation sheets (if any) attached to this form 1
Signed I’Lh{ Date i1-4.0%
A dlrector / secretary / \Jministrator { administrative raceiver f racelver manager / recalvar Plaase dalete as approptlale

You do not have to give any\!qumtact
information in the box opposite but
if you do, it will help Companies
House to contact you if there is a
query on the form. The confact
information that you give will be
visible to searchers of the public
racord.

Sue Kettell, Share Schames, Alliance & Leicester Ple

CARLTON PARK, NARBOROUGH, LEICESTER, LE19 0AL

Tel 0116 2002 778’

DX number 11000 DX exchange LEICESTER14
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K’ —
t@ RECEIVE
Companies House 0 HAY 19 A G 3
woees four the weon! i
SFICE OF INTERMATION, |
CORPORATE Pl NLL
Please complete in typescript, or
in bold black capltals, Return of Allotment of Shares
CHWPO000
Companv Number 3263713
Company name in full ALLIANCE & LEICESTER PLC
Shares allotted (including bonus shares):
From To
Date or period during which Day Month  Year Day Month  Year
shares were allotted
{(if shares were allofled on one date 0,810,4(12,0,0,8 0,8!0,4{2,0,0,8
anter that date in the "from" box) ! | [l | l 1]
Class of shares ORDINARY
(ordinary or preference seic) .
Number allotted 2864
Nominal value of each share 50P
Amount (if any) paid or due on each 0.00

share (including any share premium)

List the names and addresses of the allotfees and the number of shares allotted to each overioaf

If the allotted shares are fully or partly paid up otherwise than in cash please state:

% that each share is to be
treated as paid up

Consideration for which

the shares were allofted

(This information must be supported by
the duly stampsd conlract or by the duly
stamped particulars on Form 88(3) if the
contract Is not In writing}

100

N/A

Companies Housa racelpt date barcode

This form has bean provided free of charge
by Companies House.

Form ravised 10/03

When you have completed and signed the form send it to
the Registrar of Companies at:

Companies House, Crown Way, Cardiff CF14 3UZ DX 33050 Cardiff
For companies registered in England and Wales

Companies House, 37 Castle Terrace, Edinburgh EH1 2EB

For companies registered in Scotland DX 235 Edinburgh
or LP - 4 Edinburgh 2




Shareholder details Shares and share class allotted

Name Class of shares Number

. SEE ATTACHED SCHEDULE allotted allotted
Address

lORDINJ'\RY 50P l2864

L L L

UKPostecode | | L L L o L ' !

Name Class of shares Number
gllotted allotted

L

Address

UKPostcode + L L L L w o ' '

Name Class of shares Number
gliotted allotted

Address

L L [|

L 1 L

UKPostcode _ L L L L LU L :

Name Class of shares Number
allotted allotted
L
Address
1 L L
L | L
| UKPostcode ¢ o o L o L. L .
Name Class of shares Number
| . allotted allotted
| L
| Address

UK Postcode L L L L L L ! !

Pleass enter the number of ﬁor{tlnuation sheets (if any) attached to this form 1
Signad i Date iT-v-03
A dlrector / secretary / admlnl{‘t%tfc!r { administralive recalver / racelver manager f recelver Plaase delete as appropriate
iy )
You do not have to give any contdct
information in the box opposit bul SUE KETTELL SHARE SCHEMES ALLIANCE & LEICESTER PLC
if you do, it will help Companies
House o contact you if there is a CARLTON PARK NARBOROUGH LEICESTER LE19 JAL
query on the form. The contact Tel 0116 2002 778
information that you give will be
visible to searchers of the public DX number 11000 DX exchange LEICESTER14

record.
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®
Companies Flouse
pere L ‘rm- re rt'mn! P

Plaase complete in typescript, or

88(2)

Return of Allotment of Shares

in bold black capitals.

CHWP000

Companv Number 3263713

Company name in full ALLIANCE & LEICESTER PLC

Shares allotted (Including bonus shares):

Date or period during which

shares were allotted
(if shares wera allotfed on one date
anter that date /n the “from" box)

Class of shares
{ordinary or preference afc)

Number altotted

Nominal value of each share

Amount (if any) paid or due on each
share (including any share premium)

From To
‘Day Month Year Day Month Year
ORDINARY
425
50P
£0.00

List the names and addresses of the allottees and the number of shares allotted to each overleaf

If the allotted shares are fully or partly paid up otherwlise than In cash please state:

% that each share is to be
treated as paid up

Consideration for which

the shares were allotted

(This information must be supported by
the duly stamped contract or by the duly
slamped particulars on Form 88(3) If the
contract is not in wriling)

100

N/A

Companles House receipt date barcode

This form has been provided free of charge
by Companles House.

Form revised 10/03

When you have completed and signed the form send [t to
the Registrar of Companies at: .

Companies House, Crown Way, Cardiff CF14 3UZ DX 33050 Cardiff
Fer companies registered in England and Wales

Companies House, 37 Castle Terrace, Edinburgh EH1 2EB

For companies registered in Scotland DX 235 Edinburgh
or LP - 4 Edinburgh 2




Shareholder detalls Shares and share class allotted
Name Class of shares Number
SEE ATTACHED SCHEDULE aliotted allotted
L
Address
1 LORDINARY 50P ' L;zg‘
[l L L
UKPostcode  _ _ L oL L v» ' :
Name Class of shares Number
allotted allotted
L
Address
L [ . L
| L L
UKPostcode _ L U o U L » L !
Name Class of shares Number
allotted allotted
L
Address
1 L 1
L [ [l
UKPostcode . _ L o o o o L L
Name Class of shares Number
allotted allotted
|
Address
L L L
[ L [}
UKPostcode | _ o L L L ' !
Name Class of shares Number
allotted allotted
L
Address
L L [
L L L
UKPostcode _ . _ o L o o t !
Please enter the number ;'contlnuation sheets (if any) atlached to this form 1
Slgned V/ZM’ Date 1T-H.0 g
A director / secratary / ad(nlr,‘l‘e‘:)r{alor! administrative recelver / recelver manager / recelver Please delete as appropriate

You do not have to give any c%%act_
information in the box opposite but

if you do, it will help Companies
House to contact you if there Is a
guery on the form. The contact
information that you give will be
visible to searchers of the public
record.

SUE KETTELL SHARE SCHEMES ALLIANCE AND LEICESTER

CARLTON PARK, NARBOROUGH, LEICESTER, LE19 QAL

Tel 0116 200 2778

OX number 1000 DX exchange LEICESTER14
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Keoform

cenee OO(2)

a0 AY 19 A 9 3y {Revised 2005)
Please complete in typescript, CIFICE
oF In bold black capitals. roReturniof AIIotment of Shares

CHFP0O10

Company Number (3263713

Company Name in full |a11iance & Leicester plc

Shares allotted (including bonus shares):
(see Guidance Bookiet GBAS)

From To
Date or period during which shares Day Month Year Day Month Year
oo o 0y7]ojaf2y0)08 I A
{if shares were allotted on one date enter that
date in the "from" box)
Class of shares . .
{orclinary or prefersnce efo) Ordinary Ordinary Ordinary .
Number allotted 6,429 169 2,618
Nominal value of each share 0.50p 0.50p ' 0.50
Amount (if any) paid or due on each
share (including any share premium) 5.34 6068 6032

List the names and addresses of the allottees and the number and ciass of
shares allotted to each overleaf

If the allotted shares (including bonus shares) are fully or partly paid up otherwise than in
cash please state:

% that each share is to be treated as

Eard up
% (if any) that each share is to be paid

up in cash

100%

Consideration for which the shares N/A
were allotted

(This information must be supported by the original
or a certified copy of the contract or by Form 88(3) if
the contract is not in writing) &

When you have completed and signed the form please
send it to the Registrar of Companies at:

Companies House, Crown Way, Cardiff, CF14 3UZ DX 33050 Cardiff
for companies registered in England and Wales or
Companies House, 37 Castle Terrace, Edinburgh, EH1 2EB

for companies registered in Scotland
DX 235 Edinburgh or LP - 4 Edinburgh 2

Companies House receipt date barcode

0972005




Names and aadresses Or the allottees

Shareholder details

(list joint allotfees as one shareholder)

Shares and share class allotted

Name(s)
Capita IRG Limited

Class of shares allotted Number aliotted

Ordinary €429

Address

34 Beckenham Recad
Beckenham
Kent

UK postcode |BR3 4TU

Name(s)
Lisa Donnelly

Class of shares allotted Number allotted

ina
Ordinary 169

Address

93 Temple Road
Sale
Cheshire

UK postcode |[M33 2LP

Name(s)
Bharat Mistry

Class of shares allotted Number aliotted

Ordinary 2618

Address

100 Coral Street
Belgrave
Leicester

3

UK postcode |LE4 SBE

Class of shares allotted Number allotted

Name(s)
Address
UK postcode |
Please enter the num fr of continuation sheets (if any) attached to this form
f,f/
Signed ,ﬂwl Date |7 april 2008

g

= A director / secretary / adminfs|r
official receiver f receiver ma

Falbr / administrative receiver / recaiver /
r / voluntary arrangement supervisor

** Please delete as appropriate

Contact Details

You do not have to give any contact
information in the box opposite but if
you do, it will help Companies House to
contact you if there is a query on the
form. The contact information that you
give will be visible to searchers of the
public record.

Sue Kettell, Share Plans, Alliance & Leicester plc

Carlton Park, Narborough, Leicester LE19 QAL

Tel 0116 200 2778

DX number 11000 DX exchange reicester 14
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Please complete in typescript, . .. . _F rn of Allotment of Shares
or in bold black capité;‘é:xE P%%T%‘Féyﬁ \";R;etu

CHFP010 Company Number (3253713

(Revised 2005)

Company Name in full |a11iance & Leicester pic

Shares allotted (including bonus shares):
{see Guidance Booklet GBAS)

From To
Date or period during which shares Day Month Year Day Month Year
were allotted 213 0jaf20,08 | l L]
(if shares were alloitad on one date enter that
date in the "from” box)
Class of shares ) ,
{ordinary or preference etc) Ordinary Ordinary
Number allotted 12 169
Nominal value of each share 0.50p 0.50p
Amount (if any) paid or due on each
share (including any share premium) 6.68 6.68

List the names and addresses of the allottees and the number and class of
shares allotted to each overleaf

If the allotted shares (including bonus shares) are fully or partly paid up otherwise than in
cash please state:

% that each share is to be treated as
paid up

% (if any) that each share is to be paid
up in cash

100%

Consideration for which the shares N/A
were allotted

(This information must be supported by the original
or a certified copy of the contract or by Form 88(3) if
the cantract is not in writing)

When you have completed and signed the form please
_send it to the Registrar of Companies at:

Companies House, Crown Way, Cardiff, CF14 3UZ DX 33050 Cardiff
for companies registered in England and Wales or
Companies House, 37 Castle Terrace, Edinburgh, EH1 2EB
for companies registered in Scotland
DX 235 Edinburgh or LP - 4 Edinburgh 2

Companies House receipt date barcode

08/2005
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Shareholder details

{list joint aflottees as one shareholder)

Shares and share class allotted

Name(s)
Stephen Scott

Class of shares allotted

Ordinary

Number allotted

12

Address

75 Hatton Hill Road
Litherland
Liverpool

UK postcode [L21 9JJ

Name(s)
Natasha Jones

Class of shares allotted
Ordinary

Number allotted

169

Address

10 Pymm Ley Lane
Groby
Leics

UK postcode |LE6 0GZ

Name(s) Class of shares allotted Number allotted
Address
UK postcode |
Name(s) Class of shares allotted Number allotted
Address
UK postcode | ’//\
Please enter the/n ‘fi'nper of continuation sheets (if any) attached to this form
-
Signed E{fmi Date 23 april 2008

" Adirector/ secretarylaﬁ'i istrator / administrative receiver / raceiver /

** Please delete as appropriate

. . . i .
official receiver / receivel manager / voluntary arrangement supervisor

Contact Details

You do not have to give any contact
information in the box opposite but if
you do, it will help Companies House to
contact you if there is a query on the
form. The contact information that you
give will be visible to searchers of the
public record.

Sue Kettell, Share Plans, Alliance & Leicester plce

Carlton Park, Narborough, Leics LE1S QAL

Tel 0116 200 4376

DX number 11000

DX exchange 1eicescer 14
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FTICE OF IRTERMATICL ) _

Please complete in typescript, or

CCRPORATE Fiiv oy

88(2)

Return of Allotment of Shares

in bold black capltals.

CHWPG00

Companv Number 3263713

Company name in full ALLIANCE & LEICESTER PLC

Shares allofted (including bonus shares):

Date or period during which

shares were allotted
{If sharas ware affottad on one dats
enter thaf date in the “from” box)

Class of shares
{ordinary or prefaersnce aic)

Number allotted

Nominal value of each share

Amount (if any) paid or due on each
share (including any share premium)

From To
Day Month Year Day Month Year
212 0|4 2101018 2|2 OI4 2|0|O]a
ORDINARY
13050
50p
0.00 |

List the names and addrasses of the allottees and the number of shares allotted to each overleaf

if the allotted shares are fully or partly pald up otherwise than in cash please state:

% that each share is to be
treated as paid up

Consideration for which

the shares were allotted

{This information must be supported by
the duly stamped contract or by the duly
stamped particulars on Form 88(3)} if the
contract is not in writing)

100

N/A

Companies House receipt date barcode

This form has been provided frae of charge
by Companies Houss.

Form ravised 10/03

When you have completed and signed the form send it to
the Reglistrar of Companies at:

Companies House, Crown Way, Cardiff CF14 3UZ
For companies registared in England and Wales

DX 33050 Cardift

Companies House, 37 Castle Terrace, Edinburgh EH1 2EB

For companies registered in Scotland DX 235 Edinburgh
or LP - 4 Edinburgh 2



)

Shareholder details Shares and share class allotted
Name Class of shares Number
SEE ATTACHED SCHEDULE allotted allotted
L
Address
EORD!NARY 50p 13050
L L L
Name Class of shares Number
allotted allotted
L
Address
L L 1
L L L
UKPostecode | _ L . L o o g :
Name Class of shares Number
aliotted allotted
L
Address
L L L
L L L
UKPostcode |_ _ o o o L U ' '
Name Class of shares Number
allotted allotted
[
Address
[ 1 L
L L L
UKPostecode . L L. o L oL ¢ ;
Name Class of shares Number
allotted allotted
L
Address
1 L L
L L L
N UKPostcode | . . o L L L : '
7
Please enter the number of continuation sheets (if any) aftached to this form 1
Signed l(vkd Date £3-4.0%
A diractor / secretary / agm n‘llztrator! administrative racaliver / recelver manager / raceiver Please delste as appropriate

N
You do not have to give any contact
information in the box opposite hut
if you do, it will help Companies
House to contact you if there is a
query on the form. The contact
information that you give will be
visible to searchers of the public
racord.

SUE KETTELL SHARE SCHEMES ALLIANCE AND LEICESTER PLC

CARLTON PARK NARBOROUGH LEICESTER LE19 0AL

Tel 01162002778

DX number 11000 DX exchange LEICESTER14
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Please complate In typescript, or

in bold black capitals. Return of Allotment of Shares
CHWPO000

Companv Numbaor 3263713

Company name In full ALLIANCE & LEICESTER PLC

Shares allotted (Including bonus shares):

From To
Date or perlod during which Day Month Year Day Month Year
shares were allofted
{If shares ware alfottad on ane date 2,2|10,4|]2,0,0, 8 2,2;0,412,0,0,8
anter that date In the "from" box]} I ’ |t I | [l Bl

Class of shares ORDINARY
{ordinary or prefaranca alc)

Number alloitsd 12620
Nominat value of each share §0p

Amount {If any) paid or due on each 0.00
share (Iincluding any share premlum)

List the nameas and addresses of the allottees and the number of shares allotted to each ovarleaf

If the allotted shares are fully or partly paid up otherwlse than in cash please state:

% that each share is to be 100
treated as pald up
Consideration for which N/A

the shares ware atlotted

{This Information must be supported by
the duly stampaed contract or by the duly
stampad particulars on Form 85(3) If the

contract Is not In wriling)
When you have completed and signed the form send it to
the Reglstrar of Companles at:
Companles House recelpt date barcode Companies House, Crown Way, Cardiff CF14 3UZ DX 33050 Cardiff
This form has besn providad free of charga | FOF companies reglstared in Englend and Walas
by Companles House.
Companles House, 37 Castle Terrace, Edinburgh EH1 2EB

F Edinburgh
Form revisad 10/03 or companles regiatered in Scoland 003( L%‘a-s 4 Edtnbu?gh 2
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Sharsholder details Shares and share class allotted
Name : Class of shares Numbsr
l SEE ATTACHED SCHEDULE allotted allottad
Address
ORDINARY 50p 12820
[ L | —
1 L L
Nama Class of shares Number
‘ allotted allotted
Address
L L L
L L [N
UKPostcode _ L _ o L o L ' h
Name Class of shares Number
affotted allottad
L
Address
1 L L
1 L L
UKPostcods L L L L L L L ¢
Name Class of ahares Number
allottad allotted
L
Address
[ L [
UKPostcode . _ o L L L L ¢
Name Class of ghares Numbar
allotted allotted
L
Address
1 L L
—_ t L
UKPostoode L o L L o o L L
i
Pleage enter the number of %ontlnuatfon sheets (if any) attached to this form 1
Ly e
Signad iv/lfhk}gl 23.4.0%
A director / secretary / a{im!%lc;imtorl adminisiralive recalver / racalver manager / receiver Plsase delsts as appropriate

You do not have to glve any &Etact

Information In the box apposite but
if you do, it will help Companies
Houss to contact you [f there is a
qusery on the form. The contact
information that you give wili ba
visible to searchers of the public
racord,

SUE KETTELL SHARE SCHEMES ALLIANCE AND LEICESTER PLC

CARLTON PARK NARBOROUGH LEICESTER LE19 0AL

Tel 0118 200 2778

DX number 11000

DX exchange LEICESTER14
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Please completa in typescript, or Return of Allotment of Shares

in bold black capitals.

CHWP0QD

Companv Number 3263713

Company name In full ALLIANCE & LEICESTER PLC

Shares allotted (Iincluding bonus shares):

From To
Date or period during which Day Month Year Day Month Year
shares were allotted
(If shares wers alfotted on one date 2.110,4|2,0,0,8 2,1(0 | 4| 2 | 0.0.,8
entar that date in tha Yrom” box) | | [ I | |

Class of shares ORDINARY
(ordinary or prefarence elc)

Numdber allotted 51955
Nominal value of each share 50p

Amount (if any) paid or due on each 0.00
share (Inciuding any shara pramiumy}

List the names and addresses of the allpttees and the number of shares allotted to each overieaf

If the allotted shares are fully or partly paid up otherwise than in cash please state:

% that each share is to be 100
treated as paid up
Consideration for which N/A

the shares were allotted

(This information must be supported by
the duly stamped contract or by the duly
stamped particulars on Form 88(3) If the
conlract is not in writing)

When you have completed and signed the form send it to

the Registrar of Companies at:

Companies House recelpt date barcode Companies House, Crown Way, Cardiff CF14 3UZ DX 33050 Cardiff
This form has been provided free of charge | FOr companies registered in England and Wales
by Companias House.

Companies House, 37 Castle Terrace, Edinburgh EH1 2EB

For companies registered in Scotland DX 235 Edinburgh
Form revised 10/03 P 9 or LP - 4 Edinburgh 2



Shareholder details Shares and share class aliotted

Name Class of shares Number
. SEE ATTACHED SCHEDULE . allotted allotted
Address

.ORDINARY 50p l 51955

UKPostcode | _ L L L L L L :

Name Class of shares Number
allotted allotted

Address

UKPostcode | L U L L L L : :

Name ' Class of shares Number
allotted aliottad

Address

L [ L

UK Postcode _ _ o o o L o ' '

Name Class of shares Number
allotted allotted

Addrass

L L L

L ' L L

UKPostcode _ o _ o L U L L :

Name Class of shares Number
allotted allotted

Address

L L L

UK Postcode _ o o . o o L L L

Please enter the numbter of continuation sheets (if any) attached to this form 2

Signed {L\M Date 0¥ .
A director / secre:aryﬁqn}inistrator { administrative racalver / raceiver manager / recetver Please delete as appropriale
B
You d i
O ',‘:‘;:;‘;g;"jpﬂfgg‘jf‘ SUE KETTELL SHARE SCHEMES ALLIANCE AND LEICESTER PLC
If you do, it will help Companies CARLTON PARK NARBOROUGH LEICESTER LE18 0AL
House to contact you if there is a
query on the form, The contact Tel 0116 200 2778
information that you give will be
visible to searchers of the public DX number 11000 DX exchange LEICESTER14

record.
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Companies House
st ‘f‘mﬂ the reeord -

4 MV INU, 04-947704

Please complete in typescript, or

88(2)

Return of Allotment of Shares

in bold black capitals.

CHWPO0D

Companv Number 3263713

Company name in full ALLIANCE & LEICESTER PLC

Shares allotted (including bonus shares):

Date or period during which
shares were allotted

(If shares were allofted on one date
entor that date in the “from" box)

Class of shares
(ordinary or preference alc)

Number allotted

Nominal vafue of each share

Amount {if any) paid or due on each
share (including any share premium)

From To
Day Month Year Day Month Year
213 0l4 2101018 2|3 0I4 21010'8
ORDINARY
322
50p
0.00

List the names and addresses of the allottees and the number of shares allotted to each overleaf

If the allotted shares are fully or partly paid up otherwise than in cash please state:

% that each share is to be
treated as paid up

Consideration for which

the shares were allotted

(This information must be supported by
the duly stamped contract or by the duly
stamped particulars on Form 88(3) if the
contract is not in writing}

100

N/A

Companles House receipt date barcode

This form has baan provided free of charge
by Companles House.

Form revised 10/03

When you have completed and signed the form send It to
the Registrar of Companies at:

Companies House, Crown Way, Cardiff CF14 3UZ DX 33050 Cardiff
For companies registered in England and Wales

Companies House, 37 Castle Terrace, Edinburgh EH1 2EB

For companies registered in Scotland DX 235 Edinburgh
or LP - 4 Edinburgh 2



L 4

Shareholder de't.alls Shares and share class allotted

Name Class of shares Number
l SEE ATTACHED SCHEDULE allotted allotted
Address

. ORDINARY 50p 322

UK Postcode _ _ L L L o o L :

Name ' Class of shares Number
allotted allotted

Address

1 [ 1

L L L

UKPostcode _ . . L Lo L o L ¢

Name Class of shares Number
allotted allotted

1

Address

1 L [l

1 L

UKPostecode o o o L L L L ¢

Name Class of sharas Number
allotted allotted

Address

UK Postcode . . o _ L L L. . :

Name Class of shares Number
allotted allotted

[

Address

{ [l [N

/\: UK Posteode (L L L w L L
Please enter thfe furber of continuation sheets (if any) attached to this form 1
Signed ._\)1:‘1.’\ Date A5 4.0
A director / seé{aélj r{l administrator / adminlstrative racelver / recaivar manager / receiver Plgase delafe as appropriate

You do not have to gi ny cantact
information in the box opposite but SUE KETTELL SHARE SCHEMES ALLIANCE AND LEICESTER PLC
if you do, it will help Companies
House to contact you If there is a CARLTON PARK NARBOROQUGH LEICESTER LE19 0AL
query on the form. The contact Tel 0116 200 2778
information that you give will be
visible to searchers of the public DX number 11000 DX exchange LEICESTER14

record.
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CONNECTED PERSONS

1. Name of the issuer File NO- 82'4964

Alliance & Leicester plc

2. Details of transactions

Transaction Notified in Number of Price per
Name Accordance with DR 3.1.4R Shares Share
{1}a) PDMR  (1)}(b) Acquired £
Director
Shaun Astley Yes 6,540 Nil (if)

Exercise of options granted in April 2005 under the Alliance & Leicester Deferred Bonus Scheme with an
aggregate exercise price of 20p.

Mr Astley sold all 6,540 shares on the London Stock Exchange at £5.216543 per share.

3. State whether notification relates to a person connected with a person discharging managerial
responsibilities/director named in 2 and identify the connected person

Transactions relate to the PDMR as outlined in 2 above.

4. Indicate whether the notification is in respect of a holding of the person referred to in 2 or 3 above
or in respect of a non-beneficial interest

Holding of individua! named in 2 above

5. Description of shares (including class), debentures or derivatives or financial instruments relating
to shares

Ordinary Shares of 50p each

6. Name of registered shareholders(s) and, if more than one, the humber of shares held by each of
them '

As detailed in 2 above
7. State the nature of the transac.tion

Exercise of options granted under the Alliance & Leicester Deferred Bonus Scheme and subsequent sale,
detailed in 2 above.

8. Number of Shares, debentures or financial instruments relating to shares acquired
6,540

9. Percentage of issued class acquired (treasury shares of that class should not be taken into account
when calculating percentage)

Minimal
10. Number of shares, debentures or financial instruments relating to shares disposed
6,540

11. Percentage of issued class disposed (treasury shares of that class should not be taken into

file:/A\\sn004972\grpdata‘\Legal & Secretariat\Group Secretariat\Secretariat PLC\Stock... 07/05/2008



account when calculating percentage)

Minimal

12. Price per share or value of transaction

As detailed in 2 above

13. Date and place of transaction

7 April 2008 — London Stock Exchange

14. Date issuer informed of transaction

8 April 2008

15. Any additional information

None

16. Name of contact and telephone number for queries
Paul Askew — 0116 200 4424

Name of duly authorised officer of issuer responsible for making notification

Simon Llo'yd
Group Secretary

Date of notification
8 Aprit 2008

file:/A\sn004972\grpdata\Legal & Secretariat\Group Secretariat\Secretariat\PLC\Stock... 07/05/2008
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RESPONSIBILITY OR CONNECTED PERSONS

1. Name of the issuer
Alliance & Leicester plc

2. Details of transactions

Transaction Notified in Number of
Name Accordance with DR 3.1.4R Shares

(1)(a) PDMR (1)(b) Director Acquired
D J Bennett Yes Yes 24
C S Rhodes Yes Yes 24
R L Banks Yes Yes 24
| D Buchanan Yes 24
S G Dawkins Yes 24
B P Glover Yes 24
TS Lloyd Yes 24
G Pilkington Yes 24
G Wilkinson Yes 24

VN ikitvwWiAiNwd DI WIS AT LIV

File No. 82-4964

Price per
Share

£

5.34
534
534
534
5.34
5.34
5.34
5.34
534

3. State whether noftification relates to a person connected with a person discharging managerial

responsibilities/director named in 2 and identify the connected person

N/A

4. Indicate whether the notification is in respect of a holding of the person referred to in 2 or 3 above or in

respect of a non-beneficial interest

Holding of persons named in 2 above

5. Description of shares (including class), debentures or derivatives or financial instruments relating to shares

Ordinary Shares of 50p each

6. Name of registered shareholders(s) and, if mere than one, the number of shares held by each of them

Capita IRG Trustees Limited

7. State the nature of the transaction

Allocation of Partnership Shares under the Alliance & Leicester Share Incentive Plan

8. Number of Shares, debentures or financial instruments relating to shares acquired

216

8. Percentage of issued class acquired (treasury shares of that class should not be taken into account when

calculating percentage)

Minimal

10. Number of shares, debentures or financial instruments relating to shares disposed

Nil

11. Percentage of issued class disposed (treasury shares of that class should not be taken into account when

calculating percentage)
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12. Price per share or value of transaction

£6.34

13. Date and place of transaction

7 April 2008 — New shares allotted to participants in the United Kingdom

14. Date issuer informed of transaction

7 April 2008

15. Any additional information

None

16. Name of contact and telephone number for queries

Paul Askew

Telephone: 0116 200 4424

Name of duly authorised officer of issuer responsible for making notification
Simon Lloyd

Group Secretary

Date of notification

8 April 2008
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TR-1: NOTIFICATION OF MAJOR INTERESTS IN SHARES

1. Identity of the issuer or the underlying issuer
of existing shares to which voting rights are
attached:

Alliance & Leicester pic

2. Reason for notification (yes/no)

An acquisition or disposal of voting rights

Yes

An acquisition or disposal of financial instruments which may result in the
acquisition of shares already issued to which voting rights are attached

An event changing the breakdown of voting rights

Other (please specify):

3. Full name of person(s) subject to the
notification obligation:

Capital Group International, Inc.

4. Full name of shareholder(s} (if different from 3.):

7. Threshold(s) that is/are crossed or reached:

5. Date of the transaction (and date on which the 10 April 2008

threshold is crossed or reached if different).

6. Date on which issuer notified: 12 April 2008
8%

8 Notified detalls

:—A Votit‘i’ﬁ"‘rlm

at{a hé'a o'é“h"éresu,k__;_;; f‘j_ s

%‘%ET S e |

Indirect” "

§ lndlrect ]

-

33,701,884 | 33,701,884 | 33,622,328

GBO0003BE143

33,622,328

7.9914%
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33,622,328 7.9914%

9. Chain of controlled undertakings through which the voting rights and/or the
financial instruments are effectively held, if applicable:

Capital Group International, Inc (“CGII”) Holdings 33,622,328 shares 7.991%

Holdings by CGIl Management Companies and Funds:

Capital Guardian Trust Company 12,402,342 shares  2.948%

Capital International Limited 19,631,989 shares  4.666%

Capital International 5.A. 1,315,889 shares 0.313%

Capital International, Inc. 272,098 shares  0.065%
Proxy Voting:

10. Name of the proxy holder:

11. Number of voting rights proxy holder will
cease to hold:

12. Date on which proxy holder will cease to
hold voting rights:

. . I Notification using the total voting rights figure of
13. Additional information: 420,731,969
14. Contact name: Richard Hawker
15. Contact telephone number: 0116 200 3855
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TR-1: NOTIFICATION OF MAJOR INTERESTS IN SH
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1. Identity of the issuer or the underlying issuer
of existing shares to which voting rights are
attached:

o Fl; I OF :
Jt.,r i? U fice,
Alliance & Lelcester plc Piogon,

e
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2. Reason for notification (yes/no)

An acquisition or disposal of voting rights

Yes

An acquisition or disposal of financial instruments which may result in the

acquisition of shares already issued to which voting rights are attached

An event changing the breakdown of voting rights

Other {please specify):

3. Full name of person(s) subject to the
notification obligation:

FIL Limited (FIL)

4. Full name of shareholder{s) (if different from 3.):

See attached Schedule

5. Date of the transaction (and date on which the 21 April 2008

threshold is crossed or reached if different):

6. Date on which issuer notified: 24 April 2008
5%

7. Threshold(s) that is/are crossed or reached:

8. Notified details:

A: Voting rights attached to shares

Class/type Situation previous | Resulting situation after the triggering transaction

of shares to the Triggering
transaction

if possible using

the ISINCODE | Number | Number | Number | Number of voting | % of voting rights

of Shares | of Voting | of shares rights

Rights
Direct Direct Indirect Direct Indirect

Ord 50p

20,914,076 | 20,914,076 23,189,830 5.51%
GB0000386143
B: Financial Instruments
Resulting situation after the triggering transaction
Type of financial Expiration | Exercise/ Number of voting | % of voting




insirument aaie vaonversion renod/ rgrits  ak miady Lo | Tighits
Date acquired if the
instrument is
exercised/ converted.

N/A

Total (A+B)
Number of voting rights % of voting rights

23,189,830 551%
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9. Chain of controlled undertakings through which the voting rights and/or the
financial instruments are effectively held, if applicable:

Fidelity International Limited (“FIL") Holding 23,189,830 shares 5.51%

FIL Limited (FIL) is the parent holding company for various direct and indirect subsidiaries, including Fidelity Fund
Management Limited (FFML), Fidelity Investment Services Ltd (FISL), Fidelity Gestion (GIGEST), Fidelity Investment Advisory
{Korea) Limited (FIAKL), Fidelity Investments Management {Hong Kong}) Limited (FIMHK), Fidelity Pension Management
(FPM), Fidelity Investments Japan (FIJ) and Fidelity Investments [nternational (Fll), Investment managers for various non-us
investment companies and institutional clients.

Nominee Management Company Shares Held
Bank of New York Europe LDN Fil 769,300

JP Morgan, Bournemouth Fll 2,220,256

J P Morgan, Bournemouth FIL 2,518,700
J P Morgan, Bournemouth FISL 17,657,774
Northern Trust London FPM 123,800

Proxy Voting:

10. Name of the proxy holder: FIL Limited (FIL)

11. Number of voting rights proxy holder will 2,275,754 shares
cease to hold:

12. Date on which proxy holder will cease to 21 April 2008
hold voting rights:

13. Additional information: Based on issued share capital of 420,731,969
14. Contact name: David Merryweather

15. Contact telephone humber: Fil-regulatoryreporting @ uk fid-intl.com
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Voting Rights and Capital

In compliance with the Transparency Directive, Alliance & Leicester would like to notify the
market of the following share capital and voting information:

The Company’s issued share capital as at 29 April 2008 consists of:
420,840,201 Ordinary Shares of 50p each with voting rights, and
300,000,000 Preference Shares of £1 each with no equity voting rights.

The Company holds no treasury shares.

The total number of shares attracting voting rights in Alliance & Leicester plc is therefore
420,840,201. This figure may be used by shareholders to determine the percentage of
issued share capital they hold in the Company and if they are required to notify their
interest in, or a change to their interest in, Alliance & Leicester plc under the FSA’s
Disclosure and Transparency Rules.
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Voting Rights and Capital

In compliance with the Transparency Directive, Alliance & Leicester would like to notify the
market of the following share capital and voting information:

The Company's issued share capital as at 31 March 2008 consists of:
420,731,969 Ordinary Shares of 50p each with voting rights, and
300,000,000 Preference Shares of £1 each with no equity voting rights.

The Company holds no treasury shares.

The total number of shares attracting voting rights in Alliance & Leicester plc is therefore
420,731,969, This figure may be used by shareholders to determine the percentage of
issued share capital they hold in the Company and if they are required to notify their
interest in, or a change to their interest in, Alliance & Leicester plc under the FSA's
Disclosure and Transparency Rules.
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lIBLOCKLISTING SIX MONTHLY RETURN
1. Name of company
Alliance & Leicester plc
2. Name of scheme
Alliance & Leicester Share Incentive Plan
3. Period of return:
From 05/10/07 To 05/04/08

4. Number and class of shares(s) (amount of stock / debt security) not issued under
scheme

1,540,600
5. Number of shares issued / allotted under scheme during period:
92,993

6. Balance under scheme not yet issued / allotted at end of period

1,447 607

7. Number and class of share(s) (amount of stock / debt securities) originally listed and the
date of admission;

- 05/04/04 — 2,000,000

Please confirm total number of shares in issue at the end of the period in order for us to
update our records

420,731,969

f ‘
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=JBLOCKLISTING SIX MONTHLY RETURN
1. Name of company
Alliance & Leicester plc
2. Name of scheme
Alliance & Leicester Unapproved Executive Share Option Scheme 1998
3. Period of return: ,
From  03/10/07 To  03/04/08

4. Number and class of shares(s) (amount of stock / debt security) not issued under
scheme

533

5. Number of shares issued / allotted under scheme during period:
0

6. Balance under scheme not yet issued / allotted at end of period
533

7. Number and class of share(s) (amount of stock / debt securities) originally listed and the
date of admission;

3/4/98 — 403,680

Please confirm total number of shares in issue at the end of the period in order for us to
update our records

420,731,969

]
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BLOCKLISTING SIX MONTHLY RETURN

RECEIVED
1. Name of applicant. w3 HAY 19 A 34
' ' CEFIGE OF STERNATID
Alliance & Leicester plc FICE OF MTERVAT

2. Name of scheme

Alliance & Leicester Deferred Bonus Scheme 1999
3. Period of return:

From  25/08/07 To  25/02/08
4. Balance under scheme from previous return:

4,799

5. The amount by which the block scheme has been increased, if the scheme has been
increased since the date of the last return

0
6. Number of securities issued/allotted under scheme during period:
0
7 Balance under scheme not yet issued/allotted at end of period
4,799
8. Number and class of securities originally listed and the date of admission
25/08/99 — 123,000
9. Total number of securities in issue at the end of the period

420,707,108

10. Name of contact and telephone number for queries

Richard Hawker — 0116 200 3855
Name of duly authorised officer of issuer responsible for making notification

Sandra Odell
Deputy Secretary
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Alllance & Lelcesier — vhnairman, olr verck niyy>

It is with deep regret that Alliance & Leicester announces the unexpected death of its

Chairman, Sir Derek Higgs, at the age of 64. He was taken ill suddenly yesterday, 28 April,
and died in a London hospital yesterday afternoon.

Deputy Chairman, Roy Brown, will act as Chairman in the short term whilst a permanent
successor as Chairman is identified.

Mr Brown comments, “It was with shock and sadness that we learned of Derek’s sudden
and unexpected death and our thoughts are with his family. Derek made an outstanding
contribution to British business and was a well-known figure in the City; he was a pleasure
to work with.”

Notes
Sir Derek Higgs was appointed to the board of Alliance & Leicester plc as Chairman from
28 October 2005.

Roy Brown, aged 61, was appointed to the Alliance & Leicester board in May 2007. He is
Chairman of GKN plc, Senior Independent Director of HMV Group plc and a non-executive
director of the Franchise Board of Lloyd's of London. Formerly, he was an executive
director of Unilever plc and Unilever NV.

Contacts

Mark Jones Head of Investor Relations Tel 0116 200 4492
Stuart Dawkins Director of Corporate Communications

Press Office

Tel 0116 200 3088
Tel 0116 200 3355
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Alllance o Lelcesier — Group Lnief gxecutive, vavia bennetl I

Group Chief Executive David Bennett will be returning to work next week having recovered
from illness. He is now fully fit and will be taking on all of his duties full-time with effect from
Tuesday 6 May.

Notes

Alliance & Leicester issued a stock exchange announcement on 29 January 2008 noting
that David Bennett was on temporary leave of absence due to ililness, and that Chris
Rhodes, Group Finance Director, was taking on the role of acting chief executive.

Contacts

Mark Jones Head of Investor Relations Tel 0116 200 4492
Stuart Dawkins Director of Corporate Communications Tel 0116 200 3088
Press Office Tel 0116 200 3355
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Alllance & Lelcesier pic blle No. 82-4904

In compliance with Listing Rule 9.6.1, Alliance & Leicester plc has today submitted to the Uk

Summary Annual Report 2007 & Notice of AGM
Supersummary & Notification Letter

These documents will shortly be available for inspection at the UK Listing Authority's Docum

The Financial Services Authority
25 The North Colonnade
Canary Wharf

London

E14 5HS

The Summary Annual Report 2007 & Notice of AGM is available on our website, www.alliat
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Angus Porter will join the board of Alliance & Leicester plc as a non-executive director on
14 May 2008.

Roy Brown, acting chairman, said:

“Angus Porter brings a wealth of experience to the Group. He is a former Customer
Director and board member of Abbey National plc, and prior to that was Managing Director
of British Telecom’s Consumer Division and held senior roles with Mars Confectionery. |
am delighted to welcome Angus to the board and look forward to working with him.”

Notes: Angus Porter is currently Chief Executive of brand development business Added
Value, a subsidiary of WPP, but will be moving to become Group Strategy Director of
Thomas Cook plc from 2 June 2008.

Contacts

Stuart Dawkins Director of Corporate Communications 0116 200 3088

Alliance & Leicester Press Office 0116 200 3355
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