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PROFILE

Close Brothers Limited is a member of Close Brothers Group plc (“CBG" or “the Group™}, a specialist financial services
group providing financial support and advice to small businesses and individuals in the UK.

Close Brothers Limited (“the group™) provides specialist lending to small and medium-sized businesses and individuals
across a diverse range of asset ciasses, and also offers deposit taking services.

The group provides specialist finance solutions through three lending segments: Retail Finance, which provides
intermediated finance, principally to individuais, through motor dealers and insurance brokers; Commercial Finance, which
focuses on providing specialist, secured lending to the SME market; and Property Finance, primarily focused on providing
specialist residentiat development finance to well established professional developers in the UK.

The Treasury function provides funding for the group’s ending activities through corporate deposits and retail savings
prodicts, as welfl as wholesale funding.

HIGHLIGHTS

Operating profit before amortisation of intangible assets on acguisition and

discontinued operations 252.4 2533
Statutory profit on ordinary activities before taxation 250.5 252.4
{.oans and advancses to customers 7,297.5 6,884.7
Deposits by customers 5,497.2 5,113.1
Shareholders’ funds 1,117.3 854 .9

Total assefs 9,395.5 8,449.5
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Business Review'

This has been anocther good year for the group, as we have
continued to deliver strong returns, white maintaining high
tevels of service for cur customers and partners and strong
engagement and commitment from our employses. The
group continued to pricritise margins and underwriting over
growth and maintain the investment through the cycle and
for the long term. This disciplined approach resulted in a
solid year's performance with adjusted operating profit
broadly in line with the prior year.

Adjusted operating profit for the year was £252.4 million
(2017: £253.3 million), as good loan book growth was
offset by a marginal reductien in the net interest margin,
increased investment and the non-recurrence of credit
provision releases in the prior year. Since the financial year
end, the group has announced the sale of its consumer
point of sale finance business, which has been treated as
a discontinued operation in the income statement for 2018
and in the comparakble year, and as an asset held for sale
on the balance sheet at 31 July 2018. The business
generated a loss from discontinued operations of £2.2
million (2017: £2.8 million) net of tax. Statutery operating
profit from continuing operations was £250.5 million (2017:
£252 .4 million).

The loan book grew 6.0% (2017: 7.0%), with underlying
growth of 6.6%, exciuding the consumer poini of sale
finance portfolio. This growth reflects our strong customer
proposition and the diversification benefits of our loan
portfolio, with growth in most of our core businesses, as
well as an increasing contribution from some of our newer
initiatives. The return on net loan book remained strong at
3.5% {2017 3.7%).

Qperating Income was up 4.4% at £581.6 miilion (2017:
£557.0 million), supported by loan book growth at strong
margins across the lending businesses,

The net interest margin remained strong at 8.0% (2017:
8.2%), albeit with slightly lower yield compared to the prior
year. Our streng margins and service led customer
relationships position us well to respend to any change in
market conditions.

Adjusted operating expenses increased 6.7% to £282.5
miliion (2017: £264.7 miilion) predominantly due to higher
staff costs, which represent the majority of the cost base,
and associated increases in preperty and [T spend,
reflecting continued growth in both front office and support
functions. We also continue to invest in a number of new
business initiatives and strategic projects, including a new
mlti-year investment programme in Metor Finance and
the future transition fo Internal Ratings Based (*IRB%)
approach, which will optimise our capital position and
better reflect the risk profile of our lending portfolio longer
term. The expenselincome ratio was marginally up at 49%
(2017; 48%), and the compensation ratio also marginally
increased on prior year to 29% (2017: 28%).

The disciplined management of costs is essential to our
ability to maintain profitability and invest through the cycle,
and wa have recently initiated a review of the cost base.
While still in its early stages, we expect this review io

identify potential operating efficiencies and free up
additional resource for investment longer term.

We have seen no change in credit performance and the
bad debt ratio remained low at 0.6% (2017: 0.6%),
although slightly higher on the prior year, which benefited
from £7.5 million of one-off provision releases. The credit
environment remained benign overall, and we continue to
see low levels of arrears across the businesses.

Return on opening equity remained strong at 20% {2017:
24%), reflecting continued profitability of the business,
partly offset by continued strong growth in the equity base.

Koy Financials’

€ million

Cperating income 581.6 557.0
Adjusted operating expenses (282.5) {264.7)
Impairment losses on loans (46.7) (39.0)
and advancas

Adjusted operating profit 252.4 253.3

Kay Performancs indicators?
2018

Net interest margin® 8.0% 8.2%
Expenselfincome ratio? 49% 48%
Compensation ratio® 29% 28%
Bad debt ratio® 0.5% 0.6%
Return on net ioan book” 3.5% 37%
Return on opening equity® 20% 24%
Average loan book and

operating lease assets

(£ million) 7,261.1 6,795.6

1 Results from continuing operations exclude the consumer point of sale
finance business, which has been classified as a discontinued operation
in the income siatement for the 2017 and 2012 financial years,

2 The calculation of the key performance indicators exciudes the consumer
point of sale finance loan book from both the opening and closing ioan
book. This does not resuit in any change to the ralios previously
published for the 2017 financial year.

3 Netincome generated by tending activities, including net interestincome,

net fees and commissions and nei operating lease income (deducting

depreciafion).

Total adjusted operating expenses on adjusted operating income.

Total adjusted staff costs on adjusted operating income.

Impaigment losses on average netloans and advances o customers and

operating lease assets. :

7 Adjusted operating profit from lending aclivities on average net loans and
advances to custormers and operating lease assets.

8 Adjusted operating profit after tax and non-conirolling interests on
opening equity, excluding non-contrelling interests.

[l B
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Loan Book

Loan book growth has always been an output of our
business model, and we continue to prioritise margin and
credit quality over growth. Our portfolio is diverse, which
ensures that our business remains resilient through the
cycle. Loan book growth was 6.0% in the year to £7.3
billion (31 July 2017: £6.9 hillion), with underlying growth of
6.6% excluding the consumer point of sale finance loan
book, which was classified as held for sale at the balance
shest date.

We achieved particularly good growth in Property, which
has remained resilient to competitive pressure as well as
Invoice Finance, with growth in both the core business and
fram new initiatives. Both Asset and Premium Finance also
delivered good growth in the year, while Motor Finance
remained broadly flat, as we prioritise our strict lending
criteria in the face of continued competition.

The Republic of Ireland, where we provide Motor,
Premium, Asset and Invoice Finance, represents c.10% of
the averall Banking loan book. The Irish portfolio also grew
in the period, although we now see growth moderating in
this market.

Loan Book Analysis

o218 o017
. Emillion.
Retail Finance 2,686.4 2,702.8
Motor Finance 1,738.3 1,761.9
Premium Finance 950.1 940.9
Commercial Finance 2,783.6 2,552.6
Asset Finance 2,071.2 2,017.0
Invoice Finance 712.4 535.6
Property Finance 1,827.56 1,629.3
Closing Loan Book 7,297.5 6,884.7

=

The ican book at 31 July 2018 excludes the consumer point of sale
financa foan book of £66.2 million, which was classified as held for sale
at the balance sheet date. The loan book at 31 July 2017 includes £36.7
millions in relation fo this business,

Reatail Finance

The Retail segment provides intermediated finance,
principally to individuals, through motor dealers and
insurance brokers and incorporates our Premium and
Motor Finance businesses.

The Retail loan book was broadly flat overall at £2.7 hillion
(31 July 2017: £2.7 billion), as good underlying loan bock
growth in Premium Finance was offset by a slight decline
in the Motor Finance book and the sale of the consumer
point of sale finance business.

Premium Finance delivered good underlying growth of 5%
driven by volumes from recent broker wins. The Premium
Finance business continues to be well positioned
competitively, benefiting from the ongoing multi-year
investment programme in its infrastructure aimed at
improving both broker and end customer experience.

The Motor Finance lean book reduced 1% to £1.7 billion
(31 July 2017: £1.8 billion). The UK book saw a small
contraction in the period, as we continue to prioritise
margin and credit quality in a highly competitive market.
This was partly offset by continued modast growth in the
Republic of Ireland, which accounts for 27% of the Motor
Finance loan book, where we operate through a local
partner, First Auto Finance (“FAF"), who provide the
distribution and dealer relationships. In both the UK and
Ireland, our core product remains hire-purchase contracts
for second hand vehicles, with Perscenal Contract Plans
{"PCP"} accounting for 13% of the Motor Finance loan book
at 31 July 2018,

Overall, adjusted operating profit for the Retail segment of
£81.3 million (2017: £85.0 million) was down on the prior
year, and statutory operating profit from continuing
operations was down to £81.0 million (2017: £84.6 million).
This was due to ongoing investment in both Premium and
Motor Finance as well as lower income in the Motor
business.

Operating income was up 2% year on year at £2257
miflion (2017: £220.4 million} with the net interest margin
slightty down at 8.4% (2017. 8.6%).

Adjusted operating expenses increased 8%, to £119.2
miltion (2017: £110.8 million}, as our multi-year investment
in both Premium and, more recently, the Motor Finance
businesses continues. The investment programme in our
Motor Finance business is still in its early stage and is
aimed at improving the service proposition, streamlining
operational processes and increasing sales effectiveness.
As a result, the expense/ income ratio increased to 53%
(2017; 50%).

Credit performance remains in line with our expectations at
this stage of the cycle, with the bad debt ratio at 0.9%
(2017 1.0%), reflecting continued commitment to our strict
lending criteria.

Commercial Finance

The Commercial segment focuses on specialist, secured
lending principally to the SME market and includes Asset
and (nvoice Finance, including smaller specialist
businesses such as Novitas Loans, a specialist provider of
finance to clients of the legal profession acquired in 2017,
and Brewery Rentals, which provides service and finance
solutions for brewery equipment and containers in the UK
and Germany.

The overall Commercial loan book increased 9% to £2.8
billion (31 July 2017: £2.6 billion), with growth across all
businesses, but particularly in the core Invoice Finance
business, Novitas Loans and Brewery Rentals. The Asset
Finance loan book was also up 3% in the year,
notwithstanding active compstition from hoth new and
existing lenders in this market.

Adjusted operating profit of £76.3 million (2017; £75.0
million} was up 2%, driven by good income growth and
continued low bad debt. Statutory operating profit were
broadly flat at £74.7 million (2017: £74.5 million).
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Operating income of £225.7 millien (2017; £215.7 million)
was 5% higher than the prior year, reflecting growth in the
loan book. Despite ongoing pricing pressure in the asset
finance market, we have maintained a strong net interest
margin of 7.9% {(2017: 8.1%), which remains ahead of the
industry.

Costs grew by 6% to £132.2 million (2017: £125.2 million),
driven by ongoing investment in new initiatives. These
include our Technology Services business, wheare we offer
financing solutions for IT infrastructure, the expansion of
our Asset Finance offering into Germany, and post-
acquisition integration of Novitas Loans. Despite this
ongoing investment, the expensefincome ratio remained
broadly stable at 59% (2017: 58%).

The bad debt ratic remained in line with the prior year at
0.6% (2017: 0.6%), with good overall credit performance.

Property Finanoe

The Property segment is focused on specialist residential
development finance to established professional
developers in the UK. We do not lend to the buy-to-let
sector or provide residential or commercial mortgages.

Property delivered another year of strong loan book growth
at 12%, to £1.8 biflion {31 July 2017: £1.6 billion). We
continue to see strong structural demand in our core
market of properly development finance for new build
family housing with an average unit price of £500,000.
Londen and the South East, represent c¢.70% of the
pertfolio, however growth also remains strong in regional
locations around major commuting hubs such as
Manchester and Bristol. Our long track record, expertise
and quality of service ensure the business remains resilient
to competitive pressures and continues to generate high
levels of repeat business.

The business delivered an operating profit of £84.8 million
{2017: £93.3 million}, up 2% cn the prior year. The net
interest margin reduced slightly to 7.5% (2017 7.8%),
reflecting higher cost of funds and mix of new business in
the period. The bad debt ratic was low at 0.2% (2017: -
0.1%), with the net recovery in the prior year reflecting one-
off provision releases.

Operating expenses of £31.1 million (2017: £28.7 million)
were up 8%, and the expensefincome ratio remained at
24% (2017. 24%), refiecting the lower operational
requirements of the business with iarger transaction sizes
at lower volumes.

Weli positioned to lend through the cycle

Qverali, we remain well positioned for the future and we
remain confident in our ability to lend in a wide range of
market conditions. Although some of our businesses
continue to operate in highly competitive environments, the
overail portfolio benefits from diversity of the businesses
and their differing growth profiles through the oycle. Cur
focus remains on protecting our margins, maintaining our
prudent underwriting, and investing to improve and extend
the model in new and existing markets.

Funding

The primary purpose of our treasury function is to manage
funding and liguidity to support the lending businesses. We
maintain a conservative approach, with diverse funding
sources and a prudent maturity profile, which increases
resilience and helps to manage changes in the cost of
funding.

Overall, the funding environment remained favourable
during the year. Total funding increased to £9.3 billion (31
July 2017: £8.4 billion) and accounied for 128% (31 July
2017: 122%; of the loan beok at the balance sheet date.
COur average cost of funding of 1.6% (2017: 1.7%) was
marginally below the prior year, reflecting new lower cost
funding, including the Motor securitisation issued in
November 2017.

The loan book growth in the year was primarily funded by
an increase in customer deposits and unsecured funding.
Deposits increased 8% to £5.5 billion (31 July 2017: £5.1
hillion) with rises in both retail and corporate deposits. The
latter represents around two thirds of the deposit base.
Unsecured funding increased to £1.3 billion (31 July 2017:
£1.0 biliion).

Our range of secwed funding facilites inciude
securitisations of our Premium and Motor finance loan
hooks. We have made limited use of the Term Funding
Scheme, which accounted for 5% of our total funding at the
year end.

We have maintained a prudent maturity profile. Term
funding, with a residual maturity over one year, increased
to £4.5 billion {31 July 2017: £4.4 billion) and now covers
81% {31 July 2017: 84%) of the loan book. The average
maturity of funding allocated to the loan book increased to
23 months (31 July 2017: 22 months), while the average
loan book maturity remained at 14 months (31 July 2017:
14 months).

During the year we invested in a new deposit platform,
which will allow us to offer a wider range of savings
products and to add online capability fo our channels of
distribution. The programme will enable us fo further
diversify our funding as well as improve the customer
experience. We anticipate the new platform to be rolled out
during the 2019 financial year.

Our strong credit ratings have been reaffirmed by both
Moody's Investors Services {("Moody's") and Fiich Ratings
(“Fitch"). Moody's rates Close Brothers Limited ("CBL")
Aa3/P1, with stable outicok and Fitch rates CBL A/F1 with
stable outlook.

The group maintains a strong liquidity position, ensuring it
is comfortably ahead of both internal risk appetite and
regulatory requiremenis. The majority of our liquidity
requirements and surplus funding are held in the form of
high quality liquid asseis.

We regularly assess, and stress test our liguidity
requirements and continue to comfortably meet the liquidity
coverage ratio requirements under CRD V. Treasury
assets increased to £1.4 billion (31 July 2017: £1.0 billion)
and were predominantly held on deposit with the Bank of
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England, giving us continued good headroom to both
internal and external liquidity requirements.

Group Funding

= 2017
U F mitlion

Deposits 5,497.2 51131
Secured funding2 1,360.4 1,297.3
Unsecured funding3 1,081.0 1,030.3
Intercompany 250.0 -
Equity 1,116.6 954.4
Total available funding 9,305.2 8,395.1
Of which lerm funding (>1 yean) 4,526.5 4,434 8
Total funding % loan hook 128% 122%
Term funding % lean book 61% 64%
Average maturity term funding

(months) 39 39

1 Numbers relate to core funding and exclude working capital facilities at
the business level.

2 Includes £nil millien (2017: £97.5 million) of Treasury Bills drawn under
the Funding for Lending Scheme but not currently in repurchase
agreements.

3 Unsecured funding excludes £3.5 million {2017: £8.5 million} of non-
facility overdrafts included in borrowings and includes £205 million (2047:
£206.0 millien} of undrawn facilities,

Liguidity

Bank of England deposits 1,140.4 805.1
Sovereign and central bank debt 44,5 43.6
High quality liquid assets! 1,184.9 8437
Cerlificates of deposit 250.5 180.3
Treasury assets 1.4354 1,029.0

1 in addition to and not included in the above, at 31 July 2017 the group
held £97.5 million of Treasury Bills drawn

IFRS 8

The provisions of IFRS 9 Financial Instruments apply to the
group from 1 August 2018. Under IFRS 9, impairment
losses are recognised in the group's financial statements
on a forward looking basis, taking into account both the risk
profile of the loan book and the macrececonomic outlook at
the balance sheef date. This will result in earlier recognition
of bad debts in the group's financial statements, and
consequently a higher balance of bad debt provisions on
the balance sheet, compared to the incurred loss approach
under IAS 39.

The implementation of IFRS 9 is expected to increase bad
debt provisions on the balance sheet by £58.8 million at 1
August 2018, resulting in a £44.7 million reduction in
shareholders' equity and a £14.1 million increase in
deferred tax assets.

This increase principaily reflects the additional forward
locking provision on performing and underperforming
loans, as well as a broader definition of default compared
to IAS 38 and the addition of a macroeconomic overlay.

The Group will be publishing an IFRS 9 transition
document with further details on the implementation of
IFRS 9 in early November.
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Frincipal Risks and Uncertainties

The group faces a number of risks in the normal course of
business providing a range of financial services to small
businesses and individuals. The management of the risks
we face is central to everything we do. The key elements
to the way the group manages risks are as follows:

« Adhering fo our established and proven business
model;

= Implementing an integrated risk management
approach based on the concept of "three lines of
defence"; and

+  Setting and operating within clearly defined risk
appetites monitored with specific mefrics within set
limits.

We believa the key risks facing the group include; the
current economic uncertainty, especially the impact of the
UK's departure from the EU and how that may impact cur
customers; the regulatory landscape and how it may

impact some or all of our businesses; the compstitive

environment; and maintaining operational resifence in the
face of growing cyber threats.

The following pages set out the principal risks and
uncertainties which may impact the group's ability to deliver
its strategy, how we seek to mitigate these risks and the
change in the perceived leve! of risk over the year. While
we constantly monitor emerging risks, the group’s activities
are unchanged. As a result, the principat risks and
uncertainties which the group faces and our approach to
mitigating them remain broadly consistent with prior years.
This consistency in approach has underpinned the group’s
track record of trading successfully and supporting our
clients over many years.

This summary should not be regarded as a complete and
comprehensive statement of all potential risks and
uncertainties faced by the group but rather those which the
group currently believes may have a significant impact on
the group’s performance and future prospects.

Credit losses

As a lender to smali businesses and individuals, the bank
is exposed to credit losses if customers are unable to
repay loans and cuistanding interest and fees. At 31 July
2018, the group had loans and advances o customers
amounting to £7.3 billien. .

The group also has exposure to counterparties with which
it places deposits or trades, and also has a small number
of derivative contracts to hedge interest rate and foreign
@xchange expasures.

We seek to minimise our exposure to credit losses from
our lending by:

»  Applying strict lending criteria when festing the credit
quality and covenant of the borrower;

+  Maintaining consistent and conservative loan to
value ratios with low average Ioan size and short-
term tenor;

»  Lending on a predominantly secured basis against
identifiable and accessible assels;

»  Maintaining rigorcus and timely collections and
arrears managemant procasses; and

«  Operating strang controf and governance both within
our lending businesses and with oversight by a
central credit risk team.

Our exposures to counterpariies are mitigated by:

+  Conservative management of our liguidity
requirements and surpius funding with £1.9 billion
placed with the Bank of England; and

»  Continuous monitoring of credit quality of our
counterparties within approved set limits.

Bad debts have again remained low during the year te 31
July 2018 while other counterparty exposures are broadiy
unchanged with the majority of our liquidity requirements
and surplus funding placed with the Bank of England.

We continue to monitor closely the uncertainty over Brexit
combined with rising consumer debt levels and potential
increases in interest rates. This uncertainty, combined with
the low level of current credit losses, could increase the risk
of higher credit losses in the future.

Economic environment
Any downturn in economic conditions could impact the
group’s performance through:

»  Lower demand for the group's products and services;

= Lower investor risk appetite as a result of financial
markets instability;

«  Higher credit losses as a result of customers inability
to service debt and lower asset values on which
loans are secured; and

« Increased volatility in funding markets.

The group's business model aims to ensure that we are
able to trade successfully and support our clients in all
econcmic conditions. By maintaining a strong financial
position, we aim to be able to absorb short term economic
downturns, continuing to lend when others pull back and in
doing so build long-term relationships by supporting our
clients when it really matters.

We test the robustness of cur financial position by carrying
out regular stress testing on our performance and financial
positions in the event of adverse economic conditions.

Economic uncertainty remains elevated in our view. While
UK economic performance has remained resilient in the
last year, the current period of uncertainty is likely to
continue reflecting both ongoing Brexit negotiations and
wider global events.

Legal and regulatory change

Failure to comply with existing legal, regulatory or tax
requirements, or to react to changes to these requirements,
may have negative consequences for the group.

Failing to treat customers fairly, to safeguard client assets
or to provide advice and products which are in clients’ best
interests has the potential to damage our reputation and
may lead to legal or regulatory sanctions including litigation
and customer redress. This applies to current, past and
future business.
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Similarly changes to regulation and taxation can impact our
financial performance, capital and liquidity and the markets
in which we operate.

The group seeks to manage these risks by:

* Providing straightforward and transparent products
and services to our clients;

+  Governance and control processes to review and
approve new products and services;

+  Maintaining a prudent capital position with headroom
to minimum capital requirements;

+  The implementation of appropriate policies, standards
and procedures and the use of risk based monitoring
programmes to test adherence;

+  The provision of clear advice on legal and regulatory
requirements, including in relation to the scope of
regulatory permissions;

+  Responding In an appropriate, risk based and
proportionate manner to any changes to the legal and
regulatory environment and those driven by any
strategic initiatives

+ Investing in training for all staff inctuding anti-money
laundering, bribery and corruption, conduct risk, data
protection and information security.

«  Additional tailored training for relevant employees is
provided in key areas such as complaint handling;

+  Maintaining constructive and positive relationships
and dialogue with regulatory bodies and tax
authorities.

+  Providing straightforward and transparent products
and services to our clients;

+  Reviewing and approving new products and services
through a clear governance and approval process;

+  Maintaining a prudent capital position with headroom
above minimum capital requirements.

Financial services businesses remain the subject of
significant  regulatory  scrutiny.  Minimum  capital
requirements are increasing as regulatory buffers are
phased in and remain subject to change by regulators. In
addition to the regulatory uncertainties associated with
Brexit there has been growing regulatory focus on
consumer borrowing, particularly within motor finance,

Competition

The group operates in competitive markets and
experiences high levels of competition from both traditional
and new players. Currently we are experiencing
particutarly high levels of competition within the motor
finance business and the intermediated part of the asset
finance market.

Elevated levels of competition may impact the group's
ability to write loans at its desired risk and return criteria,
resulting in fower new business volumes and loss of market
share.

The group’s long track record of successful trading is
supported by a consistent and disciplined approach to
pricing and cradit quality, even in competitive markets. This
allows us to lend profitably and continue to support our
customers at all stages in the financial cycle.

We build long-term relationships with our clients and
intermediaries based on;

+  Speed and flexibility of service;

+  Local presence and personat approach;
+  Experience and expertise; and
+  Tailored, client driven product offerings.

This differentiated approach and the consistency of our
lending resulis in strong customer relationships and high
levels of repeat business.

We are further protected by the diversity of our foan book
and product portfolia, which provides resilience against
competitive pressure in any one part of our markets.

Despite high levels of competition across each of our
businesses, our approach remains unchanged as we focus
on supporting our clients, maintaining underwriting
standards and investing in our business.

Technology and operational resilience
Providing robust, contemporary and secure [T services is
fundamental to enabling the group to:

+  Provide 2 high quality customer experience across our
businesses;

+ Respond and adapt to emerging opportunities and
tisks,

»  Protect client and company data; and

«  Counter the evalving cyber threat.

Failure to keep up with changing customer expectations or
provide reliable, secure IT solutions has the potential to
impact group performance.

The group continues to invest in its technology with
investment projects underway across a number of
businesses in order to enhance our customer offering.

The group has strong governance in place to oversee its
major projects.

We continue to strengthen our cyber capabilities through
further investment in tools and technical expertise as well
as specific activittes designed to mitigate cyber security
risk. In the last year these have included a company-wide
awareness campaign, phishing exercises and crisis
management simulations.

We have in place, and regularly test, operational resilience
capabilities, including crisis management, business
continuity and disaster recovery plans.

Industry, market and regulatory focus on operational
resilence has increased during the vyear. Recent
incidences of operational disruption to financial services
fiims and corresponding customer impact have
demonstrated the heightened importance of operational
resilience,

This remains a key area of focus for the group, particularty
as the rate of fechnology-driven disruption, including the
impact and severity of cyber attacks continues to increase.
We continue to invest in and upgrade our IT infrastructure
and operating practices. This will continue to improve our
custorner proposifion, simplify our technology architecture
and enhance resilience to cyber attacks.




Close Brothers Limited

RISK AND CONTROL FRAMEWORK

Employees

The quality and expertise of employees is critical to the
success of the group. The loss of key individuals or teams
may have an adverse impact on the group's operations and
ability to deliver its strategy.

The group seeks to retain and develop staff by:

+  Operating remuneration structures which are
competitive and recognise and reward performance;

+ Creating an inclusive environment that nurtures
development;

»  Implementing succession planning for key roles;

»  Improving our talent pipeline via our graduate and
school leavers programmes, and training academy in
asset finance;

»  Investing in training and development for all staff, and

«  Delivering leadership development programmes that
identify current and future leaders for the group.

Our highly skilled people are likely to be targeted by
competitors, buf we are confident we are able to retain key
employees.

Funding and liquidity
Access fo funding remains key to support our lending
activities and the liguidity requiremants of the group.

Our funding approach is conservative based on the
principle of “borrow lang and lend short”. The average
maturity of funding allocated to the loan book was 23
months at 31 July 2018. This compares to our weaighted
average loan maturity of 14 months.

Cur funding is well diversified both by source and channel
and by type and tenor. Liguidity is assessed on a daily basis
to ensure adequate liquidity is held and remains readily
accessible in stressed conditions.

At 31 July 2018 the group's funding position was strong
with total available funding equal to 128% of the loan book.
This provides a prudent level of liquidity to support our
lending activities.

While econcmic uncertainty always has the potential to
impact funding markets, the group remains conservatively
funded and continues to have access to a wide range of
funding sources and products.

We have further diversified our funding during the year
through the completion of our second public Motor
securitisation, and greaier differentiation across our
customer deposits. This diversity of funding combined with
relatively fong tenor when compared to the average
duration of our lending means we are well placed to meet
any future market challenges or constraints.

Market risk

Market wvolatility impacting equity and fixed income
exposures, and/er changes in interest and exchange rates
have the potential to impact the group’s performance.

Our policy is to minimise interest rate risk by matching fixed
and variable interest rate assets and liabilities and using
swaps where appropriate. The capital and reserves of the
group do not have interest rate liabilities and as such are
not hedged.

Foreign exchange exposures are generaily hedged using
foreign exchange forwards or currency swaps with
exposures monitored daily against approved fimits.

The group's approach and the underlying risks are
unchanged. Further detail on the group's exposure to
market risk is outlined in note 22 on pages 56 to 67 of the
Financial Statements.

The sensitivity analysis on interest rate exposures shown
in note 22 on page 64 demonstrates the limited level of
exposure to interest rate and foreign exchange
movements.

By order of the board

4
¢

J.E. Hudspith

Company Secretary
Date 24 September 2018
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The directars, whose names are listed under the Company
Information, are responsible for preparing the Annual
Report and the financial statements in accordance with
applicable faw and regulation.

Company law requires the directors to prepare financial
statements for each financial year. Under that law the
directors are required to prepare the group financial
statements in accordance with International Financial
Reporting Standards {"IFRSs") as adopted by the
European Union and Article 4 of the IAS Regulation. The
directors have elecied to prepare the parent company
financial statements in accordance with United Kingdom
Generally Accepted Accounting Practice (United Kingdom
Accounting Standards and applicable law}, including FRS
101 "The Financial Reporting Standard applicable in the
UK and Republic of Ireland”. Under company law the
directors must not approve the accounts unless they are
salisfied that they give a true and fair view of the state of
affairs of the company and of the profit or loss of the
company for that pericd.

In preparing the company financial statements, the
directors are reqguired to:

+  Select suitable accounting policies and then apply
them consistently;

«  Make judgements and accounting estimates that are
reascnable and prudent;

+  State whether applicable IFRSs as adopted by the
European Union have been followed for the group
financial statements and United Kingdom Accounting
Standards, comprising FRS 102 “The Financial
Reporting Standard applicable in the UK and Republic
of Ireland”, and applicable law), have baen followed,
for the parent company financial statements, subject
to any material departures disclosed and explained in
the group and parent company financial statements;
and

+  Prepare the financial statements on the going concern
basis unless it is inappropriate to presume that the
company will continue in business.

The directors are responsible for keeping adequate
accounting records that are sufficient to show and explain
the company's transactions and disclose with reasonable
accuracy at any time the financial position of the company
and to enable them to ensure that the financial statements
comply with the Companies Act 2006. 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 financial information included
on the company’s website. Legislation in the UK governing
the preparation and dissemination of financial statements
may differ from legistation in other jurisdictions.

Directors’ indemnity

The company has granted a deed of indemnity to each of
its directors on terms consistent with the applicable
statutory provisions. The deeds indemnify the directors in
respect of liabilities (and associated costs and expenses)
incurred in connection with the performance of their duties
as a director of the company or any associated company.

Qualifying third party indemnity provisions for the purposes
of section 234 of the Companies Act 2008 were accordingly
in force during the course of the year, and remain in force
at the date of this report. The company also maintains
directors’ and officers' liability insurance for its directors
and officers.

Employees

The contribution of our people is critical to the on-going
success of our business. We stive to create an
environment where our employees are supported and
motivated towards realising their fullest potential, and
continually monitor our means to engage, reward and
develop our staff to ensure Close Brothers remains an
attractive employer.

We believe that engaged employees are more likely to
remain enthusiastic about their work and their organisation,
and are commitied to ensuring they feel valued and
supported to perform better and stay with us longer. We
engage with our staff through a regular externally run
groupwide Employee Opinion Survey.

This comprehensive Employee Opinion Survey runs on a
two-year cycle, which gives our businesses the opportunity
to analyse the results in detail and formulate meaningful
and effective action plans to take forward. Our aim is to
maintain those areas of strength that our employees value
the highest alongside enhancing those areas we could
continue to improve.

In order to provide up-to-date insights on employee
engagement and action plan progression, in March 2018
all employees were sent a brief ‘pulse’ employee
engagement survey. Employee engagement is a measure
of the extent to which staff are enthusiastic about their jobs,
their level of commitment to the company, and how
motivated they are to put effort into their work, The results
showed the Group-wide engagement scores remained
high, with an overall score of 89% consistent with the
previous survey. We had a strong overall response rate of
82% which lends credibility to these results.

Diversity and equality :
We are committed to creating an environment that aliows
all cur employess to feel proud to work for us, regardless
of their gender, age, race, ethnicity, disability, sexual
orientation or background. We are pieased that our
employees feel we are inclusive, with the Group's latest
employee opinion survey indicating that 89% of our people
believe that Close Brothers treats employees fairly.

Our broad ambitions around inclusion mean we have been
focusing on improving diversity at all levels through a
number of initiatives. We have recently joined Stonewall, a
leading LGBTQ+ rights charity, and the Employers
Network for Equality and Inclusion {("ENEI") to help shape
our thinking and activities.

This year the Group announced they had signed up to the
Women in Finance Charter pledge to improve gender
balance acrass financial services, As part of our pledge, we
aim to have 30% female senior management individuals by
2020, which aligns with our continued membership of the
30% Club, an institution focused on prometing good gender
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baiance within companies at all levels. The Group's
wotkforce remains diverse, with 46% female employees.
Wea also have a broad age range of employees with 25%
of our employees being under 30 vears old and 156% over
50.

We are supportive of sccial mobility and creating an
organisation with equal opportunities for ali, regardless of
background. This year we have begun working with the
charity UpReach to launch an internship programme for
undergraduates from less advantaged backgrounds. We
embrace flexible working wherever passible throughotut ail
ocur businesses, and aim to promote the advantages of
everyday flexibility to enable all our employees to balance
their work and home lives effectively. We offer enhanced
parental jeave to ali new parents, and provide emergency
backup care for employees with caring responsibilities.

Inclusiocn is now a regular agenda item at exscutive
committee meetings to ensure we are delivering on our
commitments. We have also developed a dashboard of key
diversity statistics which are provided to business leaders
on a monthly basis. We run workshops aimed at raising
awareness about unconscious bias, and our recruitment
system allows us to monitor the diversity of job applicanis
to ensure we are attracting potential candidates from a
variety of backgrounds.

Our Equal Opportunity and Dignity at Work policy is in
place to ensure equal and respectful treatment for ail our
employees. This includes additional support to disabled
employees and their needs, and reflects our strong
comumitment to creating and promoting a diverse
workforce, with focus on supporting ali individuals
irrespective of their gender, race, age, disability, sexual
orientation or religion. We apply this approach across all
our people related activities, including compensation
review, talent and succession planning, leadership
programmes, the development of our benefits package,
recruitment, and training and development.

Developing our people

During the year we continued to defiver and implement a
number of initiatives promoting development across the
group, as well as buiiding our pipeline of programmes to
continue to attract and refain talent.

Al our employees have access to our learning portal, which
offers a wide range of practical tools, workshops and e-
learning on a range of topics. The average number of
training hours across the Group has remained broadly
consistent with {he prior year at 8.6 hours per employee.

Our established programmes for school leavers and
graduates continue to develop our new talent pipaline,
providing on-the-job learning and supporting study towards
professional gualifications. Internal career mobility
continues to be a focus of our leadership teams, with
regular talent forums built inte our perfermance
management and succession planning processes. Over
the past year we have also piloled new talent development
programmes throughout the group to identify and support
up and coming talent through a series of structured
learning opportunities and exposure to different teams and
networks.

Our Sales Academy in Asset Finance, launched in 2015,
continues to demonstrate our commitment to developing
entry level sales talent with a new cohort starting in
September 2018 comprising a mix of internal and external
candidates.

Our Emerging Leaders programme is now in its sixth cohort
and we have commenced a Group Leadership programme,
focusing on  individual leadership development,
management and coaching skills to develop cur pool of
future ieaders. Over 100 individuals have completed the
programme so far, with the majority progressing
throughout the organisation.

Anti-money laundering regulations

We have implemented policies and procedures in
accordance with anti-money laundering regulations and
have dedicated money laundering reporting officers where
required.

Whistle-hlowing policy

We encourage our employees fo report any activity that
may censtitute a violation of laws, regulations or internal
policy and reporting channels are provided io staff for this
purpose within the framework of a whistleblowing policy.

Qur comprehensive whistie-blowing procedures comply
with the new rules that came into effect in September 2016.
We have enhanced the existing policies by an appeintment
of a whistle-blowers' champion and a confidential
telephone whistle-blowing service, operated by a third
party provider.

Anti-bribery and corruption policy

We operate a zero tolerance approach fo bribery and
corruption, ensuring full compliance with all applicable anti-
bribery and corruption laws and regulations, including the
UK Bribery Act 2010.

Complaints handling

We strive to ensure that our complaints handiing process
is as fair as possible, and we continuously review and
improve internal processes, to deliver fast and satisfactory
outcomes for our customers. We take all complaints
seriously, with each division moniforing customer
complainis separately, to ensure those are dealt with
efficiently and promptly, and that actions are taken fo
address issues at their root cause.

Going concern

The group has a sfrong, proven and conservative business
medet and has traded profitably during the vear. It is well
positioned in each of its core businesses, well capitalised,
soundly funded and has adequate access to liquidity.

After making enquiries, the directors have a reasonable
expectation that the company and the group have
adequate resources to continue in operational existence
for the foreseeable fuiure. Accordingly, they confinue to
adopt the going concern basis in preparing the Annual
Report.
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Capital structure

The group’s share capital comprises one class of ordinary
share with a nominal value of £1 each, At 31 July 2018,
122,480,000 (2017: 122,480,000} ordinary shares were in
135Ue,

Rights attaching to shares

The shares have full voting, dividend and capital
distribution rights. The shares carry no rights to fixed
income. No person has any special rights of control over
the company’s share capital and all shares are fully paid.

Political donations
No political donations were made during the year (2017:
£nil}.

Auditors

PricewaterhouseCoopers LLP (*PWC") has expressed its
willingness {o continue in office as the company’s external
auditors. Resolutions to re-appoint PwC and to give the
directors the authority to determine the auditors’
remuneration will be proposed at the forthcoming AGM.
The full text of the relevant resolutions will be set out in the
Notice of AGM sent to the company’s shareholders.

Disclosure of informatien to auditors
Each of the persocns who are directors at the date of
approval of this Annual Report confirms that:

»  So far as the director is aware, there is no relevant
audit information of which the company's auditors are
unaware; and

+  They have taken all the steps that they ought to have
taken as a director in order to make themselves aware
of any relevant audit information and to establish that
the company’s auditors are aware of that information,

This confirmation is given and should be interpreted in
accordance with the provisions of section 418 of the
Companies Act 2006.

Responsibility statement
Each of the directors confirms that to the best of their
knowledge:

+  The financial statements, prepared in accordance with
the relevat financial reporting frameworks, give a true
and fair view of the assets, liabilities, financial position
and profit or loss of the group;

+ The Strategic Report, together with the Directors’
Report, include a fair review of the development and
performance of the business and the position of the
group and parent company, together with a description
of the principal risks and uncertainties that they face;
and

+  The Annual Report and financial statements, taken as
a whole, are fair, balanced and understandable and
provide the information necessary for shareholders to
assess the group’s position, performance, business
model and strategy.

By order of the board

J.E. Hudspith

Company Secretary
Date 24 September 2018
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Report on the audit of the financial statements
Opinion
In our cpinior:

s Close Brothers Limited's group financial statements and company financial statements {the "financial statements”)
give a true and fair view of the state of the group's and of the company's affairs as at 31 July 2018 and of the group’s
profit and cash flows for the year then ended,

» the group financial statements have been properly prepared in accordance with International Financial Reporting
Standards {IFRSs)} as adepted by the European Union;

« the company financial statements have been properly prepared in accordance with United Kingdom Generally
Accepted Accounting Practice {(United Kingdom Accounting Standards, comprising FRS 101 “Reduced Disclosure
Framework”, and applicakle law); and

« the financial statements have been prepared in accordance with the requirements of the Companies Act 2006.

We have audited the financial statements, included within the Annual Report, which comprise: the consolidated balance
sheet as at 31 July 2018; the consolidated inceme statement and consolidated statement of comprehensive income, the
consolidated cash flow statement, and the consolidated statement in changes in equity for the year then ended; and the
notes to the financial statements, which include a description of the significant accounting policies.

Qur opinion is consistent with our reporting to the Close Brathers Group ple Audit Committee.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) {"ISAs (UK)") and applicable law. Our
responsibilities under 1SAs (UK) are further described in the Auditors’ responsibiliies for the audit of the financial
statements section of our report. We believe that the audit evidence we have obtained is sufficient and appropriate tc
provide a basis for our opinion.

independence

We remained independent of the group in accordance with the ethicat requirements that are relevant to our audit of the
financial statements in the UK, which includes the FRC's Ethical Standard, as applicable to public interest entities, and we
have fulfilled our other ethical responsibilities in accordance with these requirements.

To the best of our knowledge and belief, we declare that non-audit services prohibited by the FRC’s Ethical Standard were
not provided to the group or the company.

Other than those disciosed in note 5 to the financial statements, we have provided no non-audit services to the group or
the company in the period from 1 August 2017 to 31 July 2018,

Our audit approach
Overview

+  Overall group materality: £12.2 million, based on 5% of profit before tax.

«  Overall company materiality: £11.3 million based on 5% of profit before tax.

¢ The scope of our audit and the nature, timing and extent of audit procedures performed were determined by our risk
assessment, the financial significance of components and other gualitative factors {including history of misstatement
through fraud or error).

+  We performed audit procedures over compenents considered financially significant in the context of the group (full
scope audit) or in the context of individual primary statement accotnt baiances (audit of specific account balances).
We performed other procedures including testing entity ievel controls, information technology general controls and
analytical review procedures to mitigate the risk of material misstatement in the residual components.

The key audit matters were:

+ Impairment of loans and advances to customers;
« Risk of material misstatement in revenue due to error in applying the effective interest rate (EIR) method; and
e  The adoption of IFRS 9.
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Context

Prior to the commencement of the current financial year and our formal appointment in November 2017,
PricewaterhouseCoopers LLP (‘PwC') had to become independent of the group. This involved PwC ceasing non-
permissible commercial and personal financial and business relationships for the firm, partners and staff. During this time,
we met with management across the group to understand the business and to gather information which we needed to plan
our first audit effectively. We met with the former auditors and attended the Close Brothers Group ple (Close Brothers Lid.'s
ultimate parent) Board Audit Committee meetings throughout the 2017 audit cycle to understand the key audit matters as
and when they arose. We also reviewed the audit working papers of the former auditors to gain sufficient comfort over the
2018 opening balance sheet and comparative financial information. Our review also focused on how they had responded
to the key management judgements used in preparing the financial statements and work performed over key business
processes across the group.

The scope of cur audit

As part of designing our audit, we determined materiality and assessed the risks of material misstatement in the financial
statements. In particular, we looked at where the directors made subjective judgements, for example in respect of
significant accounting estimates that involved making assumptions and considering future events that are inherently
uncertain.

We gained an understanding of the legal and regulatory framework applicable to the group and the industry in which it
operates, and considered the risk of acts by the group which were contrary to applicable laws and regulations, including
fraud. We designed audit procedures at group and significant component level to respond to the risk, recognising that the
risk of not detecting a material misstatement due to fraud is higher than the risk of not detecting one resulting from error,
as fraud may involve deliberate concealment by, for example, forgery or intentional misrepresentations, or through
collusion. We focused on laws and regulations that could give rise to a material misstatement in the group and company
financial statements, including, but not limited to, the Companies Act 2006 and UK tax legislation. Our tests included, but
were not limited to, review of correspondence with and reports to the regulators, review of correspondence with legal
advisors, enquiries of management, and review of internal audit reports in so far as they related to the financial statements.
There are inherent limitations in the audit procedures described above and the further removed non-compliance with laws
and regulations is from the events and transactions reflected in the financial statements, the less likely we would become
aware of it.

We did not identify any key audit matters relaﬁng to irregularities, including fraud. As in all of our audits we also addressed
the risk of management override of internal controls, including testing journals and evaluating whether there was evidence
of bias by the directors that represented a risk of material misstatement due to fraud.

How we tailored the audit scope

We tailored the scope of our audit to ensure that we performed enough work to be able to give an opinion on the financial
statements as a whole, taking into account the structure of the group and the company, the accounting precesses and
controls, and the industry in which they operate,

Overall group materiality: £12.2 million, based on 5% of profit before tax.
Overall company materiality: £11.3 million based on 5% of profit before tax.

The scope of our audit and the nature, timing and extent of audit procedures performed were determined by our risk
assessment, the financial significance of components and other qualitative factors (including history of misstatement
through fraud or error).

We performed audit procedures over components considered financially significant in the context of the group (full scope
audit) or in the context of individual primary statement account balances (audit of specific account balances). We performed
other procedures including testing entity level controls, information technology general controls and analytical review
procedures to mitigate the risk of material misstatement in the residual components. ‘

Key audit matters

Key audit matters are those matters that, in the auditors' professional judgement, were of most significance in the audit of
the financial statements of the current peried and include the most significant assessed risks of material misstatement
(whether or not due to fraud) identified by the auditors, including those which had the greatest effect on: the overall audit
strategy; the allocation of resources in the audit; and directing the efforts of the engagement team. These matters, and any
comments we make on the results of our procedures thereon, were addressed in the context of our audit of the financial
statements as a whole, and in forming our opinion thereon, and we do not provide a separate opinion on these matters.
This is not a complete list of all risks identified by our audit.
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Key audit matter

How our audit addressed the key audit matter

Impairment of loans and advances to customers
{(group and company)

The group loan impairment provisions of £39.1 million
represented approximately 0.54% of leans and
advances 1o customers. The income statement charge
for the year was £48.7 million.

Management exercises significant judgement in order to
determine the timing of recognition and quantum of
provisicns in respect of loss events which have occurred
at the batance sheet date. The principal judgements are:

s  Selaction of the measurement technigue which is
most appropriate to each type of loan;

« The use of historical experience to inform future
outcomes and the modification of such experience to
refiect conditions at the balance sheet date through
the use of overlays;

+« The estimation of timing and quantum of realising
collateral in respect of impaired ioans together with
other future cashflows; and

= The gquantum of provisions in respect of losses
incurred but not identified at the balance shesf date.

Management applies an individual assessment to
individually significant loans which includes estimation of
expected future cashfiows including the ultimate
realisation of available collateral. Loans which are smaller
in size and comprise homogeneous porticlios are
evaluated on a collective basis using models which
incorperate assumptions including probability of default
and loss given default.

Relevant references:

« Note 1, accounting palicies on pages 25 & 26; and
+« Note 1, critical accounting estimates and judgements
on page 33.

We performed walkthroughs to understand management’s
processes and tested key controls around the determination
of impairment provision, including:

+ The identification of impairment events;

« The measurement of provisions for
significant foans;

+ The assesament to ensure that the collective impairmant
models are appropriately calibrated; and

s The assessment of the outputs of the group's impairment
models.

individually

We found that these key controls were designed,
implemented and operated effectively, and therefare
determined that we could place reliance on them for the
purposes of our audit.

In addition we performed
procedures:

the foliowing substantive

Collective impairments

We understood and critically assessed the appropriateness
of model assumptions used. This included challenging
whether the portfolios were appropriately segmented and
whether historical experience was representative of current
circumstances.

We aisc used our credit modelling experts in assessing
elements of the modelling methodolcgies.

We performed testing over the compieteness and accuracy
of data from underlying loan systems. We also assessed
whether customer forbearance plans had been appropriately
reflected in the impairment models.

Based on the evidence obtained, we found that the
methodologies, modelled assumptions, data used within the
models to modeiled outputs to be appropriate.

Specific impairments

We critically assessed the criteria for determining whether an
impairment event had occurred and therefore whether there
was a reguirement to caloculate an individual impairment
provision. We tested a sample of performing loans, including
loans with characteristics that might imply an impairment
indicator existed, to assess whether these loans had any
impairment indicaiors that management had not identified.

For a sample of impaired loans, we understocd the latest
developments in relation to each case and the key
judgements relavant to determining the provision. We re-
performed management's impairment calculation, tested key
inputs including the expected future cash flows, discount
rates and the valuation of collateral held.

Based on the evidence obtained, we found the provisions for
individually assessed loans o be materiaily appropriate.
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Key audit matter

How our audit addressed the key audit matter

Risk of material misstatement in revenue due to
error in applying the effective interest rate (EIR)
method (group and company)

The group's net interest income was £487.2 miflion.
Interest income on loans and advances made by the
group is recognised using the effective interest rate
method and any fees, commissions or transaction costs
that form an integral part of the financial instrument, are
included in the effective interest rate. Judgement is
required to determine whether applicable feas and costs
should be included in the effective interest rate, or
whether immediate revenue recognition should be
applied. The spreading of fees and costs uses bath
manual and automated processes.

The judgement and manual nature applied across
different businesses throughout the bank resuits in a
higher risk of material misstatement due to error or fraud.

Relevant references:
» Note 1, accounting policies on page 28;

= Note 1, critical accounting estimates and judgements
on page 28.

We have understood management's process and tested key
controls around revenue recognition, including:

¢  Walkthroughs for the main lending products to
understand the processes and key controfs for the
identification, recognition and calculation of fees,
commissions and costs under the effective interest rate
method; and

« The reconciliations between the models used to
calculate the effective interest rate adjustments for the
fees and the general ledger,

We found that these key controls were designed,
imptemented and operated effectively, and therefore
determined that we could place reliance on these key controls
for the purposes of our audit.

In addition we have performed the following substantive
procedures;

s Wetested the effective interest rate models by assessing
their design, critically challenging refevant assumptions,
and testing the accuracy of model computations by re-
performing a sample of effective interest rate
calculations; and

s  We agreed a sample of loan agreements and cash
receipts to the inputs used within the effective interest
rate models, and assessed whether the appropriate fees
and costs had been reflected in the effective interest
rate.

Based on the evidence obtained, we found that the
assumptions, models and data used were materially
appropriate.
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Key audit matter

How our audit addressed the key audit matter

Adoption of IFRS 9 (group and company)

On 1 August 2018, the group transitioned to IFRS 0:
Financial Instruments (IFRS 9) which replaced IAS 39.
The estimated transition impact is disclosed in Note 1 to
the Financial Statements in accordance with IAS 8.
Disclosures in 2018 are intended to provide users with an
understanding of the estimated impact of the new
standard, and as a resuit are more limited than the
disclosure to be included in the 2019 financial statements.
The new standard measures impairment using an
expected credit loss {"ECL") approach and applies a
different approach to measurement and classification of
financial instruments.

The application of the new standard requires
management o exercise judgement in a number of key
areas:

« Model design and configuration,

¢ The approach to incorporating future eccnomic
conditions; and

s« The determination of significant changes in credit
risk.

We have deemed the disclosure of the impact of IFRS 8
an area of focus because of the significant changes
introduced by the standard.

Relevant references:

« Note 1, accounting policies on page 25 & 26.

We understood management’s process and tested key
contrals supperting management's estimate of the transition
adjustment focusing on:

s  Modsl development, validation and approval to ensure
compliance with IFRS 9 requirements;

+ Review and approval of key assumptions, judgements
and forward looking information pricr to use in the
models;

+ The integrity of datz used as inpuis to the models
including the transfer of data between source systems
and the impairment models; and

* Review and approval of the ouiput of IFRS 9 models.

We noted the key controls were designed and operated
effectively and therefore determined that we could place
reliance on these key conirois for the purposes of our audit.

We undersiood and critically assessed the ECL models
developed by the group. This included using our credit
modelling specialists in our assessment of judgements and
assumptions supporting the ECL requirements of the
standard. We re-performed certain model calculations fo
confirm the risk parameter inputs. We tested the code used
for 2 sample of ECL models.

We assessed the reascnableness of forward looking
information incorporated intc the impairment calculations
considering the multiple economic scenarios chosen and the
weighting applied to each.

We tested the underlying disclosures related to the transition
impact and reconciled the disclosed impact to underlying
accounting records.

Based on the evidence obtained, we found that the
methodologies, modelled assurnptions, data used within the
models and resulting outputs and disclosures are materially
appropriate.
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Materiality

The scope of our audit was influenced by our application of materiality. We set certain quantitative thresholds for materiality.
These, together with qualitative considerations, helped us to determine the scope of our audit and the nature, timing and
extent of our audit procedures on the individual financial statement line items and disclosures and in evaluating the effect
of misstatements, both individually and in aggregate on the financial statements as a whole.

Based on our professional judgement, we determined materiafity for the financial statements as a whole as follows:

Group financial statements Company financial statements
Overaumatena!ity_£122m|lhon£113m1ihon
How inedit _5%of OrOfit BOTOIS 1AX. ..o 0. Of Profit before tax, @
Rationale for benchmark Based on the benchmarks used inthe annual We believe that profit before tax is the
applied report, profit before tax is the primary primary measure used by the shareholders

measure used by the shareholders in in assessing the performance of the entity,

assessing the performance of the group, and and is a generally accepted auditing
is a generally accepted auditing benchmark. benchmark.

For each component in the scope of our group audit, we allocated a materiality thatis less than our overall group materiality.
The range of materiality allocated across components was between £460,000 and £11.0 milllon. Components and
subsidiary entities were audited to a statutory materiality level that never exceeded that of the group.

We agreed with the Audit Committee that we would report to them misstatements identified during our audit above
£500,000 {(group audit) and £500,000 (company audit} as well as misstatements below thase amounts that, in our view,
warranted reporting for qualitative reasons.

Conclusions relating o going concern

Woe have nothing to report in respect of the following matters in relation to which 1SAs (UK) require us to report to you
when;

« the directors’ use of the going concem basis of accounting in the preparation of the financial statements is not
appropriate; or

« the directors have not disclosed in the financial statements any identified material uncertainties that may cast
significant doubt abaut the group’s and company's ability to continue to adopt the going concern basis of accounting
for a period of af least twelve months from the date when the financial statements are authorised for issus,

However, because not all future events or canditions can be predicted, this statement is not a guarantee as to the group's
and company’s ability to continue as a gaing concern.

Reporting on other information

The other information comprises all of the information in the Annual Report other than the financial statements and our
auditors’ report thereon. The directors are respensible for the other information. Qur opinion on the financial statements
does not cover the other information and, accordingly, we do not express an audit opinion or, except to the extent otherwise
explicitly stated in this report, any form of assurance thereon,

In connection with our audit of the financial statements, our responsibility is to read the other information and, in doing so,
consider whether the other information is materially inconsistent with the financial statements or our knowledge obtained
in the audit, or otherwise appears to be materially misstated. If we identify an apparent material inconsistency or material
misstatement, we are required to perform procedures to conclude whether there is a material misstatement of the financial
statements or a material misstatement of the other information. I, based on the work we have performed, we conclude
that there is a material misstatement of this other information, we are required to report that fact. We have nothing to report
based on these responsibilities. ’

With respect to the Sirategic Report and Directors’ Report, we also considered whether the disclosures required by the UK
Companies Act 2008 have been included.

Based on the responsibilities described above and our work undertaken in the course of the audit, 1SAs (UK) require us
also to report certain opinions and matters as described below.
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INDEPENDENT AUDITORS' REPORT TO THE MEMBERS OF CLOSE BROTHERS LIMITED
For the year ended 31 July 2018

Strategic Report and Directors’ Report

In our opinion, based on the work undertaken in the course of the audit, the information given in the Strategic Report and
Directors’ Report for the year ended 31 July 2018 is consistent with the financial statements and has been prepared in
accordance with appiicable legal requirements.

In light of the knowledge and understanding of the group and company and their environment cbtained in the course of the
audit, we did not identify any material misstatements in the Strategic Report and Directors’ Report.

Responsibilitics for the financial statements and the audit

Responsibilities of the directors for the financia! statements

As explained more fully in the Directors' Responsihilities Statement set out on page 12, the directors are responsible for
the preparation of the financial statemerts in accordance with the applicable framework and for being satisfied that they
give a true and fair view. The directors are also responsible for such internal control as they determine is necessary to
enable the preparation of financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, the directors are responsible for assessing the group's and the company’s abiiity to
continue as a going concern, disclosing as applicable, matters related to going concern and using the going concern basis
of accounting unless the directors either intend fo liquidate the group or the company or to cease operations, or have no
realistic alternative but to do so.

Auditors’ responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whather the financial statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue an auditors' report that includes our opinion. Reasonable
assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance with 1SAs (UK) will
always detect a material misstatement when it exists. Misstatements can arise from fraud or error and are considered
material if, individually or in the aggregate, they could reasonably be expacted to influence the economic decisions of users
taken on the basis of these financial statements.

A further description of our respansibilities for the audit of the financial statements is located on the FRC's website at:
www.fre.org.ukfauditorsresponsibilities. This description forms part of our auditors’ report.

Use of this report

This report, including the opinions, has been prepared for and only for the company’s members as a body in accordance
with Chapter 3 of Part 16 of the Companies Act 2006 and for no other purpose. We do not, in giving these opinions, accept
or assume responsibility for any other purpose or to any cther person to whom this report is shown or into whose hands if
may come save where expressiy agreed by our prior consent in writing.

Gther reguired reporting
Companies Act 2008 exception reporting
Under the Companies Act 2008 we are required to report to you if, in our opinion:

« we have not recelved al the information and explanations we require for our audit; or

s adeguate accounting records have not been kept by the company, or returns adequate for cur audit have not been
received from branches not visited by us; or

= certain disclosures of directors' remuneration specified by law are not made; or

» the company financial statements are not in agreement with the accounting records and returns.

We have no exceptions to report arising from this responsibility.

Appointment
Foilowing the recommendation of the Audit Committee, we were appointed by the members on 7 November 2018 to audit
the financial statements for the year ended 31 July 2018 and subsequent financial periods, This is therefore our first year
of un%nter;gpsed engagement.

]

Mark Hannam (Senior Statutory Auditor)

for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
London

24 September 2018
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CONSOLIDATED INCOME STATEMENT
For the year ended 31 July 2018

. s
L Note: = e millien D

Interest income 3 600.4 579.8
Interest expense 3 (113.2) (115.8)
Net interest income 487.2 463.8
Fee and commission income 3 87.8 89.8
Fee and commission expense 3 {11.5) {14.0)
Cther income 3 63.2 54.7
Depreciation of operating lease assets and other direct costs 14 (45.1) {37.3)
Non-interest income 24.4 93.2
Operating income 581.6 557.0
Administrative expenses 3 {282.5) (264.7}
impairment losses on loans and advances 10 (46.7) {39.0)
Total operafing expenses before amortisation of intangible assets on acquisition {329.2) {303.7}
Operating profit before amortisation of intangible assets on acquisition 252.4 253.3
Amortisation of infangible assets on acquisition 13 (1.9) (0.9)
Operating profit before tax 250.5 252.4
Tax 6 (61.8) {66.0)
Profit after tax on continuing operations 188.7 186.4
Loss from discontinued operations, net of tax (2.2) (2.8)
Profit after tax 186.5 183.6
Loss attributable to non-controlling interests from continuing operations {0.3) (0.3)
Profit attributable to sharsholders 186.8 183.9

! Restated see notes 3and 7
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CONSGCLIDATED STATEMENT OF COMPREHENSIVE INCOME
For the year ended 31 July 2018

Profit after tax

Other comprehensive incomel{expense) that may be reclassified to income
statement from continuing operations

Currency transiation gains

Gains on cash flow hedging

Gains on financial instruments classified as available for sale
Tax relating to items which may be reclassified

Other comprehensive incomef{expense) net of fax from continuing
operations

Total comprehensive income

Afttributable to
Non-controlling interests
Shareholders

186.5 183.6
0.4 0.6
4.3 4.7
0.4 0.6
(1.1} (2.2)
4.0 37
190.5 187.3
(0.3) (0.3)
190.8 187.6

190.5 187.3
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CONSOLIDATED BALANCE SHEET
At 31 July 2018

a0
£ million .

Assets

Cash and balances at central banks 1,140.4 805.1
l.oans and advances to banks 9 74.4 556
l.oans and advances to customers 10 7,297.5 6,884.7
Debt securities 11 2985.0 2239
Derivative financial instruments 12 16.6 26.9
Intangible assets 13 110.4 95.0
Property, plant and equipment 14 220.0 195.7
Deferred taxation 6 38.8 441
Prepayments, accrued income and other assets 15 134.9 118.5
Assets classified as held for sale 7 67.5 -
Total assets 9,385.5 8,449.5
Liabilities

‘Deposits by banks 16 55.2 72.0
Deposits by customers 16 5,497.2 5,113.1
l.oans and overdrafts from banks 16 498.7 324.3
Debt securities in issue 16 1,523.4 1,489.6
Derivative financial instruments 12 15.7 11.4
Amounts due to group undertakings 17 74 1111
Current tax liabilities ’ 14.3 19.2
Accruals, deferred income and other liabilities 15 138.8 1337
Subordinated loan capital 18 217.9 220.7
Liabilities classified as held for sale 7 0.6 -
Total liabilities 8,278.9 7,495.1
Equity

Called up share capital 122.5 1225
Retained earnings 995.1 836.7
Cther reserves (0.3) (4.3}
Total sharehoiders’ equity 1,117.3 954.9
Non-controlling interests (0.7} (0.5}
Total equity 1,116.6 954.4
Total liabilities and equity 9,395.5 8,449.5

The financial statements of Close Brothers Limited, registration number 195626, were approved and authorised for
issue by the Board of Directors on 24 September 2018 and signed on its behalf by:

i
P. Prebensen M. B. Morgan
Chief Executive Officer Director
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
AL 31 Juiy 2018

‘ Total

_ capital® . earnings. tere: equity
£ miilion - £ million-- - £ million £ million

At 1 August 2016 82.5 696.2 {1.4) - (6.6} 770.7 (.2} 770.5
Profit(loss) for the
year - 183.9 - - - 183.9 (0.3} 183.8
Other comprehensive
incomel(expense) - - {0.2) 0.4 3.5 3.7 - 3.7
Total comprehensive
income/(expense) for - 183.9 (0.2) 0.4 3.8 187.6 (0.3} 187.3
the year
Other movements - 1.7 - - - 17 - 1.7
Shares issued 40.0 - - - - 40.0 - 40.0
Income tax - 0.8 - - - 0.8 - 0.8
Dividends paid - {45.9) - - - (45.9) - (45.9)
At 31 July 2017 122.5 836.7 {1.8) 0.4 (3.1) 954.9 (0.5) 954.4
Profit/{loss) for the
year - 186.8 - - - 186.8 (0.3) 186.5
Cther comprehensive
income - - 0.4 0.4 32 4.0 - 4.0
Total comprehensive
income/(expense) for - 186.8 0.4 0.4 3.2 190.8 (0.3) 1905
the year
Other movements - 2.3 - . - 253 0.1 2.4
Shares issued - - - . - - - -
Income tax - 0.4 - w - 04 - 0.4
Dividends paid - (31.9) - - - (31.1) - (31.1)
At 31 July 2018 122.5 995.1 (1.2} 0.8 0.1 1,117.3 (0.7) 1,116.6

*Allotted, cafled-up and fully-paid share capital comprised 122,480,000 {20617: 122,480,000} ordinary shares of £1 each.
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CONSOLIDATED CASH FLOW STATEMENT
For the year ended 31 July 2018

Net cash inflow from operating activities

Net cash outflow from investing activities

Purchase of:

Property, plant and aquipment

Intangible assets - software

Subsidiaries and non-controlling interests

Net cash inflow before financing activities

Financing activities

Issue of ordinary share capital, net of transaction costs
Equity dividends paid

Amounts receivad/(paid) from/to group undertakings
Interest paid on subordinated loan capital and debt financing

Net increase/{decrease) in cash
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

26(a) 237.4 251.3
(9.9} (4.9}

(32.0) (30.7}

- (24.5)

(41.9) (60.1)

195.5 191.2

- 40.0

(30.0) (45.9)

206.0 (240.0)

(10.8) (6.7)

360.7 (61.4)

825.8 887.2

26(b) 1,186.5 825.8
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NOTES TO THE CONSOLIDATED ACCCOUNTS
For the year ended 31 July 2018

1.

{8}

{bj

Accounting policies

Reporting entity

Close Brothers Limited (“the company”}, a limited company incorporated and domiciled in the UK, together with its
subsidiaries {collectively, “the group"), operates through three operafing segments; Commercial Finance, Retail
Finance and Property Finance and is primarily located within the UK.

The company financial statements (“the company accounts”) have been prepared in compliance with United Kingdom
Accounting Standards, including Financial Reporting Standard 101 “The Financial Reparting Standard applicable in
the United Kingdom and the Republic of Irefand ("FRS 101") and the Companies Act 2008, under the provision of the
Large and Medium-sized Companies and Groups (Accounts and Reports) Regulations 2008 (S) 2008/410). The
company has taken advantage of the exemption in Section 408 of the Companies Act 2006 not to present its company
income statement and related notes.

The company has taken advaniage of the following disclosure exemptions under FRS 101:

+ the requirements of paragraphs 45(b) and 46 — 52 of IFRS 2 Share-based payment;

¢ the requirements of IFRS 7 Financial Instruments: Disclosures,

« the requirements of paragraphs 91 — 99 of IFRS 13 Fair Value Measurement;

» paragraph 38 of IAS 1 Presentation of Financial Statements, comparative information requirements in
respect of paragraph 78(a)(iv} of JAS 1;

» the requirements of paragraphs 10(d), 10(f), 16, 38A, 38B, 38C, 38D, 40A, 40B, 40C, 40D, 111 and 134-
136 of IAS 1 Presentation of Financial Statements;

¢ the requirements of IAS 7 Statement of Cash Flows;

» the requirements of paragraphs 30 and 31 of IAS 8 Accounting Policies, Changes in Accounting Estimates
and Errors;

e the requirements of paragraph 17 of IAS 24 Related Party Disclosures;

+ the requirements in 1AS 24 Related Party Disclosures fo disclose related party transactions entered into
between two or more members of a group, provided that any subsidiary which is a party to the {ransaction
is wholly owned by such a member; and

+ the requirements of paragraphs 134(d) - 134{f) and 135(c) - 135{e) of IAS 36 Impairment of Assets.

+ The requirements of IAS 8 on standards not yet effective

Compliance with international Financial Reporting Standards

The consalidated financial statements ("the consolidated accounts™ have been prepared and approved by the
directors in accordance with all relevant International Financial Reporting Standards (*IFRS") as issued by the
fnternational Accounting Standards Board and interpretations issued by the IFRS Interpretations Committee
endorsed by the EU.

Standards adopted during the year
There were no new standards adopted during the year ended 31 July 2018. The accounting policies adopted are
consistent with those of the previous financial year.

Standards issued with effective dates, subject to EU endorsement, which do not impact on these financial
statements

IFRS 9 Financial Instruments

IFRS ¢ Financial Instruments replaces IAS 39 Financial Instruments: Recognition and Measurement and is effective
for the group from 1 August 2018. IFRS 9 will lead to significant changes in the accounting for financial instruments,
particularly with regards to impairment.

Impairment

IFRS 9 replaces the incurred loss impairment approach under IAS 39 with an Expected Credit Loss ("ECL”) approach.
‘This will resuit in impairment provisions being recognised earlier, as it is no longer necessary for a loss event to be
incurred before a provision is recognised.

IFRS 9 will be applicable to all financiai assets at amortised cost, debt financial assets at fair value through other
comprehensive income, loan commitments and financial guarantees and lease receivables.

Under IFRS 9, expected credit iosses are the unbiased probability weighted average credit losses determined by
evaluating a range of possible outcomes and future economic conditions. The ECL model has three stages:
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NOTES TO THE CONSOLIDATED ACCOUNTS
For the year ended 31 July 2018

1.
(B

Accounting policies confinued

Compllance with international Financial Reporting Standards continued

Stage 1: when a significant increase in credit risk since initial recognition has not occurred, 12 manth expected credit
losses are recognised for all stage 1 financial assets, This requirement does not exist under 1AS 39 and will result in
higher provisions as an ECL will he recognised for performing loans.

Stage 2: when a significant increase in credit risk since initial recognition has occurred, lifetime expected credit losses
are recognised. This concept does not exist under IAS 39 and therafore it will result in an increased ECL provision
as a result of recognising a lifetime ECL for loans that are not considered to be credit impaired.

Stage 3. when objective evidence exists that an asset is credit-impaired, lifetime expected credit losses are
recognised. This is similar to the incurred loss approach under IAS 39; however, the definition is extended fo include
a 90 days past due backstop.

IFRS ¢ impairment models

The measurement of expected credit josses wilt involve increased complexity and judgement. The group has
developed new models to meet the requirements of IFRS 9 and will use three key input parameters for the calculation
of expected credit loss: probability of default (‘PD"), loss given default ("LGD"} and exposure at default (“EAD"). As
required by the standard, discounting will be applied using the original effective interest rate.

In assessing whether a significant increase in credit risk has occurred the group will apply a multifactor approach
using quantitative measures (e.g. changes in PD or credit score since origination) and qualitative factors {e.g. watch
list processes). As a backstop, all financial assets that are 30 days past due will be considered to have experienced
a significant increase in credit risk.

A financial asset will only be considered credit impaired if there is objective evidence of impairment. This will include
financiat assets that are defaulted or 80 days past due.

IFRS @ requires the incorporation of forward looking macroeconomic information that is reasonable and supportable.
The group will consider six forward looking economic scenarios on a probability-weighted basis to ensure the overall
ECL represents a range of economic outcomes.

A jointly ted Risk and Finance committee has implemented the necessary changes to models and credit and finance
processes.

Classification and measurernent

Under IFRS 9, financial assets are required to be classified based on the business model within which they are
managed and their contractuat cash flow characteristics. These factors determine whether the financial assets are
measured at amortised cost, fair value through other comprehensive income or fair value through profit or loss. The
requirements for the classification of financial liabilities, as they currently apply to the group, remain unchanged.

The adoption of IFRS 9, from 1 August 2018, will not result in any materiat change to the measurement basis of
financial assets. The majority of the group’s financial assets are loans and advances to customers currently classified
under IAS 39 as loans held at amortised cost, Under IFRS 9 they will continue to be measured at amortised cost.

Impact ont 1 August 2018

The group will not restate comparatives on initial application of IFRS 9. Instead the classification and measurement
and impairment requirements will be applied retrospectively by adjusting the opening balance sheet on 1 August
2018. The group estimates the transition to IFRS 9 will reduce shareholders' equity by £44.7 million reflecting an
increase in impairment provisions of £58.8 million offset by a deferred tax asset of £14.1 million.

Hedge accounting

IFRS 9 contains revised requirements which aim to simplify hedge accounting. The standard does not yet address
macro hedge accounting strategies, which are being considered in a separate project. IFRS @ includes an accounting
policy choice between applying the hedge accounting requirements of IFRS 8 to continue to apply the existing hedge
accounting requirements in [AS 39 for all hedge accounting because it had not yet completed its project on the
accounting for macro hedging. During this time the group will continue to apply IAS 39, although it will implement the
amended IFRS 7 hedge accounting disclosure requirements from 1 August 2018.
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NOTES TO THE CONSOLIDATED ACCOUNTS
For the year ended 31 July 2018

1.

(o)

{c

{f}

Accounting policies continued

Compliance with International Financial Reporting Stendards confinued

IFRS 15 Revenue from Contracts with Customers

Effective for the group from 1 August 2018, this standard replaces [AS 18 and IAS 11 and does not apply fo financial
instruments, lease contracts or insurance coniracts which fall under the scope of other {FRSs, The standard
introduces a new revenue recognition model which features a contract-based five-step analysis of transactions fo
determine whether, how much, and when revenue is recognised. The group has assessed the impact of IFRS 15 and
the adoption of the standard is not anticipated to have a material impact on the group's financial statements.

IFRS 16 Leases

Effective for the group from 1 August 2018, the standard replaces IAS 17 and introduces a new recognition model
that recegnises all leases on a lessee’s balance sheet (subject to certain exemptions). Lessor accounting is largely
unchanged. The standard is not anticipated to have a material impact on the group’s financial statements.

Basis of preparation

The consolidated and company accounts have been prepared under the historical cost convention, except for the
revaiuation of financial assets and kabilities held at fair value through profit or loss, available for sale financial assets
and all derivative financial instruments ("derivatives”).

The financial statements are prepared on a going concern basis as disclosed in the Directors' Report.

Consclidation

Subsidiaries

Subsidiaries are all entities over which the group has control. The group controls an entily when i is exposed to, or
has rights to, variable returns from its involvement with the entity and has the ability to affect those returns through
its power over the entity. Such power generally accompanies a shareholding of more than one half of the voting rights.
Subsidiaries are fully consolidated from the date on which the group effectively obtains control. They are de-
consolidated from the date that controf ceasss.

The acquisition method of accounting is used to account for the acquisition of subsidiaries. Under the acquisition
method of accounting, with some limited exceptions, the assets, liabilities and contingent liabikties of a subsidiary are
measured at their fair values at the date of acquisition. Any non-controlling interest is measured either at fair value or
at the non-controlling interest's proportion of the net assets acquired. Acquisition refated costs are accounied for as
expenses when incurred, uniess directly related to the issue of debt or equity securities. Any excess of the cost of
acquisition over net assets is capitalised as goodwill. All intra-group balances, transactions, income and expenses
are eliminated.

Discontinued operations

The results of discontinued operations are shown as a single amount on the face of the consolidated income
statement comprising the post-tax profit or loss of discontinued operations and the post-tax gain or loss recognised
either on measurament to fair value less costs to sell or on the disposal of the discontinued cperation. A discontinued
operation is a cash generating units ("CGU") or a group of CGUs that either has been disposed of, or is classified as
held for sale, and represents a separate major iine of business or geographical area of operations, is part of a singie
coordinated plan fo dispose of a separate major line of business or geographical area of operations or is a subsidiary
acquired exclusively with a view to resale.

Forelgn currency translation

Far the company and those subsidiaries whose batance sheets are denominated in sterfing, which is the company's
functional and presentation currency, monetary assets and liabiliies denominated in foreign currencies are ranslated
into sterling at the closing rates of exchange at the balance sheet date. Foreign currency transactions are transiated
intc sterling at the average rates of exchange over the year and exchange differences arising are iaken to the
consolidated income statement.

The balance sheets of subsidiaries dencminated in foreign currencies are translated into sterling at the closing rates.
The income statements for these subsidiaries are translated at the average rates and exchange differences arising
are taken to equity. Such exchange differences are reclassified to the consolidated income statement in the period in
which the subsidiary is disposed of,
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NOTES TO THE CONSOLIDATED ACCOUNTS
For the year ended 31 July 2018

1.

)]

Accounting policies continued

Revenue recognition

Interest income

Interest on loans and advances made by the group, and fee income and expense and other direct costs relating to
loan origination, restructuring or commitments are recognised in the consolidated income statement using the
effective interest rate method.

The effective interest rate method applies a rate that discounts estimated future cash payments or receipts relating
to a financial instrument to its net carrying amount. The cash flows take into account all contractual terms of the
financial instrument including transaction costs and all other premiums or discounts but not future credit losses.

Fees and commissions
Where fees that have not been included within the effective interest rate method are earned on the execution of a
significant act, such as fees arising from negotiating or arranging a transaction for a third party, they are recognised
as revenue when that act has been complsted. Fess and corresponding expenses in respect of other services are
recognised in the consolidated income statement as the right to consideration or payment accrues through
performance of services.

Dividends
Dividend income is recognised when the right to receive payment is established.

Adjusted items

The consolidated income statement is presented on both a statutory and adjusted basis. The adjusted basis excludes
exceptional items and amortisation of intangible assets on acquisition. Exceptional items are income and expense
ites that are material by size and/or nature and are non-recurring. The separate reporting of these items helps give
an indication of the group’s underlying performance. Amortisation of intangible assets on acquisition is excluded to
present the performance of the group’s acquired businesses consistent with its other businesses.

Financial assets and Habilities (excluding derivatives)

Cilassification

The group classifies its financial assets into the following measurement categories: (i) financial assets held at fair
vatue through profit or loss; (i) loans and receivables; and (iii) available for sale. Financial liabilities are classified as
either held at fair value through profit or loss, or at amortised cost using the effective interest method. Management
determines the classification of its financial assets and liabilities at initial recognition.

Financial assets and liabilities held at fair value through profit or loss
This category has two sub-categories; financial assets and Habilities held for trading, and those designated at fair
value through profit or loss at inception.

Financial asset and liability are classified as held for trading either if acquired principally for the purpose of selling in
the short term, or are derivatives {not in qualifying hedge relationships).

Financial assets and liabilities may be designated at fair value through profit or loss when:

e the designation eliminates or significantly reduces a measurement or recognition inconsistency that would
otherwise arise from measuring assets or liabilities on a different basis;

* a3 group of financial assets and/or liabilities is managed and its performance evaluated on a fair value basis; or

» the assets or liabilities include embedded derivatives and such derivatives are required to be recognised
separately.

Financial assets and liabilities held at fair value through profit or loss are subsequently carried at fair value, with gains
and losses arising from changes in fair value taken directly to the consolidated income statement.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in
an active market and it is expected that substantially all of the initial investment will be recovered, other than because
of credit deterioration. Loans and receivables are subsequently carried at amortised cost using the effective interest
method and recorded net of provisions for impairment losses.
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NOTES TO THE CONSOLIDATED ACCOUNTS
For the year ended 31 July 2018

1.

{i

{3

Accounting policies confinued
Financial assets and Habilities {exciuding derivatives) continued

Available for sale

Available for sale assets are those non-derivative financial assets intended to be held for an indefinite period of time,
which may be sold in response to liquidity requirements or changes in interest rates, exchange rates or equity prices.
Available for sale financial assets are subsequently carried at fair value, with gains and iosses asising from changes
in fair value taken to a separate component of equity until the asset is sold, or is impaired, when the cumulative gain
or loss is transferred to the consolidated income statement.

The fair values of quoted financial assets or financial liabilities in active markets are based on bid or offer prices. If
the market for a financial asset or financial liability is not active, or they relate to unlisted securities, the group
establishes fair value by using valuation techniques. These include the use of recent arm's length transactions,
discounted cash flow analysis and other valuation techniquas commonly used by market participants.

Derecognition

Financial assets are deracognised when the rights to receive cash flows from the financial assets have expired or
where the group has transferred substantially all risks and rewards of ownership. If substantially all the risks and
rewards have been neither retained nor transferred the assets continue to be recognised to the extent of the group's
continuing involvement. Financial liabilities are derecognised when they are extinguished.

Immpairment of financial assels

The group assesses at each balance sheet date whether there is any objective evidence that a financial asset or
group of financial assets classified as available for sale or loans and receivables is impaired. A financial asset or
group of financial assets is impaired and an impairment loss incurred if there is objective evidence that an event or
events sinca initial recagnition of the asset have adversely affected the amount or timing of fufure cash flows from
the asset.

Financial assets at amortised cost

If there is chjective evidence that an impairment loss on a financial asset or group of financial assets classified as
loans and receivables has been incurred, the group measures the amount of the loss as the difference between the
carrying amount of the asset or group of assets and the present value of estimated future cash flows from the asset
or group of assets discounied at the effective interest rate of the instrument at initial recognition. Impairment losses
are assessed individually for financial assets that are individually significant and individually or collectively for assets
that are not individually significant. Individually assessed financial assets which are not considered impaired may also
be included in collective assessment, In making collective assessment of impairment, financial assets are grouped
into porifolios on the basis of simitar risk characteristics.

For ioans and receivables, the amount of the loss is measured as the difference between the loan’s carrying amount
and the present valug of estimated future cash flows, excluding future credit losses that have not been incurred,
discounted at the original effective interest rate. As the loan amortises over its life, the impairment loss may amortise.
All impairment losses are reviewed at least at each reporting date. If subsequently the amount of the loss decreases
as a result of a new event, the relevant element of the outstanding impairment loss is reversed. Interest on impaired
fnancial assets is recognised at the originat effective interest rate applied to the carrying amount as reduced by an
allowance for impairment.

For icans that are not considered individually significant, the group adopts a formulaic approach which allocates a
loss rate dependent on the overdue period. Loss rates are based on the discounted expected future cash flows and
are regularly benchmarked against actual outcomes to ensure they remain appropriate.

Financial assets carried at fair value

When a decline in the fair value of a financial asset classified as available for sale has besn recognised directly in
equity and there is objective evidence that the asset is impaired, the cumulative loss is removed from equity and
recognised in the consolidated income statement, The loss is measured as the difference between the amortised cost
of the financial asset and its current fair value. Impairment losses on available for sale equity instruments are nof
reversed through the consolidated income statement, but those on available for sale debt instruments are reversed
if there is an increase in fair vaiue that is objectively related to a subsequent event.
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For the year ended 31 July 2018

1.
{k)

{r}

{o}

{0}

Accounting policies continued

Finance leases, operating leases and hire purchase

A finance lease is a lease or hire purchase contract that transfers substantially all the risks and rewards incidental to
ownership of an asset to the lessee. Finance leases are recognised as loans at an amount equal to the gross
investment in the lease discounted at its implicit interest rate. Finance charges on finance leases are taken to income
in proportion to the net funds invested.

Rental costs under operating leases and hire purchase contracts are charged to the consolidated income statement
in equa! instalments over the period of the leases. Rental income from operating leases is recognised in equal
instaiments over the period of the leases and included in other income in the consolidated income statement.

Sale and repurchase agreements and other secured lending and borrowings

Securities may be sold subject to a commitment fo repurchase them. Such securities are retained on the consolidated
balance sheet when substantially all the risks and rewards of ownership remain with the group. The transactions are
treated as collateralised borrowing and the counterparty liability is included within loans and overdrafts from banks.
Similar secured borrowing fransactions including securities leading {ransactions and collateralised short-term notes
are treated and presented in the same way. These secured financing transactions are initially recognised at fair
value, and subsequently valued at amortised cost, using the effective interest rate method.

Securitisation transactions

The group securitises its own financial assets via the sale of these assets to special purpose entities, which in turn
issue securities to investors. All financial assets continue to be held on the group's consolidated balance sheet
together with debt securities in issue recognised for the funding — see derecognition policy ().

Offsetiing financial instruments

Financial assets and financial liabilities are offset and the net amount presented on the conselidated balance sheet
if. and only if, there is a legally enforceable right to set off the recognised amounts and there is an intention to settle
on a net basis, or to realise an asset and settie the liability simuitanecusly.

Derivatives and hedge acoounting

In general, derivatives are used to minimise the impact of interest, currency rate and equity price changes to the
group's financial instruments. They are carried on the consolidated balance sheet at fair value which is obtained from
quoted market prices in active markets, including recent market transactions, and discounted cash fiow models.

On acguisition, certain derivatives are designated as & hedge and the group formally documents the relationship
between these derivatives and the hedged item. The group also documents its assessment, both at hedge inception
and on an ongoing basis, of whether the derivative is highly effective in offsetting changes in fair values or cash fiows
of hedged items. If a hedge was deemed partially ineffective but continues to qualify for hedge accounting, the amount
of the ineffectiveness, taking into account the timing of the expected cash flows where relevant, would be recorded
in the consolidated income statement. [f the hedge is not, or has ceased to be, highly effective, the group discontinues
hedge accounting.

For fair value hedges, changes in the fair value are recognised in the consolidated income statement, together with
changes in the fair value of the hedged item. For cash flow hedges, the fair value gain or loss associated with the
effective proportion of the cash flow hedge is recognised initially directly in equity and recycled fo the consolidated
income statement in the period when the hedged item affects income.

Intangiblie assets

Computer software {acquired and costs associated with development) and intangible assets on acquisition (excluding
goodwill} are stated at cost less accumulated amortisation and provisions for impairment which are reviewed at least
annually. Amortisation is calculated to write off their cost on a straight-line basis over the estimated useful lives as
follows:

Computer software 3 to 5 years
intangible assets on acquisition 8 1o 20 years

Goodwill on acquisitions of subsidiaries is included in intangible assets. Goodwill is assessed annually for impairment
and carried at cost less any accumulated impairment.
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i)

(s}

Accounting policies confinued

Property, plant and equipment
Property, plant and equipment is stated at cost less accumulated depreciation and provisions for impairment which
are reviewad at least annually. Depreciation is calculated to write off their cost on a straight-line basis over their
estimated usefud fives as follows:

Long leasehold property 40 years

Short leasehold property Over the length of the lease
Fixtures, fittings and equipment 3to S years

Assets held under operating leases 11tc 20 years

Motor vehicles 5 years

Share caphal

Share Iissue costs

incremental costs directly attributable to the issue of new shares or options, including those issued on the acquisition
of a business, are shown in equity as a deduction, net of tax, from the proceeds.

Dividends on ordinary shares
Dividends on ordinary shares are recognised in equity in the period in which they are paid or, if earlier, approved by
shareholders.

Treasury shares

Where the company or any member of the group purchases the company's share capital, the consideration paid is
deducted from shareholders’ equity as treasury shares until they are cancelled. Where such shares are subsequently
sold or reissued, any consideration received is included in shareholders’ equity.

Empioyves benefits
Close Brothers Group plc (“CBG"), the ultimate parent company, operates defined contribution pension schemes for
eligible emplovees as well as a defined benefit pension scheme which is ciesed to new members and further accrual.

Under the defined contribution scheme the group pays fixed contributions into a fund separate from CBG's assets.
Contributions are charged in the consolidated income statement when they become payable.

Share-based payments to employees

At 31 July 2018, Close Brothers Group plc {*CBG"), the ultimate parent company, operates fong term incentive
arrangements in which group employees have participated. These include the Deferred Share Awards ("DSA")
scheme, Long Term Incentive Pian ("LTIP"), Share Matching Plan (*SMP"} and HMRC approved Save As You Eamn
(“SAYE") schame.

The cost of most awards granted under the DSA scheme is based on the salary of the individual at the time the award
is mads. The value of the share award at the grant date is charged to the group’s income statement in the year to
which the award relates.

The cost of LTIP, SMP and SAYE is based on the fair value of awards on the date of grant. Fair values for market
based performance conditiocns are determined using a stochastic (Monte Carlo simulation} pricing model for LTIP and
SMP and the Black-Scholes pricing model for other schemes. Both models take into account the exercise price of the
option, the current share price, the risk free interest rate, the expected volatility of the CBG share price over the life
of the option award and other relevant factors.

For non-market based performance conditions, vesting sonditions are not taken into account when measuring fair
value, but are reflected by adjusting the number of shares in each award such that the amount recognised reflects
the number that are expected to, and then actually do, vest. CBG expense the fair value of the awards, including
recharges to subsidiary companies where applicable, in their income statement on a straight line basis over the
vesting period, with a corresponding credit to the share-based payments reserve. At the end of the vesting period, or
upon exercise, lapse or forfeit if earlier, this credit is transferred te retained earnings. Further information on the
group's schemes is provided in note 25.
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Accounting policies continued

Provisions and contingent liabilities
Provisions are recognised in respect of present obligations arising from past events where it is probable that outflows
of resources will be required to settle the ohligations and they can be reliably estimated.

Contingent liabilities are possible obligations whose existence depends on the outcome of uncertain future events or
those present obligations where the outflows of resources are uncertain or cannot be measured reliably. Contingent
liabilities are not recognised in the financial statements but are disclosed unless they are deemed remote.

Taxes, including deferred taxes

Current tax is the expected tax payable on the taxable profit for the year. Taxable profit differs from net profit as
reported in the consolidated income statement because it excludes items of income and expense that are taxable or
deductible in other years and items that are never taxable or deductible, The group’s liability for current tax is
calculated using tax rates that have been enacted or substantively enacted by the balance sheet date.

To enable the tax charge to be based on the profit for the year, deferred tax is provided in full on temporary timing
differencas, at the rates of tax expected to apply when these differences crystallise. Deferrad tax assets are
recognised only to the extent that it is probable that sufficient taxable profits will be available against which temporary
differences can be set. Deferred tax liabilities are offset against deferred tax assets when there is both a legal right
to set off and an intention to setile on a net basis.

Cash and cash equivaients
For the purposes of the cash flow statement, cash and cash equivalents comprises cash and demand deposits with
banks, together with short-term highly liquid investments that are readily convertible to known amounts of cash.

Segmental reporting

Operating segments are reported in a manner consistent with the internal reporting provided to the Executive
Committes, which is considered the group's chief operating decision maker. All transactions between husiness
segments are conducted on an arm’s length basis, with intra-segment revenue and costs being eliminated on
consolidation. Income and expenses directly associated with each segment are included in determining business
segment performance.

Investment in subsidiaries (Company only}
Investments in subsidiaries are stated at cost less provision for impairment,
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{2}

Accounting policies continusd

Critical sccounting estimates and judgemenis

The reported resulis of the group are sensitive to the accounting policies, assumptions and estimates that underlie
the preparation of its financial statements, UK company law and IFRS require the directors, in preparing the group’s
financial statements, to select suitable accounting policies, apply them consistently and make judgements and
estimates that are reascnable and prudent. The group's estimates and assumptions are based on historical
experience and expectation of future events and are reviewed on an ongaing basis. The group’s estimates and
assumptions are based on historical experience and expectations of future events are reviewed in an ongoing basis.

Critical accounting judgements
In the application of the group’s accolinting policies, which are described in note 1, judgements that are considered
by the board to have the most significant effect on the amounts in the financial statements are as follows.

Revenue recognition

Interest income is recognised using the effective interest rate method, which applies a rate that discounts estimated
future cash payments or receipis relating to a financial instrument to their net carrying amount. The estimated future
cash flows take inte account all contractual terms and expected behavioural life of the financial instrument including
tfransaction fees and costs and all other premiums or discounts but not future credit losses. Other fees and
commissions are recognised as services are provided or on completion of the execution of a significant act.
Judgement is required in determining the fees and costs which are integral to the yield and should be recognised as
interest income, in the estimate of the expected behavioural life of financial assets, and in determining the period over
which to recognise non-interest incoms,

Loan impalrment provisions

Loan impairment provisions are made if there is cbiective evidence of impairment as a result of one or more
stbsequent evenis regarding a significant loan or a portfolio of loans. Determining whether such objective evidence
has arisen requires judgement.

Key sources of estimation uncertainty

Loan impairmant provisions

As at the balance sheet date, the directors consider that loan impairment provisions are a key source of estimation
uncertainty which, depending on a range of factors such as changes in the economic environment in the UK, could
resuit in a material adjustment fo the carrying amounts of assets and liabilities in the next financial year.

Laan impairment provisions represent management's estimate of the losses incurred in the loan portfolios at the
hatance sheet date. Individual impairment losses are determined as the difference between the carrying value and
the present value of estimated future cash flows, discounted at the loans’ original effective interest rate. Impairment
losses determined on a portfolio basis are calculated using a formulaic approach which allocates a loss rate
dependent on the overdue period. Loss rates are based on the discounted expected future cash flows and are
reguiarly benchmarked against actual outcomes to ensure they remain appropriate. Estimating the amount and timing
of future recoveries involves significant judgement, and considers the level of arrears as well as the assessment of
matters such as fufure economic conditions and the value of collateral. As at 31 July 2018, gross impaired lognhs were
£131.0 million {31 July 2017: £135.8 million) against which a £39.1 million (31 July 2017: £52.4 million} provision was
recorded. A 10% increase or decrease in expected future recoveries in respect of these impaired loans would
decrease or increase provisions respectively by ¢£8.2 million (31 July 2017: £8.3 million}).
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2. Segmental Analysis

The executive directors manage the group by class of business and we present the segmental analysis on that basis. The

group's activities are presented in three operating segments:

« Retail Finance provides intermediated finance, principally to individuals, through motor dealers and insurance brokers
« Commercial Finance, which focuses on providing specialist, secured lending to the SME market
¢ Property Finance is primarily focused on providing specialist residential development finance to well established

professional developers in the UK

Mare than 90% of all the group’s activities, revenus and assets are located in the UK.

Retail Commercial Property Total
£ million £ million £ million £ million
Summary Income Statement for the year ended 31 July
2018
Net interest income 196.1 161.1 130.0 487.2
Non-interest income 29.6 64.6 0.2 94 .4
Operating income 2257 2257 130.2 581.6
Administrative expenses (109.5) (124.2} (27.2) (260.9)
Depreciation and amortisation @.7) (8.0) (3.9} (21.8)
Impairment losses on loans and advances (25.2) {17.2) (4.3} (46.7)
Total operating expenses {144.4) (149.4) (35.4) (329.2)
Adjusted operating profit! 81.3 76.3 94.8 252.4
Amortisation of intangible assets on acquisition (0.3) (1.6} - (1.9)
Operating profit before tax from continuing operations 81.0 74.7 94.8 250.5
Operating loss before tax from discontinued operations (3.0) - - (3.0)
Operating profit before tax 78.0 74.7 94.8 247.5
External operating income 265.3 270.7 154.4 690.4
Inter segment operating expense (39.6) {45.0) (24.2) (108.8)
Segment operating income 2257 2257 130.2 581.6

¥ Adjusted aperating profit is stated before amortisation of intangible assets on acquisition, less on discontinued operations and tax.

Retail Commercial Property Total
£ million £ million £ million £ million

Balance Sheet information at 31 July 2018
Loan book and operating lease assets 2,686.4 2,982.4 1,827.5 7.496.3
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2. Segmental Analysis confinued
Retail Commercial Property Total '
£ millien £ million £ million £ million
Other segment information for the year ended 31 July
2018
Employees (average number)! 1,079 1,046 148 2,271
! Banking segments are inclusive of central function headcount altocation
Retail Commercial Property Total
£ million £ million £ million £ miflion
Summary Income Statement for the year ended 31 July
2017
Net interest income 194.0 148.7 121.1 463.8
Non-interest income 26.4 67.0 (0.2) 93.2
Operating income 2204 21587 120.9 557.0
Administrative expenses (99.8) (117.4) (24.9) (242.1)
Depreciation and amortisation {11.0} {7.8) (3.8) (22.6)
Impairment losses on loans and advances {24.6} (15.5) i1 (39.0)
Total operating expenses (135.4) (140.7) {27.6} (303.7)
Adjusted operating profit? 85.0 75.0 93.3 253.3
Amortisation of intangible assets on acquisition (0.4) (0.5) - {0.9)
Operating profit before tax from continuing operations 84.6 74.5 93.3 252.4
Operating loss before tax from discontinued operations {3.9) - - (3.9
Operating profit before tax 80.7 74.5 93.3 248.5
External operating income 232.0 260.9 141.8 664.7
Inter segment cperating expense (41.6) (45.2) (20.9) {107.7)
Segment operating income 220.4 215.7 120.9 6557.0

' Restated see note 7

 adiusted operating profit is stated before amortisation of intangible assels on acquisition, loss on discontinued operations and tax.

Retail Commercial Property Total
E miltion £ million £ mitlion £ miltion

Balance Sheet information at 31 July 2017
Loan book and operating lease assets 27028 27304 1,629.3 7.062.5
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2. Segmental Analysis continued

Retail Commercial Property Total
£ milion £ million £ milllon £ million
Other segment information for the year ended 31 July
2017
Employees (average number)! 1,085 1,013 139 2,207

' Banking segments are inclusive of central function headcount allocation

3. Operating profit before tax

Interest income

Cash and balances at central banks 4.0 2.0
Loans and advances {o customers 594.4 569.9
Income from group undertakings - 59
Other interest income 2.0 1.8

600.4 579.6

Interest expense

Deposits by banks 0.2 0.4
Deposits by customers 67.8 69.7
Borrowings 415 41.0
Interest expense from group undertakings 9.2 11.3
Other interest expense? (5.5) (6.6)

113.2 115.8
Net interest income 487.2 463.8

' Restated see note 7
? Includes (gaing)/ losses on derivate financial instruments

il

Fee and commission income 87.8 89.8
Fee and commission expense? {11.5) (14.0)
76.3 75.8

! Restated see note 7
2 prior year fee and commission expense restated to exclude other direct costs of £12.3 million, which are now presented alongside
depreciation of operating lease assets on the consolidated income statement,

Fee and commission income and expense {other than amounts calculated using the effective interest rate method) on
financial instruments that are not at fair vatue through profit and loss were £87.8 million (2017: £89.8 million) and £11.5
miltion (2017: £14.0 millioh) respectively.
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3.  Operating profit before tax continued

Other income

Operating lease assets rental income 56.3 50.0
Gther 6.9 4.7
83.2 547

The profit on ordinary activities before taxation is stated after charging:

2018 - 2017"
£:million £ miflion

Administrative expenses

Staff costs:

Wages and salaries 136.9 13G.4
Social security cosis 20.8 19.5
Share-based payments 25 2.5
Other pension costs 6.0 55
166.2 167.9
Cepreciation of property, plant and eguipment 6.3 6.6
Amortisation of intangible assets 15.3 16.9
Other administrative expenses 94.7 83.3
Total administrative expenses 282.5 264.7

" Restated see note 7 -

4. Information regarding directors

Seven directors are remunerated by other group companies and provide their services to the company on a free basis, it
being impractical to allocate their remuneration. Three directors are remunerated by the company under contracts of
employment. It being impractical to allocate their remuneration distinguishing between their qualifying services and their
employment services, the figures shown are in respect of their employment services.

Directors’ feas were £nil (2017 nil} and directors' emoluments, excluding pension contributions, were £3,193,398 {2017:
£7,103,0986).

The highest paid director received emoluments of £1,425,000 (2017: £1,424,884}, pension cantributions of £nil (2017:
- £nil).

Contributions paid to money purchase pension schemes, of which no directors (2017: two) were members, amounted to
£nil (2017: £15,762). No direcior (2017 nil) was a member of a defined benefits pension scheme, and the company paid
£nil (2017: £nit) to the scheme on their behalf.

Two (2017: six) directors received £1,175,000 {2017: £1,215,000) under long-term incentive schemes operated by another
group company. Two (2017: six) directors exercised options under a long-term incentive scheme; the gains from these
exercises amounted {o £271,123 {2017 £1,547,641).
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5. Information regarding the auditor

Fees payable

Audit of the company's annual accounts 0.7 0.7
Audit of the company's subsidiaries pursuant to legislation 0.5 0.1
Other services " 0.3
1.2 1.1
The auditor of the group was PricewaterhouseCoopers LLP (2017: Deloitte LLP),
6. Tax
}'._201?"'_
ST million
Tax charged/(credited) to the income statement
Current tax;
UK corporation tax ' 58.3 61.8
Foreign tax 1.6 2.1
Adjustments in respact of previous tax years {2.2) (0.4)
57.7 63.5
Deferred tax:
Deferred tax charge for the current year 24 1.5
Adjustments in respect of previous years 1.7 1.0
4.1 2.5
Tax charge 61.8 66.0
Tax on items not charged/(credited) to the income statement
Current tax relating to:
Financial instruments classified as available for sale - 0.2
Share-based payments {0.2) " {0.5)
Deferred tax refating to:
Cash flow hedging 1.1 1.2
Financial instruments classified as available for sale 0.3 -
Share-based payments (0.2) {0.3)
Currency translation losses - 0.8
Other - 29
1.0 4.3
Reconciliation to tax expense
UK corporation tax for the year at 19.0% (2017: 19.7%) an operating profit 47.6 49.6
Disaliowable items and other permanent differences 1.0 1.2
Effect of different tax rates in other jurisdictions (0.2) 0.4)
Deferred tax impact of (increase)/decrease in UK corporation tax rate {0.2) 1.6
Banking surcharge 14.1 13.4
Prior year tax provision {0.5) 0.6
61.8 66.0

! Reslated see note 7
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6. Tax continued

The standard UK corporation tax rate for the financial year is 19.0% {2017: 18.7%). However, an additional 8% surcharge
appiies to banking company prefits as defined in legislation. The effective tax rate of 24.6% (2017: 26.1%) is above the
UK corporation tax rate primarily due to the surcharge applying to most of the group’s profits.

Movements in deferred tax asseis and liabilities were as foliows:

Share-based :
‘payments and . Avallable
i deferred for sale
.compensation - -assefs:: he
S E'million: £ million

Dther Total
mifffon £ million

At 1 August 2016 437 3.9 - 2.3 - 1.3 51.2
(Charge)/credit to the income _

staterment {1.5) (0.5) - 0.1 (0.6} (2.5)
fCharge to other comprehensive (0.8) ) ) (12) ) ) (2.0)
tncome

Credit to equity - 0.3 - - - - 0.3
Acqisition - - - - {2.9) - (2.9)
At 31 July 2017 . 41.4 3.7 - 1.1 (2.8) 0.7 441
{Charge)/credit to the income 4.4 0.2 _ R 03 0.1 41

statement @1 ©2) ) 1) @1
Charge to other comprehensive

income - - (0.3) (1.1 - . (1.4)
Credit to equity - 0.2 - - - - 0.2
Acquisition - - - - - “ -
At 31 July 2018 37.3 37 {0.3) (0.0} (2.5) 0.6 38.8

As the group has been and is expected to continue fo be consistently profitable, the full deferred tax assets have been
recognised.
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7. Discontinued operations and non-current assets held for sale

On 14 September 2018, the group announced the sale of Close Brothers Retail Finance, which provides unsecured retail
point of sale finance to consumers, to Klarna Bank AB.

At the balance sheet date, the business fulfilled the requirements of IFRS 5 to be classified as “discontinued operations”
in the conselidated income statement. Additionally, the assets that have not yet been sold are presented as “held for sale”
in the 31 July 2018 consolidated balance shest.

Results of discontinued operations

Operating income 6.6 42
Operating expenses (7.2) (8.9)
Impairment losses on loans and advances (2.3) (1.2)
Operating (loss) hefore tax (2.9} (3.9}
Tax 0.8 1.1
Impairment of plant, property and equipment and intangible assets (0.1) -
Loss after tax (2.2} (2.8}

Assets and liabilities held for sale
The major classes of assets and liabilities classified as held for sale are as follows:

Balance Sheet

Intangible assets 0.9
l.oans and advances to customers 66.2
Other assets 0.4
Total assets classified as held for sale 67.5
Other liabilities 0.6
Total liabilities classified as held for sale ‘ 0.6

Cash flow from discontinued operations

Net cash flow from operating activities (31.9) (14.4)
Net cash flow from investing activities (0.4) (0.3)
Net cash flow from financing activities - -
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8. Dividends

For each ordinary share the company paid

Interim dividend for current financial year paid in January 2018: 24p (2017: 20p) 30.0 25.0
Finat dividend for current financial year paid in July 2018: £nil (2017: 12p) - 15.0
Deemed distribution 1.1 5.9

31 45.9

A final dividend relating to the year ended 31 July 2018 of 28p, amounting to an estimated £34.1 million, is proposed. This
final dividend, which is due to be paid on 26 September 2018 to shareholders, is not reflected in these financial statements.

8, Loans and advances to banks

Between .

. : three s i
. Within months . Between: .  Between
" three andone: - ‘oneand: i :twoand’ CaEn
lemand .- months year. two years . five ye Total
o _ £ miflion’ - £ mitlion £million . € million - £ “E'million
At 31 July 2018 59.7 0.5 9.2 25 2.5 74.4
At 31 July 2017 276 8.8 1.7 8.7 8.8 55.6

10. Loans and advances to customers

3 Between . Between
sooooneand . twoand
: two five =
years years. . iyears

£ million £ million - £ milion = . £

i Wlthin
Qe threes
> demand. i months ..

£ million = & milllon

At 31 July 2018 773 21358 2,3011  1,3243  1,4023 956.8 (39.1) 7,297.5
At 31 July 2017 593 19143 211562 1,3407 143186 76.0 (52.4) 68847
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10. Loans and advances to customers continued

i

cE'milllon 5 £ million -
Impairment provisions on loans and advances to customers
At 1 August 2017 52.4 59.7
Charge for the year 46.7 40.2
Amounts written off net of recoveries (60.0) (47.5})
At 31 July 2018 391 52.4
Loans and advances to customers comprise
Hire purchase agreement receivablas 2,852.4 2,842.9
Finance lease receivables 447.8 418.9
Other loans and advances 3,997.5 3,622.9
At 31 July 2018 7,297.5 6,884.7

At 31 July 2018, gross impaired loans were £131.0 miltion {31 July 2017: £135.8 million) and equate to 1.8% (31 July
2017: 2.0%) of the gross loan book bhefore impairment provisions. The majority of the group's lending is secured and
therefore the gross impaired loans guoted do not reflect the expected loss.

The following table shows a reconciliation between gross investment in finance lease and hire purchase agreement
receivables to present vaiue minimum lease and hire purchase payments:

Gross investment in finance leases and hire purchase agreement receivables due:

Within one year 1,387.5 1,356.1

Between one and five years 2,3721 2,396.8

After more than five years 66.0 26.1
33,8256 3,779.0

Unearned finance income (513.3) (601.8)
3,312.3 32774

Present value of minimum lease and hire purchase agreement payments:

Of which due:

Within one year 1,202.9 1,174.2

Between one and five years 2,058.1 2,080.8

After more than five years 521 22,4

3,312.3 3,277.4

The aggregate cost of assets acquired by the group for the purpose of letting under finance leases and hire purchase
agreements was £5,978.8 million (2017. £5,738.6 million). The average effective interest rate on finance leases
approximates to 9.6% (2017: 10.0%). The present value of minimum lease and hire purchase agreement payments reflects
the fair value of finance lease and hire purchase agreement receivables before deduction of impaired provisions.
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41. Debt securities

 Total
£'million

At 31 July 2018

Certificates of deposit - 250.5 250.5
Sovereign and centrai bank debt 44.5 - 44.5
44.5 25G.5 295.0
At 31 July 2017
Ceriificates of deposit - 180.3 180.3
Sovereign and central bank debt 43.6 - 43.6
438 180.3 223.9
Movements on the book vailue of sovereign and central bank debt comprisa:

Available
for sale
. : B £ million

Sovereign and central bank debt
At 1 August 2016 -
Additions 41.6
Currency translation differences 1.7
Cther movements 0.1
Movement in fair value 0.2
At 31 July 2017 43.6
Additions -
Currency translation differences -
Other movements 0.2
Movement in fair value 0.7
At 31 July 2018 44.5
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12. Derivative financial instruments

The group enters into derivative contracts with a number of financial institutions to minimise the impact of interest and

currency rate changes to its financial instriments. The group's total derivative asset and liablity position as reported on
the consolidated balance sheet is as foliows:

s Lia

Emilion - £n
Exchange rate contracts 100.5 0.1 0.7 89.3 - 0.6
Interast rate contracts 3,530.3 16.5 15.0 3,660.3 26.9 10.8
3,630.8 16.6 15.7 3,749.6 269 1.4

Notional amounts of interest rate contracts totalling £2,781.4 million (2017 £2,513.1 million} and exchange rate contracts
totalling £nil (2017; £nil) have a residual maturily of mere than cne year.

Included in the derivatives above are the following cash flow and fair value hedges:

2 Emilion’

Cash flow hedges
Interest rate contracts 719.9 1.4 1.3 781.7 0.5 4.7

Fair value hedges
Interest rate contracts 1,202.3 14.1 12.1 1,225.1 246 4.1

The cash flow hedges relate to exposure to future interest payments or receipts on recognised financial instruments and
on forecast transactions for periods of up to eight years (2017: seven); there was immaterial ineffectiveness. The cash flow
hedge amounts that were removed from equity and included in the consolidated income statement for the year ended 31
July 2018 and 2017 were immaterial. The gain recognised in equity for cash fiow hedges during the year was £3.3 million
(2017: £3.5 mitlion loss).

The fair value hedges seek to mitigate the interest rate risk in recognised financial instruments; the gain on the hedged
itern was £18.9 mitlion (2017 £19.1 million) which was offset by a loss of £18.9 miltion (2017: £19.5 million loss) on the
hedging instrument.
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13. Intangibles assets

Goodwili

Total
£ million £ miflion
Cost
At 1 August 2016 13.3 84.6 7.3 105.2
Additions 12.1 28.7 15.9 56.7
Disposals - (3.9) - (3.9
At 31 July 2017 254 108.4 23.2 158.0
Additions - 35.3 - 35.3
Disposals - (7.1) - (7.1}
At 31 July 2018 254 137.8 23.2 186.2
Accumulated amortisation
At 1 August 2018 - 42.4 4.1 46.5
Charge for the year - 16.0 0.9 16.9
Disposals - {0.4) - (0.4)
At 31 July 2017 - 58.0 5.0 63.0
Charge for the year - 15.3 1.9 17.2
Disposals - (4.4) - {4.4)
At 31 July 2018 - 68.2 6.9 75.8
Net book value at 31 July 2018 254 68.7 16.3 110.4
Net book value at 31 July 2017 254 51.4 18.2 85.0
Net book value at 1 August 2018 13.3 42.2 3.2 58.7

Additions in goodwill in 2017 of £12.1 million and intangible assets on acquisition of £15.9 million relate to the 100%
acquisition of Novitas Loans Limited (“Novitas™). Novitas is a specialist provider of secured finance to law firms and their
clients. This acquisifion is not regarded as material in the context of the group’s financial statements and therefore
information required for material acquisitions by IFRS 3 has not been disclosed.
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13. Intangibles assets continued

Impairment tests for goodwili

At 31 July 2018, goodwill has been allocated to seven individual cash generating units {"CGU") of which three are within
the Commercial division, two within the Retail division and two within the Property division. Goodwill impairment reviews
are carried out annually by assessing the recoverable amount of the group’s CGlls, which is the higher of fair value less
costs to sell and value in use. The recoverable amounts for all CGUs were measured based on value in use,

A value in use calculation uses discounted cash flow projections based on the most recent board approved budgets and
three year plans to determine the recoverable amount of each CGU. The key assumptions underlying management's three
year plans, which are based on past experience and forecast market conditions, are expected loan book growth rates and
net return on loan book.

For cash flows beyond the group’s thres year planning horizon, a terminal value was calculated using a prudent annual
growth rate of 0% (2017 0%). The cash flows are discounted using a pre-tax estimated weighted average cost of capitat
that reflects current market rates appropriate to the CGU as set out in the table below.

At 31 July 2018, the results of the review indicate there is no goodwill impairment. The inputs used in the value in use
calculations are sensitive, primarily to the impact of changes in the assumptions for future cash flows, discount rates, and
long-term growth rates. Having performed stress tested value in use calculations’ the group believes that any reasonably
possible change in the key assumptions which have been used would not lead the carrying value of any CGU to exceed
its recoverable amount.

Details of the CGUs in which the goodwill carrying amount is significant in comparison with total goodwill, together with the
pre-tax discount rate used in determining value in use, are disclosed separately in the table below:

- Pre-tax

oo discaunt
: __ : rate U Goodwill s D Tate
ashgenerating Unit: ShE S e i eilion . %
Asset Finance 5.4 11.3 5.4 12.3
Commercial Acceptances 3.5 10.2 35 1.1
Novitas ) 12.1 10.2 12.1 1.1
Other 44 10.2-11.3 44  11.412.3

25.4 264
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14. Property, plant and equipment

Cost

At 1 August 2016 12.1 25.0 201.4 0.4 238.9
Additions 0.4 4.4 56.2 - 61.0
Disposals (0.7 (0.3) (26.8) (.1} (27.9)
At 31 July 2017 11.8 29.1 230.8 0.3 272.0
Additicns 0.2 9.9 79.6 - 89.7
Disposals {0.3) (0.5) (41.5) (0.2} (42.5)
At 31 July 2018 1.7 385 268.9 0.1 319.2

Accumulated depreciation

At 1 August 2016 3.5 15.0 416 0.3 60.4
Charge for the year 1.2 5.4 250 - 316
Disposals (0.8) {1.3} {13.7) (0.1} {15.7)
At 31 July 2017 4.1 19.1 52.9 0.2 76.3
Charge for the year 1.4 4.9 31.3 - 376
Disposals {0.3) (0.2} {14.1) (0.1} (14.7)
At 31 July 2018 5.2 23.8 70.1 0.1 99.2
Net book value at 31 July 2018 6.6 14.7 198.8 - 220.0
Net book value at 31 July 2017 7.7 16.0 177.9 0.1 195.7
Net book value at 1 August 2016 86 16.0 159.8 Q.1 178.5

The gain from the sale of assets held under operating leases for the year ended 31 July 2018 was £0.1 miltion (2017: £0.1
million: loss). Other direct costs in respect of operating lease assets amounted to £13.8 million (2017 £12.3 million}.

2018 : 2_017
£ million. £ million

Future minimum lease rentals receivable under non-cancellable operating leases
Within one year 38.0 37.6
Between one and five years 58.3 80.6
After more than five years 0.8 .8

97.1 119.1
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15. Other assets and labilities

© Emillion.
Prepayments, accrued income and other assets
Prepayments and accrued income 119.0 103.9
Trade and other receivables 15.2 14.6
Amounts owed by parent undertaking 0.7 -
134.9 118.5
Accruals, deferred income and other liabilities
Accruals and deferred income 87.0 83.0
Trade and other payables 429 41.5
Provisions 8.9 9.2
138.8 1337

Provisions movements in the year;

Movements during the year:

At 1 August 2016 3.6 1.7 5.3
Additions 0.2 4.6 48
Utilised (0.2} (0.5) (0.7}
Released - (0.2) (0.2)
At 31 July 2017 3.6 5.6 9.2
Additions 0.4 0.4 0.8
Utilised - (0.3) (0.3)
Released (0.1) (0.7) {0.8)
At 31 July 2018 3.9 5.0 8.9

Claims and other items for which provisions are made arise in the normal course of business and include those related to
employee benefits. The timing and outcome of these claims and other items are uncertain. Property provisions are in
respect of [easeholds where rents payable exceed the value to the group, potential dilapidations and onerous leaseas.
These property provisions will be utilised and released over the remaining lives of the leases which range from one to nine
years,
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16. Financial liabilities

Within

On. three ohe an more than - .
demand - imonths. Awo years five years Total

Emillion. E£million _ Emillion. “Ermillion £ million

At 31 July 2018
Deposits by banks 7.9 16.1 31.2 - - - 55.2
Deposits by customers 86.5 1,275.0 2,570.6 1,142.6 422.5 - 5,497.2
Bank icans and overdrafts 35 0.2 - - 495.0 - 498.7
Debt securities inissue 0.3 21.3 561.3 190.3 462.0 288.2 1,623.4
98.2 1,312.6 3,163.1 1,332.9 1,379.5 288.2 7,674.5

Between - i s : :
et threes o Belween - Between: - After more
Comonths and.s oo ongand oo two and. than five i
ioone year o two years - five years years Slotal
S EmilionEmilion - £ miflion £ million £ mitlion
At 31 July 2017

Deposits by banks 18.4 15.4 375 0.7 - - 72.0
DCeposits by customers 123.4 958.6 2,528.2 991.3 51386 - 5,113.1
Bank leans and overdrafts 10.7 69.9 - 205 223.2 - 324.3
Debt securities in issue 13.6 22.8 108.4 516.0 540.9 287.¢ 1,489.6
166.1 1,084.7 26741 1,528.5 1277.7 287.9 6,999.0

As discussed in note 22(c) the group has accessed £495.0 million (2017: £224 4 million) cash under the Bank of England's
Term Funding Scheme and £nil (2017: £197.5 million) UK Treasury Bills under the Funding for Lending Scheme. At 31
July 2017, £100.0 millicn of the £197.5 million UK Treasury Bills drawn under the Funding for Lending Scheme were lent
in exchange for cash. The UK Treasury Bilis were not recorded on the group's consolidated balance sheet as ownership
remains with the Bank of England. Cash from the Term Funding Scheme and repurchase agreemenis is included within
bank loans and overdrafts. Residual maturities of the Term Funding Scheme and repurchase agreements are as follows:

months  Between . Betweon - . After

i andone. . oneand twoand. morethan . oo
Loie '-Iy_gar._. “twoyears . fiveyears  fiveyears. . . Tofal
-Emillion . £ million £ million £ million £ militon |

31 July 2018 - 0.2 - - 495.0 - 495.2
31 July 2017 1.2 69.9 - 205 2232 - 3148
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17. Amounts due to group undertakings

Amounts due to ultimate parent undertaking 371

18. Subordinated loan capital

. Prepayment

ooty
£miltion” - F million
111.1

' Emillion &
Final maturity date
2026 2021 7.42 15.6 16.5
2026 2021 7.682 30.9 30.9
2027 2022 4.25 171.5 174.3
217.9 220.7
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419. Share-based awards

Share-based awards have been granted under the foliowing Close Brothers Group ple share schemes: Deferred Share
Awards ("DSA"), Save As You Earn ("SAYE"), Long Term Incentive Plan ("LTIP") and Share Matching Pian ("SMP").

The table below shows the weighted average market price at the date of exercise:

o018 2017

SAYE 1,434.4p 1,477 1p
LTIP 1,446.4p 1,387.7p
D3A 1,469.2p 1,412.3p
SMP 1,448.4p 1,392.8p

The range of exercise prices and weighted average remaining contractual life of awards and options outstanding are as
follows:

- Options outs!andi_ng_':?"

2017
Weigﬁféﬁ
average
ramaining
Number: contractual
= outstanding life’ (years):
SAYE
Between £6 and £7 - - 10,264 08
Between £9 and £10 17,167 0.8 23,611 1.8
Between £11 and £12 486,634 1.9 405,011 22
Between £12 and £13 100,818 3.0 119,864 3.5
LTIP
Nil 508,171 15 572,589 2.2
psAl
Nii 493,048 0.8 423,151 1.8
SNMP
Nil 145,318 2.2 256,514 2.0

Total 1,761,156 1.5 1,812,004 2.2
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19. Share-based awards continued

Following a review of the Remuneration Policy {"Policy”) last year, a new Palicy was approved by shareholders at the
Annual General Meeting in November 2017, Under this new Policy, DSA and LTIP were updated and SMP was
discontinued while SAYE remained unchanged. The following summary information relates to the current Policy only.
Please refer to CBG's Annual Report 2018 for full details of the schemaes.

DSA is predominantly a mandatory deferral of a portion of the performance related annual bonus. The deferrat is in the
form of nil cost options and vests either fully after two years or one third per year over three years.

Performance related annual bonus in excess of 100% of salary is usually deferred.

When the options are called for, the employes is entitled to an amount in cash equal to the dividends which would have
been paid on vested shares over the period of deferral,

SAYE is open fo all eligible employees on the same terms and options are granted for a fixed contract period of three or
five years, at an exercise price at a discount of 20% to the mid-market price at the date of invitation to participate.

L.TIP awards are made in the form of nij cost options. Awards vest after three years subject to performance conditions. On
vesting, participants receive an amount in cash equal to the dividends which would have been paid on vested shares during .
the period from the beginning of the performance period to the time that the participant calls for the award.

SMP was discontinued following shareholder approval. SMP awards made in previous years will vest in accordance with
the terms in the previous Policy. Under this legacy scheme, participants could choose to invest up to a maximum value of
100% of base salary from their bonus into Close Brothers Group plc shares ("Invested Shares") for three years. Invested
Shares, released in full on vesting, are matched with free shares {*Matching Shares”), which are subject to performance
conditions. On vesting, participants recelve an amount in cash equal to the dividends which would have been pald on
vested shares during the pericd from the beginning of the performance peried to the time that the participant calls for the
award.
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20. Contingent Habilities, guarantees and commitments

Contingent Habilities

Financial Services Compensation Scheme ("FSCS"}

The group, by virtue of being a regulated deposit taker, contributes fo the FSCS which provides compensation to customers
of financial institutions in the event that an institution is unable, or is fikely to be unable, to pay claims against it.

Compensation has previously been paid out by the FSCS funded by lean facilities provided by HM Treasury to FSCS in
support of the FSCS’s obligations to the depositors of banks declared in default. The facilities are expected to be repaid
wholly from recoveries from the failed deposit-takers. In the event of a shortfall, the FSCS will recover the shortfall by
raising levies on the industry, The amount of future fevies payable by the group depends on a number of factors including
the potential recoveries of assets by the FSCS, the group’s participation in the deposit-taking market at 31 December, the
ievel of protected deposits and the poputation of FSCS members.

Guaranices
2018 2017
S0 million; £ miflion
Guarantees and irrevocable lefters of credit 31 7.8

Where the group undertakes to make a payment on behalf of its subsidiaries for guarantees issued, such as bank facilities
or property leases or as irrevocable letters of credit for which an obligation to make a payment to a third party has not
arisen af the reporting date, they are inciuded in these financial statements as contingent liabilities.

Commitments
Undrawn facilities, credit lines, other commitments to lend

20185 2017

£ miltion £ million

Within ohe year 1,091.7 1,088.9
After mors than one year 135.7 102.7
Total commitments 1,227.4 1,191.6

Operating lease commitments

Minimum operating lease payments recognised in the consolidated income statement amounted to £5.1 million (2017 £4.8
miltion).

The group had outstanding commitments for future minimum lease rentals payable under non-canceilable operating
leases, which fall due as follows:

20180 0 2017
. Premises’ . Other. ' . Prémises’ | ! Other
L E'milllon £ million Einlilon £ million:
Within one year 8.7 25 8.0 2.5
Between one and five years 23.0 3.8 23.8 4.2
More than five years 6.6 - 9.7
Total commitments 38.3 6.3 41.5 6.7

Other commitments
The group had confracted capital commitments relating to capital expenditure of £12.1 million {2017: £17.7 million}
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The group’s palicy is to be well capitalised and its approach to capital management is driven by strategic and otganisational
requirements, while also taking into account the regulatory and commercial environments in which it operates.

The Prudential Regulation Authority ("PRA") supervises Close Brothers Limited on a solo consolidated basis as permittad
under CRR article 8. The sofo consolidation group does not include all subsidiary undertakings and therefore differs to the
accounting consolidation group under IFRS. Further information on the consolidation basis can be found in the Close
Brothers Group plc's Pillar 3 disclosures available on the group's website www.closebrothers.com/investor-
relations/investor-informationfresults-reports-presentations.

The aim of the capital adequacy regime is to promote safety and soundness in the financial system. It is structured around
thrae “pillars”: Pillar 1 on minimum capital requirements; Pillar 2 on the supervisory review process; and Pillar 3 on market
disclpline. The group’s Pillar 1 information is presented below. Under Pillar 2, the group completes an annual self
assessment of risks known as the “Internal Capital Adequacy Assessment Process” ("ICAAP"). The ICAAP is reviewed by
the PRA which culminates in the PRA setting a “Total Capital Requirement’ (“TCR”} that the group and its regulated
subsidiaries are required to hold at all times. Pillar 3 requires firms to publish a set of disclosures which allow market
participants to assess information on that firm’s capital, risk exposures and risk assessment process.

The group maintains a strong capital base to support the development of the business and 1o ensure the group meats the
TCR and additional Capital Requirements Directive buffers at all times. As a result, the group maintains capital adequacy
ratios above minimum regulatory requirements. The group's individual regulated entities and the group complied with all
of the externally imposed capital requirements to which they are subject for the years ended 31 July 2018 and 2017.

A full analysis of the composition of regulatory capital and Pillar 1 risk weighted assets ("RWAs"), and a reconciliation
between equity and CET1 capital after deductions are shown below. All RWAs and capital ratios shown are unaudited.

At 31 July 2018, the group’s common equity tier 1 capital ratio remained broadly stable at 12.0% (31 July 2017; 11.9%).
Common equity tier 1 capital increased to £868.5 million (31 July 2017: £888.2 million) primarily due to retained profit.
Risk weighted assets, calculated using standardised approaches, increased to £8,070.9 million (31 July 2017: £7,490.8

million) as a result of growth in credit and counterparty risk associated with the loan book. Notional risk weighted assets
for operationat risk also increased reflecting increased revenues and loan book growth over recent years.
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21. Capital continued

The RWAs i s_e_ﬁ:ove_ are _anaudited as notad in the fo]lo__w‘ g table. o
o Emillion < - F million
CET1 capital
Called up share capital 122.5 122.5
Retainad earnings 988.2 833.0
Other reserves recognised for CET1 capital (1.8) (2.5}
Deductions from CET1 capital
Foreseeable dividend' (34.1) -
Intangible assets, net of associated deferred tax liabilities (106.2) (64.7}
Prudent valuation adjustment (0.1) C.1}
CET1 capital 968.5 888.2
Tier 2 capital - Subordinated debt? 205.0 212.5
Total regulatory capital 1,173.5 1,100.7
RWAs {notional} - unaudited
Credit and counterparty risk 7,584.0 7.044.6
Operational risk® 466.9 437.7
Market risk® 20.0 8.5
8,070.9 7,490.8
CET1 capital ratio {unaudited} 12.0% 11.9%
Total capital ratio {unaudited) 14.5% 14.7%

' Under the Regulatory Technical Standard on own funds, a deduction has been recognised at 31 July 2018 for a foreseeable dividend
heing the proposed final dividend as set out in note 8.

2 Shown after applying the Capitai Requirements Regulation's transitional and guatifying own funds arrangements.

3 Operational and market risk include a notional adjustment at 8% in order to determine notionat risk weighted assets.

The foliowing table shows a reconciliation between the equity and CET1 capital after deductions:

ooao8 2017
. Emilion £ miliion
Equity - 1,116.6 954.4
Difference in equity under regulatery solo consolidation basis (8.3} (4.5)
Regulatory deductions from equity:
Foreseeable dividend’ {34.1) -
Intangible assets, net of associated deferred tax liabilities (106.2) (64.7)
Prudent valuation adjusiment {0.1) {0.1)
Other reserves not recognised for CET1 capital:
Cash flow hedging reserve (0.1} 3.1
Non-controlling interests 0.7 -
CET1 capital 968.5 888.2

" Under the Regulatory Technical Standard on own funds, a deduction has been recognised at 31 July 2018 for a foreseeable dividend
being the proposed final dividend as set out in note 8.
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22. Financial risk management

As a financial services group, financial instruments are central to the group's activities, The risks associated with financial
instruments represent a significant component of the risks faced by the group and are analysed in more detail below.

The group's financial risk management objectives are summarised in the Strategic Report. Details of the significant
accounting policies and methods adopted, including the criteria for recognition, the basis of measurement and the basis
on which income and expenses are recognised, in respect of each class of financial asset, financial liability and equity
instrument are disclosed in note 1.

{ay Classification
The following tables analyse the group's assets and liabilities in accordance with the categories of financial instruments in
1AS 39.

"ﬁéfﬁ\}ailvéé' o
Lnvtheld for e o
i hedging -~ - -Total

““Emillion.. £ million:

At 31 July 2018

Assets
Cash and batances at central banks - - 1,140.4 - - 1,140.4
Loans and advances to banks - - 74.4 - - 74.4
Loans and advances to customers - - 7,297.5 - - 7.297.5
Debt securities - 44.5 250.5 - - 295.0
Derivative financial instruments 14 - . “ 15.5 46.8
Cther financial assets - - 11.2 - - 11.2
i1 44.5 8,774.0 - 18.5 8,835.1
Liabilities
Deposits by banks - - - £56.2 - 55.2
Deposits by customers - - - 5,497.2 - 5,497.2
Loans and overdrafts from banks - - - 498.7 - 498.7
Debt securities in issue - - - 1,523.4 - 1,523.4
Derivative financial instruments 2.3 - - - 13.4 157
Amounts due to group undertakings - - - 31741 - 371
Subordinated loan capital - - - 217.9 - 217.9
Cther financial liabilities - - - 67.4 “ 67.4

23 - - §,176.9 13.4 8,192.6
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22, Financial risk management confinued

{ay Classification confinued

Held for
e l__radén_g
£ million

At 31 July 2017

Assets
Cash and balances at central banks - - 805.1 - - 805.1
Loans and advances to banks - - 55.6 - - 5566
Loans and advances to customers - - 6,884.7 - - 6,884.7
Debt securities - 43.8 180.3 - - 223.9
Derivative financial instruments 1.8 - - - 25.1 26.9
Gther financial assets - - 13.7 - - 13.7
1.8 43.6 7,9394 - 25.1 8,008.9
Liabilities
Deposits by banks - - - 72.0 - 72.0
Deposits by customers - - - 5,113.1 - 5,131
Loans and overdrafts from banks - - - 324.3 - 3243
Debt securities in issue - - - 1,489.6 - 1,489.6
Derivative financial instruments 2.6 - - - 8.8 11.4
Amounts due to group undertakings - - - 1111 - 1111
Subordinated loan capital - - - 220.7 - 220.7
Other financial liabilities - - - 77.4 - 774
2.6 - - 7,408.2 8.8 7,419.6

iy Valuation
The fair values of the group’s financial assets and liabilities are not materially different from their carrying values. The main
differences are as follows:

Subordinated loan capital 233.7 217.9 242.0 220.7
Debt securities in issue 1,644.6 1,623.4 15228 1,489.6

Valuation hierarchy

The group holds financial instruments that are measured at fair value subsequent to initial recognition. Each instrument
has been categorised within one of three levels using a fair value hierarchy that reflects the significance of the inputs used
in making the measurements. These levels are based on ithe degree to which the fair value is cbservable and are defined
as follows:

+ Level 1 fair value measurements are those derived from quoted prices (unadjusted) in active markets for identical assets
or Habilities where prices are readily available and represent actual and regularly occurring market fransactions on an
arm's length basis. An active market is cne in which fransactions ocour with sufficient frequency to provide ongoing pricing
information;

+ Level 2 fair value measurements are those derived from quoted prices in less active markets for identical assets or
liabilities or those derived from inputs other than quoted prices that are cbservable for the asset or liability, either directly
as prices or indirectly derived from prices; and
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22, Financial risk management confinued

(b} Valuation continued

* Level 3 fair value measurements are thaose derived from valuation techniques that include inputs for the asset or liability
that are not based on aobservable market data {"unobservable inputs®).

Investments classified as Level 1 predominantly comprise sovereign and central bank debt and liquid listed equity shares.

Investments classified as Level 2 predominantly comprise less Fquid listed equity shares, investment grade corporate
bonds and over-the-counter derivatives.

Investments classified as Level 3 comprise contingent consideration payable in relation to the acquisitions of subsidiaries.
The valuation of contingent consideration is determined on a discounted expected cash flow basis. The group balisves
that there is no reasonably possible change to the inputs used in the valuation of these positions which would have a
material effect on the group's consolidated income statement.

There were no transfers between Level 1, 2 and 3 in 2018 and 2017.

The tables below show the classification of financial instruments held at fair value in the vatuation hierarchy.

Emillion £

At 31 July 2018

Assets
Sovereign and central bank debt classified as available for sale 44.5 - - 44.5
Derivative financial instruments - 16.6 - 16.6
44.5 16.6 - 61.1
Liabilities
Derivative financial instruments - 15.7 - 15.7
Contingent consideration - 1.2 1.2
- 15.7 1.2 16.9

At 31 July 2017

Assets

Sovereign and central bank debt classified as available for sale 43.6 - - 43.6

Derivative financial instruments - 26.9 - 26.9
43.6 26.8 - 70.5

Liabilities

Derivative financial instruments - 114 - 11.4

Contingent consideration - 1.8 1.8

- 1.4 1.8 13.2
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{c} Creditrisk
Credit risk is the risk of a reduction in earnings andfor value, as a result of the failure of a counterparty or associated party
with whom the group has confracted to meet its obligations as they fali due. Credit risk mainly arises through the lending

and treasury activities.

The group applies congistent and prudant lending criteria to mitigate credit risk. Its lending activities are predominantly
secured across & diverse range of asset classes and are generally short term in nature with low average loan size. This
ensures concentration risk is controfled in both the loan book and associated collateral.

The group has established limits for ali counterparties with whom it places deposits, enters into derivative confracts or
whose debt securities are held and the credit quality of the counterparties is monitored. While these amounts may be
material, the counterparties are all regulated institutions with high credit ratings assigned by international credit rating
agencies and fall within the large exposure limits set by regulatory requirements.

Maximum exposure to credit risk

The table below presents the group's maximum exposure to credit risk, before taking account of any collateral and credit
risk mitigation, arising from its on balance sheet and off balance sheet financial instruments. For off balance sheet
instruments, the maximum exposure to credit risk represents the contractual nominal amounts.

o aons
Lo UE million

On balance sheet

Cash and balances at ceniral banks 1,140.4 805.1
Loans and advances to banks 74.4 5686
Loans and advances tc customers 7,297.5 6,884.7
Financial instruments classified as available for sale 44.5 43.6
Certificates of deposit classified as loans and receivables 250.5 180.3
Derivative financial instruments 16.6 26.9
8,823.9 7,996.2
Off balance sheet
Undrawn commitments’ 291.0 197.8
Guarantees 3.1 7.8
Total maximum exposure to credit risk 9,118.0 8,201.8

! Prior year figures restated to reflect irrevocable commitments only

Assets pledged and received as collateral
The group pledges assets for repurchase agreements and securities borrowing agreemants which are generaily conducted

under terms that are customary to standard berrowing contracts.

At 31 July 2018, the group was a participant of the Bank of England's Term Funding Scheme. Under this scheme, asset
finance ioan receivables of £773.8 million (31 July 2017: £525.1 million} were positioned as collateral with the Bank of
England, against which £495.0 million of cash {31 July 2017: £224.4 mitlion) was drawn. The term of these transactions is
four years from the date of each drawdown but the group may choose to repay earlier at Its discretion. The risks and
rewards of the loan receivables remain with the group and continue to be recognised in loans and advances to customers
on the consolidated balance sheet.

The Bank of England's Funding for Lending Scheme was closed for new drawings on 31 January 2018 and the group no
lenger had any drawings from the scheme at 31 July 2018. UK Treasury Bills drawn under the scheme of £187.5 miflion at

31 July 2017 were fully repaid during the year.
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22. Financial risk management conlinued

{c) Creditrisk continved

The group has securitised without recourse and restrictions £1,499.3 million (31 July 2017: £1,486.3 million} of its insurance
premiurm and motor loan receivables in return for cash and asset-backed securities in issue of £983.3 million (31 July 2017:
£1,046.9 million}. This includes £118.1 million (31 July 2017: £157.3 million) assef-backed securities in issue retained for
liquidity purposes. As the group has retained exposure to substantially all the credit risks and rewards of the residual benefit
of the underlying assets it continues to recognise these assets in loans and advances to customers in its consolidated
balance sheet,

The majority of loans and advances to customers are secured against specific assets. The security will correspond to the
typa of lending as detailed in the segmental lcan book analysis on page 4 of the Strategic Report. Consistent and prudent
lending criteria are applied across the whole loan book with emphasis on the quality of the security provided.

L.oans and advances fo customers

Credit risk management and monitoring

The overall credit risk appetite is set by the group board, The monitoring of credit policy is the responsibility of the group's
risk and compliance committees. All large loans are subject to approval by those credit committees. The Retail, Commercial
and Property divisions each use credit underwriting and monitoring measures appropriate to the diverse and specialised
nature of their lending.

The group has a dual approach to mitigating credit risk by:

« Lending on a secured basis with emphasis on both the custormer's ability to repay and the quality of the underlying
security to minimise any loss should the customer not be able to repay; and

« Applying greater scrutiny hoth analytically and in terms of escalation of sanctioning authority where the security
collateralising a loan is less tangible, or in cases of higher loan to valuation ("LTV").

Collections and recoveries processes are designed to provide a fair, consistent and effective operation for arrears
management. We seek to engage in early communication with borrowers experiencing difficulty in meeting their
repaymernts, to obtain their commitment to maintaining or re-establishing a regular payment plan.

Forbearance

Forbearance occurs when a customer is experiencing difficulty in meeting their financial commitments and a concession
is granted, by changing the terms of the financial arrangement, which would not otherwise be considered. This
arrangement can be temporary or permanent depending on the customers’ circumstances.

The group maintains a forbearance poticy to ensure the necessary processes are in place to enable consistently fair
freatment of each customer and that they are managed based on thair individual circumstances. The arrangements agreed
with customers will aim to create a sustainable and affordable financial position thereby reducing the likelihood of suffering
a credit loss. The forbearance policy Is periodically reviewed to ensure it is still effective.

The group offers a range of assistance to support customers which vary depending on the product and the customer's
status. Such concessions could involve changing the terms and conditions of a loan. The primary forbearance types
granted are agreement to terms outside of policy {for example high loan to value) and rescheduling of arrears which may
incorporate an extension of loan tenor. Other forms of forbearance (for example, grace periods; covenant waivers; rate
concessions) would also be considered. The extent and type of forbearance granted reflects the predominantly secured
nature of the portfolio.

Loans are classified as forbome at the time a customer in financial difficulty is granted a concession. Where forbearance
has been granted, the customer will remain treated and recorded as forborne until the following exit conditions are met:

1. When all due payments, as per the amended contractual terms, have been made in a timely manner over a
continuous repayment peried (loan is considered as performing};

2, A minimum iwo-year probation period has passed from the date the forborne exposure was considered as
performing; and

3. None of the customer's exposures with the group are more than 30 days past due at the end of the probation
period.
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22. Financial risk management continued

{ty Credirisk continued
Analysis of forborne accounts is shown in the table below.

_Forborne - -
loansas a::

o perdentage

s foans 7 Gross: i of gross: . Provision

e and o value of D logndand o on

. advancesfo . . forborne . advancesto - fothorne.

‘customers . loans =~ customers . loans .

S Emitlion € million - G % E million

31 July 2018 7.336.6 148.6 2.0% 8.5
31 July 2017 6,937.1 120.4 1.7% 2386

Divisional credit risk

Retail Finance is predominantly high velume secured lending with a small average loan size. Credit issues are identified
early via largely automated tracking processes. Remedial actions are implemented promptly to restore customers to a
performing status or recovery methods are appiied to minimise potential loss.

Commercial Finance is a combination of several specialist secured niche lending businesses with a diverse mix of loans
in terms of assets financed, average loan size and LTV percentage. Credit quality is predominately assessed on an
individual loan by ioan basis. Collection and recovery activity is executed promptly by experts with experience in the
specialised asseis. This appreach allows remedial action to be implemented at the appropriate time to minimise potential
loss,

Property Finance is a portfolio of higher value, low volume lending with credit quality assessed on an individual loan by
foan basis. Loans are continually monitored to determine whether they are performing satisfactorily.

In Property and Commercial Finance performing loans with elevated levels of credit risk may be placed on watch lists
depending on the perceived severity of the credit risk.

Much of the group's lending is short term and the average loan size is small with tha result that individual loans have littie
capacity to materially impact the group’s earmings.

Credit risk reporting
Loans and advances o customers, as disclosed in note 10, are analysed between the following categories for credit risk

reporting:
(i) Neither past due nor impaired

These loans and advances to customers reflect the application of consistent and conservative lending criteria on inception,
and the quality and level of security held. The contractual repayments are monitored to ensure that classification as neither
past due nor impaired remains appropriate and also demonstrates the short term nature of the lending, with £4,231.6
million (2017: £3,827.6 million} having a contractual maturity of less than 12 months.
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22, Financial risk management continued

{c} Credit risk continued

{i} Neither past due nor impalired continued

The following table shows the ageing based on contractual maturity of loans and advances to customers split by credit
assessment method which are neither past due nor impaired:

“: E-million’

Within one month 725.2 3934 1,118.6 601.4 362.0 963.4

Between one and three months 426.5 452.8 879.3 383.5 4402 803.7

Between three manths and one

year 1,177.5 1,056.2 2,233.7 968.9 1,0816 2,0605

Over one year 1,003.6 11,7107 27143 943.3 1,786.3 272986
3,332.8 3,6131 16,9459 2,877.1 3,680.1 6,5572

(ii) Past due hut not impaired

Loans and advances to customers are classified as past due but not impaired when the customer has failed to make a
payment when contractually due but there is no evidence of impairment. This includes loans which are individually
assessed for impairment but where the value of security is sufficient to meet the required repayments. This also includes
loans to customers which are past due for technical reasons such as delays in payment processing or rescheduling of
payment terms.

The following table shows the ageing based on the period loans and advances to customers have been past due, split by
credit assessment method, but for which no impairment provision has been raised:

. Loans and advanices to cus

“Collactively

Individually .

e million

Within one month 98.3 83.5 181.8 93.5 727 1662

Betwaen one and three months 46.1 34 49.5 38.0 1.6 40.6

Between three months and one

year 18.3 0.7 19.0 22.8 0.7 23.5

QOver one year 9.4 ~ 9.4 13.7 0.1 13.8
172.1 87.6 259.7 169.0 75.1 244 1

! Prior year figures restated

(iii) Impaired

The factors considered in determining whether assets are impaired are outlined in the accounting policies in note 1.
Impaired loans and advances to customers are analysed according to whether the impairment provisions are individually
or collectively assessed.

Individuaily assessed provisions are determined on a case by case basis, taking Into account the financial condition of the
customer and an estimate of potential recovery from the realisation of security. Typically this methodology is applied by
the Property Finance business and by the Invoice Finance business within Commercial Finance.
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22. Financial risk management continusd

{) Creditrisk continued

(iif) Impaired continued

Collectively assessed provisions are considered on a portfolio basis, to reflect the homogeneous nature of the assets. A
percentage of the porifolio is impaired by evaluating the ageing of missed payments combined with the historical recovery
rates for that particutar portfolio. Typically this methodology is applied by the Retail Finance businesses and the Asset
Finance businesses within Commercial Finance.

The gross impaired loans are quoted without taking account of any collateral or security held which could reduce the
potential loss. The application of conservative LTV ratios on inception and the emphasis on the quality of the security
provided are reflected in the low provision to gross impaired balance ratio {"coverage ratio”) of 30% (2017: 39%).

The following table shows gross impaired loans and advances to customers and the provision therecon split by assessment
method:

G 2017
©'Loans and advances to customers

:.-3'._Ih.divl_dualiy - Collectively

sesse [0 assessed . assessed - Tolal

£ million Hon. Lo Emifion £ million £ million

Gross impaired loans 59.4 71.8 131.0 62.9 72.9 135.8
Provisions (17.1) (22.0)  (39.1) (30.5) (21.9)  (52.4)
Net impaired loans 42.3 49.8 91.9 324 51.0 834

The amount of interest income accrued on impaired loans and advances to customers was £8.2 million (2017: £12.9
million).

The group hoids collateral against loans and advances to customers in the form of residential and commercial property
and charges over business assets such as equipment, inventory and accounts receivabie. Analysis by LTV ratio is provided
below based on the group's lending facilities to customers where the exposure at origination exceeded £1.0 million,
excluding Property Finance facilities written pre 2009. Lending below this threshold has greater homocgensity
predominately in the Motor and Premium Finance businesses with typical LTV ratios between 80% to 90%. The value of
collateral used in determining the LTV ratio is based upon data captured at loan origination, or where avaiiable, a more
recent updated vaiuation. '

Gross loans and advances to customers where exposure at crigination exceeded £1.0 million:

Property “=Tofal
£'million £ million”:

LTV

Less than 70% - 237.3 1,529.1 1,766.4
70% to 80% 7.5 514.5 13.1 £35.1
Greater than 90% 17.2 201.2 - 218.4
At 31 July 2018 24.7 953.0 1,542.2 2,519.9
LTV

Less than 70% - 2121 1,331.3 1,643.4
70% to 90% 4.6 352.0 9.1 365.7
Greater than 90% 16.3 138.6 - 154.9

At 31 duly 2017 20.9 702.7 1.340.4 2,084.0
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22, Financial risk management continued

{dy Market risk

Market risk is the risk that a change in the value of an underlying market variable such as interest or foreign exchange
rates will give rise to an adverse movement in the value of the group’s assets.

Interest rate risk
The group has a simple and transparent balance sheet and a low appetite for interest rate risk which is limited to that
required to operate efficiently.

The group’s policy is to match repricing characteristics of assets and liabilities naturally where possible or by using interest
rate swaps to secure the margin on its loans and advances fo customers, These interest rate swaps are disclosed in note
12.

The Asset and Liability Committee monitors the interest rate risk exposure across the balance sheet. There are three main
sources of interest rate risk recognised, which could adversely impact future income or the value of the balance sheet:

s repricing risk ~ cccurs when assets and liabilities reprice at different times;

+ embedded optionality risk - occurs as a result of special conditions attached to contract terms embedded in some
loans,; and

+ basis risk — occurs where there is a mismatch in the interest rate reference rate for assats and liabilities.

The table below sets out the assessed impact on our base case earnings at risk ("EaR"} due to a parallel shift in interest
rates at 31 July 2018:

0.5% increase {4.9) (8.7}
0.5% decrease 88 6.2

The table below sets out the assessed impact on our base case economic value of equity ("EVE™ due to a shift in interest
rates at 31 July 2018:

8 om7
£ miliion’

0.5% increase . 0.8 0.2
0.5% decrease {0.8) (0.1}
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22. Financial risk management confinued

{dy  Market risk confinusd

Foreign currency risk

The group has limited exposure to foreign currency risk which derives from equity balances of its overseas operations,

which are not hedged. These balances are predominanily in euros. Foreign exchange differences which arise from the
translation of these operations are recognised directly in equity.

A change in the euro exchange rate would decrease the group's equity by the following amounts:

£ million

20% strengthening of sterling against the euro (2.6) (2.5}

The group has additional materiat currency assets and liabilities primarity as a result of treasury operations. These assets
and liabilities are matched by currency, using exchange rate derivative contracts where necessary. Details of these
coniracts are disclosed in note 12, The group has policies and processes in place to manage foreign currency risk, and
as such the impact of any reascnably expected exchange rate fluctuations would not be material.

Non-trading financial instruments
Net gains and losses on non-trading financial instruments are disclosed in note 11.



Close Brothers Limited 66

NOTES TO THE CONSOLIDATED ACCOUNTS
For the year ended 31 July 2018

22. Financial risk management continued

fe} Liguidity risk
Liquidity risk is the risk that liabilities cannot be met when they falt due or can only be met at an uneconomic price.

The group has a prudent liguidity position with total available funding at 31 July 2018 of £9.3 billion (2017: £8.4 billion).
This funding is significantly in excess of its loans and advances to customers at 31 July 2018 of £7.3 billion (2017: £6.9
billion). The group has a large portfolio of high quality liquid assets principally including cash placed on deposit with the
Bank of England. The group measures liguidity risk with a variety of measures including regular stress testing and cash
flow monitoring, and reporting to both the greup and divisional boards.

The following table details the contractual maturities of the group's on balance sheet financial liabilities on an undiscounted
cash fiow basis:

" six ‘Morethan

nths . - “oneyear
‘not o hutpot e
inomore than = 'Morethan = 00
“five.years. fiveyears: - Total:

ion . Emilllon £ million” . £ miltion

At 31 July 2018
Financial liabilities

Deposits by banks 8.0 16.1 28.9 22 - - 55.2
Deposits by customers 81.3 1,279.7 914.6 1,686.5 1,610.4 - 56725
Loans and overdrafts from

banks 3.5 0.6 0.6 1.2 500.1 - 506.0
Debt securities in issue - 26.1 86.1 4986.2 712.6 317.0 1,637.9
Derivative financial

instruments 0.3 4.7 34 7.8 50.2 14.9 81.3
Subordinated loan capital - 1.7 3.7 5.4 44.5 25h5.1 310.4
Other financiat liabilities 1.0 50.2 2.3 0.9 3.0 - 67.4
Total 104 1 1,379.1 1,039.6 2,200.2 2,920.7 587.0 8,230.7

AL 31 July 2017
Financial liabilities

Deposits by banks 18,5 15.4 30.0 7.6 0.7 - 72.2
Deposits by customers 117.5 961.4 923.3 1,834.6 1,650.1 “ 5,186.9
Loans and overdrafts from

banks 10.7 70.1 0.1 21.0 224.6 - 328.5
Debt securities in issue “ 26.7 28.0 102.3 1,133.9 324.8 1,615.7
Derivative financial

instruments 0.1 5.1 2.7 6.4 44.7 19.8 78.8
Subordinated loan capital - 1.7 3.7 b4 . 36.2 2742 321.2
Other financial liabilities 12.5 60.0 1.1 1.2 2.6 - 774

Total 168.3 1,140.4 988.9 1,778.5 2,992.8 618.8 7.678.7
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22. Financial risk management continued

{fy  Offsetting

The following table shows the impact on derivative financial assets and liabilities which have not been offset but for which
the group has enforceable master netting arrangements in place with counterparties. The net amounts show the exposure
to counterparty credit risk after offsetting benefits and collateral, and are not intended to represent the group's actual
exposure to credit risk.

Master netting arrangements allow outstanding transactions with the same counterparty to be offset and settled net, sither
unconditionally or foliowing a default or other predetermined event. Financial collaterai on derivative financial instruments
consists of cash settled, typically daily, to mitigate the mark to market exposures.

At 31 July 2018
Derivative financial assets 16.6 {8.3) {7.7) 0.6
Derivative financial iabilities 15,7 {8.3) (7.2) 0.2

AL 31 July 2017
Derivative financial assets 26.9 (7.8) (8.4} 6.7
Derivative financial liabilifies 114 (7.8} {1.9) 1.7
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23. Pensions

CBG operates defined centribution pension schemaes for eligible employees as well as a defined benefit pension scheme
which is closed te new members and further accrual. Assets of all schemes are held separately from those of CBG.

Defined contribution scheme

During the year the charge fo the consolidated income statement for the group's defined contribution pension schemes
was £6.0 million (2017 restated: £5.5 million) representing contributions payable by the group and is included in
administrative expenses. Company contributions to the scheme totalted £4.9 million (2017: £4.6 million) during the year.

Defined benefit scheme

CBG's only defined benefit pension scheme (“the scheme”) is a final salary scheme which operates under trust law, The
scheme is managed and administerad in accordance with the scheme's Trust Deed and Rules and all relevant legislation
by a trustee board made up of trustees nominated by both the company and the members.

The scheme was closed to new entrants in August 1996 and closed fo further accrual during 2012, At 31 July 2018 this
scheme had 41 (2017: 47) deferred members and 46 (2017 45) pensioners and dependants.

24. Related party transactions

Transactions with directors

Key management personnel are those persons having authority and responsibility for planning, directing and controlling
the activities of an entity; the group’s key managemant are the members of the group’s Board, which includes all executive
directors, together with its non-executive directors.

Key management have banking and asset management relationships with the company which are entered into in the
normal course of business. Amounts included in deposits by customers at 31 July 2018 attributable, in aggregate, to key
management were £0.2 million (2017: £0.1 million). A member of key management has a holding of 500,000 of the CBG's
4.25% subordinated loan notes.

At 31 July 2018, amounts due to group undertakings of £317.1 million {2017: £111.1 million) largely related to the group
providing banking services to the parent undertaking in its normal capacity as a deposit taker.

25. Uitimate parent undertaking

The parent undertaking of the largest and smallest group of undertakings for which the group is a member is Close Brothers
Group plc, the ultimate parent undertaking and controlling party which is a listed company incorporated in the United
Kingdom and registered in England and Wales. The immediate parent undertaking is Close Brothers Holdings Limited,
which is registered in England and Wales.

The consolidated financial statements of Close Brothers Group plc are available at 10 Crown Place, London EC2A 4FT.
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26, Consolidated cash flow statement reconciliation

. ._ :'f;ZD"!"é' .. - . 20.17‘
Emillion £ million
{a) Reconciliation of operating profit before tax to net cash infiow from
operating activities
Operating profit before tax from continuing operations! 250.5 252.4
Loss before tax on discantinued operations 3.0 (3.9}
Tax paid {54.9) {57.3}
Depreciation and amortisation 54.8 48.5
Increase in interest receivable and prepaid expenses (16.8) {19.4}
Decrease in interast payable and accrued expenses g 1.8 12.8
Net cash inflow from trading activities 232.4 2331
Decrease/(increase} in:
Loans and advances to banks and central banks not repayable on demand 66 (3.4)
Loans and advances to customers (449.8) {453.1)
Assets it under operating lsases (68.0) (43.0)
Certificates of deposits (70.0) 20.7
Sovereign and central bank debt (0.9} {44.5}
Cther assets iess other liabilities {0.3) 2.3
Increase/(decraase) in:
Debt secusities and subordinated lean capital issued 457 447 G
Deposits by banks (16.8) 0.9
Deposits by customers 3841 218.5
Loans and overdrafts from banks 174.4 (127.2)
Net cash inflow from operating activities 2374 251.3
(b) Analysis of cash and cash equivalents?
Cash and halances at central banks 1,126.8 788.2
l.oans and advances o banks repayable on demand 59.7 276
1,186.5 825.8

! Restated see note 7
2 Excludes Bank of Engiand cash reserve account and amotnts held as coilateral
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" Note  Emiliion

Assets

Cash and halances at central banks 1,140.4 805.1
Loans and advances to banks 28 24.2 8.6
Loans and advances to customers 29 5,400.8 52264
Amounts due from group undertakings 2,077.6 1,828.0
Debt securities 30 295.0 223.9
Derivative financial instruments 31 15.9 269
Investments in subsidiaries 32 120.9 116.7
intangible assets 33 71.9 55.0
Property, plant and equipment 34 18.9 16.5
Deferrad tax assets 27 42.0 47.3
Prepayments, accrued income and other assets 35 118.2 105.8
Assets classified as held for sale 67.5 -
Total assets 9,393.3 8,460.2
Liabilities

Deposits by banks 36 54.5 69.3
Deposits by customers 36 5,497.2 51131
L.oans and overdrafts from banks 38 498.7 324.3
Derivative financial instruments 3 15.7 10.3
Amounts due to group undertakings 38 1,854.6 1,618.1
Accruals, deferred income and other liabilities 35 117.2 116.1
Current tax liahilities 10.7 14.6
Subordinated loan capital 37 217.9 220.7
Liahilities classified as held for sale 0.6 -
Total liabilities 8,267.1 7,488.5
Equity

Called up share capital 122.5 1225
Retained earnings 1,005.3 857.0
Cther reserves (1.6) (5.8)
Total equity 1,126.2 973.7
Total liabilities and equity 9,393.3 8,460.2

The financial statements of Close Brothers Limited, registration number 195626, were approved and authorised for issue
by the Boardrof Directors on 24 September 2018 and signed on its behalf by;

P. Prebensen M. B. Moraan
Chief Executive Officer Director
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‘Other reserves. .

to ownirs
. ofthe

At 1 August 2016 825 708.7 (2.0} - (6.8) 782.4
Profit for the year - 191.4 - - - 191.4
Other comprehensive income/(expense) - 22 (1.0} 04 3.6 5.2
Total comprehansive incoms for the

year - 193.6 (1.0} 04 36 196.6
Dividends paid - {45.9) - - - (45.9)
Shares issued 40.0 - - - - 40.0
Gther movements - - - - - -
Income tax - 086 - - - 0.6
At 31 Juby 2017 122.8 857.0 (3.0} 0.4 {3.2) 973.7
Profit for the year - 176.7 - - - 176.7
Other comprehensive income/{expense) - - G5 0.4 3.3 4.2
Total rehensive income for th

yga? comprehensive Income for the ; 176.7 0.5 0.4 3.3 180.9
Dividends paid - (31.1) - - - (31.1)
Shares issued - - - - - -
Other movements ' 2.3 2.3
income tax - 0.4 - - - 0.4
At 31 July 2018 122.5 1,006.3 {2.5) 0.8 01 1,1286.2

*Aliotted, called-up and fully-paid capital comprised 122,480,000 ordinary shares of £1 each {2017: 122,480,000 ordinary
shares of £1 each). The company has cne class of ordinary shares which carry ne right to fixed income. In the event of
liguidation, assets would he distributed among the holders of ordinary shares in proportion o the amounts paid up on the
ordinary shares.
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2?". Deferred taxation

Movements in deferred tax assets and liabilifies were as follows:

 Caplal

. allowances* compensatio sefs  hedging  Other

S oof£million s Emillion i £ moo ) £ million Emillion. 8
At 1 August 2016 44.2 386 - 2.3 1.3 51.4
{Charge)/credit {o the income statement {1.3) (0.5) - - {0.8) (2.4)
(Charge)/credit to other comprehensive ) )
income 07 (1.2) ) (1.9)
Credit to equity - 0.2 - - - 0.2
At 31 July 2017 42.2 3.3 - 1.1 0.7 47.3
(Charge)credit to the income statement (3.8) (0.1) - - (0.2) (4.1)
(Charge)/credit to other comprehensive ) )
ncome 0.1 (0.3) (1.1} {1.3)
Charge to equity - 0.1 - - - 0.1
At 31 July 2018 38.5 33 (0.3) - 0.5 42.0

28. Loans and advances to banks

On‘demand -~ *mor o

" Emillion . £ million
At 31 July 2018 24,2 - - - - 242
At 31 July 2017 8.6 - - - - 8.6
29. Loans and advances to customers
"vl_s'_lons o _-_‘l'o_t__e_:l :

- E'miltion £ million" £ million £ million - £ miflion

At 31 July 2018 724 1,259.4 1,824.8 1,108.7 1,138.8 27.6 (30.9) 5,400.8
At 31 July 2017 586 1,164.1 17623  1,111.7  1,155.1 220 (47.4) 52264
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28, Loans and advances to customers conlinued
2018 2017
Emillion =7 8 milion
Impairment provisions on loans and advances to customers
At 1 August 2017 47.4 50.2
Charge for the year 39.7 40.3
Amounts written off net of recoveries {66.2} (43.1}
At 31 July 2018 309 47 .4
Loans and advances to customers comprise
Hire purchase agreement receivables 2,599.8 26143
Finance lease receivables 243.3 260.2
Other foans and advances 2,657.7 2,351.9
5,400.8 52264

At 31 July 2018, gross impaired loans were £118.3 million {31 July 2017: £122.8 million) and eguate t0 2.2% (31 July 2017:
2.3%) of the gross loan book before impairment provisions. The majority of the group's lending is secured and therefore

the gross impaired loans quoted do not reflect the expected loss.

The following table shows a reconciliation beiween gross investment in finance lease and hire purchase agreement

receivables o present value minimum lease and hire purchase payments:

Gross investment in finance leases and hire purchase agreement receivables due:
Within one year

Between one and five years

After more than five years

Uneamned finance income

Present value of minimum lease and hire purchase agreement payments:
Of which due:

Within one year

Between cne and five years

After more than five years

1,183.4 1,187.8
2,096.7 2,142.9

29.0 24.8
3,309.1 3,355.5
(453.5) (466.1)
2,855.6 2.889.4
1,017.5 1,019.6
1,813.2 1,848.5

24.9 21.3
2,855.6 2,889.4

The aggregate cost of assets acquired by the group for the purpese of letting under financs leases and hire purchase
agreemenis was £5,296.4 miflion (2017: £5,127.4 milion). The average effective interest rate on finance leases
approximates to 10.1% {2017: 10.4%). The present value of minimum lease and hire purchase agreement payments
reflects the fair value of finance iease and hire purchase agreement recsivables before deduction of impaired provisions.
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30. Bebt securities

£ million

At 31 July 2018

Certificates of deposit - 250.5 250.5

Savereign and central bank debt 44.5 - 44.5
445 250.5 295.0

At 31 July 2017

Certificates of deposit - 180.3 180.3

Sovereign and central bank debt 43.6 - 43.6
436 180.3 223.9

31. Derivative financial instruments

The company enters into derivative contracts with a number of financial institutions as a principal only to minimise the
impact of interest and currency rate changes to its financial instruments. The company's totat derivative asset and liability
position as reported on the company balance sheet is as follows:

Exchange rate contracts 100.5 0.1 0.7 89.3 - 0.6
Interest rate contracts 2,947 1 16.8 15.0 3,015.9 268.9 97
3,047.6 15.9 15.7 3,105.2 26.9 10.3

Notional amounts of interest rate contracts totalling £2,415.7 million (2017: £2,011.1 miilion) and exchange rate contracts
totalling £nil (2017: £nil) have a residual maturity of more than one year.

Included in the derivatives above are the following cash flow and fair value hedges:

oy
_Assets  Liabilities
Siemillions o £ million:

Cash flow hedges
Interest rate contracts 719.9 1.4 1.3 7817 0.5 4.7

Fair value hedges
Interest rate contracts 1,202.3 14.0 12.1 1,225.1 24.6 4.1

The cash flow hedges relate to exposure to future interest payments or receipts on recognised financial instruments and
on forecast transactions for periods of up to eight years (2017. seven); there was immaterial ineffectiveness. The cash flow
fiedge amounts that were removed from equity and included in the income statement for the years ended 31st July 2018
and 2017 were immaterial. The gain recognised in equity for cash flow hedges during the year was £3.3 million (2017: £3.6
million loss).
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31. Derivative financial instruments confinued

The fair value hedges seek to mitigate the interest rate risk in recognised financial instruments; the gain on the hedged
item was £18.9 million (2017: £19.1 million gain} which was largely offset by a loss of £18.9 million {(2017: £19.5 million
loss) on the hedging instrument.

32. investment in subsidiaries

Cost

at 1 August 2017 127 .4
Additions 4.2
Disposals -
at 31 July 2018 131.6

Less: amounts writien off

at 1 August 2017 10.7
Movement during the year -
at 31 July 2018 10.7

Carrying value

At 31 July 2018 120.9
At 31 July 2017 116.7

A list of the company’s subsidiaries can be found at note 42.
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33. Intangible assets

. Intangil
Gl assetsion
Software . - acquisition

Emillion  Emillion £

Cost

At 31 July 2017 4.3 1054 45 114.2
Additions - 34.5 - 34.5
Intercompany transfers in - 0.2 - 0.2
Disposals - (8.5) - (8.5}
At 31 July 2018 43 133.6 45 142.4

Accumutated amortisation

At 31 July 2017 - 56.3 2.9 59.2
Charge for the year - 15.2 0.3 15.5
Intercompany transfers in - 0.1 - 0.1
Disposals - {4.3) - {4.3)
At 31 Juiy 2018 - 67.3 3.2 705
Net book value at 31 July 2018 4.3 66.3 1.3 71.9
Net book value at 31 July 2017 43 49.1 1.8 55.0

Intangible assets on acquisition relate to broker and customer relationships and are amortised over a period of eight to
twenty years,

In the 2018 financlal year, £0.3 miltion (2017: £0.3 million) of the amortisation charge is included in amortisation of
intangible assets on acquisition and £15.2 million (2017: £15.8 million) of the amortisation charge is included in
administrative expenses shown in the consolidated income statement.

At 31 July 2018, goodwill has been allocated to one single CGU. The company's policy for tasting goodwill for impaiment
is referred to in Note 13 of the consoclidated accounts.

At 31 July 2018, the results of the review indicate there is no goodwill impairment.

. Goodwil " c
SiE millton’ i

Bank 4.3 10.2 4.3 12.3
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34. Property, plant and equipment

i “Fixtures,
oo 8horti o fittingss T
-leasehold-~ - and ope 0 Motor
. propetty - equipment: asg = vehicles! . ta
£million £ million . £million . . Emillion .. E£million
Cost _
At 31 July 2017 10.1 24.0 2.1 0.1 36.3
Additions - 8.5 0.3 (0.9 8.7
Disposals - (0.2) (0.8) - (0.8)
At 31 July 2018 10.1 32.3 1.8 - 44.2
Accumulated depreciation
At 31 July 2017 3.2 15.8 0.8 - 19.8
Charge for the year 1.2 4.2 0.4 - 5.8
Disposals - {0.1) (0.2) - {0.3)
At 31 July 2018 4.4 19.9 1.0 - 253
Net book value at 31 July 2018 5.7 12.4 0.8 - 18.9
Net book value at 31 July 2017 6.9 8.2 1.3 0.1 186.5

Future minimum lease rentals receivabie under non-cancellable operating leases

Within one year 0.7 0.8
between one and five years 0.3 06
After more than five years - -
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35, Other assets and liabilities

L g'million:

Prepayments, accrued income and other assets

Prepayments and accrued income 113.4 98.9
Trade and other receivables 4.8 6.9
118.2 105.8

Accruals, deferred income and other liabilities

Accruals and deferred income 71.8 718
Trade and other payables 37.9 36.4
Provisions 7.5 8.1

117.2 116.1

Provisions movements in the year:

£ million -

Provisions movements during the year

At 1 August 2017 2.8 5.3 8.1
Additions 0.1 0.3 0.4
Utilised - (0.2} {0.2)
Released (0.1) (0.7) {0.8)
At 31 July 2018 2.8 4.7 7.5

Claims and other items for which provisions are made arise in the normal course of business and include those refated to
employee benefits. The timing and outcome of these claims and other items are uncertain, Property provisions are in
respect of leaseholds where rents payable exceed the value to the company, potential dilapidations and onerous leases.
These property provisions will be utilised and released over the remaining lives of the leases which range from one to nine
years.

36. Financial liabilities

s year twoyears fivey

At 31 July 2018

Deposits by banks 7.9 15.9 30.7 - - - 54.5
Deposits by customers 86.5 1,275.0 2,570.5 1,142.6 4226 - 5,497.2
Bank loans and overdrafts 3.5 0.2 - - 495.0 - 498.7

Amounts due to group
undertakings - 1,854.6 - - - - 1,854.6

97.9 3,145.7 2,601.2 1,142.6 917.8 “ 7,905.0
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38. Financial liabilities confinuad

e e - S
== Within three - 'Belwea ‘L After more
Sl three . monthsand. . oneand. il foi than five s
“ - months one year: .o, ye five years. . yea - Total
Emilion  Emilion: ¥ Emillion.; B £ milflon
At 31 July 2017
Depaosits by banks 18.4 14.9 36.0 - - - 68.3
Depc}sits by customers 123.4 956.6 2,528.2 991.3 513.6 - 5,113.1
Bark loans and cverdrafts 16.7 89.9 - 205 2232 - 324.3
Amounts due to group
undertakings - 1,618.1 - - - - 1,618.1
152.5 2,659.5 2,564.2 1,011.8 738.8 - 7,124.8

As discussed in note 22(c} the group has accessed £495.0 miliion (2017: £224.4 million} cash under the Bank of England's
Term Funding Scheme and £nil million {2617; £197.5 million)} UK Treasury Bills under the Funding for Lending Scheme.
At 31 July 2017, £100.0 million of the £197.5 million UK Treasury Bilis drawn under the Funding for Lending Scheme were
lent in exchange for cash. The UK Treasury Bills were not recorded on the group's consolidated balance sheet as
ownership remains with the Bank of England. Cash from the Term Funding Scheme and repurchase agreements is
included within bank loans and overdrafts. Residual maturities of the Term Funding Scheme and repurchase agreements
are as follows:

Within =~ mon
On three :
. der months Total
Emillion £ miilion: £ million
31 July 218 - 0.2 - - 495.0 - 495.2
31 July 2017 1.2 69.9 - 20.5 2232 - 314.8
37. Subordinated loan capital

'_l'n_i.ha
inferest . 2018 . o0 2017
CoEmiliions D E'million”:

Final maturity date
2026 2021 7.42 15.5 158.5
2028 2021 7.62 30.9 30.9
2027 2022 425 171.5 174.3
217.9 220.7
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38. Contingent liabilities, guarantees and commitments

Contingent Hiahilities

Financial Services Compensation Scheme ("FSCS")

By virtue of being a regulated deposit taker, the company contributes to the FSCS which provides compensation to
customers of financial institutions in the event that an institution is unable, or is likely to be unable, to pay claims against
it.

Compensation has previously been paid out by the FSCS funded by loan facilities provided by HM Treasury to FSCS in
support of the FSCS's obligations to the depositors of banks declared in default. The facilities are expected to be repaid
wholly from recoveries from the failed deposit-takers. In the event of a shortfall, the FSCS will recover the shortfall by
raising levies on the industry. The amount of future levies payable by the company depends on a number of factors
including the potential recoveries of assets by the FSCS, the company’s participation in the deposit-taking market at 31
December, the level of protected deposits and the population of FSCS members.

Guarantees

Where the company undertakes to make a payment on behalf of its subsidiaries for guarantees issued, such as bank
facilities or property Jeases or as irrevocable letters of credit for which an obligation to make a payment to a third party has
not arisen at the reporting date, they are included in these financial statements as contingent liabilities.

Commitments
The company has given commitments to provide funds to customers under undrawn facilities and credit lines. Some of the
commitments are expectad to expire without being drawn.

Guarantees:
Guarantees and irrecoverable letters of cradit 1.8 2.0

Capital commitments are as follows:
Contracted for but not provided for:

- finance leases entered into 0.5 31

Annual commitments under non-canceliable operating leases were as follows:

- within one year 9.3 8.5

- between two and five years 221 235

- after five years 5.7 9.4
371 41.4

Other items:

Undrawn facilities, credit lines, other commitments to lend:;

- within one year 970.3 601.8

- over one year 100.0 100.0

1,070.3 701.8
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39. Capital

The company’s palicy is to be well capitalised and its approach fo capital management is driven by strategic and
organisational requirements, while also taking into account the reguiatory and commercial environments in whict: it
operates. .

The PRA supervises the company for prudential purposes and receives information on the capital adequacy of, and sets
capital requirements for, the group as a whole,

The capital position for the group is disclosed in note 21 to the consalidated accounts. Further information on capital, risk
exposures and the tisk assessment process are disclosed in the Close Brothers Group ple's Pillar 3 disclosures which can
be found on the group’s website.

40. Financial instruments

{a} Classification
The accounting policies in note 1 to the consalidated financial statements describe how different classes of financial
instruments are measured, and how income and expenses, including fair value gains and losses, are recognised.

The following tabie analyses the carrying amounts of the company's financial assets and liabilities by category and by
bajance sheet heading.

. Loans & '
.receivables
£ million

At 31 July 2018
Assets
Cash and balances at central banks - - 1,140.4 - - 1,140.4
Loans and advances to banks - - 24.2 - - 24.2
Loans and advances to customers - - 5,400.8 - - 5,400.8
Amounts due from group undertakings - - 2,077.6 - - 2,077.6
Debt securities - 44.5 250.5 - - 295.0
Derivative financial instruments 0.4 “ - - 15.5 15.9
Other financial assets - “ 4.5 - - 4.5

0.4 44.5 8,898.0 - 15.5 8,958.4
Liabitities
Deposits by banks - - - 54.5 - 54.5
Deposits by customers - - - 5,497.2 - 5,497.2
Loans and overdrafts from banks - - - 498.7 - 498.7
Derivative financial instruments 2.3 - - - 134 15.7
Amounts due o group undertakings - - - 1,854.6 - 1,854.6
Subordinated loan capital - - - 217.9 - 2179
Other financial liabilities - - - 56.6 - 56.6

2.3 - - 8,179.5 13.4 8,195.2
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40. Financial instruments continued

{a} Classification confinued

.
£milion. Emition . £m

At 31 July 2017

Assets _
Cash and balances at central banks - - 805.1 - - 805.1
Loans and advances to banks - - 8.6 - - 8.6
Loans and advances to customers - - 5,226.4 “ - 5,226.4
Amounts due from group undertakings - - 1,828.0 - - 1,828.0
Debt securities - 43.6 © 180.3 - - 223.9
Derivative financial instruments 1.8 - - - 251 26.9
Other financial assets - - 6.3 - - 6.3
1.8 43.8 8,054.7 - 25.1 8,125.2
Liabilities
Deposits by banks - - - 69.3 - 62.3
Deposits by customers - - - 5,113.1 - 5,113.1
Loans and overdrafts from banks - - - 3243 - 3243
Darivative financial instruments 1.5 - - - 8.8 10.3
Amaunts due to group undertakings - - - 1,618.1 - 1,618.1
Subordinated loan capital - - - 220.7 - 2207
Other financial liabilities - - - 67.8 - 67.8
1.5 - - 7.413.3 8.8 7.423.6
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40. Financial instruments confinued

{by Valuation

Note 22(b) to the consolidated financial statements cutlines the valuation hierarchy into which financial instruments
measured at fair value are categorised. The tables below show the classification of financial instruments held at fair vaiue
in accordance with the valuation hierarchy.

(. Level2 leveld  Total
‘Emillion  Emillion £ million

2 wnillion

At 31 July 2018

Assets
Sovereign and central bank debt classified as available for sale 44.5 - - 44.5
Derivative financial instruments - 15.9 - 15.9
44.5 15.9 - 60.4
Liabilities
Derivative financial instruments - 15.7 - 15.7
Contingent Consideration - - 1.2 1.2
- 15.7 1.2 16.9
At 31 July 2017
Assets
Sovereign and central bank debt classified as available for sale 43.6 - - 43.6
Derivative financial instruments - 26.9 - 26.9
436 26.9 - 70.5
Liabilities
Derivative financial instruments - 10.3 - 10.3
Contingent Consideration - - 1.8 1.8
- 10.3 1.8 12.1

The fair values of the company’s financial assets and liabilities are not materially different from their carrying values, with
the exception of subordinated loan capital.

- Falrvalue Carrying Value.
2018 2007 . 2018 0 2017
£million- £ miliion £ million . £ million:

Subordinated loan capital 233.7 242.0 217.9 226.7
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40. Financial instruments continued

{c} Credi risk
The company's credit risk management policy is the same as the group’s credit risk policy and can be found in note 21(c)
of the consolidated accounts,

Maximum exposure to credit risk

The table below presents the group's maximum exposure to credit risk, hefore taking acecount of any callateral and credit
risk mitigation, arising from its on halance sheet and off balance sheet financial instruments. For off balance sheat
instruments, the maximum exposure to credit risk represents the contractual nominal amounts.

On balance sheet

Cash and balances at central banks 1,140.4 805.1
Loans and advances to banks 24.2 8.6
Loans and advances to customers 5,400.8 5,226.4
Amounts due from group undertakings 2,077.6 1,828.0
Debt securities 295.0 2239
Derivative financial instruments 18.9 28.9
Other financial assets 4.5 8.3
8,958.4 8,125.2

Off balance sheet
Undrawn commitments? 178.3 119.1
Guarantees 1.8 2.0
180.1 121.1
Total maximum exposure to credit risk 9,138.5 8,246.3

! Prior year figures restated to reflect irevocable commitments only

Neither past due nor impaired

These loans and advances reflect the application of consistent and conservative lending criteria on inception, and the
quality and level of security held. The contractual repayments are monitored to ensure that classification as neither past
due nor impaired remains appropriate and also demonstrates the short-term nature of the lending, with £2,974.6 million
(2017: £2,812.1 million) having a contractual maturity of less than 12 months.

The table below shows the ageing based on contractual maturity of loans and advances to customers split by credit
assessment method which are neither past due nor impaired:

Cigmillions o

Within one month 97.4 386.3 483.7 73.0 359.5 432.5
RBetween cne and three months 279.0 447.9 726.9 228.8 437.2 667.0
Between three months and one year 728.2 1,0358 1,764.0 641.5 10711 17126
Over one year 514.7 1,656.0 2170.7 4573 17343 2,191.6

1,612.3 3,526.0 5145.3 1,401.8 36021 50037
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40. Finangial instruments confinued

{c}y Cradit risk conlinued

Past due but not impaired

Loans and advances to customers are classified as past due but not impaired when the customer has failed to make a
payment when contractually due but there is no evidence of impairment, This includes loans which are individually
assessed for impairment but whare the value of security or collateral is sufficient fo meet the required repayments. This
also includes loans to customers which are past due for technical reasons such as delays in payment processing or
rescheduling of payment tarms.

The following table shows the ageing based on the period loans and advances tc customers have been past due, split by
credit assessment method, due but for which no impairment provision has been raised:

-~ Individually -
ed . Total assessed
st B million £ 'million*

Within one month 60.2 83.5 143.7 48.8 72.7 1215
Between one and three months 17.2 34 206 17.9 1.6 19.5
Between three months and one year 1.4 0.7 2.1 1.2 0.7 1.9
Over one year 1.7 - 1.7 4.3 0.1 4.4

80.5 g§7.6 168.1 72.2 75.1 147.3

! Prior year figures restated

Impaired

The following table shows gross impaired loans and advances to customers and the provision thereon split by assessment
method:

Loans and advanc
: Individually.
Total assessed:

£:million CEmillion . Emilion - £ inillion: £ million-.
Gross impaired loans 48.6 69.7 118.3 51.7 . 71.4 122.8
Provisions {5.6) (21.3) {30.9} {26.1) (21.3) (47.4)
Net impaired loans 3%.0 48.4 87.4 256 49.8 75.4

Gross loans and advances to customers where exposure at origination exceeded £1.0 million:

o £ million llion
LTV
Less than 70% 1,402.1 1,197.4
70% to 90% 514 43.4
Greater than 90% 102.3 77.9

1,565.8 1,318.7
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40. Financial instruments continuaed

{c} Credit risk continued

31 July 2018 5,400.8 107.3 2.0% 8.5
31 July 2017 5226.4 75.4 1.4% 22.9

{d} Marketrisk

The interest rate risk policy and foreign currency risk policy for the company is explained in note 22(d) to the consolidated
accounts.

{e} Liquidity risk
The company's liquidity tisk management policy is explained in note 22{e) to the consclidated accounts,

The following table analyses the contractual maturities of the company's on balance sheet financial liabilittes on an
undiscounted cash flow basis.

10tmore. - butnot
““than six. “morethan moretha
i oneyear:  five year

g million . £million £ million

At 31 July 2018
Financial liabilities

Deposits by banks 7.9 15.9 28.7 2.0 - - 54.5

Deposits by customers 814 1,279.7 914.6 1,686.5 1,610.3 - 55725

Loans and overdrafts from

banks 3.5 0.6 0.6 1.2 500.1 - 506.0

Derivative financial

instruments 0.3 4.7 35 7.8 50.2 14.9 81.4

Subordinated loan capital - 1.7 3.7 5.4 445 2551 310.4

Other financial liabilities 9.5 450 1.1 0.9 0.5 - 57.0
102.6 1,347.6 952.2 1,703.8 2,205.6 270.0 6,581.8

At 31 July 2017

Financial liabilities

Deposits by banks 18.4 14.8 29.4 6.8 - - 69.4

Deposits by customers 117.5 961.2 923.2 1,634.5 1,550.0 - 5,186.4

l.oans and overdrafts from

banks 10.8 70.1 0.1 20.9 224.6 - 326.5

Derivative financial

instruments 0.1 52 2.8 6.4 447 19.8 79.0

Subordinated loan capital - 1.7 3.7 5.4 36.2 274.2 321.2

Other financial liabilities 11.4 52.5 1.0 1.3 1.6 - 67.8

158.2 1,1056.5 960.2 1,675.3 1,857.1 294.0 6,050.3
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A0, Financial instruments continued

{fy Offseiting
In accordance with IFRS 7 “Financial Instruments: Disclosures”, the following table shows the impaci on derivative financial

instruments relating to transactions where:

« there is an enforceable master netting arrangement or similar agreement in placa and an unconditicnal right to offset is
in place,

« there is an enforceable master neting arrangement or similar agreement in place but the offset criteria are otherwise not
satisfied,

and

» financial collateral is paid and received.

Master netting arrangements include ISDA Master Agreements and global master repurchase agreements whereby
outstanding transactions with the same counterparty can be offset and settled net, either unconditionally or following a
default or other predetermined event. Financial coliateral on derivative financial instruments consists of cash settied,
typically daily, to mitigate the mark to market exposures.

The net amounts after offsetting under IFRS 7 presented in the following table show the exposure to counterparty credit
risk for derivative contracts after netting benefits and collateral, and are not intended to represant the group’s actual

exposure to credi risk.

This is due to a variety of credit mitigation strategies which are employed in addition to netting and collateral arrangements,

.Gross
- amounts
-recognised

E'million: -

At 31 July 2018

Derivative financial assets 15.9 {8.3) (7.7) (0.1)
Derivative financial liabilities 15.7 {8.3) (7.2) 0.2
n  Netamotints

Gross amoLnts “after offSetting

£ recognised s under|FRS.7

Emillion’ SR E rhillion

At 31 July 2017
Derivative financial asseis 26.9 (7.8) (18.4) 0.7
Derivative financial liabilities 10.3 (7.8) (1.9) 0.6
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41. Post balance sheet events

Other than the announcement of the sale of Close Brothers Retail Finance as disclosed in note 7, there have been no
significant events after the reporting period affecting the group or company.

42. Investment in subsidiaries

In accordance with section 409 of the Companies Act 2006, below is a list of the company's subsidiaries which are ail
wholly-owned and incorporated in the United Kingdom unless otherwise stated.

Close Invoice Finance Limited!
Close Leasing Limited"

Close Motor Finance Limited*

Close Trust Nominees Limited"
Commetcial Acceptances Limited®
Commercial Finance Credit Limited?

Air and General Finance Limited?
Armed Services Finance Limited?*
CBM Holdings Limited?

CLL I Limited™

Close Asset Finance Limited?
Close Brewery Rentals LimitedS

Close Brothers Asset Finance GmbH {Germany)'?
Close Brothers Factoring GmbH {Germany)12

Close Brothers Finance plg!

Close Brothers Military Services Limited®

Close Brothers Technology Services Limited!1

Close Brothers Vehicle Hire Limited?

Close Business Finance Limited?

Close Credit Management (Holdings) Limited®

Close Finance (Cl) Limited (Jersey)?®

Close International Bank Holdings Limited {Guarnsey)®

Ecasks Limited®

Finance For Industry Limited?

Finance For Industry Services Limited’
Kingston Asset Finance Limited?
Kingston Asset Leasing Limited?
Metropolitan Factors Limited?

Micgate Holdings {UK) Limited"
Novitas Loans Limited?

Novitas (Salisbury) Limited?

Surrey Asset Finance Limited?

The share capital of the following entities is not owned by the group, but are included in the consolidated financial

statements as they are controlled by the group:

Close PF Funding | Limited?
Brook Funding (No.1) Limited®
Orbita Holdings Limited®

Registered office:

Orbita Funding 2016-1 plc®
Orbita Funding 20171 plc?
Arrow Audit Services Limited®

. 10 Crown Place, London EC2A 4FT, United Kingdom.

. Wimbledon Bridge House, Hartfield Road, Wimbledon, London SW19 3RU, United Kingdom.

. 1st and 2nd Floors, Elizabeth House, Les Ruettes Brayes, St Peter Port, GY1 1EW, Guernsey.
. Roman House, Roman Road, Doncaster, South Yorkshire DN4 5EZ, United Kingdom.

. Unit 1, Kingfisher Park, Headlands Business Park, Ringwood, Hampshire BH24 3NX, United Kingdom:.
. 100 George Sfreet, London W1U 8NU, United Kingdom.

. Third Floor, 1 King's Arms Yard, London EC2R 7AF, United Kingdom.

. 35 Great St. Helen’s, Landon EC3A 6AP, United Kingdom.

6 Coldbath Square, London EC1R 5HL, United Kingdom.

10. Lows Lane, Stanton-By-Dale, llkeston, Derbyshire DE7 4QU, United Kingdom.

11. Olympic Court Third Avenue, Trafford Park Village, Manchester M17 1AP, United Kingdom.
12. Grosse Bleiche 35 -39, 551168 Mainz, Germany.

13. Conway House, Conway Street, St Helier, JE4 53R, Jersey.

©CENOmO A WN

Notes
14, 85% owned
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CAUTIONARY STATEMENT

Certain statements included or incorporated by reference within this report may constitute “forward-looking statements” in
respect of the group’s operations, performance, prospects and/or financial condition. Forward-looking statements are
sametimes, but not always, identified by their use of a date in the future or such words as "anticipates”, "aims”, "due”,
“could”, “may”, "will’, “should”, “expects”, "believes”, “intends”, "plans”, “potential”, "targets”, "goal’ or "estimates”. By their
nature, forward-locking statements invalve a number of risks, uncertainties and assumptions and actual results or events
may differ materially from those expressed or implied by those statements. Accordingly, no assurance can be given that
any particular expectation will be met and reliance should not be placed on any forward-looking statement. Additionally,
forward-locking statements regarding past trends or activities should not be taken as a representation that such trends or
activities will continug in the future. No responsikility or obligation is accepted to update or revise any forward-icoking
statement resulting from new information, future events or otherwise. Nothing in this report should be construed as a profit
forecast. Past performance is no guide to future performance and persons needing advice should consult an independent

financial adviser.

This report does not constitute or form part of any offer or invitation: to sell, or any solicitation of any offer to subscribe for
or purchase any shares or othar securities in the company or any of its group members, nor shail it or any part of it or the
fact of its distribution form the basis of, or be relied on in connection with, any contract or commitment or investment
decisions relating thereto, nor does it constitute a recommendation regarding the shares or other securities of the company
or any of ifs group members. Past performance cannot be relied upen as a guide fo future performance and persons
neading advice shouid consult an independent financial adviser. Statements in this report refiect the knowledge and
information available at the time of its preparation. Liability arising from anything in this report shali be governed by English
law. Nothing in this report shall exclude any liability under applicable taws that cannot be excluded in accordance with
such laws.
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