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Castle Trust Capital plc

Interim management report

The directors present their interim management report and the unaudited condensed consolidated interim financial
statements (the “interim financial stalements™) of Castle Trust Capital pic (the “Company” or *CTCM and consolidated
entities {the “Group” or “Castle Trust”) for the six months ended 31 March 2018,

Business overview

Castte Trust is a leading specialty finance provider in the UK supported by a stable retail funding base. Castle Trust
competes in business segments that are expetiencing seclor specific growth and have the ability to deliver attractive
shareholder returns relative to the risks that they represent. Castie Trust considers its compsiitive advantage is its
ability to deliver products that are highly valuable for custemers but not offered by the traditionat banking industry. This
is supplemented by knowledge of the distribution networks in which Castle Trust operates, the strength of Castie Trust's
underwriting and its market insight. This has enabled Castle Trust to deliver competitive pricing relative to its peers.

Castie Trust principally provides morigage finance {which includes residential development finance), point of sale
consumer finance and wholesale Jending. These business activities are funded by the issuance of Fortress Bonds.
Castle Trust also has a number of legacy products, the retums on which are linked to movemenis in house prices.

Property finance

This encompasses both first and second charge lending secured against a range of residential property including
specialist assets such as houses in multiple occupation, purpose-built student accommodation, holidey lets and
apartment blocks. Target customers include portfolio investors, high net worth individuals and residential property
developers. There are three products within this business, Berviced, interest Roll Up and Residential Development
Finance {*RDF").

Point of sale consumer lending

Point of sale nance allows small to medium-sized retailers to offer finance to their customers in store or online with
credit decisions provided within seconds.

Wholesale lending

This business line which focuses on the provision of wholesale funding to smaller lenders such as a flow agreement
with a peer-to-peer Jender and committed facilities.

Castle Trust continues to view wholesale lending opportunities as attractive assets that have the potentiat to serve an
important purpose for the Group. However, in light of the Group’s decision to become a bank and the significant change
requirements arising from that decision, Castle Trust has revised its sirategy in relation to wholesale lending and has
no current plans to enter into new facilities.

Funding business

Castle Trust offers Fortress Bonds to retall customers who are protected by the investment arm of the Financial
Services Compensation Scheme (*FSCS") up to a maximum of £85,000 per eligibie customer.

Fortress bonds are fixed rate bonds of between 1 and 5 year's term that are issued to the public and listed on the lrish
Siock Exchange. The Fortress Bonds are eligible to be held within an 1SA.

in order to improve liquidity and reduce funding costs, during the last year a portfolio of consumer lvans was privately
securitised. The securiisation was achieved by transfer of the beneficial interest in those loans to a special purpose
vehicle, Castie Trust Belfry Limited ("CTB"). The securitisation enabled the subsequent issue of debt securities by CTB
1o Citibank and Omni who have security against the underlying assets as collaterat.

Legacy products

Castle Trust holds legacy morigage and investment products that are linked to individual house prices or the Halifax
House Price index (*HPI"). The Index Profit Share ("IPS7) merigage was the last house price linked product available
and coased to be available post March 2016, The Housa is a retall investment product of fixed term {between 2 and 10
years) which pays the customer a return linked to the HPI and was available up to October 2015.
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Business review

The business has been busy during the reporting period, focussing on a number of areas (as set out below) with its
primary strategic cbiective being to obtain a banking licence:

1.

Banking licence application

The business has continued to make good progress in its application for a banking licence. It is expected that the
Prudential Regulation Authority (PRA) will formally invite Castle Trust to submié its application following positive
feedback on the Group's draft Regulatory Business Plan and challenge sessions with the PRA during the period.

Point of sale consumer loans impaiment performance

in Castile Trust's 20118 annual report the directors reported disappointing performance in the coliection of point of
sale consumer finance loans which resulted in significant impairments. Many of those losses arose from second
line lending and through two retallers in particular.

The business implemented a wide range of changes, such as restructuring the management team znd sales
function, ceasing trading with a significant number of intermediaries and increasing headcount in risk aress
alongside monthly portfoiio reviews with the Risk Committee. Significant improvements have been seen and the
business's strategy has been highly effective with credit scores improving to be firmly in the prime space and the
proportion of loans with 2 or missed payments after 3 months on the book reducing to less than 1%.

Leadership {eam
Castle Trust has continued to invest in the executive team with the appointment of;

- Ronnie Denholm as the Managing Director of Castie Trust's point of sale consumer finance business to focus
on the business's profitability. Ronnie was previcusly Managing Director at Barclays Partner Finance.

- Al Southall as Chief Technology Officer to ensure the successful impiementation of a deposits system, which
wilt be critical for Castle Trust to become a bank. Af was previously Chief Technology Officer at Masthaven
Bank. )

in addition, work Is underway to strengthen the non-executive team and individuals are expected to be appointed
by September 2018,

Finaily, Castle Trust has also rolled out & two-year long leadership training programme for all managers and high
potential collengues; the training is bespoke to Castle Trust, incorporates the values set out below and will
strengthen management and the embedding of the right organisational culture,

Instifling the right organisational cufture

Castie Trust has eslablished a new set of values based on a bottom up approach using over 2,000 pieces of
feedback. These values have been infegrated into colleague's appraisals to further embed them and Castle Trust
comtinues to focus on embedding them over the coming year.

One of Castie Trust's key values is putting customers first. Customers like using Castle Trust and receive good

outcomes. Castle Trust's Net Promoter Score for Fortress Bonds is +28 and +58 for peint of sale consumer finance.
More than 70% of Fortress Bond investors reinvest their Fortress Bonds following maturity indicating strong brand

ioyailty.

Despite the strong performance over the reporting period, management are cognisant much work still needs tc be done
over the coming six months. The management team are confident this can be delivered.

The foitowing Key Performance Indicators ("KPIs") are used by management to track how the business is progressing
against its strategic prioriies.




Castle Trust Capital plc # Castle

Trust

) At 30 September X
Key performance indicator At31 March 2019 2018 Variance
~ T ED00s £000s £000s

Loan baok growth R
Morlgage finance sei -_:-3 497,485 £32 055 {34,590)
Point of sale consumer lending fee v 111,874 124,922 {12,848)
Whoiesale lending i, 48,591 51,695 {5.104)
Total £56,030 708,672 {52,642)
Funding business T 732893 727.770 4,823
CET1 Capital Ratio ST 1T 5% 18.680% -2.1%
8l ontheended  Six months ended Variance
3 Marchzms 31 March 2018

. Lo E'000s £000s £000s
Net interest income o\ ... 18345 15,400 2,936
Profit / (loss) after lax Sl TA200 {40,545} 14,745

The Groug is profitable in the period under review. Over the six-month period, the loan book decreased by £52.6 miltion.
Hewaver net interest income increased by £2.8 miliion compared 1o the comparable period in 2018, an 19% increase.

In the current period, one-off expenses were incurred in regard to the Group’s appfication for conversion to a bank in
the amount of £1.2 million.

As the Group's legacy products mature, Castie Trust is exposed to less volatility, however they did confribute a £1.6
mililon loss in 2018 compared to a £3.5 millicn profit in 2019. Administrative expenses in the period were £14.1 miliion
compared to £15.0 million in the comparable period in 2018. Finally, impairments decreased from £7.2 million in 2018
to £5.6 million in 2019, The decrease in impairments is primarily as a result of better management of the consumer
lending business. As a resull of these items the overall profit for the period was £1.2 million compared to a £10.5 million
loss in the comparable period in 2018,

From a capital position the Group remains strongly capitalised with total equity of £58.3 million compared to £64.8
million in 2018. The primary reason for this decrease was the implementation of IFRS 9 and an associated increase in
impairments of £7.8 million. This equity has ensured that the Group has held sufficient capital during the pericd to, at
least, meet the regulatory minimum.

Future developments and subsequent events

The future legal entity structure of the Group is currently under review and the plan is subject to ongoing discussion
with the regulators as part of the banking licence application process. In the event that business activities of certain
subsidiaries in the Group are discontinued, the directors anticipate that any wind down would take place in an orderly
manner on the basis that key assets in entities that may be discontinued comprise receivables due from other entites.

Castie Trust is expected to continue ta offer its curent range of products. Castle Trust will continue o put customers
first, focus on suitable expansion opportunities and careful management of costs.

Principal risks and uncertainties

The Group Is subject to financial risks, such as credit risk, market risk and liquidity risk, as well as non-financial risks,
such as operational risk. The Board is responsible for setting the risk appetite for each of these risks and reviewing
these risks on a regular basis,

There remain two areas of uncertainty of particular interest impacting the Group; 1) the UK's withdrawal from the
European Union ("EU") and 2) Tax changss impacting Buy-To-Let (*BTL") landlords. It may take several years before
the impact of these on Castle Trust's business becomes clear. However, the Board has considered the polential impact
of these as part of setting the risk appslite for the business and will continue to monitor them.

The Group remains well capitalised with sufficient liquidity reserves. The common equity tier one ("CET1") ratio was
47.5% as al 31 March 2019 {(2018: 19.6%} which is well In excess of the regulatory minima and market standards. The
Group heid 19.8% (2018 14.2%) of its balance sheetin liquid assets.

There have been no significant changes to the principal risks and uncertainties faced by the Group since 30 September
2018. Risks are further described in note 15.
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Directors and secretary

The names of the persons who served as directors / secretary of the Group at any time during the six months ended
31 March 2018 and up to the date of the approval of the unaudited condensed consolidated interim financial statements
are set out on page 1. Except where indicated, they served as directors / secretary for the entire period.

Results and dividends

The results of the Group for the period are set out in the unaudiied condensed consoclidated statement of
comprehensive income on page 7. The directors have not elected or proposed to pay a dividend (2018: £nil).

By order of the Board

.

Martin Bischoff Vi
Chief Executive Offi€er
27 June 2019

on
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Statement of directors’ responsibilities

The directors confirm that to the best of their knowledge:

« the condensed se! of consolidated financial slatements, which has been prepared in accordance withJAS 34
Interim Financial Reporiing as adopted by the EY, gives a rue and fair view of the assets, liabilities, financial
position and profit or loss of the Group and undertakings included in the consolidation as a whole as required
by DTR 4.2 4R;

s the interim management report includes a fair review of the information required by DTR 4.2.7R, being an
indication of important events that have occurred during the first six months of the financial year and their
impact on the condensed set of financial statements and a description of the principal risks and uncertainties
for the remaining six months of the year.

By order of the Board

Martin Bischoff % / S
Chief Executive cer

27 June 2019



Castle Trust Capital plc

Unaudited condensed consolidated interim statement of comprehensive income

For the six months ended 31 March 2018

Six months ended Six months ended

3t Barch 2018

31 March 2018

Notes £000 £1500
Interest and similar income calculated using EIR 29,080 23,388
Other interest and similar income 2,703 4,223
Interest and similar expense -(1'3,438} (12,189}
Net interest income 18,345 15,409
Fees and commission income 188 210
Fees and commission expense {327} {266)
Net realised/unreslised gain / {loss) on financial instruments at fair value 3,540 (1,574)
through profit or loss
Total operating income 21,747 13,779
Administrative expenses (14,131) (14,953)
impairment losses on foans to customers 6 {5,583) {7.194)
Depreciation and amortisation (808) (929}
Total operating expenses {20,530} {23,076}
Profit / {loss) before tax ST LT {9,297}
Corporation tax 3 {i7) {1,248}
Total profit / (loss) 1,200 {10,545}
Other comprehensive ingome
Hems not reclassified to profit or loss in subsequent periods L
Fair vaiue of own credit isk changes of financial lisbilities at FVYPL ) 24 -
Total other comprehensive income for the period oo 24 -
Profit / (loss) for the period attributed to: S
Nor-controlling interests {30) {20)
Equity holders of the parent 1,230 (10,525}
Total profit / (foss) 1,200 (10,545)
Totat comprehensive income for the period atiributed to:
Non-controling interests {30} (20)
Equity holders of the parent 1,254 (%0,525)
Total comprehensive income | {foss) 1,224 (10,545)

The resuits for all periods presented comprise continuing operations.

Notes en pages 11 to 40 are an integral part of these financial siatements.

i




Castle Trust Capital plc

Unaudited condensed consolidated interim statement of financial position

Registered No: 07454474
As at 31 March 2019

.. hsat As at
<7 31 March 2048 30 September 2018

Assets Notes i SIO00 £000
Cash and cash equivalents 4 163,115 118,514
Trade and olher recehvables 5 DU X114 2,926
Loans o customers S

At amortised cost 6 0 . . 532,450 629,742

Designated at fair value through profit or loss 7 EEOCI 123,580 69,780
Fair value hedge asset 1 229
Dervative financial instruments SRR o5

House price option 8 9,150

Derivatives held for risk management 9 178
Prepayments 1,51
Property and equipment 4 489
Intangible assets 10 oo 3198 2,657
Total assets e . 825,891 835,164
Liabilities
Trade and other payables 7,566
Debt securities in issue 9,642
Provisions for liabilities 365
Denvatives held for risk management 2 -
Amounts due to customers for Fortress Bonds 12 T27,770
Financial liabiiities at fair value through profit or loss 1t 24,989
Total Habllities 770,332
Equity
Share capital 13 12,992
Share premium 104,166
Own credit revaiuation resenes -
Reatained eamings {52,342}
Non-controliing interests 16
Total equity 64,832
Total equity and iiabilities 835,164

Notes on pages 11 to 40 are an integral part of these financial statements.

The financial statements were approved by the Board of Directors and authorised for issue on 26 June 2019 and
were signed on its behalf by:

AL

Mariin Bischoff / ?

Chief Executive Ofﬁ::er
27 June 2019

8



Castle Trust Capital plc

Unaudited condensed consolidated interim statement of changes in equity

For the six months ended 31 March 2018

Share Share Owncredit Retalned Total Ko Total squity
capital premiom revaluation earnings controlling
resgrves interest
Note £°000 £000 £°¢00 £°0400 £000 £000 £'060
AL Qctober 2018 12,992 104,186 - 152,342} 64,816 16 64,832
IFRE 9 ransition adjusiment 24.6 - - - {7,784) {7,794) - (¥,794)
Reshated at 1 Celober 2018 12,992 104,166 - 60,4 36) 57022 16 57,038
Tots!l comprenensive profit/ {ioss) for the period . - - 1,230 1,230 {30} 1,200
lssue of share capital 6 57 - - €3 - 63
Fatr value of own credit ik changes of financial
liabiilies at FVPL ) - 2 ) 24 i 24
At 31 March 2018 12808 104,223 24 (58,906) 58,338 (14) 58,325
For the six months ended 31 March 2018
Share Share Retained Total Non-  Total equity
capital premium earnings controlling
interest
£000 £000 £'000 £000 £000 £000
A1 October 2017 gb26 72971 (23,713} 58,784 54 58,838
Total comprehensive loss for the period - - (10,525) {10.525) (20} {10,548}
lssue of share capital 1,600 14,400 - 16,00C . 16,000
At 31 March 2018 11,126 87,371 {34,238} 64,259 34 64,293

Notes on pages 11 to 40 are an integral part of these financial statements.




Castle Trust Capital plc

Unaudited condensed consolidated interim statement of cash flows

For the six months ended 31 March 2019

Six months anded  Sixmonths ended
31 March 2019 31 March 2018

Cash fiows from operating activities U R0 £000
Bank interestrecsivad . 394 438
Bank charges and inleres! paid {(232) (1,363}
Fees and commission paid (499} (985)
Fees and commission received .. 4,358 876
Payments to suppliers {8,535) (10,847}
Payments tc employaes {6,852) (7,747}
Morigages issued {39.919) (100,6989)
Mortgages principal redeemed 80,302 56,276
Morigage profit share raceived T 780 2928
Morigage interest seceived 12,228 10,258
Consumer lnans issued [56,062) {83,988)
Consumer loans principal redeemed 62,216 40,849
Consumer Joan interest received 4,654 4454
Wholesale loans issued {3,938 {36.228)
Wholesals loans principal redesmed S G AT 1,357
Whaolesale loan interes! received 3,267 559
Net cash inflow/{outflow) in operating activities 55,636 (123,702)
Cash fiow from investing activities L
Purchase ofintangible assels (1172} {563)
Proceeds from sale of / {payments lo purchase) loans and advances o cradit instiutions ©{380) 809
Purchase of property, plant and equipment (109} (364)
Net cash {outflow] from investing activities (1,661} (&)
Cash flow from financing activities
Proceads from issue of share capital B3 16,000
Proceeds from issue of financial liabilites at amortised cost . - 83,877 79,530
Distributions of principal for redemptions of financial liabilities at fair value through profitor loss R {1,279) (237}
Distributions of profit share for financial lizbilities 8 fair value through profitor loss {393) (109}
Interest paid for financial Hiabilities at amortised cost {7,128) {4,123
Proceeds from issues of debt securities T -
Interast paid on debl securities e 1382 .
Distributions of principal for maturites of inancial fiabiiiies alamortisedeost o 7 (53,832 {32402}
Net cash {outflow inflow from financing activities {9,374 58 5569
Net increase / (decrease) in cash and cash eguivalents 44,601 {85,073}
Cash and ¢ash equivalents at beginning of the peried 118,514 127,324
Cash and cash equivalents at end of the period 163,115 6£2,264

Notes on pages 11 to 40 are an integral part of these financial statements.
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Notes to the unaudited condensed consolidated interim

financial staterments
For the six months ended 31 March 2019

1. Corporate information

Castle Trust Capital plc is incorporated and domiciled in the UK. These unaudited condensed consolidaied interim
financial statements for the six months ended 31 March 2019 were authorised for issue in accordance with a resclution
of the directors on 26 June 2019.

2. Accounting policies

2.1 Basis of preparation

The Group's unaudited condensed consolidated intetim financial statements for the six months ended 31 March 2018
have been prepared in accordance with IAS 34, Interim Financial Reporting, as adopted for use in the EU. The Group
has applied the same accounting policies and methods of computation as at 30 September 2018 except in relation to
the Group's first time adoption of IFRS @ Financial Instruments {"IFRS 9"} from 1 Qctober 2018.

These unaudited condensed consolidated interim financia! stalements have been prepared on an historical cost basis,
except for financial assets and liabilities that are measured at fair value. The unaudited condensed consolidated interim
financial statements are presented in sterling and all values are rounded to the nearest one thousand pounds (£°000)
except where othenwise indicated,

These interim financial stalements should be read in conjunction with the audited financial statements for the year
ended 30 September 2018, which were prepared in accordance with International Financial Reporing Standards
("IFRSs") as adopied by the EU.

The Group's directors have made an assessment of its ability fo continue as a going concern and are satisfied that it
has the resources to continue in business for the foreseeable future. Furthermore, the directors are not aware of any
material uncertainties that may cast significant doubt upon the Group’s ability 16 continue as a going concemn. The
directors have considered the regulatory risk inherent in the Group's application for a banking licence.

The unaudited condensed consolidated interim financial statements of Castle Trust have been prepared on a gaing
concern basis as the risks inherent in the banking licence application are considered remote. In assessing whether the
going concern assumption remains appropriate for the Group, the directors have considered:

« husiness activities, future developments and the financial position of the Group;
= risk management policies and how the Group is placed to manage business résksﬁ and
+ risks to the Group's going concern arising from support it has committed to other Group members.

The Group remains adequately capitalised to continue operations.
Statutory accounts

The unaudited condensed consclidated interim financial statements do not represent stafutory accounts within the
meaning of section 434 of the Companies Act 2008. The financial statements for the year ended 30 September 2018
were approved by the Board of Directors on 23 January 2018 and filed with the Registrar of Companies on 8 February
2018. The report of the auditors on those accounts was unqualified and unmodified and did not contain any statements
under section 498 of the Companies Act 2006,

2.2 Basis of consolidation

The unaudited condensed consolidated interim financial statements comprise the financial statements of the Group
and its subsidiaries as at 31 March 2019, Control is achieved when the Group is exposed, or has rights, to variable
retumns from its involvement with the investee and has the ability to affect those retumns through its power over the
investee,

Specifically, the Group controls an investee ¥f, and only if, the Group has:

e« Power aver the investee {i.e., existing rights that give it the current ability to direct the relevant activities of
the investee)

«  Exposure, or rights, to varable relurns from its involvement with the investee

11
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Notes to the unaudited condensed consolidated interim
financial statements (continued)
Far the six months ended 31 March 2018

+ The ability to use its power over the investes 1o affect its retums
« Generally, there Is a presumption that a majority of voling rights result in control

To support this presumption and when the Group has less than a majority of the voting or similar rights of an investes,
the Group considers all relevant facts and circumstances in assessing whether it has power over an investee, including:

« The contractual arangement with the other vote holders of the investee
»  Rights arising from other contractual arrangements
+ The Group’s voting rights and potential voting righis

The Group re-assesses whether or not it controls an investee if facts and circumstances indicate that there are changes
1o one or more of the three elements of control. Consolidation of a subsidiary begins when the Group obtains conirol
over the subsidiary and ceases when the Group loses control of the subsidiary. Assets, liabilities, income and expenses
of a subsidiary acquired or disposed of during the year are included in the consolidated financial statements from the
date the Group gains controt until the date the Group ceases fo control the subsidiary.

Profit or loss and each component of other comprehensive income ("OCI") are attributed to the equity holders of the
parent of the Group and to the non-controlling interests, even if this resulls in the non-gentrolling interests having a
deficit balance. When necessary, adjustments are made to the financial statements of subsidiaries to bring their
accounting policies inio line with the Group’s accounting policies.

All intra-group assets and liabilities, equity, income, expenses and cash flows relating to ransactions between members
of the Group are eliminated in full on consolidation.

23 Significant accounting judgements, estimates and assumptions

The preparation of the Group’s consolidated interim financial statements requires management to make judgements,
estimates and assumptions that affact the reported amount of revenuaes, expenses, assets and liabilities, and the
accompanying disclosures, as well as the disclosures of contingent liabilities. Uncertainty about these assumptions
and estimates could result in outcomes that require a material adjustment to the carrying amount of assets or liabilities
affected in future periods.

in the process of applying the Group's accounting policies, management has made the following judgements and key
assumptions conceming the future, as well as other key scurces of estimation unceriainty at the reporting date that
have a significant risk of causing a materiai adjustment to the carrying amounts of assets and liabifities within the next
financial year,

The Group based ils assumptions and estimates on paramaters available when the consolidated interim financiat
statements were prepared. Existing circumstances and assumptions about future developmaenis, howaver, may
ehange due to market changes or circumstances beyond the control of the Group. Such changes are reflected in the
assumptions when they occur.

Following Castie Trust’s announcement that it is applying for a banking licence and the worse performance than
expected observed in the prior year on its consumer lending business, Castie Trust materially revised its forecasts
which were used to determine the recoverability of goodwill. As such Castle Trust concluded that it was appropriate to
write off the balance of goodwill and so this is no longer considered a significant accounting judgement, estimate or
assumption. In addition, “Fair value of acquired assets and liabilities in business acquisifions” is niot included below as
no acquisitions have occurred in the current or prior period.

The foliowing items are considered to be the significant accounting judgements, estimates and assumptions relevant
to the Group.

impairment losses on loans fo cusfomers

The Group's implementation of IFRS 9 on 1 October 2018 has changed the judgements and estimates used when
determining impairments, IFRS 9 replaced the IAS 39 “incufred joss” impairment recognition framework with a three
stage expected credit loss ("ECL") approach. In order to implement IFRS g, internal models were built 1o determine
Probability of Default (*PD"), Loss Given Default ("LGD"), Exposure at Defautt (“*EAD®) and forecast economic
SCENANoS.

12
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Notes to the unaudited condensed consolidated interim

financial statements (continued)
For the six months ended 31 March 2019

Judgement is required {o determine the appropriateness of estimates underpinning the models when determining ECLs
as explained below:

¢ PD models - the Group uses a number of PD models {0 assess the likelihood of a default event occurring
within the next 12 months, utilising predominately internal information. The Group also computes a lifetime
PD estimate for each relevant loan exposure based on the 12 month PD.

« 1.GD model — the Group uses a number of LGD models which include a number of inputs that require
judgement and estimation, principally the liketihcod of each recovery method and the resulting proceeds from
following that recovery method.

« EAD model — the Group uses a number of EAD models to determine exposure at default and these follow a
consistent appreach fo existing Effective Interest Rate (“"EIR") models which use Conditional Prepayment
Assumptions when determining the EIR.

« Economic scenarios model ~ the Group uses an economic scenarios model when determining the forward-
looking assumptions to be used in different economic scenares and the weighiling of the likelihood of those
scenarios. The development of this model required judgement when assessing the correlations between
Macroeconomic scenarios and economic inputs (such as unemployment levels and collaterat values) and the
effect on PDs, EADs and LGD.

In addition to the items noted above judgement is also required in:

- Determining the appropriate segmentation of the Group's portfolioc so that the appropriate model Is used and
the assumplions used in that mode] have been derived from historic data that is representative of the current
portfolio in the current economic climate.

- |dentifying which stage a toan is in {for example by determining what constilutes a significant deterioration in
credit quality) and the criteria for movement between the stages.

Where there is little prospect of a recovery heing made for an impaired financial asset the impaiment provision is
utilised and the carrying value of the loan is then directly reduced. The impairment loss on loans to customers is
disclosed in more detail in note 6.

Fair value measurement of financial assets and liabilities

The Group measures centain financial instruments at fair value through profit or loss. Fair value is the price that would
be received o sell an asset or paid to transfer a liability in an orderny transaction between market participants at the
measurement dale. The fair value measurement is based on the presumption that the transaction to sell the asset or
transfer the liability takes place either!

« In the principal market for the asset or liability; or
« Inthe absence of a principal market, in the most advanlageous market for the asset or Hability

The principal or the most advaniageous market must be accessible by the Group. The fair value of an asset or a liability
is measured using the assumptions thai market participants would use when pricing the asset or liability, assuming that
market participants act in their econornic best interest.

The Group uses valuation technigues that are apgropriste in the circumstances and for which sufiicient data is available
to measure fair value, maximising the use of relevant observable inputs and minimising the use of unobservable inputs.
Where the fair values of financial assets and financial liabilities cannot be derived from active markets, they are
determined using a variety of valuation techrigues that include the use of mathematical models. The inputs to these
models are derived from some observabie market data bt some judgement is required to establish fair values, The
iudgements include considerations such as liquidity, discount rates and early redemption assumptions.

Fair value refated disclosures for financial instruments that are measured at fair value or amortised cost are disclosed
innote 14.
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Notes to the unaudited condensed consolidated interim
financial statements (continued)
For the six months ended 31 March 2019

Effective Interast Rate method

The EIR methodology recognises interest income using a rate of retumn that represents the best estimate of a constant
rate of return over the expected behavioural life of relevant financial instruments and recognises the effect of potentially
different interest rates charged at various stages and other characteristics of the product life gycle (including
prepayments and penally interest and charges). This estimation, by nalure, requires an element of judgement regarding
the expected behaviour and life-cycle of the instruments.

Deferred tax assels

The status, measurements and treatment of deferred tax assets recognised in the unaudited condensed consolidated
financial statements are disclosed in note 3. The decision to recognise any assets is based on the Group's eslimation
of profits arising in the short to medium term against which the brought forward losses might be relieved. The staius,
measurement and treatment of these assets are monitored al each reporting date.

Consclidation of structured entities

The Group’s ultimate controfling party sponsors the formation of structured entities ("SEs”), which may or may not be
directly or indirectly-owned subsidiaries of Castle Trust Capital plc.

Structured entitios are entities whereby consolidation is not solaly determined by voting rights and share ownership.
The Group determines whether it is a parent by assessing whather it controls the SEs. The Group considers all relevant
facts and circumstances when assessing whether it controls the SEs. The Group controls the SEs when it is exposed,
or has rights, to variable retumns from its involvement with the SEs and has the ability to affect those returns through its
power over thé SEs.

The Group consolidates the SEs that it controls.
2.4 Significant accounting policies

The accounting policies (apart from IFRS 9) and methods of computation and presentation appfied by the Group in the
preparation of the unaudited condensed consolidated interim financial statements are consistent with those set out in
the Group's annual financial statements for the year ended 30 September 2018. Comparative figures have been
adjusted, where necessary, to conform with changes in presentation or where additional analysis has been provided in
the current period.

2.41 Interest and similar income
inferest and simifar income calculated using EIR

The Group calcuiates interest income by applying the EIR to the gross carrying amount of financial assets other than
credit-impaired assets.

When a financial asset becomes credit-impaired and is, therefore, regarded as 'Stage 3', the Group calculates interest
income by applying the EIR to the net amortised cost of the financial asset. If the financial asset cures and is no longer
credit-impaired, the Group reverts to calculating interest income on & gross basis.

Other interest and similar income

Interest income and expense on financial assets and financial liabilities at fair value though profit or loss are presented
in the statement of comprehensive income within other interest and similar income, and interest and similar expense,
respactively (except for Parinership mortgages). Interest income and expense is calculated based on similar principles
to the EIR basis. Partnership mortgages differ from the other products in that none of the Partnership morigages have
a minimum repayment amount or fixed interest rate, and are potentially subject to greater variability given Castle Trust
is obliged to make payments to the customer in the event of a fall in valuation of the underlying property, in certain
cases,

2.4.2  Financial assets and liabllities
2.4.2.1 Initial recognition

Financial assets and liabilities, with the exception of loans 1o customers, are initisily recognised on the trade date, {2,
the date that the Group becomes a party o the contractual provisions of the instrument. Loans to cusiomers are
recognised when funds are transferred to the customers’ accounts.
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Financial assets and liabilities are initially measured at their fair value and transaction costs are added to, or subtracted
from, this amount, except in the case of financial assets and financial liabilities recerded at Fair Value through Profit or
Loss ("FVPL"), where transaction costs are expensed. Trade receivables are measured at the {ransaction price.

The classification of financial instruments at inifial recognition depends on their contractual terms and the business
modet for managing the instrument as set out below,

2.4.2.2 Subsequent measurement of financlal assets and liabilities

From 1 Ociocber 2018, the Group classifies all of its financial assets based on the business mode! for managing the
assels and the asset's contractual ferms, measured at either amortised cost or FVPL,

Financial liabilities, other than loan commitrments and financial guarantees, are measured at amortised cost or
gt FVPL {when they are held for trading, derivative instruments or the fair value designation is applied).

Loans and advances to credit institutions, loans to customers and trade and other receivables

From 1 October 2018, the Group only measures financial instruments ai amortised cost if both of the following
conditions are met:

- The financial asset is held within a business model with the objective to hold financial assets in order to collect
contractual cash flows; and

- The contractual terms of the financial asset give rise on specified dates to cash fows that are solely payments of
principal and interest (SPP1} on the principal amount ocutstanding.

The details of these conditions are outlined below. The Group classifies the following financial assets at amortised cost:
- Loans and advances to credit institutions;

- Loans to customers (for those not accounted for 8t FVPL as set out below); and

- Trade and other receivabies.

Business model assessment

The Group delermines its business model at the level that best reflects how it manages groups of financial assets to
achieve its business ohjective (not on an instrument-by-instrument basis) and is based on observable factors such as:

- How the performance of the business model and the financial assets held are evaiuated and reported to key
management personnel;

- The risks that affect the performance of the business model and the financial assets held and, in particular, the
way those risks are managed;

- How managers of the business are compensated; and

- The‘expected frequency, value and timing of sales.

The business model assessment is based on reasonably expected scenarios without taking ‘worst case' or 'stress case’
scenarios info account. If cash flows after initial recognition are realised in a way that is different from the Group's
original expectations, the Group does not change the classification of the remaining financial assets held in that
business model, but incorporates such information when assessing newly originated or newly purchased financial
assets going forward.

The SPPI test

As a second step of its classification process the Group assesses the contractual terms of financiat assets to identify
whether they meet the SPP1 test.

The most significant elements of interest within a lending arrangement are typically the consideration for the time value
of money and credit risk. To make the SPPI assessment, the Group applies judgement and considers relevant factors
such as early repayment features.

I contrast, contrachual terms that introduce a moere than de minimis exposure to risks or volatility in the contractual
cash flows that are unrelaled 1o a basic lending arrangement do nol give rise to contractual cash flows that are sclely
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payments of principal and interest on the amount outstanding. In such cases, the financial asset is required o be
measured at FVPL,

Afier inilial measurement, these are measured at amortised cost using the EIR methodology, less allowance for
impairment. Amortised cost is calculated by laking into account any discount or premium on acquisition and fees and
costs that are an integral part of the EIR. The EIR amortisation is included in interest and similar income calculated
using EIR in the statement of total comprehensive income.

If expectations are revised, the carrying amount of the asset is adjusted with an associated increase or reduction
recorded in interest income. The adjustment is subsequently amortised through interest and similar income In the
statement of comprehensive income.

For acquired loan books the EIR calculated at acquisition is not changed for subsequent variances in actual lo expected
cash flows. The Group monitors the actual cash flows for each acquired book and where they diverge significantly from
expectation, the future cash flows are reset {an ‘AGS’ adjustment). In assessing whether to adjust future cash flows on
an acquired portfolic, the Group considers the cash variance on an absolute basis. Where cash flows for an acquired
portfolio are reset, they are discounted at the EIR to derive a new carrying value, with changes taken to profit or loss
as interest income.

Financial assets and liabilities at fair value through profit or loss

Financial assets and liabilities ciassifiad in this category include those that have been designated upon initial recognition
or are mandatorily required to be measured at fair value under IFRS 8. The Group has only designated an instrument
at fair value through profit or loss upon initial recognition when the designation eliminates, or significantly reduces, the
inconsistent treatment that would otherwise arise from measuring the assets or recognising gains or losses on them
on a different basis.

The Group classifies the following financial assets and Habiliies at fair value through profit or loss:

- Certain loans to customers as set out below

- Derivatives held for risk management — interest rate swaps net in effeclive hadging refationships.
- Financial liabilities at fair value through profit or loss

These comprise fiabifities to redesmable preference ("Foundstion Housas® and "Growth Housas™) shareholders
and loan note (“Income Housas™) holders. in addition, this comprises derivative financial liabilities related to over-
the-counter call options sold to CTC Holdings {Cayman) Ltd

- Amounts due to related parlies under inter-company swap arrangements.

With respect to the Company only, these comprise liabilities under the swap agreement to Castle Trust Income
Housa plc (“CTIH") and the Castle Trust Growth Heusa PC ("PC™)

Financial assets and financial fabilities at FVPL are recorded in the statement of financial position at fair value. Changes
in fair value are recorded in profit and joss.

Loans to customers at fair value through profit or loss include house price linked products: Parinership Morigagss
{*PMs"), Index Profit Share mortgages ("IPS"} and Buy-to-let equity loans ("BTLEL").

- PMs were only available to owner occupiers with a term of ¢15 years and more. The repayment amount
incorporated a profit/ioss share based on any change in the value of the individual's mortgaged property.

- BTLELs were available to buy-to-let investors only with a term of up to 10 years. The repayment amount
Incorporated a profit share based on any change in the value of the individual's mortgaged property.

- IP$ morlgages were available to buy-to-let investors and owner occupiers (who are exempt from the Consumer
Credit Act (“CCA"}{(via the high net worth / business exemption tests)) with a term of typically § years. The original
amount of the loan is repayable at redemption plus a deferred interest component {typically 5% pa where
applicable) plus typically one times the increase in value of the national Halifax House Price Index ("HHPI™), if the
properly has increased in value, or the minimum repayment amount (typically 3.5% pa), whichever is greater.
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The following table summarises the difference in treatment at a company and consolidated levet for house price linked

producis:
Partnership morigages BTLEL IFS Mortgages 1PS subsequent to
1 October 2014
Company IAS 39K IFRS S IAS 3G & IFRS 9: IAS 39 & IFRS O ~IAS 39 & IFRS §:
batance sheet  © Fixed income and House price option 8t - House price option at | Bifurcated house price option at FVTPL
i house price option at FVTPL ©FVTPL : ‘ - )

FVTPL L .

Group balance JAS35KFRSO: ASI9 R IFRS 9: IAS 39 & (FRS 5: 1AS 34

sheet

Fixed income and
house price option at
FYTRL

Fixed income and
house price option at
FVTPL

Fixed incorme and
house price option at
FVTPL

Bifurcated house price option at FVYTR|

. Fixed income component at emortised

: oSt
RS O
* Fixed income and house price option at
- FVTPL
Group and JAS38&IFRSS: " IAS 39 & IFRS & 1AS 38 & IFRS O : 1AS 39 & IFRS &
Company Al gains and losses are - interest income interest income interest income presented separately
statement  of | presented within . presented separately presented separately | from fair value movements in other
totat " Reslised and from fair value from fair value

romprehensive
income

unreatised gains on

. Tinancial instruments
o at fair value through

movements in other
interest and simitar
income

movements in other
interest and similar
income

_ interest and simitar income

profit and loss.

Financial liabilities at amortised cost

Financial liabilities at amortised cost are non-derivative financial liabilities with fixed or determinable payments that are
not quoted in an active market. The Group classifies the following financial liabilities at amortised cost:

- Trade and other payables
- Amounts due fo customers

These comprise fixed rate Foriress Bonds liabilities
- Amounts due fo group companies

With respect to the Company only, these comprise Borrower Loan Agreement liability to Castie Trust Direct Limited
("CTD") and Master Intra Group Lending Agreement {"MILA") to Castle Trust Treasury Limited {"CTT"}

After initial measurement, financial liabilities at amortised cost are subsequently measured at amorised cost using the
EIR methodology. Amortised cost is calcutated by taking into account any discount or premium on issue funds, and
costs that are an integral part of the EIR. A compound financial instrurnent which contains both a liabifity and an equity
cemponent is separated at the issue date. The EIR amoriisation is included in interest and similar expense in the
statement of comprehensive income,

2.4.2.3 Derecognition
Derecognition due fo subsiantial modification of terms and conditions

The Group derecognises a financial asset when the terms and conditions have been renegotiated to the extent that,
substantially, it becomes a new loan, with the difference recognised as a derecognition gain or loss, to the extent that
an impairment loss has not already been recorded. The newly recognised ioans are classified as Stage 1 for ECL
measurement purposes, unless the new loan is deemed to be Purchased or Credit Impaired {"POCI"),

When assessing whether or not o derecognise a financial asset, amongst others, the Group considers the following

factors: introduction of an equity feature; change In counterparty and if the modification is such that the instrument
would no longer meet the SPPI criterion.
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If the madification does not result in cash flows that are substantially different, the modification does not result in
derecognition. Based on the change in cash flows discounted at the original EIR, the Group records a modification gain
or loss, to the extent that an impairment loss has not already been recorded.

Derecognition other than for substantial modification

A financial asset {or, where applicable, a part of a financial asset or part of a group of similar financial assets) is
derecognised when the rights to receive cash flows from the financial asset have expired. The Group also derecognises
the financial asset if it has both transferred the financial asset and the transfer qualifies for derecognition.

The Group has transferred the financial asset if, and only if, either:
- The Group has transferred its contractual rights to receive cash flows from the financial asset; or

- it retains the rights to the cash flows, but has assumed an obligation to pay the received cash flows in full without
material delay to a third party under a ‘pass—through’ arrangement

Pass-through arrangements are transactions whereby the Group retains the contractual rights to receive the cash flows
of a financial asset (the 'original assetl’), but assumes a contractual obligation to pay those cash flows to one or more
entities {the "eventual recipients”), when ail of the following three conditions are met:

- The Group has no obligation to pay amounts to the eventual recipients unless it has collected equivalent amounts
from the original asset, excluding short-term advances with the right to full recovery of the amount lent plus accrued
interest at market rates;

- The Group cannot sell or pledge the original asse! other than as security to the eventual recipients; andg
- The Group has 1o remit any cash flows it collects on behalf of the eventual recipients without material delay.

In addition, the Group is not entitied tc reinvest such cash flows, except for investments in cash or cash equivalents
including interest earned, during the period between the collection date and the date of required remittance {o the
eventual recipients.

A transfer only qualifies for derecognition if either;
- The Group has transferred substantialiy all the risks and rewards of the asset; or

- The Group has neither transferred nor retained substantially all the risks and rewards of the asset, but has
transferred control of the assel.

The Group considers control to be transferred if and only if, the transferee has the practical ability to sell the asset in
its entirety to an unrelated third party and is able to exercise that abifity unilaterally and without imposing additional
restrictions on the transfer.

When the Group has neither transferred nor retained substantially all the risks and rewards and has retained control of
the asset, the asset continues o be recognised only to the extent of the Group's continuing involvernent, in which case,
the Group also recognises an associated liability. The transferred asset and the associated fiability are measured on a
basis that reflects the rights and cbligations that the Group has retained.

Continuing involvement that takes the form of a guarantee over the transferred asset is measured at the lower of the
original carrying amount of the asset and the maximum amount of consideration the Group could be required o pay,
If continuing involvement takes the form of a written or purchased option {or both} on the transferred asset, the
continuing involvement is measured al the value the Group would be required to pay upon repurchase. In the case of
a written put option on an asset that is measured at fair value, the extent of the entity's continuing involvement is limited
1o the lower of the fair value of the transferred asset and the option exercise price.

Derecognition of financial liabilities

A financial iability is derecognised when the obligation under the liability is discharged, cancelled or expires.

Where an existing financial iability is replaced by another from the same lender on substantially different terms, or the
terms of an existing liability are substantially modified, such an exchange or modification is treated as a derecognition
of the original liability and the recognition of a new liabflity. The difference between the carrying value of the original
financial liability and the consideration paid is recognised in the statement of comprehensive income.
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24.3  Impairment of financial assets

The adoption of IFRS ¢ has fundamentally changed the Group’s loan loss impairment method by replacing 1AS 39's
incurred loss approach with & forward-looking ECL approach. From 1 October 2018, the Group has been recording the
ahiowance for expected credit losses for all financial assets, together with loan commitments and financial guarantee
contracts, in this section all referred to as 'financial instruments’. Equity instruments are not subject to impairment under
iFR8 9.

Overview of the ECL principles

The ECL allowance Is based on the credit losses expected to arise over the life of the asset (the lifetime expected
credit loss or LTECL), unless there has been no significant increase in credit rigk since origination, in which case,

the allowance is based on the 12 months’ expecled credif ioss (12mECL)). The Group's policies for determining if there
has been a significant increase in credit risk are set cut in Note 15.1.

The 12mECL is the portion of LTECL s that represent the ECLs that result from default events on a financial instrument
that are possible within the 12 months after the reporting date. Both LTECLs and 12ZmECLs are calculated on an
individual basis.

The Group has established a poticy to perform an assessment, at the end of each reporting period, of whether
a financial instrument's credit risk has increased significantly since initial recognitfon, by considering the change
in the risk of default occurring over the remaining life of the financial instrument.

Based on the above process, the Group groups its loans into Stage 1, Stage 2 and Stage 3, as described
below:

- Stage 1; When loans are first recognised, the Group recognises an allowance based on 12mECLs. Stage 1 loans
also include facilities where the credit risk has improved and the loan has been reclassified from Stage 2.

- Stage 2: When 2 loan has shown a significant increase in credit risk since origination, the Group records an
allowance for the LTECLs. Stage 2 loans also include facilities, where the credit risk has improved and the loan
has been reclassified from Stage 3.

- Slage 4 Loans considered credit-<impaired (as outlined in Note 15.1). The Group records an zllowance for the
LTECLs.

For financial assets for which the Group has no reasonable expectations of recovering either the entire outstanding
amount, or a propertion thereof, the gross carrying amount of the financial asse! is reduced. This is considered a
(pariial} derecognition of the financial assel.

The calculation of ECLs

The Group calculates ECLs based on three probability-weighted scenarios to measure the expected cash shortfalis,
discounted at the EIR. A cash shortfali is the difference between the cash flows that are due in accordance with the
contract and the cash flows that are expected to be received.

The mechanics of the ECL calculations are outlined below and the key elements are, as follows:

- PD: The Probability of Default is an estimate of the likelihood of defaulf over a 12 month period then extrapolated
over the life of each lgan.

- EAD: The Exposure at Defaull is an estimate of the exposure at a future defauit date, {aking into account expected
changes in the exposure after the reponting date, including repayments of principal and interest, whether scheduled
by contract or otherwise, expected drawdowns on committed facilities, and accrued interest from missed payments,

- LGD: The Loss Given Default is an estimate of the loss arising in the case whete a default occurs at a given time.
It is based on the difference between the contractual cash fiows due and those that are expected to be received,
including from the realisation of any coliateral.

- Loan cormmitments: When estimating LTECLs for undrawn loan commitments, the Group estimates the expected
portion of the loan commitment that will be drawn down over its expected life. The ECL is then based on the present
value of the expected shortfalls in cash flows if the loan is drawn down, based on a probability-weighting of the
three scenarios. The expecied cash shortfalis are discounted at the EIR of the loan.
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When estimating the ECLs, the Group considers three scenarios (a base case, an upside and a downside). Each of
thase is associated with different PDs, EADs and LGDs. When relevant, the assessment of multiple scenarios also
incorporates how defaulted loans are expected to be recovered, including the probabllity that the loans will cure and
the value of collateral or the amount that might be received for sefling the assel. The maximum period for which the
credit losses are determinad is the contractual life of a financial instrument urless the Group has the legal right to call
it earlier.

Impairment losses and releases are accounted for and disclosed separately from maodification losses or gains that are
accounted for as an adjustment of the financial asset's gross carrying value. Provisions for ECLs for undrawn loan
commitments are assessed as part of the ECL calculation.

Forward looking information

in its ECL models, the Group uses the following forward-iooking information as economic inputs:
- GDP growth;

- Unemployment rates;

- 10 year Gilt yields; and

- House price growth rate.

The inputs and models used for calculating ECLs may not always capture all characteristics of the marke! al the date
of the financial statements. To reflect this, qualitative adjustments or overlays are occasionally made as temporary
adiustments when such differences are significantly material.

Collateral valuation

To mitigate its credit risks on financial assets, the Group seeks to use collateral, where possible. The coliateral comes
in various forms, such as guarantees, real estate, receivables, inventories and other non-financial assets. The Group's
accounting poficy for coliateral assigned to it through its lending arrangements under IFRS 9is the same is it was under
IAS 39. Collateral, unless repossessed, is not recorded on the Group’s statement of financial position. However, the
fair value of collateral affects the calculation of ECLs. it is generally assessed, at 2 minimum, at inception and at default
with values modetied through the lifetime of the loan.

To the extent possible, the Group uses active market data for valuing financial assets held as collateral. Other financial
assets which do not have readily determinable market values are valued using moedels. Non-financial collateral, such
as real estate, is valued based on data provided by third parties such as mortgage brokers, or based on housing price
indices.

Write-offs

The Group's accounting policy under IFRS @ remains the same as it was under 1AS 3. Financial assets are written off
either partially or in their entirety only when the Group has siopped pursuing the recovery. if the amount to be written
off is greater than the accumulated loss allowance, the difference s first treated as an addition to the allowance thatis
then applied against the gross carrying amournt, Any subsequent recoveries are credited to credil loss expense.

Forborne and modified ioans

The Group somstimes makes concessions or modifications to the original terms of loans as a response fo the
borrower's financial difficulties; please refer to note 15 for further details. Derecognition decisions and classification
betwoen Stage 2 and Stage 3 are determined on a case-by-case basis. If modifications are substantial, the loan is
derecognised, as explained above.

From 1 January 2018, when the loan has been renegoliated or modified but not derecognised, the Group also
reassesses whether there has been a significant increase in credit risk. The Group also considers whether the assels
should be classified as Stage 3. Once an asset has been classified as forborne, it will remain forborne for a minimum
12.month probation period. In order for the toan to be reclassified out of the forbome category, the customer has to
meet all of the following eriteria:

- All of its facilities have to be considered parforming;

- The probation period of one year has passed from the date the forborne contract was considered performing; and
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- Regular payments of more than an insignificant ameunt of principal or interest have been made during the
probation period.

Detaiis of forborne assets are disclosed in Note 15.1.

246  Implementation of IFRS 9

The Group implemented IFRS 8 on 1 October 2018. The new standard has two key areas of change from the
accounting policies applied in the financial stalements for the year ended 30 September 2018 as set out below. The
change in accounting policy has been made in accordance with the transitional provisions set out in IFRS 9.

i Classification and measurement

{FRS 9 introduces 2 different classification of financial assets based on the entity's business model and the cash fiow
characteristics of the instruments. IFRS 0 applies one classification approach for all types of financial assets, including
those that contain embedded derivative features. The financial assets are now classified in their entirety rather than
being subject to complex bifurcation requirements.

This had a significant impact on Castle Trust in relation to bifurcated IPS mortgages (those IPS morgages issued
subsequent to 1 Gctober 2014} in the consolidated financial statements. These mortgages are now measured at FVPL
as one instrument. The impact of this is shown in the table befow.

IFRS 9 has not changed the classification or measurement of the Group's financial liabilities.

i Measurement of ECL

The assessment of credit risk and estimation of ECL are unbiased and probability weighted. ECL is measured on either
a 12 month (stage 1) or lifetime {stage 2} basis depending on whether a significant increase in credit risk has occurred
since initial recognition or where an account meets the Group's definition of default (stage 3).
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The impact of the implementation of IFRS ¢ is shown In the table below.

Castle Trust Capital pic consolidated IAS 39 Classification Remeasurement IRRS9

00812018 o 011012018
Assets P00 o geo0 - €000 £'000
Cash and cash equivalents o 118514 o e e 118514

Trade and other regeivables 2436
Gross lrade and other receivables ;
Retailer impairment provision
Loans o customers
Atamortised cosl
Gross loan halances

Wholesale foans impairment

Consumner ioans impairment
Other secured foans impairment
Designated at fair vatue through profitor ioss £9,780. : }
Fair value hedge asset G228 o EURRI R 2
Derivative financial instruments R : \ R o

House price option . 9,156'_ _ . L
Derivatives hetd for risk management : 176 e 176
Prepayments RSP . [ o 1504
Property and equipment CEUARR LT T S e LAY
Intanglbie assets B X1 SR N )
Total assets - 835,164 _ B {7,194) 827370
Total iabilities . 7reas2. . - T . 770332
Share capital Lo 12882 e e 12,982
Share premium U fAABE T e LU 104,166
Retained eamings K (52.342) : T @794 - (80,136)
Non-controlfling interests T [ i BT
Total equity - e4gs2 - (1794) 57,038
Total equity and fiabilities CUpasAsd w0 @794y B27370

The Group has not restated comparative information for prior periods with respect to classification and measuremant
(including impairment) requirements. Differences in the cerrying amounts of financial assets and financial Habilities
resulting from the adoption of IFRS @ are recognised in retained eamings and reserves as at 1 October 2018,
Actordingly, the information presented for 2018 does not reflect the requirements of IFRS 9, but rather those of IAS
39.

247 implementation of IFRS 15 Revenue
The Group implemented IFRS 15 an 1 Qctober 2018, There was no malerial impact.
24.8 IAS 1 Presentation of interest income

With effect from 1 January 2018, paragraph 82(a) of IAS 1 Presentation of Financial Statements raguires interest
revenue calculated using the effective interest rate method to be differentiated and presented separately from interest
revenue calculated using other methods. Consequently, interest income on financial instruments at fair value through
profit or 10ss is now disclosed separately on the statement of comprehensive income and the comparative period has
been amended to reflect the same presentation.

%3
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New standards, interpretations and amendments to the existing standards and interpretations

Ali standards, amendments and interpretations which are effective for the financial year beginning 1 October 2018 are
not material to the Group. The Group has not adopted any new or amended accounting pronouncements.

2.5 Standards issued but not yet effective

The standards and interpretations that are issued, bui not yet effective, up to the date of issuance of the Group's
unaudited condensed consolidated interim financial statements are disclosed below. The Group does not intend to
early adopt these standards, so they will be adopted in the relevant year of mandatory adoption. Standards not early
adopted but applicable to the Group include:

« IFRS 16 Leases, effective from 1 January 2018, replaces 1AS 17 Leases, IFRIC 4 Determining whether an
Arrangement contains a Lease and two related SIC interpretations. The new standard requires the lessees to
recognise right-of-use assets and lease liabilities for most leases over 12 months long. Lessor accounting has
largely remained unchanged. The Group has completed its impact assessment and the net impact on income and
equity is not material.

3. Corporation tax

The following tables set out the compenents of income tax and the reconciliation of the total tax charge to the tax charge
that would apply if all profits had been charged at the Group's corporate tax rate for the current and prior period.

Current taxation

31 March 2018 31 March 2018

£000 £00h
Current tax L
Curment income fax S V4
Deferred tax charge / {credil) relating to origination end reversal of temporary B
differences - 1,248
Total tax 17 1,248
Reconciliation of total group tax charge
Accounting profit/ (loss) before tax R P51 i (©.287}
UK comoration tax at 18% {2018 19%} 2 (1,858)
Losses on which deferred lax s no longer recognised - 1,538
Movement on deferred tax not recognised =) 1,804
Utilisation of tax josses not recognised for deferred tax e {118}
Adjustment to tax charge in respect of previous periods - deferred tax . {1} -
Disallowable expenses 7 23
Gther ’ - 59
Total tax charge 17 1,248

The following table shows the deferred tax recorded in the unaudited condensed consolidated interim statement of
financial position and changes recorded in corporation tax expense.

Deferred iax

Period ended Year ended

1% March 2018 3¢ September 2016

£'000 £000

Balance at stan of the penod / year . 5 669
Recoaniset in profit gng ioss during the periog / year (5.869)

Deferned tax zsset ansing from scquisition of subsidiary - .
Balance sl the erud of the period / year «

A deferred tax asset is regarded as recoverable and therefore recognised only when, on the basis of all availabie
evidence, it is probable that future taxable profits wili be available to utilise the asset.
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As at 31 March 2018, the Group had total trading losses of £46,938k (30 September 2018: £49,526%), short term timing
differences of £1,480k (30 September 2018: £1,613k) and decelerated capital allowances of £915k (30 September
2018: £1,064k). The Group has not recognised deferred tax (30 September 2018 £0).

A net deferred tax asset has arsen at consolidation totalling £319,325 (30 September 2018: £889,980) due to
consolidation adjustments. In line with the treatment adopled in prior periods, the deferred tax liability due to the
revaluation of morigages (including related fees) has been offset against the deferred tax asset arising from other
consolidation adjustments resulting in a nel deferred tax asset. As mentioned previously, the resulting defarred tax
asset is not recognised in the group for the period ended 31 March 2019,

The tax rates applied in determining the value of the deferred tax asset unwinding is 19% (2018: 19%} which is the tax
rate at which the asset is expected to unwind.

The Finance {Ne. 2) Bill 2017, substantively enacted on 31 October 2017, included a provision to restrict the offset of
brought forward losses to 50% of group profits arising on or after 1 Aprit 2017 over £5 million. In addition, it enables
carried forward losses incurred on or after 1 April 2017 to be offset against profits of any description. Deferred tax
recognition in the period has baen restricted to assets that are expected to be recovered against forecasted profits to
30 September 2019.

4, Cash and cash equivalents

The following table sets out each component of cash and cash equivalents.
31 March 2019 30 Seplember 2018

£'000 £000

Cash at bank 35,695 38,156
Shont-term deposits end other liquid assets 17,646 10,415
Treasury Bills 109,774 68,843
163,115 118,514

The carrying value of cash and cash equivalents approximates to fair value.
5. Trade and other receivables

The following table sets out the components of trade and other receivables.
. 31 March 2019 30 September 2018

v B0 £700
Trade and other receivables 3,149 3.416
impairmant 11,492) (490)
. 1,657 2.926
Reconciliation of gross movements in the period to 31 March 2019
Stage 1 Stage 2 Stage 3 Stage 3 IAS 38 Total
R oA N SHPOCHY s e L
‘Trade and other receivables S £ e BOOG e £0000 ) £900
At 30 September 2018 e £49 494
IFRS 9 transitional adjustment " - 649 . e - -
Gross carrying amount as at 1 Oct 2018 - - 49 - - 649
New assets priginated or purchased B L 818 Lo ERSUIEEE |-
Recoveries - R [ - Co 142
Amounts written off - - (85) L (58)
Totat gross carrying amount at 31 March 2019 - - 1,555 - 1,555
Reconciliation of impairment movements in the period to 31 March 2018
Stage 1 Stage 2 Stags 2 Stage 3 1AS 39 Total
_ R CAPOBY .
Trade and other rageivables B £000. -7 £000 555 £'000 0 o RS0 T £008. 0 - 00D
At 30 September 2018 R s e L AR 430
IFRS 9 transitional adjustment AR = _{480) .
At1 Oct 2018 . R T, N e o 450
New assets ofiginated or purchased D 002 oo 1,002
Amaunts writien of R - "
Total gross canying amount 81 31 March 2019 1,492 - 1,492
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6. Loans to customers at amortised cost

Loans to customers at amortised cost comprise all Servicaed and Roll up morigages, Residential Development Finance

toans, consumer loans and wholesale lending.

The following tables set out the carrving value of loans to customers.

Amortised Cost Gross Impairment
31 March 2019 31 March 2018 31 March 2019
£000 £060 €000
Consumer loans 111,974 132,023 {20,048}
Wholesale iending 46,591 45,696 {3,105}
Property loans 373,885 378,191 {5,306}
Total loans to customers ai amortised cost 532,450 560,910 (28,450)
Amaortised Cost Grass lenpaiment
1 Qctober 20118 1 Geiober 2018 1 October 2018
£000 £600 £000
Consumer foans 118,401 137,598 (16,198}
Wholesaie lending 51,106 52675 (1.569)
Froperiy loans 401, 730 407,323 {5 583}
Total lpans to customers at amortised cost 572,237 587,597 {25,360}
Mevement in impairment provision in period E'000
Consumer loans {1,851}
Wholesale lending {1,536}
Property loang 287
Total movament in impairment provisions {3,100}
Writerofts in petiod {2,403}
Total impainnent loases on joans 1o customers " {5,593}

Reconciliation of gross loan movements in the period to 31 March 2018
Stage 1 “Stage 2 Stage 3 Stage 3 IAS 3% Fotal

Pl Lt . {POCH
Tota! £'000 £900 £000 £'600 €000 £73a00
At 30 September 2018 R T - 649,146 645,146
FRS 9 tansitional adiustment 520,579 32,945 44,073 - {645, 146) (51,548}
Gross carrying amount as at 1 Oct 2018 520,579 . U 3LB45 . 44073 A : 567,597
New assets ofiginated or purchased 98,964 B F Y - 289 . 99,390
Assels derecognised or repaid lexcluding wrile offs) {128,303} 113,936} {10,601} - {152,840)
Transiers to Stage 1 7,499 (%808} {4,691} - -
Transfers to Stage 2 -{R0, 168) 20,305 {139} . -
Transfers to Stage 3 {8,347} {7,522} 15,868 L= -
Amortisation of interest 13,842 1,604 2,054 L. 47,500
Amounts written of LT S {1 - (737}
Total gross carrying amount at 31 March 2019 484,068 30,725 46,117 - 560,910
Staget ‘Stage 2 . . Stage Stpge 3 1AS 38 - Tota!l
A T Pocy _ ) L

Consumer icans £'000 £'000 £'000 £'000 €000 £°000
&t 30 September 2018 o N 137,508 137,508
{FRS 9 transitional adjustment 114,852 7,674 15,073 - {137,599) -
Gross carrying amount gs at 1 Oct 2018 114,852 T.674 " 15,073 - ' S 137,592
MNew assets onginaled or purchased 50,685 - . - 50,685
Assets derecognised or repaid (excluding write offs) {56,822} {2,182} {2,523 - {61,527)
Transfers tc Stage 1 Y 371 {a05} IR ) . : .
Transfers to Stage 2 {5.532) 5,665 {133} . -
Transters to Stage 3 (2.473) {2,958) 5,431 . .
Amotisation of interes! 3,727 448 1,080 . 5,266
Amournits written off - - - - -
Total gross carrying smount st 11 March 2018 164,851 B,243 18,928 - 132,023
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igal . Stagel  Bteged Btaga3d 1A5 39 Total
R R

Whotesale loans £000 £'900 £060 - £'000. £000 £'000
At 3 Septembear 2038 o T EBgIS. | B1B1S
IFRS 9 transitional adjustment Bag - (hRETS) . -
Gross carrying ameunt as at T Oct 2018 836 - oo BRLGTS
New assets originated or purchased S = . A4
Assets derecognised or repaid (excluding wiite ofis) R v MRS T8, 599)
Transters 1o Stage 1 < - . .
Transfers to Slage 2 : 1 - -
Transters to Stage 3 {1,941} - 1,737 - I
Amortisation of interest 1,987 65; - A Y.
Amounts written off s A L - il .
Total gross carrying amount at 31 March 2019 s AB,5TR. 2.825 - .. 49,606
Stage 1 Stage 2 Stage 3 Stage 3 As3e  . Tow
Property loans CEN00 .. - £9bd. - - £600.- £900 - " £'000 £°000
Al 30 Ssptember 2018 S S T 458,872 458,872
IFRS 3 transitional adiustment U3E4.840 . A3M8 0 28,184 s - (4BB,BTZY. . (51.549)
Gross carrying amount as at 1 Oct 2018 84,840 24,319 28,164 - . 407,323
New assets originated or purchased B T L IR - .: R o 45,211
Asgets derecognised or repaid {exciuding write ofis) 63,041y {11,602} -~ {8571} : U {B2,714)
Transters to Stage 1 ST087. . {2355 - (4.68%) - AN -
Transfers to Stage 2 RE R SR iy PR - -
Transfers to Stage 3 4,733y (3,9688) . o RTO Y T HEe
Amortisation of interest Bi2%. - 1,081 . . g8g ] - 10,198
Arnounts written off R R SR T (-1 N - {730
Total gross carrying amount at 31 March 2018 333,645 - 20,983 24,563 - 379,191

Other

As at 30 September 2018 Consumer  Wholesaie Secured
Loans Loans Loans Totat
£000 £000 £:600 £000

Gross carrying amount

IAS 38 137,599 52,675 458,872 649,145
Total gross carrying amount 137,599 52,675 458,872 649,146

There has been an increase in the impairment provision for the current period primarily due to Castie Trust's transition

to IFRS8.

For fair values, fair value hierarchy classifications and sensitivities disclosure refer to note 14,

The following table sets out a reconciliation, from the start to the end of the period, of the movement in specific and
collective impaiment provisions in the unaudited condensed consolidated interim statement of financial position,

Reconciliation of impairment movements in the period to 31 March 2018

Stage 1 Staga2... . Btage3: - Stage3
PR (e 1]

Tatat TR0 PRI, . Eoon - 000
A 30 Beptember 2018 B N S "
IFR$ 9 trans #onai adjusynent 4753 2863 . 0 17644 st
&1 October 2036 983 2BE3 n 4TS S
Originations and acouisitions EIE LT RS SN - | . LY 00
Netcommitments s (BAYC L = PR {54)
Disposals and write-offs Tlaas1) T - (744 {3,688) - . {6,293
impact on period end ECL of exposures transferred belwern stages e - TR
duting the period (©3) 1474 5879 - . A 720
Transfars: o L D
“To Stage 1 SR Y
-To Staga 2 S5 {398) 516 ($19) o
-To Stage 3 @18 (3a4) L 15630 B e
{inwind of discount PR i 172 1,045 . B AR .Y
Total movement in impairmants . {1810 {42} 4,752 - S 30
Glosing balance st 31 March 2019 1,533 2,924 22.39% - s e 28,460
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Stage 1 Stege 2 Stage 3 Stape 3 IAS 39 Torat
{POCY

Corsumer Lotns £000 £'080 £000 £'000 £'000 £:000
A 30 Seprember 2018 - - - . 12,677 12677
IFRS 9 ransitional adjustment 2,308 2.30% 13.587 - (42,877) 5521
At October 2018 2,308 2,305 1. 43,587 - e * 48,198
Originaions ang scquisitions 905 e T - ! - 845
Netcommitments {138} - FE {136}
CHsposals and writke-ofis {2,080} . {527) . . (2.343) . - - {45305
Imgac{ on perilod end ECL of exposures ransferred between stages - ('7:'” .t.017 . o -..3.;617 o .' . ; {561
during the period : : R :
fransters: . -
-To Stage § 43 {84} £9) B - -
-To Stage 2 {28%) 399 (114} . - .
-To Stage 3 {169} {1,087} 1256 . - -
Unwing of discount 234 143 884 . - 1,361
Total movement in Impairments {1401} (139} 3381 - - $,851
Closing balance at 31 March 2019 965 2,166 16,378 - - 20,045

Stage 1 Stage 7 Staged - Stagel FAS 38 Totat

Focy -
Wholes gle loans £000 E'000 £'000 £000 £:000 €000
A 30 Seplember 2018 - e T T e ST 980 SBO
{FRS § ransitonal adjustment 5B5 271 713 . {980} 5EY
A 1 Cctober 2018 L1 271 a1y - - 1,569
Originations ang acquisitons 4 - U e e e . 1
Netcommitments : T .
Dispos als and write-ofs [1kia] {32) . o - {(207)
lmp'actcm pen‘-od end ECL of exposures ransfered belween stages ) 243 -'--':5,28_8_ . : _.-. s . 1624
- during the period - . : : Lo

Transfers: e o ’ .
-To Stage 1 5 - {8 Pl i - - -
-To Stage 2 {2 R I 11 LT . : .
-To Stage 3 {23) S {204y o iR 0 - -
Unwing of disseunt 41 2 88 . . . 1i8
Total movement in impairments 17Ty 152 1,561 S ) - 1536
Closing balance a1 31 March 2019 408 423 2274 I - 3,108

Staget  "Stage2 . Staged . 'Stage3  IAS3% " Totat
Property loans £°000 £0060 £'080 £°006 £'000 £'000
£ 30 September 2018 . . o - 5747 5147
IFRS ¢ taasitonal adjusiment 1,862 387 3,544 - {5,747} {154)
A October 2018 1862 gy - 3,344 - - 5,593
Criginations and acquisitions 141 - F : TR : . . 224
Nelcommitments B2 L g Lo 82
(lisposais and write-offs {231} {185) {1.340) R - {1,756)
Impagton per('od end ECL of exposures ransterred betwaen stagas 7 S VRN Y7 SRR . 1,405
duting the petiod o - S
Transters: : T T S -
-To Stage 1 25 {25} - ) . - : “
-Ta Stage 2 (B4} 84 S N S e .
To Stuge 3 {27} 5% 80 .o - -
Urwird of discount 45 & & - 5B
Total movement In bnpalrments {32y {55} (200} - - {287)
Closing balance at 31 Merch 2019 1,830 332 1144 T . - 5,308

Reconciliation of impairment movements

Bix months ended  Six months ended
31 March 2018 31 March 2018

048 £000
Weite-off in pariad L2493 B
fncrease in provision 8.100 7,194
Tota! impairment iosses on foans fo customers 5583 7,194
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Notes to the unaudited condensed consolidated interim
financial statements (continued)
For the six months ended 31 March 2018

7. Loans to customers designated at fair value through profit or loss

Mortgages desighated at fair value through profit or loss together are measured at fair valug because they are managed
and their performance is evaluated on a fair value basis. Mortgage assets are measured at fair value on a recurning
basis and their valuation is categorised at Leve! 3. For fair value hierarchy classifications, modelling and sensitivities
disclosures refer fo note 14.

The following tables show a reconcitiation from the opening balances to the closing balances, including the total gains
for the year that are recognised in the statement of comprehensive income within 'Net gain/{loss) on financial
instruments at fair value through profit or loss’.

Movements in the period 31 March 2019 30 September 2008

. B0 £000
At 30 September 2018/ 30 September 2017 s B9,TR0 76,394
RS transitional adjustment e 59,389 .
Al 1 October 20187 217 o 189,13 76,394
Redemptions in the period - (8,34 {10,424)
Interest income component Lo 4,829 1,941
Met gain o financial assets designated al fair value through profit or joss el 4984 1,889
Closing batance at 31 March 20197 30 September 2018 e 123,580 §9,780

The total unreatised gains as at period end were £36,785,727 (Sept 2018: £20,083,483).

8. House price option

IPS mortgages issued since 1 October 2014 were bifurcated into the host contract, being the fixed interest repayment
element included in Loans to customers at amortised cost in note 6, and the house price option, being the return linked
to the HP| index. Prior 1o this date these mortgages were not bifurcated. Under IFRS 9 these are no longer bifurcated,
Refer to note 2.4.6 for more detail.

The following 1ables show a reconciliation fram the opening balances to the closing balances, inciuding the total gains
for the year that are recognised in the statement of comprehensive income within ‘Net gain/{loss) on financial
instruments at fair value through profit or loss’.

IPS morigage
house price
aption
£000

R XL
2 (8,150)

Al 30 September 2018

IFRS transitional adiustment

At 1 Qclober 2018

Net (loss) on house price Serivatives at fair value through profit or
[ei3:

Closing balance at 31 March 2018

COpening balance at 1 October 2017 12,153
Redemptions in the year {828)
Net galn on house price derhatives at fair value through profil or loss {2,174)
Closing balante a1 30 September 2018 9,150

The total unrealised gainsflosses for the group as at period end were £nil (Sept 2018: £7 467.140)).
There were no transfers into Level 3 assets in the period, and no transfers out.

8. Derivatives held for risk management

During the prior period the Group used derivative financial instruments to hedge its exposure to interest rate risk in
relation to increases/decreases in interest rates relating to toans to customers and liabilities at amortised cost.

Castle Trust applied fair value hedge accounting on a porifolio basis. The hedging relationship was between a porifolio
of assets and liabities and a portfolio of derivatives. Castle Trust analysed cash flows from these portiolics into
repficing time periods based on the expected maturity profile. A hedged tem was then designated as a portion of the
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cash flows within this profile that Castie Trust wished to hedge. Castle Trust designated the hedging instrument as the
portfolio of derivatives. A guantitative approach was applied on a periodic basis to measure the effectiveness of the
hedge based on the fair value movements of the hedged items and hedging instruments refating to the designated
hedged risk. Provided the hedge was proved highly effeclive, Castle Trust recognised the change in fair value of each
hedged Htem in the statement of comprehensive income, with the cumuiative movement in the hedged item being shown
in the statement of financial position.

The following table shows a breakdown of the derivatives used at the reporting date and the 30 September 2018:
As at 31 March 2019

Contract or  Positive market Nepgative market Totat
underlying value : value
principal amount
Derivatives held for risk management £000 £'000 £1000 £'000
Irterest rate swaps (not in haedging relationships) 91,500 - {219) {219)
91,500 N 218} {219)
As el 30 September 2018
Contract or
underiying principal Positive market Negativa market
amount valug value Total
Derivatives hald for isk management £0600 £000 £000 £000
Interest rate swaps (not in hedping relationships) 1,500 176 - 176
1,500 176 - 176

Margin of £230,000 is included in cash and cash equivalents and is encumbered.

The interest rate swaps are valued using & discounted cash flow model. The model Is based on cbservable market
inputs. The most significant input is the forward rate which is obsarved from the interest rate swap market.

For fair value hierarchy classifications and sensitivities disclosure refer to note 14,

10. Intangible assets

The following table sets out the net book value of intangible assets recorded in the unaudited condensed consolidated
interim statement of financial position by category of intangibie asset. Software includes mortgage operations, valuation
and software acquired as part of the acquisition of Omni Capital Retall Finance Lid. Goodwill and customer relationships
also relate to the acquisition of Omni Capital Retaii Finance Ltd.

Goodwil Cugtomer intermaliy Total
. . itemnazlly
relationships developed
developed
software for
software
consumer 0aRs
Cost £00¢ £000 £000 £308 £000
Al October 2017 5,212 608 1.084 2,678 758
Additions in the year - 568 276 844

Wrilten off in the year {8.212) {GDE) - - {8,818}
Al 30 September 2018 B - 1.602 2955 4,557
Additions in the perod - - £46 27 5172
Al 31 Blarch 2018 - " 2,2£7 3,482 £.720
Accumuytated amortisation and impatrment

ALY Gowber 2017 - 143 285 340 768
Amonisation charge for the year - . 401 874 1.275
Amotisation on watien off assets {143) - - {143)
Al 30 Sepember 2018 - [ 1,214 1,800
Amonisation chatge for the petod - - 223 405 851
Al 3% March 218 . - 08 1,623 2,531
Het book value

At 30 September 2018 - - $16 1,744 2657
At 31 March 2018 - - 1,338 1,858 3,188
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11.  Financial liabilities at fair value through profit or loss

Group financial liabilities at fair value through profit or loss inciude Housa liabilities that are designated at fair value
through profit or loss and derivative liabilites.

31 March 2019 30 September 2018

. B £000 £000

Housa lisbilities 7,501 8,650
#HP index contrast - call options 12,048 15,339
19,848 24,9589

11.1 Fair value of Housa liabilities
The existing book is in run-off, however there are three main variants of the Housa, as explained betow.

Income Housas are Loan Notes issued up to July 2014 by Castie Trust Incoma Housa ple which pay investors a
quarterly coupon. Growth Housas are participating preference shares of Castle Trust PCC issued up to October 2015
which pay investors a coupon at the malurity of the Housa. The Housa is a retail investment product of fixed term
batween 2 and 10 years.

The returns (and polentially share in losses) for both Growth and Income Housas are also finked to the movement in
the Halifax House Price Index. Foundation Housas are participating preference shares of Castle Trust PCC issued up
to October 2015 where the capital amount investors subscribed 1o is guaranteed.

Housa liahilities are measured al fair value {on a recurring basis) because they are managed and their performance is
evaluated on a fair value basis. The following table shows a reconciliation from the opening baiances 1o the closing
balances, including the losses for the period that are recognised in the statement of comprehensive income.

lncsam_e .

- Growth Housa - Foundation Housa Total

Housa
o OO E000 o oo BGOD £600
Opening balance at 1 October 2018 1,259 5,240 3,151 9,650
Redemplions in the pariod (836). . {1,284) {244} {2,058)
Net ioss on §rancial liabilities at fair value through profit or foss A A s s b BB 208
Closing balance at 31 March 2019 . 743 . 4,077 2,983 7,804
come Growth Housa Fourddation Housa Total

Housa
£000 £000 £000 £000
Opening balance at 1 October 2017 1,629 5,960 2,950 10,585
Redemplions in the period {418} {655} {H {1,374}
Net loss on financial liabilities at fair valve through proft of lnss 48 235 156 433
Closing baiance al 30 September 2018 1,259 3,240 3,151 9,650

The total unrealised losses as at period end were £1,816,172 (2018: £1,619,553}. For fair value higrarchy classifications
and senshivities disclosure refer io note 14. There were no transfers into Leve! 3 assets other than the complations in
the period, and no fransfers out other than redemptions.

1.2 Fair value of derivative liabilities

Derivative financial iabilities included within financial liabilities at fair value through profit or loss comprise a partfolio of
over-the-counter calt options sold to CTC Holdings (Cayman) Ltd, the Company's ultimate parent entity to mitigate
Castle Trust's exposure to house price risk. Whilst economically Castle Trust considers that these derivatives are part
of the business’ effective risk management, these derivatives are not included as derivatives held for risk management
as they are not designated in any hedging refationships. As such they are classified as held for trading. The portolio
includes options with an originai term between 3 and 7 years. The total premium paid for the options was £15,000,000.
The table below shows the fair values of derivative liabiliies together with the notional amounts, The notional amounts
indicate the principal against which the derivative payoff is calculated.

31 March 2019 31 March 2919 30 September 2018 30 Septembar 2018

- Notionr! amount: .0 Fait valie Notiona! amount Fair value

I 5. PR £000 £000 £5000

MPlindex contract - call options 200,000 . 12,046 200,000 15,339
Total fair value of other inancial labiities at fair value through profit

orloss 200000 - . 12086 200,000 15,339
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For fair value hierarchy classifications, modefling and sensitivities disclosure refer to nots 14,
12. Amounts due to customers for Fortress Bonds

Financial kabiliies in respect of Foriress Bonds are valued at amoriised cost, less transaction costs incurred in
issuing the bonds.

31 March 2019 30 September 2018

£000 £000
Amourits owed to customers excluding unamortised transacton cosis 737,461 735020
Erought frward unamorised transaction costs {7,249} (10,553
Addiional transaction Costs in the period £193) {3,447)
Amortisation of ransaction ¢osts in the period 2,514 &, 750
Financial liabilities at amortised cost 32,503 120

For fair value, fair value hierarchy classifications and sensitivities disclosure refer 1o note 14.

13.  Share capital |

On 5 Gctober 2018, a further 63,308 ordinary shares of £0.10 were allotted to Castie Trust Holdings (Jersey) Limited.
The total amount paid was £1 per share with the difference accounted for as share premium.

14.  Fair value modelling, hierarchy and sensitivities

14.1 Fair vaiue modelling

Castle Trust has developed a model to value #ts financial assets, liabilities and dervatives, The model uses stochastic
techniques to caleulate the net present value of expected future cash flows. The cash flows are based on assumptions
about the range of possible future events and information concerning the terms of the financial instruments. It is run
on a monthly basis for intermnal management information and board reporting purposes. It is run by a specialist team
within Castie Trust within & control framework. Mode! assumptions are reviewed by the boargd.

The models make use of cerlain significant model inputs. The inputs could be market quoted levels or unobservable
inputs which are calibrated using a set of methodelogies developed in conjunction with the valuation models. The most
significant inputs are set out in the table below.

There is significent correlation between model parameters where movements in a parameter would lkely result in
opposing movement in other paramelers creating offsetting vatuation impacts.

The fair value sensitivity to changes in the model inputs have been assessed using reasonable upward and downwards
shifts to the model inputs while keeping all remaining inputs constant. The following ables set out the relevant
sensitivities.

The model incorparates various inputs as detailed below. Sensitivity analysis has been provided below where a
reasonable change in each input has a material impact on the reporied figures. In determining this, 2 sensitivity range
is defined for each parameter, such as the standard error of the estimated parameter value. In cerain circumstances
management’s judgement is used where this is not always possible {(such as where there is not sufficlent data for
each parameter}. A threshold is defined and where the valuation sensitivity is greater than the threshold the
parameter is included in the sensitivily disclosure below. The threshold applied is & 1% movement in assets for which
the fair value is determine

7
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Mortgage fair value measurement

The model, as applied to morigage product lending, incorporates various inpuis, of which the most significant are as

follows:
Rarge Sensitivity
March 2019 September 2018 Sensitivity March 2019 Sepember 2018
Trpit Description Min  Max  Mn Max Ramge ____ Min7 Max Mn Max
o £D00  £000 D08 £000
C_a_sl}e Trusts LTV Caste Trusts loen relate to 22% 734% 17% 784% :
R . Propesty value
Sanior LTV - - Primary mortgage relalive to N
O properyvalue (?.n%- 759% Q0% B04d%
House price moveman Percentage movernent sinca L
i TR T rgingtion toindexed valus AE% S2a% B6T%  AB4% (128681)  14.438
Expecec‘ house.p__ ce owth :sr;wu;'led annual rate of future HPE CaE% 28%  26%  25% 5.25) 2,419
Volatity of the movemant in HP1. . Assumed annualised woiatiily of A .
T tha future HP retums 11’5% % NS% - 18%
House prica wiafitity.” - .. Thersis alsc an alowancs for
’ index wlakilly and solallity above 34%  47T8%  34%  4TS%
e : the index S
Epected repay'nientra%es-: Depandent on elapsed lem of RN
. mongage. There are adjustments i N
% 89
for seasonalily and market Do% 18E% 0% 16.9%
conditions
Distount ritai: Derived o be consistent with future ~
: hous e price growlh :
Partnership mortgages VA% 13E%  84%  136%
BTL: fixed intome component and -
heuse price darivative o o
Risk free discount rates 0%%  12% 08% 17% +1% (1,862} 1,958 (1931} 2048
Credit premium discountrate 10%  B85% 1.0% B.4% +-1% {1,852} 1938 (1831} 2048
BTL: house price deriative
componert PR,
Hause price risk premium 8.5%  8.5% +5% LT 2A18) 3,134 (2.244) 3612
PS: fixed Income component and .
housa price derivative : TR
 Plisk ree discount rales 06% 1.7% L (e8) . 87 {147} 150
* Credil premium discount rale 10%  BA% A% 1147} 150
IPS: house price detivative
componam LR
House price risk premiurm C355% - 355% 146% 14.8% 5% (241} o 281 (570 543

Houssa liabilities fair value measurement

The model, as applied to Housa liabilities, incorporates various inputs, of which the most significant are as follows:

Range

- March 2019 Seplember 200

Dascription i
»  Max Mn  Mex
Maverentin HPEL G Percantage movement since L
B RIS Tt origination o indexed walug ) CASER T18%  4sTR
watle House prde growty 7 As d annual Tt b
’éxp cwd . usepaoeg i th o gr:wu::e wal rate of future HPI Je%  26%  26%
Volatility of tha frpbement in HPI Assumed annuahsed volaliity of 5% 115%  115%
the fulure HPI returns
Distount rates : Derived o be consistent with fulure
. hous e price growih.
Risk fres discount rates 27%  15% 08%  20%
Cradil pramium disgounttate 1% 27% 1A% 1.8%
Mouse prica risk premium 10.5% 42.2% 10.2%  425%

Seniitivity
- March 2019 September 2018
Senaitivity L. Tl
Rgnge G ME T Mix  Mn Mox
0L £080  ED6D £000
+10% C{TT4YT R4 (928} $15

(93 183 379
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Derivative liahilities fair value measurement

Derivative liabilities consist of the call options sold to CTC Holdings {Cayman} Lid. The model, as applied to derivative
liabilities, incorporates various inputs, of which the most significant are as follows:

Range Sensizivity
March 2013 September 2018 Harch 2019 Seplember 2018
Description Sensitivity
input ) N Min  Max M Mex  Rege Min Max = Mn  Max
£9ct £000 £G00 £7000
Mowement in HP1 Peteeniage movement since . o .
origingtion 1o indered value 83%  e3% BE%  Eo% IR (16800} 1A (15050 8310
h i 1 t |
Ewected house price growih ;‘::; edermustateofRIe Pl g oo 2e%  z6%  28% +1% (1938} 1718 (2545 2,260
Volatility of the movement in HPI Assumed stnuatised volatility of . . ORI Bk A :
. the future HPL returns TIE% IR REN 115w
Dizgount ratos © Berived 1o be consistent with fiture

hous e price growtn

Risk kee discount rales 0.7% 15% 97%  20%
Credit premium discount rawe 1A% 27%  1.2%  18% : : :
House price nsk premium IF% 68% 3I2% BE% +5%  (1642) 1,383  (2,113) 1.808

Derivatives held for risk management fair value measurement

Derivatives held for risk management consist of Interest Rate Swaps. The mode!, as applied to derivatives held for risk
management, incorporates varicus inputs, of which the most significant inputs are as follows:

Range Sersitivity

March 2018  September 2018 Senchivity March 2048 Seplember 2018
Inpunt Description L Min__ Mex  Mn M Rage Min  Max  Mno b
' o £600 £000 £000 £000
inlerest ratas . Fixesdd feg interestrates $01% 1.63% 101% 163% 1% (962} 1012 (1223) 1.288
Figating leg interest rates (1] &M BM 6% +1% 862 (1,012} 1223  (1,285)

LIBOR LJBOR LIBOR LIBOR )
Discount rates ; Discounted using OIS (overnight 065% O083% 0.44% 107% 1% g (5} (113 3

indexag swap) curve

14.2 Fair value hierarchy analysis

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date. The tables below show the determination of fair value according
to a three-level valuation hierarchy. All assets and iabiliies for which fair value is measured or disciosed in the financial
statements are categorised within the fair value hierarchy, described as follows, based on the lowest level input that is
significant to the fair value measurement as a whole.

For loans and receivables and financial liabilities held at amortised cost, fair values are determined according to the
most recent and where possibie published interest rates, adjusted for the time value of money and credit spread risk,
using a discounted cash ftow model. The hierarchy position is considered to be Level 3, as the lowest level input, being
the discount rate, is uncbservable.

For financial instruments where the receipt of the related cash is not more than three months from the date of the
recognition of the asset/liability and which are not subject to significant credit risk, carrying value approximates falr
vslue, and they are conseguently not included in the fair value analysis below.
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As at 31 March 2019

. Levet 1 . Level2. .. .- leveld . . Tolal  Canying valse
Assets e B0 B0 e L £op0. o B0
Loans io customerns . X o L

Al amontised cost - B 537,985 532,450

Designated 8¢ fair velue through profil or ioss Y 123,580 123,580 123,580

Faif wiue hedge assel 2 e e AR oo
Totat 129 o BELLBES . .. B61,686 .. . 656,151
Ligbilities e e
Debt securities in issue 8,682 - . a8
Dervatives held for risk managemant L M 218
Financial liabilities at emortizad cosi 729999 i 132,893
Financip! liabilities at fair value through proft or loss L L e il ASAABI o 19,848
Total T R O R T L MY 769,468 .. 765,688 - 162,342
As at 30 September 2018

Lewt iew 2 Lenel 3 Tolal Carrying walue

Assets £000 £060 £0C0 £000 £000
Loans jo customers

At amonised £ost - - 842,563 542.563 628,142

Dagigneted gt fair walug threugh profit o 1058 - - £8,780 §3,780 £9,780

Fair vatug hedge assel 229 - 226 22%
Derivative inancial inslruments

Hause price option - - 8,180 9,150 9150

Cerhalives hedd for risk managemant - 178 - 176 176
Total - 405 721,493 721,888 708,077
Liabilities
Dabt seurities inissue - - 2,642 8,642 9,642
Financia! jabiftias al amortised cost - . 734,882 734,682 721,770
Financial iabiities at fair value through probl or loss - - 24,989 24,989 24,929
Todal - - 769,313 769,312 782,401

15. Risk management

The Group's activities expose it to various types of financial risk that are associated with the financial instruments and
markets in which it participates. The main risk to which the Group is expesed is credit risk. The Group is also exposed
to liquidity risk and market risk as these risks are inherent in the business. The Board is responsible for sefting the risk
appetite for each of these risks. The Group measures its exposure to the risks on a regular hasis and reviews the
exposure every quarter. Castle Trust assesses all these risks and its capital adequacy as part of its Internal Capital
Adequacy Assessment Process {"ICAAP"} which is conducted on an annual basis. The section below provides further
details on financial risks only.

151 Credit risk
Credit risk is the risk that a counterparty will fail o meet its obligations in accordance with agreed terms. In general, it

arises from the counterparly being either unwilling or unable to settle its obligations. This risk is managed in the loan
origination and servicing processes. In addition, morlgage credit risk is monitored via performance monitoring, including
past due, maturily and concentration risk assessment.

Consurner point of sale lending and wholesale lending is managed by monitoring of non-performing loans, monitoring
of actual bad debt rates against predicted bad debt rates and write off levels. The Group has modelled the scenaros
which might lead to a change in these risks and these are measured and monitored on a guarterly basis by the Risk
Committee.

The Group manages its credit risk in accordance with policies set by the Board 1o ensure that the credit risk assumed
is commensurate with the return required. The Group is exposed to credit risk from its loans to custemers, derivative
financial instruments, cash and cash equivalents and its foans and advances to credit institutions. The Group's
maximum exposure to credit risk is sel out in the table below.
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Neither past due nor . Pestdue but notimpaired ~ Individually impaired Callective Totat Forbome %
kmpaired ’ and spectic
Performing Forborne Notforbome . Forbome. Notforhome Forborae
As pt 5t Barch 2010
£'060 £'960 £006 £000 £l £'060 000 £odo
Financial assets ) : L : : : ’
Cashang cash equevalems 63,115 . e - - - - 163,115
Trede and other recevabies 3148 - - R - . {1.492) 1,657
Loans to customers R ’ Y
Atemorised cost -
- Consumet pans TO8 B4 153 21,283 £, 742 - - {20,049) 111974 f.44%
~Vholesale pans 45,845 9z 3,002 83 - - (3,108} 46,581 1.70%
« Property loans 302,604 28,857 20,813 3243 24,564 - (5.308) 373,885 8.38%
Degianated ot faiv value through profit o7 ks 111,878 - 8761 . - - - 123680 0.00%
140,841 25,542 50,798 5708 24,564 (29,858 820,802
Neither past due nar #ast due bud not impained ndividually impaired Collective srd Tolal Fobore %
Impaired spesific
As 8t 30 September 2318 Performing Foberme  Notforbome Forsome  Notforbome Forbome
£000 000 £000 £:080 Q00
Financial assets
Cash znd cashequivalerts 118,514 B - - 18,514
Trade and other receivabies 3415 {488} 2.82¢
Loars 1 customers
At amonised cost
-Censumer isans 118,407 553 BG57 2582 - (12877} 124,922 2.28%
- Wholessle loprs 51,062 1.558 25 - {860} 21,605 0.05%
- Property loers 390,655 36434 18408 13,375 {ET47} 453,125 401%
Detignated atfzir valse through profit of loss EB Y25 £1¥ 8 - Bt - 649,780 D.77%
Cerivative financial instngrents
Hause price opbon 8838 212 9150
Dervatives held for risk managament 176 - - - 176
FEro22 553 56 T8 21,043 13,375 £ (19893 836288
The following table shows the maturity profile of the Group's past due or impaired financial assets.
Totz} Specific ene  Neitherped Impeimd bt «30deye - 3060deys - 6120 days | ENtiGdays  >tBGdays
colieciive dus not - not past due :
As st 31 March 2049 impairment impaing
Long 080 [ £ £y 900 098 £500
Financial assets e DR, - i - — - - - —
Cashi g Cash eilonts 13,18 - U Ad e .
Tra0E and other recknabies LEST L. C{Leem RS - S -
Loans (o Lusiomers . - . -
ki Brotissd cout 532,456 - {£8,458) " ABSE4Y RTRIH 10,475 CESM 13,672 3001
Desigrated at fair wiue ivvcupn proft of loss 123,880 Y878 . > 57 .
Geriativg Rrandisi mstruments
Haouse rice option
Derivativis Rt 530 ik Mpnanetu . . . - v . v .
820,602 (28,9523 788,683 14,118 10475 £.504 48,673 34,081
Tresel Specific ard Nedher pas! dus npared bl not <3ldays 3064 gays 61-50 gays 1150 daps 470 pays
COBCTIE O PR past B
K& gt 30 Seplember 2018 impaETER
EQ00 £000 £400 €000 £650 L0900 £000 £060 000
Firzre ! asoety
Cash grd cash eguisens 16514 - 118514
Trade ardd other receiabies i {480; 36
Loars fo customers
A1 amonised £ost 625742 (18.454) 538 70T 13,178 11,543 4,058 & 580 1193 38683
Designaties 41 tar wiue thigugh profl o 1065 £ T - 68725 1% & 18 13¥ & s
Deraine fnancial ingbroments
fhrise proe option G163 8638 i0 4 thE
Oeriatives bed Ry btk managemen: 176 - 116 . - - - - -
B 0% 15, Bds) ThE 47K LEAEY 11,138 8 G 573 11,950 40 563

Credit risk associated with property loans and loans designated at fair valus through profit or loss is mitigated by the
collateral that the Group holds a charge over. This {otalled £2.42 biilion at the end of reporting pericd {30 September
2018: £1.70 billion), which represents the indexed value of properties at the reporting dates. In many cases Castle
Trust's charge over this collateral is subordinated by another lender's charge. The following table shows combined first
and second charge loan to value analysis for all loans by band held at the end of the petiod:

31 March 2019 31 March 2018 30 September 2018 30 Seplember 2018
LTV band % £'000 ki £000 Y
G -2t Ci2,66T B 9,592 2%
21 - 58 96,550 C % £17.835 22%
51 .70 256,523 B, 204,876 £5Y,
71 -85 106,556 L21% 113,455 21%
86 - 90 7.23% 1% 1.758 0%
Gi+ 29,244 8% 85 0%
Carrying value before impairment provision 502,71 100% £37 802 1060%
Unsacured Lending 184,718 180,275
Yotal Lending before Impairment provision 684,490 728,077
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The LTV used in the table above for RDF is based on the Gross Development Value (the estimated value at
completion). Total exposure to Development finance is £78.5m (2018:£69m) with an average LTV of 44.5%
(2018:39.2%).

Significant increase in credit risk (‘SICR’} {movement to stage 2)

The Group's transfer criteria determine what constitutes a significant increase in credit risk, which results in an exposure
being moved from stage 1 to stage 2.

At the point of recognition a loan is assigned a lifetime PD estimate. For each monthly reporting date thereafter an
updated lifetime PD estimate is computed for the life of the loan. The Group's transfer criteria analyse relative changes
in lifetime PD versus the origination lifetime PD, where i prescribed thresholds are met, an account will be transferred
from stage 1 1o stage 2.

The Group’s Risk function constantly monitors the ongoing appropriateness of the transfer criteria, where any proposed
amendments will be reviewed and approved by the Group’s Management Committees and the Risk and Audit
Committees at least semi-annually or more frequently if required.

IFRS 9 includes a rebuttable presumption that if an account is more than 30 days past due it has experienced a
significant increase in credit risk. The Group considers more than 30 days past due to be an appropriate back stop
measure and therefore has not rebutted this presumption. A borrower will move back into stage 1t where the SICR
definition is no longer satisfied.

Definition of default (movement to stage 3)

The Group uses a number of quantitative and qualitative criteria to determine whether an account meetls the definition
of default and therefore moves to stage 3. The criteria currently include:

= The rebuttable assumpfion that more than 80 days past due is an indicator of default. The Group has not rebutted
this assumption and therefore deems more than 90 days past due as an indicator of default.

s The Group has also deemed it appropriate to classify accounts that have moved into an unlikeliness to pay position,
which includes forbearance or repossession.

A borrower will move out of stage 3 when their cradit risk improves such that they rofl back to zero days past due and
remain there for an intemally approved period, The borrower will move o stage 1 or stage 2 dependent on whether the
SICR applies.

Forbearance
Mortgages

Castle Trust sometimes makes concessions to borrowers with respect to the original terms of mortgages as a response
1o a barrower's financial difficulties. Forbearance within Castle Trust may take the form of a change of contractual terms
{e.q. transfer to interest only, extension of term, payment holiday or further advance) made as a concession to a
horrower who is unable to meet the original contractual terms of the morigage. In addition, other activities are also
considered to be indicative of forbearance such as paying costs to support a voluntary sale of the property, waiving of
Early Redemption Charges and providing a reduced concessionary interest rate that would not normally have been
done had the borrower not been in financiat difficullies. Forbearance offered by the primary morigage provider does
not necessarily result in Castle Trust's mortgage being forbome.

Forbearance provided by Castle Trust is considered to be an indicator of impairment. Forbearance provided by other
ienders to Castle Trust's borrowers is not automatically considered o be an indicator of impairment of Castle Trust's
mortgage but is considered on a case by case basis if further information is available. Once the terms of the original
mortgage have been amendsd, any impairment is measurad by discounting the revised expected cash flows under the
new terms discounted at the original effective interest rate of the mortgage. After a mortgage has been classified as
forborne, it will remain classified as forborne unless it retumns to or close to its original contractual terms. If modifications
are substantial the loan is derecognised.
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Consumer Loans

Castle Trust sometimes makes concessions to the original terms of lcans as a response to a customer's financial
difficulties. Indicators of financial difficulties considered by Castle Trust that tigger consideration of forbearance are
the aggregate arrears status, which takes into account both the number of missed payments and the months elapsed
since the date of the contractual maturity. Forbearance may involve extending the payment arangements and the
agreement of new loan conditions, such as freezing interest, a reduced payment arrangement or debt management
pian arrangement.

impairment is measured using a collectively modelied impaired provision as each loan advanced by Castle Trust is
individually not significant and the approach is consistent with IFRS 9. in modelling the specific provision, the discount
rale used is the average effective interest rate calculated on an aggregate basis by sector monthly, weighted by
issuance. Assumiptions are also made with respect (o the estimated cash recovery at the termination of the loan
agreemeant.

Afier a loan has been classified as forborne, it will remain forbormne unless it returns to or close o its original contractual
terms. H modifications are substantial the loan is derecognised.

Wholesale Lending

Castle Trust sometimes makes concessions to the original terms of wholesale loans as a response to a cuslomer's
financial difficutties. Forbearance may involve the use of a payment plan where an agreement has been reached for
monthly instalments to be reduced for a period of time or where individual consideration is given to the customer's
circumstances.

Impairment is measured using & collectively modelled impaired provision as each loan advanced by Castie Trust is
individually not significart and the approach is consistent with IFRS 9. In modelling the specific provision, the discount
rate used is the average effective interest rate calculated on an aggregate basis by sector monthly, weighted by
issuance. Assumptions are afso made with respect to the estimated cash recovery at the termination of the lfoan
agreement.

After a loan has been classified as forborne, it wili remain forborne unless it returns to or close to its originat contractual
terms. if modifications are substantial the loan is derecognised.

Credit concentration

Credit concentration risk arises when a number of counterparties are engaged in similar business activities, or activities
in the same geographicat region, or have similar economic features that would cause their abifity 1o meet contractual
obligations to be similarly affected by changes in economic, political or other conditions.

The Group manages its exposure to credit concentration risk by monitoring the level of concentration across a number
of dimensions and in some cases limiting the exposure. For example, the Group limits its maximum exposure to
individual obligors. The level of the limit is dependent on the credit qualily of the cournterparty. Similarly, the Group's
exposure to certain geographic concentrations is monitored (o ensure it remains within the Board's risk appetite.

Mortgage assets have a maximum lcan exposure which reduces concentration risk. Consumer Ioans and those
classified as wholesale lending are all small ticket loans which are well distributed throughout the country to retail
customers. The maximum single party exposure is to HSBC.

The Group's exposure to credit risk arising from cash and cash equivatents and loans and advances to credit institutions
is managed by the treasury function. Moody's credit rating for HSBC Bank is AaZ and the HSBC Global Sterting Liquidity
Fund is rated Aas by Moody and AAA by S&P. These exposures are not considered to resull in significant credit risk,

Forward looking macroeconomic scenarios

IFRS 9 requires firms to consider the risk of default and impairment loss taking into account expectations of economic
changes that are reascnable.

The Group uses a bespoke macroesonomic mode! to determine the most significant factors which may influence the
likelihood of an exposure defaulting in the future, At present, the most significant macroeconomic factors relate o the
house price index (HPI'), unemployment and the Bank of England Base Rate.

=t
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The Group has derived an approach for factoring probability weighled macroecoenomic forecasts into ECL calculations,
adiusting PD and LGD estimates. An account's lifetime PD is impacted by the probability weighted macroeconomic
scenario and therefore impacts whether an account mesats the Group’s SICR {ransfer criteria moving the exposure
between stage 1 and stage 2. The macroeconomic scenarios feed directly into the ECL calculation, as the adjusted
PD, fifetime PD and LGD estimates are used within the individuat account ECL allowance calculations.

The Group currentty does not have an in-house economics function and therefore sources economic forecasts from an
appropriately qualified third party. The Group will consider a minimum of three probability weighted scenarios, including
base, upside and downside scenarios. However, the Group will constantly monitor the ongoing appropriateness of its
approach referencing industry best practise.

The base case is also utilised within the Group’s impairment forecasting process which in tum feeds the wider business
planning processes. This economic forecast is also used within analysis 1o set the Group's credit risk appetite
thresholds and fimits.

16.2 Liquidity risk

Liquidity risk is the risk that a firm is unable to meet its liabilities as they fall due, without incurring unacceptably large
losses. in general, the risk arises from mismatches between the maturity profile of assets and liabilities and the ability
of the firm to liquidate its holding in certain assets.

The Group is exposed to liquidity risk due to nature of its business actives, The exposure is monitored regularly and
formally reviewed by the Board on an annual basis. The Group regularly conducts stress testing assessments of the
halance sheet to measure its exposure. The exposure is controlled by active management of the amount, type and
rmaturity profile of #s assets and liabilities. In addition, the Group maintains a liquidity buffer to ensure it has adequate
liquidity to meet its liabilities as they fall due.

15.3 Market risk

Market risk is the risk that the fair value of future cash fows from financial instruments will fluctuate as a result of
changes in markst variables. Interest rate risk is a type of market risk where variability arises from interest rates.
Similarly, house price risk is a type of market risk where the variability arises from changes in house prices.

The Group is exposed to market risk in the form of interest rate risk and house price risk, This exposure is monitored
regularly and formally reviewed by the Board, as part of its ICAAP, on an annual basis. The Group is exposed fo
interest rate risk due to the mismatch between the fixed interest rates it receives on is loans to customers and the fixed
interest rate it pays to customers. The Group manages its exposure to interest rate risk using interest rate swaps. The
Group’s exposure 10 interest rate risk at the reporting date, measured as the impact of a 1% parallet shift in interest
rates, was £(286k) {30 September 2018: £511k). Similarly, the Group is exposed to house price risk due lo the nature
of its house price linked mortgage contracts and its Housas.

The Group manages its exposure to house price risk using house price options that it has sold to CTC Holdings
(Cayman) Ltd. The Group’s exposure to house price risk as at the reporting date, measured as a 10% fail in house
prices, was estimated to be £3,769k {30 September 2018: £3,749k). The Group manages its exposure to interest rate
risk using swaps to convert the interest rates on its financial instruments, such as morigages and Fortress Bonds, from
fixed {o LIBOR-linked floating rates,
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16. Debt securities in issue

2014 2018
Due in more than one year £'000 EXO0
Senior loan notes §.682 9,642
Total debt securities in issue 9,682 9,842
17.  Reconciliation of financing liabilities
AL10ct2018  Cash flows interest Falr value At 31 March
aceretion thanges 2019
£000 £:000 £600 £000 E000
Debit secuntias in issue 9,642 {382) 422 - 8,682
Ampunts due to customens for Fortress bonds TET.II0 {1,383 12,206 - 732,583
Financial Hahilities at falr walue through profit of loss 24,989 {1.278) - {3.863) 158,848
762,401 {9,045) 12,628 {3,B63) 762,122
Inferest Fair value At 30 Sept
ALt Oct 2017 Cash flows accretion changes 2018
£000 £000 2000 £000 £000
Debt secuities inissue - 9,704 (&7} - 8,642
Amounts due to customers for Fortress bonds 605,007 103,637 19,126 - 721770
Financia! Habilities al fair valve through profit or ioss 27,614 {1,517} - {1,108) 24 985
632,621 111,829 19,659 {1.108) 762,401

18.  Ultimate controlling party

Castle Trust's immediate parent undertaking is Castle Trust Holdings (Jersey) Limited which is incorporated in Jersey.
Castle Trust's ultimate parent company is CTC Hoidings (Cayman) Lid which is incorporated in the Cayman Islands.
The ultimate controlling party of the Group is considered to be Mr Jameés Christopher Flowers.

19. Related party transactions

There were no changes to the nature of the related party transactions during the period to 31 March 2019 that would
materially affect the position or performance of the Group. Details of the transactions for the year ended 30 September
2018 can be found in the 2018 Annual Report.

20. Capital management

The primary objectives of Castle TrusUs capltal management policy are to ensure that Castle Trust complies with
externally imposed capifal requirements and maintains an appropriate capital position, relative to iis risk, in order {o
support its business.

Castle Trust Capital plc and Castle Trust Capital Management Limited are subject to FCA regulation and, as investrment
firms, are additionally subject to the requirements of the Capital Requiremeants Regulation (EL 575/2013} which governs
capital levels. Regulatory capital requirements of 8% of Risk-Weighted Assets (RWAs) are monitored as parl of the
overalt management of capital, with Key Risk Indicators assigned and monitored for regulatory capitat ratios. Castie
Trust targets & capital ratio of no less than 8% as a regulatory minimum. During the current and prior period Castle
Trust complied with all external requiatory capital requirements,
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Castle Trust manages its capital structure to reflect changes in the prevalling economic conditions and the risk
charactaristics of its activities. Castle Trust may adjust the quantum, tenor or riskiness of its aclivities and hedging
strategies in order to reduce the risk that it runs, including exposure to house price, credit, interest rate, and operational
risk. Castle Trust may also seek to issue additionat capital instruments. Castle Trust's Board regularly reviews its capital
position and has instituted objectives, policies and procedures for the sound management of its capital position.

As at 31 March 2018, the Group's total aquity was £58,325k (30 September 2018: £64,832k).

21. Events after the reporting date

There are no events after the reporting date that require disclosure under IAS 10,
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