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Chamypioning the innovators,
risk-takers, the doers and
makers of things.

This is Modern
Merchant Banking.

Close Brothers is a leading UK Our clients play an important role
merchant banking group providing in driving growth in the British
lending, deposit taking, wealth economy. Our role is to help them
management services and as they grow — providing financial
securities trading. support and advice to small

businesses and individuals
across the UK.

The photography within this Annual Report
was photographed on location at our clients’
businesses. We would like to thank them for
their generous support and cooperation.

Photographed on location at Castle Air Ltd.




Throughout our history,
we have focused on
delivering the highest
levels of service and
integrity.

Our commitment to our business
model has allowed us to navigate

the financial crises of recent years.

When others have been over-
adventurous we have stood firm
with a more prudent approach

— putting emphasis on preserving
our clients’ capital, while
prioritising relationships and
consistency of lending throughout
the economic cycle.

We continue to invest our time,
energy and money in looking
towards the future — ensuring our
people, products and systems
evolve with the market, to exceed
our clients’ expectations and
diversify our offerings, today and
for years to come.
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~nancial Highlights

for the year ended 31 July 2017

Modern Merchant Adjusted' operating profit Adjusted? basic earnings per share @
gt 0D64.8m 13170 f
specialist financial =
expertise to help (2016: £233.6m) (2016: 128.4p) -
o
commercial enterprises gg:; zg:; 3
and private clients thrive. 2015 - =
At Close Brothers we provide financial 2014 2014
2013 2013

support and advice to small businesses
and individuals throughout the UK. Our
clients are the makers of things, the
wealth creators, the investors and the
savers. They are playing an important
role driving growth in the British Return on opening equity? Ordinary dividend per share*

economy and we are supporting O
179%  60.0p

Throughout our history, we have

remained focused on upholding our (2016: 18.9%) (2016: 57.0p)
traditional values of service, expertise 2017 2017
and relationships. At the same time, we 2016 2016

encourage innovation and support

enterprise, reflecting how our clients 2015 2015

do business. 2014 2014
2013 2013

In all market conditions we remain

focused on providing straightforward

products and services, maintaining a

prudent approac.hland strong financial

D;JSIElﬁ[?; %{ndtbtilflng relationships that Operating profit before tax Basic earnings per share

£258.0m 128.3
(2016: £228.5m) (2016: 125.7p)

Profit attributable to shareholders

£191.2m

(2016: £186.5m)

1 Adjusted operating profit/(loss) is stated before amortisation of intangible assets on
acquisition, profit on disposal of discontinued operations and tax.

Stated before amortisation of intangible assets on acquisition and the tax effect of

such adjustment.

Return on opening equity calculated as adjusted operating profit after tax and non-
Front cover: controlling interests on opening equity less non-controlling interests.

Photographed on location at The Morgan Motor Represents the final dividend proposed for the respective years together with the interim
Company Ltd. dividend declared and paid in those years.
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Delivering

Service

Across all our businesses
we uphold traditional
service values of honesty
and integrity. We
understand that business
is about people, so we
empower our teams to go
above and beyond for their
customers and to act with
speed and efficiency when
time is short.

Photographed on location at Matsuura Machinery Ltd.
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Specialist

Businesses

Photographed on location at Matsuura Machinery Ltd.

Banking

Retail Finance

(8.9

Adjusted operating profit

Commercial Finance

(2.0

Adjusted operating profit

Property Finance

92.0m

Operating profit

The Retail Finance segment provides
loans to predominantly retail customers,
through a network of intermediaries.

The motor finance business provides
point of sale finance for the acquisition of
predominantly used cars, motorcycles
and light commercial vehicles. It operates
through a network of ¢.7,000 independent
motor dealers and has approximately
270,000 customers in the UK and Ireland.

Loan book: £1.8 billion

Average loan size: ¢.£6,500

The premium finance business finances
insurance payments for over two milion
companies and individuals, via a network
of 1,700 insurance brokers, allowing their
customers to spread the cost of insurance
premiums over a number of instalments.

Loan book: £941 million

Average loan size: ¢.£600

The Commercial Finance segment lends
principally to SMEs, both through its
direct sales force and via brokers.

The asset finance business has 27,000
customers and provides commercial
asset financing, hire-purchase and
leasing solutions for a diverse range of
assets and sectors, including the
financing of commercial vehicles,
machine tools, contractors’ plant,
printing equipment, aircraft and medical
equipment. Our highly specialist sales
force operates through 16 offices
throughout the UK and Ireland.

Loan book: £2.0 billion

Average loan size: ¢.£41,500

The invoice finance business provides
debt factoring, invoice discounting and
asset based lending to 1,700 small
businesses.

Loan book: £536 million

Average loan size: ¢.£360,000

The Property Finance segment
specialises in short-term residential
development finance, refurbishment and
bridging loans in London, the South East
and selected regional locations. We lend
to ¢.800 professional property
developers with a focus on small to
medium-sized residential developments.

Loan book: £1.6 billion

Average loan size: ¢.£1.2 million

Read more about Banking
See pages 26 to 31
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Close Brothers is a leading UK merchant
banking group providing lending, securities
trading and wealth management services.
We operate principally in the UK and employ

over 3,000 people.

Our approach generates high levels of repeat business
through our long-term relationships and customer-
focused values. We typically operate in markets which
are under-served by larger banks, where our expertise
and superior customer service are critical.

Securities Asset Management
Winterflood Asset Management
Operating profit Adjusted operating profit

Our Securities division comprises
Winterflood, a leading UK market-maker
for retail stock brokers and institutions.
Winterflood deals in ¢.15,000 securities
in the UK and overseas, and trades with
over 600 retail stockbrokers, wealth
managers, platforms, institutional asset
managers and other market
counterparties, providing continuous
liquidity through our market-leading
execution services, supported by our
strong proprietary technology. Our traders
have extensive experience of executing
orders in a range of market conditions,
enabling us to trade successfully and
profitably over many years.

Average bargains per day: ¢.65,000

Total counterparties: ¢.600

Read more about Securities
See pages 32 and 33

Close Brothers Asset Management
provides financial advice and investment
management services to private clients
in the UK. We offer financial planning
advice with over 110 professional
advisers across the country. We also
provide a range of investment
management services including full
bespoke management, managed
portfolios and funds.

Total client assets: £11.2 billion

Managed assets: £8.9 billion

Read more about Asset Management
See pages 34 and 35
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Charman’s Statement

™

Mike Biggs, Chairman

Building d_eep _
Relationships

As the new chairman of the board, | am delighted to
introduce this year's Annual Report, in what has been
another successful year for Close Brothers.

Close Brothers takes a highly
differentiated approach to banking,
focused on consistent and sustainable
performance through the cycle,
supported by the prudent and disciplined
management of both our lending and
market-facing businesses. Since joining
the company | have been thoroughly
impressed by the commitment and
expertise of our management team and
employees, the quality of service they
deliver to our customers, and the strength
and depth of relationships with clients
and intermediaries.

We have a clear strategy to protect,
improve and extend this successful
model, and | look forward to working
with the board and management team to
ensure that we continue to deliver value
to our clients, employees and
shareholders in years to come.

Good Performance and

Dividend Growth

In 2017 we delivered another good
performance, with statutory and
adjusted operating profit both up 13%
year on year. All of our businesses have
performed well: the Banking division
achieved a 9% increase in operating
profit, with continued strong returns
across all three operating segments.
Winterflood and Asset Management
both achieved higher full-year profits,
supported by favourable financial
market conditions.

We are pleased to propose a final
dividend of 40.0p per share. If approved
at the Annual General Meeting (‘AGM”),
this will take the full-year dividend per
share to 60.0p, an increase of 5% on last
year. This is in line with our progressive
dividend policy, which aims to grow the
dividend year on year whilst maintaining
a prudent level of dividend cover, and
builds on our long track record of
sustainable dividend growth.

Board Changes and Succession

In May, Strone Macpherson retired after
13 years as a director, of which the last
nine were as chairman. The group has
made considerable progress during this
period, and on behalf of the board | want
to thank Strone for his very significant
contribution over many years.

We have also seen the successful
transition of leadership within the
Banking division, following the retirement
of Stephen Hodges after over 30 years
with Close Brothers.



This has demonstrated the effectiveness
of our succession planning, particularly
in ensuring that we maintain our deeply
embedded culture and business model
through any transition.

We continue to run a number of
programmes to recruit and develop
talent, and ensure robust succession
plans are in place for the senior
management team and other key
roles throughout the organisation.

In the last year we have also reviewed
our executive Remuneration Policy to
ensure that it continues to promote
adherence to our successful model
over the long-term, and the proposed
changes will be subject to shareholder
approval at the forthcoming AGM.

Well Placed in an Evolving Market
As a financial services institution, regulation
is an ever present factor in our markets.
Close Brothers has historically taken a
prudent approach to managing its
business and its regulatory responsibilities,
which together with a deeply embedded
client focus has allowed us to navigate a
changing regulatory environment without
significant impact on our business.
Nonetheless, managing regulatory and
operational change, in particular evolving
capital regulations, remains an ongoing
area of focus.

Photographed on location at Castle Air Ltd.
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000,

Dividend per share

We also note increasing caution on the
outlook for the UK economy and credit
markets from regulators and other
commentators. | am confident that

Close Brothers’ disciplined and long
established model leaves us well
positioned to manage a range of different
market conditions, and to make the most
of any opportunities which may arise.

| look forward to being part of the group’s
next stage of development, and
continuing to build on our strong franchise
and track record for the long-term.

Lastly, | would like to thank all our
employees for their hard work and
commitment. Through their expertise,
dedication and relentless customer focus
we continue to deliver both excellent client
service and strong financial performance,
and remain well positioned for the future.

Michael N. Biggs
Chairman

26 September 2017
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Chief Executive’'s Statement

Preben Prebensen, Chief Executive

ne value of

Consistency

| am pleased to report another good performance for the
group in the 2017 financial year, with higher profits across

all three divisions.

Overall, both statutory and adjusted
operating profit increased 13%. Eamings
per share grew 2% to 128.3p (2016:
125.7p), and 3% to 131.7p (2016: 128.4p)
on an adjusted basis, reflecting the first
full-year impact of the bank corporation
tax surcharge this year. Despite the
surcharge, return on opening equity has
remained strong at 17.9% (2016: 18.9%).

The Banking division has continued its
good performance, with adjusted
operating profit up 9% and continued
strong returns. Property Finance had a
particularly good year with operating
profit up 24%, supported by continued
demand and low bad debts. Commercial
Finance increased adjusted operating

profit by 4% and Retail Finance was
broadly flat, consistent with the current
stage in the cycle.

Winterflood’s operating profit increased
nearly 50% to £28.1 million (2016:

£19.0 million), supported by active retalil
investor trading throughout the year.
Asset Management made good progress,
with significant growth in client assets
and a 21% increase in adjusted

operating profit.

In an evolving and often challenging
market and regulatory environment, we
remain committed to our established
business model, which builds on the
expertise of our people to deliver

consistently high levels of service,
building deep and sustainable
relationships with clients and
intermediaries. This client-focused
approach is supported by a prudent
funding, liquidity and capital position,
which ensures we can continue to
support our clients and deliver returns
to shareholders through all stages of
the financial cycle.

Market Environment

Despite the ongoing uncertainty around
the economic and political outlook in the
UK, market conditions for our
businesses have remained benign
overall, with continued low impairment
levels in the Banking division and
supportive trading conditions for both
Winterflood and Asset Management.

Competition in many of our markets
remains significant, reflecting the current
favourable lending environment with low
impairments and low cost of funding.
Accordingly, our growth rate has slowed
in parts of the Banking business, notably
asset and motor finance, as we continue
to prioritise our prudent underwriting,
strong margins and good returns.

To date, we have seen minimal impact
on the group from the UK referendum
vote to leave the European Union. With
over 90% of our business in the UK
our direct exposure to European
markets is limited. However, we are
mindful of the potential longer-term
impact on the wider UK economy and
our customers, and continue to monitor
developments carefully.

Protecting the Model

Our strategic priority is always to protect
our established and successful business
model. This means maintaining the
prudent underwriting, strong margins
and conservative financial position which
have supported our business through
the years, and ensuring that we manage
our risks effectively.

In the current more competitive
environment it is particularly important to
maintain the prudence and discipline of
our lending. In the last year, the net
interest margin has remained strong and
well ahead of the industry at just over 8%,
and we have maintained prudent and
consistent loan to value ratios across all
our businesses. As a result, we remain
confident in the quality of our loan book,
and the sustainability of our lending.



We note increased market focus on the
motor finance market, particularly around
the recent growth in new car financing
and personal contract plans (“PCPs”). Our
strong focus on credit quality and
relatively small proportion of PCPs leave
us well positioned in this market, but we
continue to monitor developments closely.

We are equally commmitted to maintaining
prudent funding, capital and liquidity,
particularly in light of ongoing regulatory
change. In the last year, we have
experienced several regulatory changes
impacting the group’s capital requirements,
including a significant increase in risk
weighted assets in our property finance
business. Our strong capital position has
enabled us to successfully absorb these
changes while maintaining headroom to
regulatory requirements.

We apply the same conservative risk
appetite and disciplined risk
management processes across our
market-facing business. This is reflected
in the consistent trading profitability of
Winterflood, which had a particularly
successful year with only one trading
loss day.

Across all of our businesses we have
reviewed processes and systems to
enhance our protection against cyber
risk, and we are well positioned to meet
the requirements of MiFID 2 and the
General Data Protection Regulation
which come into effect in 2018.

Improving the Model

The strong profitability of our business
allows us to invest through the cycle,
and we continue to make significant
investment in our client offering, in our
operating efficiency, and in training and
developing our people. At the same time,
we are strongly focused on maintaining
cost control in the underlying business,
and despite a number of ongoing
investment initiatives the expense/
income ratio in the Banking division has
remained stable at 49% (2016: 49%).

This year we completed the first phase
of investment in our premium finance
business, where we have significantly
enhanced our service to insurance
brokers supported by a new contact
centre and customer portal. This
investment has already resulted in
significant new business.

Close Brothers Group plc Annual Report 2017

We are now initiating a programme of
investment to enhance our offering and
operations in the motor finance business.
We are also in the early stages of
implementing a new treasury system,
which will allow us to improve
functionality for customers and extend
our range of deposit products.

In Asset Management, we have
completed the successful migration of
clients to a single technology platform,
which will allow us to further improve
both client experience and operating
efficiency. We are also looking at ways
to optimise adviser productivity while
maintaining our excellent levels of
client service.

Extending the Model

Finally, we are always looking for ways
to extend our business model, both in
existing markets and by entering new,
specialist segments.

As expected, we are seeing stronger
growth in those businesses which are
less exposed to competition, such as
premium and property finance, and we
have continued to see good growth in
Ireland. As a result, the loan book
increased 7% overall to £6.9 billion

(31 July 2016: £6.4 billion), despite
ongoing competition in other parts

of the business.

We are progressing our early stage
initiatives, including the launch this year
of our technology services business
within Commercial Finance. In May we
also completed the acquisition of Novitas
Loans, a specialist business focused on
loans to law firms and their clients.

We are now in the early stages of
exploring opportunities for asset finance
in Germany, where we have recently
obtained regulatory approval, but wil
proceed cautiously to ensure that any
lending fits with our strict risk and return
criteria.

Winterflood has continued to make the
most of existing trading opportunities
and delivered a good result driven by
higher trading income. We have also
made good progress with Winterflood
Business Services, which provides
outsourced dealing, custody and
settlement services to institutions.

In Asset Management, we remain
focused on driving growth organically
and through the selective acquisition of
teams and businesses which fit with our
strategy. In the last year we achieved
good organic growth, with net inflows
at 9% and good momentum in all our
distribution channels. Overall, managed
assets grew 11% to £8.9 billion. Total
client assets increased 13% to £11.2
billion, following the completion of two
small IFA acquisitions in the year.

Outlook

Although current market conditions
remain stable overall, the longer-term
economic outlook and impact of Brexit
on our customers and wider markets
remain uncertain. Against this backdrop,
we are fully committed to our proven
business model and we remain confident
in our ability to trade successfully
through the cycle.

In Banking we remain focused on
maintaining our underwriting discipline
and strong margins. The competitive
environment remains challenging for
some of our businesses, and we
continue to monitor market conditions
carefully for any change in demand or
credit performance.

Winterflood’s good performance has
continued but as a daily trading business
it remains sensitive to any change in
trading conditions.

In Asset Management we have made
further progress in the last year and
remain focused on growing the business
for the long-term.

Qverall, while market conditions will

clearly vary, our businesses remain
well positioned.

Preben Prebensen
Chief Executive

26 September 2017
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Business Model

Our long established and distinctive business model is focused
on taking a sustainable approach to managing our business
for the long-term. We call this approach “Modern Merchant
Banking”, which reflects how we apply our traditional values

of service, expertise and relationships to meet the evolving
needs of our clients.

Build leading Generate strong
positions in and sustainable
specialist markets returns
Expertise
Our people are
experts in their fields
Relationships Service
Building long-term Allowing us to provide
relationships with clients excellent service

and intermediaries

L s

Reinvest in Maintain a sound
the business financial position
to enhance and support our
our customer clients through
proposition the cycle



How we are different

¢ \We focus on our core values of service,
expertise and relationships, which drive
strong employee engagement and
customer loyalty and are at the heart of our
Modern Merchant Banking approach.

¢ \We build leading positions in specialist
markets, which are typically not well served
by larger, more traditional banking groups.

¢ \We consistently apply our lending criteria
at all stages in the financial cycle — ensuring
sustainability of our lending and continuity
for our clients.

e Our lending is predominantly secured,
with conservative loan to value ratios,
and high margin.

¢ \We take a prudent approach to the
management of our financial resources.
We borrow long and lend short, with diverse
sources of funding, and seek to maintain
a conservative capital position throughout
the cycle.

Close Brothers Group plc Annual Report 2017 11

»
—
=
)
]
Q
(9]
oY)
@
©
o
-

This approach supports our strong and
sustainable profitability, which has
allowed us to support our clients, invest
in the business and generate returns to
shareholders over many years. , ,
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Consistent application of
our business model

Driving strong financial
performance

Strong proposition for our clients

Qur client proposition is built on our core values
of service, expertise and relationships. Our local
presence and personal approach mean we can
offer high service levels and fast, flexible solutions
for our customers and intermediaries.

Disciplined approach through the cycle

We apply the same prudent lending criteria at
conservative loan to value ratios, and maintain
prudent levels of funding, liquidity and capital, at
all stages of the financial cycle. Applying the same
disciplined approach in our market-facing
businesses ensures they remain resilient in
challenging market conditions.

Continuous investment in people
and technology

We aim to be an attractive place to work and
continuously invest in recruitment, training and
development of our people. We also invest in
technology to improve efficiency and deliver a
better user experience for our clients.

Strong net interest margin

Our strong client proposition and consistent
approach to lending has supported a strong net
interest margin at all stages of the financial cycle.
As aresult, the net interest margin has ranged
from 8.1% 10 9.8% over the last 10 years.

Low bad debt ratio

Our underwriting expertise and prudent lending
criteria have resulted in a bad debt ratio ranging
from 0.6% to 2.6% over the last 10 years.

Loan book growth

The growth in our loan book is a function of the
consistent application of our lending criteria, subject
to changes in supply and demand. In the last 10
years, it has ranged from 6% to 23%, with an
average of 13%.

Consistent trading profitability

Winterflood has a long track record of profitable
trading in a wide range of market conditions, with loss
days ranging from only one to 17 per annum in the last
10 years.

Growing client assets

We generate good organic net inflows through a
range of channels, increasing scale and profitability

in the Asset Management division. Annual inflows have
ranged from 6% to 10% of opening managed assets
in the last four years.



Resulting in good outcomes for
clients, employees and investors
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Support for our clients in all
market conditions

Our robust financial position and strong
profitability mean that we can continue to support
our clients in all market conditions, even when
others may pull back. We are there for our clients
when they need us most, and this has contributed
to high repeat business and strong net promoter
SCOres across our businesses.

Engaged employees

We now have over 3,000 employees across 60
offices in the UK and Ireland. Our staff value the
support and development opportunities we offer
and the positive impact we make on our clients
and the communities we operate in.

Strong returns for shareholders

Our prudent approach and consistent profitability
ensure that we achieve strong returns for
shareholders in a range of market conditions.
These strong returns support our progressive
dividend policy, which has delivered a sustainable
dividend to our shareholders over many years.
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£6.9bn

Over the last 10 years, our lending to
small businesses and individuals in
the UK and Ireland has more than
tripled to £6.9 billion.

E“ 1.2bn

We now manage or advise over
£11 billion of private client assets.

90

Our latest employee survey once
again demonstrates strong employee
satisfaction across our businesses,
with an overall score of 90%.

1799,

Over the last 10 years, return on opening
equity has ranged from 10% to 20%.

00.0p

Since listing in 1984, our dividend
has grown progressively to
60.0p in 2017.
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Strategy and Key Performance Indicators

Our overriding strategic objectives are to protect, improve
and extend our established business model to maximise its
potential for the long-term. This in turn allows us to deliver
excellent outcomes for clients, engaged and productive
employees and strong returns for our shareholders in a

wide range of market conditions.

Strategic objectives

2017 progress

Future priorities

Protect

1.

Maintain the prudent
underwriting and strong
margins of our lending

Maintained disciplined
underwriting, prudent loan to
value ratios and strong margin in
a competitive lending

e Maintain disciplined underwriting
and margin in a competitive
market.

¢ Maintain capital flexibility in an

2. Maintain a sound level environment. evolving regulatory environment.
; s g ¢ Maintained prudent capital ® | everage investment in new
of Lundlr_\g,l liquidity position with good headroom to technology platform to further
and capita regulatory requirements despite develop our deposit offering.
3. Effectively monitor and one-off increase in risk weighted ® Ensure our compliance with
’ itigat isk assets. ongoing regulatory change,
mitigate our risks e Further strengthened and including transition to MiFID 2
diversified funding position with and GDPR.
issue of senior unsecured bond
and subordinated debt. Read more about our risks and how we
¢ Consistent trading profitability at manage them overleaf
Winterflood, with only one loss day.
Improve
4. Investin technology to ¢ Continued high repeat business * Further optimise operational
strengthen our customer iacrosts thetgroup. i processes tc; increase ef_ficiency,
cas . e Investment in premium finance improve customer experience
proposfltlon a_n(_:I improve delivering improved customer and free up resource for
operating efficiency service and strong new business investment.
: : iaminl generation. ® Invest in our customer
S Malntalnha disciplined e Successful migration to single propositions and technology to
approach to cost technology platform in Asset improve product offering,
management Management. increase customer retention and
6. R it. d I d e Continued strong employee generate new income streams.

- Reécrun, aévelop an engagement. « Monitor and respond to evolving
retain high calibre market structures, use of
employees technology and customer

preferences.
Extend
7. Maximise the e Strong net inflows and two small e Maximise the lending opportunity
opportunity in each of acquisitions in Asset while maintaining disciplined
- Management. approach.
Lol marlfets, within the e | aunched technology finance e Continue growing client assets,
boundaries of the model service and obtained regulatory and making incremental
8. Identify new products approval in Germany. acquisitions in Asset

and adjacent market
opportunities

Completed acquisition of
specialist provider of loans to law
firms and their clients.

Good progress with Winterflood
Business Services.

Management.

e Continue to identify and explore
new business areas that fit with
our specialist business model
and generate strong returns.

* Further develop offering to
institutions via Winterflood
Business Services.



Key performance indicators’

Common equity Funding %

tier 1 capital ratio loan book

per cent per cent

2017 2017
2016 2016

2015 2015

Net interest margin Bad debt ratio

per cent per cent

2017 [ 2017 Y
2016 2016

20152 2015

Banking Employee
expense/income ratio satisfaction®

per cent per cent

207 T 207 T
2016

20152 2015

Loan book growth Net inflows

per cent per cent

2017 2017 [
2016 2016

2015 2015

1 See glossary on pages 150 and 151 for definitions.

2 2015 re-presented for change in treatment of operating lease assets, as announced on 13 September 2016.

3 Employee survey is run every two years.
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Creating long-term
shareholder value

Group return on
opening equity

per cent

2017
2016

2015

Adjusted basic
earnings per share

pence
2017
2016
2015

Dividend per share
pence

2017 [N
2016
2015
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Risk Management

The group faces a number of risks in the
normal course of business providing
lending, deposit taking, wealth
management services and securities
trading.

As set out in the strategy section on the

previous pages, the protection of our

established business model is a key

strategic objective. As a result the

management of the risks we face is

central to everything we do. The key

elements to the way we manage risk

are as follows:

¢ Adhering to our established and
proven business model outlined on
pages 10 to 13;

¢ Implementing an integrated risk
management approach based on
the concept of “three lines of
defence”; and

e Setting and operating within clearly
defined risk appetites monitored with
defined metrics and set limits.

Key: @ No change

Risk/uncertainty

Further details on our approach to risk
management are set out on pages 59
and 60. Risk management is overseen
by the Board Risk Committee and its key
areas of focus over the last year are set
out on pages 62 and 63. We believe the
key risks facing the group now are how
current economic uncertainty, including
that arising from the departure of the UK
from the EU, will impact our customers
and in particular their ability to repay
loans, the regulatory landscape and how
it may impact some or all of our
businesses, the competitive environment
and maintaining operational resilience
particularly given growing cyber threats.

Risks and uncertainties

The following pages set out the principal
risks and uncertainties which may
impact the group’s ability to deliver its
strategy, how we seek to mitigate these
risks and the change in the perceived
level of risk over the year. While we
constantly monitor emerging risks, the

@ Risk decreased @ Risk increased

Mitigation

group’s activities, business model and
strategy are unchanged as set out on the
previous pages. As a result the principal
risks and uncertainties the group faces
and our approach to mitigating them
remain broadly unchanged. The
consistency of both our business model
and risk management approach has
underpinned the group’s track record of
trading successfully and supporting our
clients in all market conditions.

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

Change

Credit losses

As a lender to small businesses and
individuals, the group is exposed to
credit losses if customers are unable to
repay loans and outstanding interest and
fees. At 31 July 2017 the group had
loans and advances to customers
amounting to £6.9 billion.

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

We seek to minimise our exposure to

credit losses from our lending by:

e Applying strict lending criteria when
testing the credit quality and covenant
of the borrower;

¢ Maintaining consistent and
conservative loan to value ratios with
low average loan size and short-
term tenors;

¢ | ending on a predominantly secured
basis against identifiable and
accessible assets;

* Maintaining rigorous and timely
collections and arrears management
processes; and

e Operating strong control and
governance both within our lending
businesses and with oversight by a
central credit risk team.

Our exposures to counterparties are

mitigated by:

e Conservative management of our
liquidity requirements and surplus
funding with £0.8 billion placed with
the Bank of England;

e Continuous monitoring of the credit
quality of our counterparties within
approved set limits; and

¢ Winterflood’s trading relating to
exchange traded cash securities and
being settled on a delivery versus
payment basis. Counterparty exposure
and settlement failure monitoring
controls are also in place.

@

Bad debts have remained low
during the year to 31 July 2017 and
our other counterparty exposures
are broadly unchanged with the
majority of our liquidity requirements
and surplus funding placed with the
Bank of England.

However, we are monitoring the
uncertainty over Brexit combined
with rising consumer debt levels
and potential increases in interest
rates closely. This uncertainty,
combined with the low level of
current credit losses, increases the
risk of higher credit losses.

Further commentary on the credit
quality of our loan book is outlined
on pages 26 to 31. Further details
on loans and advances to
customers and debt securities held
are in notes 10 and 11 on pages
120 and 121 of the Financial
Statements.

Our approach to credit risk
management and monitoring is
outlined in more detail in note 27
on page 142.
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Economic environment

Any downturn in economic conditions

may impact the group’s performance

through:

¢ | ower demand for the group’s
products and services;

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

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

e Increased volatility in funding markets.

The group’s business model aims to
ensure that we are able to trade

successfully and support our clients in all

economic conditions. By maintaining a
strong financial position we aim to be
able to absorb short-term economic
downturns, continuing to lend when
others pull back and hence build
long-term relationships by supporting
our clients when it really matters.

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

©

Economic uncertainty remains
elevated in our view. While the
performance of the UK economy
has been resilient following the 2016
referendum, the current period of
uncertainty is likely to continue
reflecting both the outcome of
Brexit negotiations and wider

global events.

Further commentary on the
attributes and resilience of the
group’s business model is shown
on pages 10 to 13.

Legal and regulatory

Changes to the existing legal, regulatory
and tax environments and failure to
comply with existing requirements may
materially impact the group.

Failing to treat customers fairly, to
safeguard client assets or to provide
advice and products which are in clients’
best interests has the potential to
damage our reputation and may lead to
legal or regulatory sanctions including
litigation and customer redress. This
applies to current, past and future
business.

Similarly changes to regulation and
taxation can impact our financial
performance, capital and liquidity and
the markets in which we operate.

The group seeks to manage these

risks by:

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

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

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

* |nvesting in training for all staff
including anti-money laundering,
bribery and corruption, conduct risk,
data protection and information
security. Additional tailored training for
relevant employees is provided in key
areas such as complaint handling;

e Continuous monitoring of key legal,
regulatory and tax developments to
anticipate their potential impact; and

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

@

Financial services businesses
remain the subject of significant
regulatory scrutiny. Minimum capital
requirements are increasing as
regulatory buffers are phased in
while global consultations over
capital levels continue. There has
also been growing regulatory focus
on consumer borrowing, particularly
around motor finance, and also on
the Asset Management industry.
For further details on this and our
response please see page 22.

Further information on our
approach to conduct risk can be
found in the Sustainability Report
on page 39.

Competition

The group operates in highly competitive
markets and we expect to see continued
high levels of competition particularly
within our asset and motor finance
businesses in the Banking division.

Elevated levels of competition may
impact demand for the group’s products
and services.

The group has a long track record of
trading successfully in all types of
competitive environment.

We value our clients and build long-term

relationships offering a differentiated

proposition based on:

e Speed and flexibility of service;

e | ocal presence;

e Experienced and expert people; and

e Tailored, client driven product
offerings.

This differentiated proposition combined
with the consistent application of our
business model helps build long-term
relationships and generate high levels of
repeat business.

©

We continue to experience high
levels of competition across each of
our businesses, particularly in
certain areas of the Banking
division. Our approach remains
unchanged as we focus on
supporting our clients, maintaining
underwriting standards and
investing in our business.

Further commentary on the market
environment of the Banking division
is outlined on page 26. Our
business model is set out on pages
10to 13.
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Technology and operational
resilience

Providing robust, contemporary and

secure IT services is fundamental to

enabling the group to:

¢ Provide a high quality customer
experience across our businesses;

¢ Respond to new technology;

¢ Protect client and company data; and

e Counter the evolving cyber threat.

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

The group continues to invest in its IT
services. Currently there are major
investment projects across a number of
our businesses to enhance our customer
offering. Asset Management has recently
successfully completed the conversion
of our clients on to a single technology
platform to enhance the customer
experience and increase operating
efficiency. The group has strong
governance in place to oversee its

major projects.

We also continue to invest in
strengthening our cyber capabilities
including the appointment of a new
chief information security officer. We
conducted a test scenario with the
senior executive team during the year.

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

©

Operational resilience remains a key
area of focus for the group,
particularly as the rate of
technology-driven disruption,
including the impact and severity of
cyber attacks, within the financial
services industry continues to
increase. We continue to invest and
upgrade our [T infrastructure to
improve our customer proposition,
simplify our technology architecture
and enhance resilience to cyber
attacks.

For further information on our
response to cyber threats see page
63 of the Risk Committee Report.

Employees

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

The group seeks to attract, retain and

develop staff by:

e QOperating remuneration structures
which are competitive and recognise
and reward performance;

* Implementing succession planning
for key roles;

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

* |nvesting in training and development
for all staff; and

e Delivering leadership development
programmes to develop current and
future leaders for the group.

©

Our highly skilled people are likely to
be targeted but we are confident
we are able to retain key
employees.

Further detail on the employee
survey and our investment in our
people is outlined in the
Sustainability Report on pages
36 to 39.
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Funding and liquidity

The Banking division’s access to funding
remains key to support our lending
activities and the liquidity requirements
of the group.

Our funding approach is conservative
based on the principle of “borrow long,
lend short”. The average maturity of
funding allocated to the loan book was
21 months at 31 July 2017. This
compares to our weighted average loan
maturity of 14 months.

Our funding is well diversified both by
source and channel, and by type and
tenor. Liquidity in our Banking division is
assessed on a daily basis to ensure
adequate liquidity is held and remains
readily accessible in stressed conditions.

At 31 July 2017 the group’s funding
position was strong with total available
funding equal to 127% of the loan book.
This provides a prudent level of liquidity
to support our lending activities.

©

While economic uncertainty has
the potential to impact funding
markets, overall the group remains
well funded and continues to have
good access to a wide range of
funding sources.

We have further diversified our
funding during the year. The diversity
of funding combined with relatively
long tenor when compared to the
average duration of our lending
means we are well placed.

Further commentary on funding
and liquidity is provided on pages
24 and 25. Further financial analysis
of our funding is shown in note 18 on
page 127 of the Financial Statements.

Market risk

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

Our policy is to minimise interest rate risk
by matching fixed and variable interest
rate assets and liabilities using swaps
where appropriate. The group’s capital
and reserves are not hedged.

Similarly foreign exchange exposures are
generally hedged using foreign exchange
forwards or currency swaps with
exposures monitored daily against
approved limits.

Winterflood is a market maker providing
liquidity to its clients. Our trading is
predominantly short-term with most
transactions settling within three days.
Trading positions are monitored on a real
time basis and both individual and
trading book limits are set to control
exposure. Trading exposures on foreign
securities are also hedged and
monitored against limits.

©

The group’s approach and the
underlying risks are unchanged.
Further detail on the group’s
exposure to market risk is outlined
in note 27 on pages 145 to 147 of
the Financial Statements.

The sensitivity analysis on interest
rate exposures shown in note 27 on
page 145 demonstrates the limited
level of exposure to interest rate and
foreign exchange movements.
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Close Brothers delivered a
good performance in the
year with profit growth
across all three divisions.

Adjusted and statutory operating profit
both increased 13% to £264.8 million
(2016: £233.6 million) and £258.6 million
(2016: £228.5 million) respectively, driven
by income growth across all businesses
and resulting in an operating margin of
35% (2016: 34%).

The Banking division continued to
perform well, with adjusted operating
profit up 9% to £243.5 million (2016:
£223.0 million). Winterflood delivered a
strong result, with operating profit of
£28.1 million (2016: £19.0 million), up
48% on the prior year. Asset
Management continued to progress well
achieving good net inflows and

benefiting from positive market
conditions, with adjusted operating profit
of £17.4 million (2016: £14.4 million).
Group net expenses, which include the
central functions such as finance, legal
and compliance, risk and human
resources, were marginally higher at
£24.2 million (2016: £22.8 million).

Operating income increased 11% to
£765.6 million (2016: £687.4 million), with
good income growth at strong net
interest margin in the Banking
businesses. Income in both Securities
and Asset Management was also higher,
driven by improved trading and
favourable market conditions.



Adjusted operating expenses increased
11% to £460.6 million (2016: £415.9
million). Nearly half of the uplift relates to
Banking, where we are investing to
protect and improve our existing
business model, and ensure our
infrastructure is able to meet the evolving
needs of the business. Winterflood’s
variable costs also increased, reflecting
improved trading performance
compared to the prior year. Overall, both
the expense/income and compensation
ratios were broadly stable at 60% (2016:
61%) and 37% (2016: 37%) respectively.

Bad debt remained low with a ratio of
0.6% (2016: 0.6%), benefiting from
one-off provision releases of £7.5 million
in the year, as well as continued strong
underlying credit performance.

The tax charge in the period was £67.7
million (2016: £42.2 million), which
corresponds to an effective tax rate of
26% (2016: 18%). This is above the
corporation tax rate of 20%, reflecting
the first full-year impact of the bank
corporation tax surcharge. The prior year
tax rate included a favourable one-off
impact of the revaluation of deferred

tax assets.
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As a result, adjusted basic earnings per
share (“EPS”) increased 3% to 131.7p
(2016: 128.4p), generating a strong return
on opening equity (‘RoE”) of 17.9%
(2016: 18.9%). Basic EPS increased 2%
to 128.3p (2016: 125.7p).

Results are presented both on a statutory
and adjusted basis. The adjusted basis
excludes exceptional items and
amortisation of intangible assets on
acquisition. Adjusted operating profit is
reported on a basis consistent with prior
periods and is used by management for
internal management reporting purposes.
Amortisation of intangible assets on
acquisition of £6.2 milion (2016: £5.1
million) is excluded from adjusted
operating profit to present the
performance of the group’s acquired
businesses consistent with its other
businesses. Exceptional items such as
significant non-recurring items relating to
acquisitions and disposals of businesses
are excluded from adjusted operating
profit as they are non-recurring and do not
reflect the trading performance of the
group. There were no exceptional items
in the current or prior period.

1799,

Return on opening equity

00.0p

Dividend per share

The board is proposing a final dividend
per share of 40.0p (2016: 38.0p),
resulting in a full-year dividend per share
of 80.0p (2016: 57.0p), an increase of 5%
on the prior year. This reflects our
progressive dividend policy, while
maintaining a prudent level of dividend
cover. Subject to shareholder approval at
the Annual General Meeting, the final
dividend will be paid on 21 November
2017 to shareholders on the register at
13 October 2017.

2017 2016 Change

£ million £ million %

Operating income 765.6 687.4 11
Adjusted operating expenses (460.6) 415.9) 11
Impairment losses on loans and advances (40.2) (37.9) 6
Adjusted operating profit 264.8 233.6 13
Banking 243.5 223.0 9
Retail Finance 78.9 7941 ©)
Commercial Finance 72.6 69.6 4
Property Finance 92.0 74.3 24
Securities 28.1 19.0 48
Asset Management 17.4 14.4 21
Group (24.2) (22.8) 6
Amortisation of intangible assets on acquisition (6.2) (6.1) 22
Operating profit before tax 258.6 228.5 13
Tax (67.7) 42.2) 60
Profit after tax 190.9 186.3 2
Non-controlling interest (0.3) 0.2) 50
Profit attributable to shareholders 191.2 186.5 3
Adjusted basic earnings per share 131.7p 128.4p 3
Basic earnings per share 128.3p 125.7p 2
Dividend per share 60.0p 57.0p 5

Return on opening equity 17.9% 18.9%
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Photographed on location at Biggin Hill Heritage Hangar Ltd.

Balance Sheet

Our prudent approach to management of
capital, funding and liquidity remains
unchanged. This is reflected in our simple
and transparent balance sheet, where the
majority of assets and liabilities relate to
our lending activities. Assets are made up
predominantly of loans and advances to
customers, which are mostly secured and
short-term with an average maturity of
approximately 14 months. Also included
in the balance sheet are treasury assets
held for liquidity purposes and settlement
balances in our Securities division. Other
assets principally comprise intangibles,
property, plant and equipment, and
prepayments. Liabilities are predominantly
made up of customer deposits and both
secured and unsecured borrowings to
fund the loan book.

In the year, total assets increased by
£537.0 million to £9.3 billion (31 July
2016: £8.7 billion), driven by an increase
of £453.1 million in the loan book to £6.9
billion (31 July 2016: £6.4 billion). Total
liabilities increased £397.9 million to £8.0
billion (81 July 2016: £7.7 billion), driven
predominantly by higher customer
deposits. Settlement balances also
increased reflecting increased trading
activity in Winterflood.

Total equity increased to over £1.2 billion
(31 July 2016: £1.1 billion), principally
reflecting profit in the period, partially offset
by dividend payments of £85.6 million. The
group’s return on assets remained stable
at 2.1% (31 July 2016: 2.1%).

12.0%

Common equity tier 1 capital ratio

Capital

A prudent capital position is a core part
of our business model and supports our
ability to lend through the cycle. The
strong profitability of our business and
resulting organic capital generation have
allowed us to grow the loan book, pay a
progressive dividend and invest in our
business, while meeting increasing
regulatory requirements in recent years.

In the year to 31 July 2017, we generated
£89.2 million of capital, reflecting £191.2
million of profit in the year, dividends paid
and foreseen of £89.3 million, and other
movements in reserves and intangibles.
Common equity tier 1 (“CET1”) capital
increased to £990.6 million (31 July 2016:
£901.4 million).
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31 July 31 July
2017 2016
£ million £ million
Loans and advances to customers 6,884.7 6,431.6
Treasury assets! 1,029.0 11,0484
Market-making assets? 643.4 576.9
Other assets 7281 691.3
Total assets 9,285.2 8,748.2
Deposits by customers 51131 4,894.6
Borrowings 2,041.2 1,938.3
Market-making liabilities2 556.9 505.6
Other liabilities 338.0 312.8
Total liabilities 8,049.2 76513
Equity 1,236.0 1,096.9
Total liabilities and equity 9,285.2 8,748.2
1 Treasury assets comprise cash and balances at central banks and debt securities held to support lending in the Banking division.
2 Market-making assets and liabilities comprise settlement balances, long and short trading positions and loans to or from money brokers.
Group Capital Position
31 July 31 July
2017 2016
£ million £ million
Common equity tier 1 capital 990.6 9014
Total capital 1,196.2 925.4
Risk weighted assets 7,859.0 06,6825
Common equity tier 1 capital ratio 12.6% 13.5%
Total capital ratio 15.2% 13.8%
Leverage ratio 10.7% 10.2%

Risk weighted assets increased 18% to
£7.9 billion (31 July 2016: £6.7 billion),
reflecting continued loan book growth
and an increase in risk weighting of the
property finance loan book. This reflects
new guidance from the European
Banking Authority, which mandates the
risk weighting of all property
development loans at 150% under the
standardised approach.

As a result, the CET1 capital ratio
reduced from 13.5% to 12.6%. The total
capital ratio increased to 15.2% (31 July
2016: 13.8%), reflecting the issue of £175
million of subordinated debt qualifying as
tier 2 capital.

These ratios reflect the conservative risk
weighting of our loan book under the
standardised approach, which is now
over 90% despite the secured nature of
our lending and long track record of
strong credit performance. We are in early
discussions with the PRA with regards to
a potential move to an Internal Ratings
Based (“IRB”) approach, which we believe
would more accurately reflect the risk
profile of our lending longer-term.

Our leverage ratio, which is a transparent
measure of capital strength not affected
by risk weightings, remains very strong at
10.7% (31 July 2016: 10.2%).

Our capital ratios remain comfortably
ahead of minimum regulatory
requirements. During the year, we
received updated individual capital
guidance from the PRA, confirming our
total pillar 2 add-on at 1.9%, of which
56% or 1.1% needs to be met with CET1
capital. The Bank of England also
announced an increase in the counter-
cyclical buffer for all UK banks to 0.5%,
effective June 2018, and plans for a
further increase to 1.0% effective
November 2018.

This results in a fully loaded minimum
CET1 capital requirement, effective 2019,
of 9.1% with a total capital requirement of
13.4%. Accordingly, we maintain good
headroom of 350bps in our CET1 capital
ratio, and 180bps in the total capital ratio,
and our strong profitability gives us
continued flexibility.
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Funding

The primary purpose of our treasury
function is to manage funding and
liquidity to support the lending
businesses. We maintain a conservative
approach, with diverse funding sources
and a prudent maturity profile.

Our funding remains diverse with a wide
range of retail and corporate deposits,
wholesale facilities, senior unsecured debt
and most recently a subordinated debt
issue. Furthermore, we have a range of
secured funding facilities including
securitisations of our premium and motor
finance loan books. This diversity
increases resilience by reducing reliance
on any individual source of funding.

We also continue to have access to both
the Funding for Lending and the Term
Funding Schemes, although combined
these represent only ¢.5% of our total
funding.

The loan book growth in the year was
funded by an increase in both wholesale
funding and deposits. Unsecured
funding increased £254.3 million to £1.1
billion (31 July 2016: £0.9 billion),
following the issuance of £250 million of
senior unsecured debt and £175 million
of subordinated debt. These were partly
offset by the maturity of a previous £200
million debt issue in February 2017.

Deposits increased 4% to £5.1 billion
(31 July 2016: £4.9 billion), driven by an
increase in corporate deposits which
account for around two thirds of the
deposit base. As a result, total funding
increased to £8.8 billion (31 July 2016:
£8.2 billion) and accounted for 127%
(81 July 2016: 127%) of the loan book.

Term funding, with a residual maturity
over one year, increased significantly in
the last year and now covers 69%

(31 July 2016: 67%) of the loan book as a
result of new debt issues and the
renewal of wholesale facilities.

£8.8bn

Total funding

E“ .Obn

Treasury assets

The average maturity of this term funding
increased to 38 months (31 July 2016: 31
months), while the average maturity of
funding allocated to the loan book was
21 months (31 July 2016: 19 months),
reinforcing our “borrow long, lend short”
approach.

The funding environment remains
favourable and our average cost of
funding reduced to 1.7% (2016: 2.0%).
This reflects a lower base rate, with a
corresponding reduction in deposit rates,
and our continued pricing discipline.

In the year, both Moody’s Investors
Services (“Moody’s”) and Fitch Ratings
(“Fitch”) reaffirmed our credit ratings.
Moody'’s rates Close Brothers Group
(“CBG”) A3/P2 and Close Brothers
Limited (“CBL”) Aa3/P1, with stable
outlook. Fitch rates both CBG and CBL
A/F1 with stable outlook.
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Group Funding?
31 July 31 July
2017 2016
£ million £ million
Customer deposits 5,113.1 4,894.6
Secured funding? 1,297.3 1,296.3
Unsecured funding?® 1,120.3 866.0
Equity 1,236.0 1,096.9
Total available funding 8,766.7 8,153.8
Of which term funding (>1 year) 4,766.2 4,315.7
Total funding as % of loan book 127% 127%
Term funding as % of loan book 69% 67%
Average maturity of term funding (excluding equity) 38 months 31 months
Average maturity of funding allocated to loan book® 21 months 19 months
1 Numbers relate to core funding and exclude working capital facilities at the business level.
2 Includes £97.5 million (31 July 2016: £nil) of Treasury Bills drawn under the Funding for Lending Scheme but not currently in repurchase agreements.
3 Unsecured funding excludes £16.1 million (2016: £21.0 million) of non-facility overdrafts included in borrowings and includes £295.0 million (2016: £245.0 million) of
d facilities.
4 XCerrggenmaaCtlLllrli?yS of total funding excluding equity and funding held for liquidity purposes.
Group Liquidity
31 July 31 July
2017 2016
£ million £ million
Bank of England deposits 805.1 8474
Sovereign and central bank debt 43.6 -
High quality liquid assets’ 848.7 8474
Certificates of deposit 180.3 201.0
Treasury assets 1,029.0 1,048.4

1 Inaddition to and not included in the above, at 31 July 2017 the group held £97.5 million (31 July 2016: £nil) of Treasury Bills drawn under the Funding for Lending
Scheme but not currently in repurchase agreements which are classified as high quality liquid assets.

Liquidity

The group maintains a strong liquidity
position, ensuring it is comfortably ahead
of both internal risk appetite and regulatory
requirements. The majority of our liquidity
requirements and surplus funding are held
in the form of high quality liquid assets. We
regularly assess and stress test our liquidity
requirements and continue to comfortably
meset the liquidity coverage ratio
requirements under CRD IV.

Treasury assets were broadly stable at
£1.0 billion (81 July 2016: £1.0 billion) and
were predominantly held on deposit with
the Bank of England.

IFRS 9

The provisions of IFRS 9 Financial
Instruments will apply to the group for
the year ended 31 July 2019. The
transition to IFRS 9 will fundamentally
change the accounting for credit losses,
moving from an “incurred” to an
“expected” basis. This requires the
development of extensive models to
estimate expected credit losses taking
into account both the composition of the
loan book and macroeconomic outlook
at each point in time.

Our preparation for the transition to
IFRS 9 is progressing well. We have
completed our initial model build and will
be conducting a parallel run for the
duration of the current financial year,
which will allow us to validate and refine
models and assumptions ahead of
implementation at 1 August 2018.

The implementation of IFRS 9 will result
in an initial increase in impairment
provisions on the group’s balance sheet,
and may increase volatility in the income
statement going forward. We will provide
further detail on the expected financial
impact of the transition once we have
sufficiently reliable estimates. Further
qualitative information on the provisions
of IFRS 9 and progress towards
implementation is set out in the
Significant accounting policies note

on page 109.
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Banking

The Banking division
delivered another year of

" " good returns, driven by
Helplng bUSIr]eSSGS higher income and
continued low impairments.

Banking adjusted operating profit was
up 9% to £243.5 million (2016: £223.0
million), driven by growth of 9% in
operating income to £555.3 million (2016:
£511.2 million) and continued low
impairments. Statutory operating profit
also increased 9% to £242.6 million
(2016: £222.5 million).

The loan book grew 7.0% (2016: 12.1%)
with strong growth in both the property
finance and premium finance
businesses. The return on net loan book
remained at 3.6% (2016: 3.6%) reflecting
our disciplined approach to lending.

The net interest margin remained strong
at 8.1% (2016: 8.2%) as we continue to
prioritise margins across all of our
businesses, despite significant
competition in some of our markets.

A slight reduction in yield, attributable to
the business mix and ongoing price
competition in the asset and motor
finance businesses, was largely offset
by lower cost of funds.

Adjusted operating expenses at £271.6
million (2016: £250.3 million) increased
9% year on year, in line with income.
Investment in infrastructure in premium
finance and treasury, as well as new
business inttiatives across Retail Finance
and Commercial Finance account for
nearly half of the uplift in costs. Staff
related expenses, which represent the
majority of the cost base, also increased
reflecting continued investment in both
front office and support functions. Despite
this, both the expense/income and
compensation ratios remained in line with
last year, at 49% and 29% respectively.

The bad debt ratio was stable on the
prior year at 0.6% (2016: 0.6%), reflecting
the ongoing benign credit environment
and one-off provision releases of £7.5
million in the year. The underlying bad
debt ratio remained well below historical
levels at 0.7% and arrears across the
businesses remain low.

Return on opening equity remained
strong at 23% (2016: 26%), despite
the first full-year impact of the bank
corporation tax surcharge.

Photographed on location at Alicat Workboats Ltd.
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Key Financials -
2017 2016 Change 5
£ million £ million % a
Operating income 555.3 511.2 9 %
Adjusted operating expenses (271.6) (250.3) 9 -
Impairment losses on loans and advances (40.2) (37.9) 6 S
o
Adjusted operating profit 243.5 223.0 9 =
Average loan book and operating lease assets 6,827.0 06,2264 10
Loan Book Analysis
31 July 31 July
2017 2016 Change
£ million £ million %
Retail Finance 2,702.8 2511.0 7.6
Motor finance 1,761.9 1,704.8 3.3
Premium finance 940.9 806.2 16.7
Commercial Finance 2,552.6 24634 3.6
Asset finance 2,017.0 2,020.0 0.1)
Invoice finance 535.6 4434 20.8
Property Finance 1,629.3 1,457.2 1.8
Closing loan book 6,884.7 06,4316 7.0

1 Minor differences compared to previously reported numbers at 31 July 2016 reflect re-presentation relating to the transfer of the rentals loan book of £15.1 million
from asset finance into invoice finance, and the consumer point of sale loan book of £35.7 million from motor finance into premium finance, in line with internal

management reporting.

Key Performance Indicators

Net interest margin
per cent

2017 |
2016
2015

Bad debt ratio
per cent

2017 [
2016
2015

Return on opening equity
per cent

2017
2016
2015

Return on net loan book
per cent

2017
2016
2015

Loan Book

We consider growth to be an output of
our business model. The diversity of our
loan book provides resilience to changes
in demand and competition, with
diverging growth rates across our
businesses at different points in the
cycle. The loan book growth of 7.0% in
the year to £6.9 billion (31 July 2016: £6.4
billion) was driven predominantly by
property and premium finance, both of
which have been resilient to competitive
pressure. Invoice finance also grew
strongly and benefited from a small
acquisition in the period. Motor and
asset finance were broadly flat, as we
prioritise our strict lending criteria in the
face of continued competition in these
markets.

We continue to see good growth in the
Irish market, where we provide motor,
premium, asset and invoice finance.
Ireland now accounts for ¢.10% of the
overall Banking loan book and continues
to support growth, particularly in the
motor and asset finance businesses.

S.1%

Net interest margin

23%

Return on opening equity
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Banking

Our Banking division remains well
positioned for the future and we remain
confident in our ability to lend in a wide
range of market conditions. , ,

Photographed on location at Close Brothers Brewery Rentals.
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Banking: Retail Finance
2017 2016 Change
£ million £ million %
Operating income 222.4 204.6 9
Adjusted operating expenses (117.7) (107.7) 9
Impairment losses on loans and advances (25.8) (17.8) 45
Adjusted operating profit 78.9 791 ©)
Net interest margin 8.5% 8.6%
Expense/income ratio 53% 53%
Bad debt ratio 1.0% 0.7%
Average loan book 2,606.9 2,388.5 9

Retail Finance

Retail Finance provides intermediated
finance, principally to individuals, through
motor dealers, insurance brokers and
retailers and incorporates our premium
and motor finance businesses.

The Retail Finance loan book grew 8% to
£2.7 billion (31 July 2016: £2.5 billion).
Premium finance accounted for most of
this increase with new broker wins,
increasing volumes from existing brokers
and premium inflation all contributing to
loan book growth of 17% to £0.9 billion
(31 July 2016: £0.8 billion). Premium
finance continues to be well positioned
competitively, benefiting from the
multi-year investment programme in its
infrastructure aimed at improving both
broker and end customer experience.

Motor finance delivered modest growth
of 3% in the year, with the loan book
currently at £1.8 billion (31 July 2016:
£1.7 billion) and most of the growth
coming from Ireland. The UK motor
finance market remains highly
competitive and we continue to prioritise
margin and credit quality.

There has been increased market focus
on growth in consumer credit and the
motor finance industry, in particular the

recent strong growth in new car sales
and PCP products. Our core product is
hire-purchase contracts for second hand
vehicles, with PCP being a relatively new
offering and accounting for only ¢.15% of
the motor finance loan book at 31 July
2017. We apply the same prudent and
consistent underwriting in PCP products
as in the rest of our lending, with
conservative loan to value ratios, typically
ranging from 75% to 85%. Overall, we
believe our business is well positioned
but we continue to monitor
developments carefully.

Overall, adjusted operating profit for the
Retail Finance segment of £78.9 million
(2016: £79.1 million) was broadly in line
with the prior year. Statutory operating
profit was also broadly flat at £78.5
million (2016: £78.8 million).

Operating income was up 9% year on
year at £222.4 million (2016: £204.6
million) with the net interest margin
broadly stable at 8.5% (2016: 8.6%).

Adjusted operating expenses increased
9%, in line with income growth, to £117.7
million (2016: £107.7 million), as our
multi-year investment in infrastructure in
the premium finance business continues.

5/8.9m

Retail Finance
Adjusted operating profit

During 2017 we also initiated an
investment programme in our motor
finance business, in order to improve the
service proposition, streamline operational
processes and improve sales
effectiveness. Despite this investment, the
expense/income ratio remained in line
with the prior year at 53% (2016: 53%).

The bad debt ratio of 1.0% (2016: 0.7%)
was higher than the prior year, reflecting
increases in both motor and premium
finance relative to the exceptionally low
bad debts in the prior year. Overall, we
remain comfortable with the credit
quality in both businesses.

Retail Finance remains well positioned
long-term. In motor finance, we are
focused on protecting our margins and
maintaining credit quality, while in
premium finance we continue to invest to
further improve business performance.
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Commercial Finance

Commercial Finance focuses on
specialist, secured lending principally to
the SME market and includes the asset
and invoice finance businesses.

The asset finance loan book remained
flat in the year, reflecting strong
competition from both new and existing
lenders, as we focus on protecting the
margin at the current point in the cycle.
Overall, the Commercial Finance loan
book increased 4% to £2.6 billion

(31 July 2016: £2.5 billion), driven by
growth in invoice finance as well as the
acquisition of Novitas Loans, a specialist
provider of finance to the legal
profession, which completed in the
second half of the year and contributed
£38.2 million to the loan book growth.

Adjusted operating profit of £72.6 million
(2016: £69.6 million) was up 4%, driven
by good income and lower bad debt.
Statutory operating profit also increased
4% to £72.1 million (2016: £69.4 million).

Operating income of £213.3 million
(2016: £202.3 million) was 5% higher
than the prior year, reflecting loan book
growth. Despite ongoing pricing
pressure in the asset finance market, we

have maintained a strong net interest
margin of 8.0% (2016: 8.2%), which
remains ahead of the industry.

Cost growth was slightly ahead of
income growth for the year at £125.2
million (2016: £116.2 million), driven by
ongoing investment in new initiatives.
These include the launch of our
technology services business, where
we offer financing solutions for IT
infrastructure, the expansion of our asset
finance offering into Germany, where we
have recently obtained regulatory
approval to operate, and the acquisition
of Novitas Loans. As a result the
expense/income ratio increased slightly
t0 59% (2016: 57%).

The bad debt ratio reduced marginally to
0.6% (2016: 0.7%), with continued good
credit performance, as the credit
environment remains benign and we
maintain our strict lending criteria.

Overall, Commercial Finance performed
well in a challenging competitive
environment. Our focus remains on
protecting the margin and maintaining
our prudent underwriting to ensure
sustainability of the business through
the cycle.

(2.0

Commercial Finance
Adjusted operating profit

92,0

Property Finance
Operating profit

Property Finance

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

The Property Finance segment had a
very successful year, delivering growth of
24% in profits and 12% in loan book,
which is now at £1.6 billion (31 July 2016:
£1.5 billion). This was driven by solid
demand for residential property
development finance and low
impairments. Our long track record,
expertise and quality of service ensure
the business remains resilient to
competitive pressures and continues to
generate high levels of repeat business.
London and the South East represent
€.70% of the loan book and we
concentrate on new build family homes,
where structural demand remains
strong. We also continue to successfully
expand into selected regional locations
across the UK.
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2017 2016 Change
£ million £ million %
Operating income 213.3 202.3 5
Adjusted operating expenses (125.2) (116.2) 8
Impairment losses on loans and advances (15.5) (16.5) ©)
Adjusted operating profit 72.6 69.6 4
Net interest margin 8.0% 8.2%
Expense/income ratio 59% 57%
Bad debt ratio 0.6% 0.7%
Average loan book and operating leases 2,676.8 2,459.8 9
Banking: Property Finance
2017 2016 Change
£ million £ million %
Operating income 119.6 104.3 15
Operating expenses (28.7) (26.4) 9
Impairment losses on loans and advances 1.1 (3.6)
Operating profit 92.0 74.3 24
Net interest margin 1.7% 7.6%
Expense/income ratio 24% 25%
Bad debt ratio (0.1%) 0.3%
Average loan book 1,543.3 11,3781 12

The business delivered an operating
profit of £92.0 million (2016: £74.3 million),
with an improved net interest margin of
7.7% (2016: 7.6%). Provision releases
relating to a number of legacy properties
also contributed to the higher profit. As a
result, the bad debt ratio of (0.1%) (2016:
0.3%) represents a net recovery in the
period, with underlying credit quality also
remaining strong.

Operating expenses of £28.7 million
(2016: £26.4 million) were up 9%, and the
expense/income ratio remained low at 24%
(2016: 25%)), reflecting the lower operational
requirements of the business with larger
transaction sizes at lower volumes.

Our long track record of successful
lending in property finance through the
cycle is based on the same principles

of prudent underwriting and margin
prioritisation as in all of our businesses.
We lend at consistently low loan to value
ratios, which reflect our conservative
approach to lending, and remain
confident in the resilience and quality

of our business.

Well Positioned to Lend Through
the Cycle

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

Moving

Photographed on location at Winterflood Securities Limited.

Winterflood, the leading UK market-maker, achieved a
significant improvement in performance over the year,
maximising revenue opportunities in a favourable
market environment.

The business benefited from rising
markets and political and market events,
which attracted higher levels of retall
investor trading activity. Operating income
increased 30% to £106.7 million (2016:
£82.3 million), reflecting higher income
across all trading sectors and particularly
in AIM and investment trusts.

Average daily bargains increased 26%
to 65,286 (2016: 51,864), reflecting the
increased trading activity. Winterflood
incurred only one loss day (2016: 17),
notwithstanding periods of increased
market volatility, demonstrating the
expertise of its traders.
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2017 2016 Change

£ million £ million %

Operating income 106.7 82.3 30
Operating expenses (78.6) (63.3) 24
Operating profit 28.1 19.0' 48

1 2016 operating income and operating profit include £3.8 million and £1.9 million respectively relating to the disposal of Euroclear shares.

Key Performance Indicators

Income

£ million

2017
2016

2015

Bargains per day

’000
2017
2016
2015

Operating margin

per cent

2017
2016

2015

Return on opening equity
per cent

2017 [
2016

2015

Operating expenses increased 24%,
reflecting higher variable costs as a result
of improved trading performance, as well
as higher settlement fees, reflecting
increased trading activity. Winterflood
Business Services, which provides
outsourced dealing, custody and
settlement services to institutional clients,
also invested in a new platform and
increased its headcount to support its
growing client base. The expense/
income ratio reduced to 74% (2016:
77%), reflecting higher revenues, while
the compensation ratio remained flat at
48% (2016: 48%).

Overall, Winterflood’s operating profit
increased 48% to £28.1 million (2016:
£19.0 million).

Well Positioned in a Range of
Market Conditions

Winterflood has a long track record of
providing continuous liquidity and trading
profitably in a wide range of market
conditions. The trading environment
since the year end has remained
favourable but Winterflood remains
sensitive to changes in market sentiment
and in particular retail investor activity.

Winterflood has a long
track record of providing
continuous liquidity and
trading profitably in a
wide range of market
conditions. , ,

281

Operating profit

29

Return on opening equity
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Asset Management made further progress in the year,
delivering strong net inflows and higher profit, benefiting
from favourable market conditions and continued good
demand for our integrated advice and investment

management services.

The division delivered £17.4 million (2016:
£14.4 million) adjusted operating profit
with positive net flows of £757 million (31
July 2016: £508 million), or 9% (2016: 6%)
of opening managed assets. Statutory
operating profit increased 23% to £12.1
million (2016: £9.8 million).

Operating income increased 11% to
£102.9 million (2016: £92.3 million), driven
by higher client assets from both net
inflows and rising markets. The revenue
margin increased to 96bps (2016: 86bps)
following the disposal of our corporate
business in 2016.

Adjusted operating expenses increased
10% to £85.5 million (2016: £77.9 million),
although the expense/income ratio
reduced to 83% (2016: 84%). Growth in
expenses was predominantly driven by
staff costs, as headcount increased by
12% reflecting our decision to grow the
number of advisers through both hiring
and acquisitions to support long-term
growth. The compensation ratio
increased slightly, to 55% (2016: 54%),
reflecting the higher headcount and
increased variable compensation.

In the year we disposed of OLIM
Investment Managers (“OLIM”), which
contributed £2.3 million (2016: £2.5
million) of income and £1.9 million (2016:
£0.9 million) operating profit for the year,
including a £1.6 million profit on disposal.

Excluding OLIM, and the corporate
business sold in 2016, the adjusted
operating profit increased 36% to £15.5
million (2016: £11.4 million), with an
underlying operating margin of 15%
(2016: 13%). The underlying revenue
margin increased to 97bps (2016: 93bps)
reflecting the higher proportion of
managed assets within our integrated
wealth management offering.

Net Inflows Across All Channels
Following modest growth in the first half,
market conditions and net inflows
improved significantly in the second,
resulting in 11% growth in managed
assets to £8.9 billion (31 July 2016: £8.0
billion). For the full year, organic net
inflows increased 49% to £757 million,
with strong flows from our own advisers
and investment managers, and through
third party IFAs. Positive market

We continue to see
significant long-term
growth potential for our
Asset Management
business, and it remains
well positioned to benefit
from continuing high
demand for our
integrated advice and
investment management
services. , ,

movements contributed a further £588
million, more than offsetting the sale of
OLIM, which had £492 million of
managed assets at the time of disposal.

During 2017, we also completed
acquisitions of EOS Wealth Management
and Adrian Smith & Partners. The two
high net worth independent financial
advisory businesses strengthen our
presence in London and the Midlands,
adding ¢.£450 million of advised client
assets and over 800 new clients.

As a result, advised assets under third
party management increased by 22% to
£2.3 billion (31 July 2016: £1.9 billion),
bringing total client assets to £11.2 billion
(31 July 2016: £9.9 billion), an increase of
13% over the year.

Solid Fund Performance

We provide an integrated wealth
management offering, combining
financial planning advice and investment
management, directly to private clients
through our own advisers. We also offer
our investment management solutions
to third party advisers and through our
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@
_2917 2016 Change 3
£ million £ million % a
Investment management 63.7 574 11 %
Advice and other services' 374 321 16 -
Other income 21 2.8 @5 |-
Operating income 102.9 92.3 1 g_
Adjusted operating expenses (85.5) (77.9) 10
Adjusted operating profit 17.4 14.4 21
1 Income from advice and self-directed services, excluding investment management income.
Movement in Client Assets
31 July 31 July
2017 2016
£ million £ million
Opening managed assets 8,047 7,996
Inflows 1,884 1,238
Outflows (1,127) (730)
Net inflows 757 508
Market movements 588 196
Disposals (492) (653)
Total managed assets 8,900 8,047
Advised only assets 2,257 1,854
Total client assets! 11,157 9,901
Net flows as % of opening managed assets 9% 6%

1 Total client assets include £3.7 billion (31 July 2016: £3.0 billion) of assets that are both advised and managed.

Key Performance Indicators

Total client assets

£ billion

2017
2016

2015

Revenue margin
bps

2017 [T

2016
2015

Operating margin

per cent

2017
2016

2015

Return on opening equity
per cent

2017 D
2016
2015

bespoke portfolio managers. Our
investment strategy focuses on
delivering long-term returns to clients
using a conservative, collaborative
approach tailored to an individual
client’s risk profile.

Our funds and segregated bespoke
portfolios are designed to provide
attractive risk adjusted returns for our
clients in line with their long-term goals
and investment objectives. Over the 12
month period to 30 June 2017, all our
funds and segregated strategies have
delivered positive risk adjusted returns.
Relative to their peer group, 8 of our 13
unitised funds have outperformed their
respective Investment Association
sectors. Our segregated bespoke
investment strategies have all
outperformed their ARC peer group
average returns over the same period.

Well Positioned for Future Growth
During the year we successfully
completed the migration of client
accounts onto a single technology
platform, which allows us to consolidate
custody, trading and administration,
improve client experience and create
operating efficiencies. In addition, we are

looking at ways to optimise our adviser
productivity, while continuing to provide
excellent service to our clients.

We continue to see significant long-term
growth potential for this business and
remain well positioned to benefit from
continuing high demand for our integrated
advice and investment management
services, through organic inflows, select
hiring of advisers and investment
managers, and incremental acquisitions.

2174m

Adjusted operating profit

11

Growth in managed assets
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Sustainability Report
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Close Brothers has a strong reputation as a responsible
lender, founded on a prudent approach to managing our
business and commitment to our employees, clients and
communities. We seek to provide the highest level of
support and service by applying the same responsible
approach across all our businesses and focusing on
areas that matter to our stakeholders.



A sustainable approach

Our long-standing reputation as a
leading merchant banking group is built
on the consistent application of our
prudent business model, underpinned
by core values of service, expertise and
relationships. We apply these values

in our interaction with employees,
customers and our communities. We
share a strong commitment to acting
responsibly, ethically and with integrity
when interacting with all our stakeholders.

Management of sustainability issues
across our organisation and the
consideration of environmental issues
and ethical standards are an important
part of our corporate culture and are
reflected throughout our group-wide
policies and procedures. Our employees
are involved in a range of community
initiatives and responsible finance
matters regularly appear on group and
divisional risk committee agendas.

Focus on our employees

The contribution of our people is critical
to the ongoing success of our business.
We are committed to creating an
environment where our employees are
supported and motivated by providing
them with opportunities to realise their
full potential. We continuously review the
ways we engage, reward and develop
our people to ensure Close Brothers
remains an attractive place to work.

Engaging our people

Engaged employees are more
committed to their work and their
organisation and we believe they are
likely to perform better and stay with
the firm longer if they feel valued and
supported. We monitor the engagement
of our staff through an externally run
group-wide Employee Opinion Survey,
which we last conducted in January
2017.

The results showed that we have
continued to build on the strengths
highlighted in surveys from previous
years, with 90% of employees who
completed the survey indicating that
they are satisfied with working at Close
Brothers, an improvement on our
previously strong score of 88%. In line
with our previous surveys, areas of
strength across the group continue to be
our strong customer focus and our team
working culture. As in previous years, we
had a high overall response rate of 85%
which gives credibility to these results.
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Our Employee Opinion Survey is run
every two years to ensure that the
businesses have sufficient time to
analyse the results and to agree and
implement meaningful action plans
which focus not only on what we could
improve, but also on maintaining those
areas of strength that our employees
value the most.

Developing our people

During the year we implemented a
number of initiatives to promote training
across the group as well as further
programmes designed to attract and
to develop talent.

All our employees have access to a new
online learning portal offering a wide
range of practical tools, workshops
and e-learning on a range of topics.
By simplifying and centralising training
for all our employees we expanded the
number of training hours across the
group and on average, our employees
completed 8.4 continuing professional
development hours over the past year,
an increase of 11%.

We continue to support the development
of a new talent pipeline by running a
number of structured programmes
designed to attract school leavers

and graduates, provide on the job
learning and support studies towards

a professional qualification. We also
focus on supporting internal career
mobility by advertising the majority of our
roles internally and identifying internal
successors through regular talent forums
across the organisation.

Our Training Academy, which launched
in 2015 to develop our own sales
professionals in asset finance, has made
good progress with 20 of the initial
candidates becoming qualified sales
managers in August 2017.

Close Brothers Asset Management also
continues to run its Adviser Academy
which is designed to develop skills

and provide career advancement
opportunities for our financial advisers.
We have expanded the programme with
more of our advisers encouraged

to study towards a professional
qualification to support further their
career development.

In addition to the existing programmes,
we have launched a new ‘Guru’ Network
designed to capture and share the
knowledge of our internal experts who
will be invited to facilitate internal learning
and knowledge sharing sessions.

909

Employee satisfaction

To ensure we keep developing and
enhancing our pool of future leaders,

we continue to run our annual Emerging
Leaders programme. The programme
focuses on individual leadership
development, management and coaching
skills in order to build a strong network of
up and coming leaders.

We have also developed a new
programme to build leadership capability
across the organisation in line with our
bespoke leadership framework.

Remuneration and benefits

We believe in rewarding our staff

fairly and transparently, ensuring that
remuneration across the group is linked
to clear objectives. This year, we have
undertaken an extensive review of

our executive Remuneration Policy to
ensure it remains fit for purpose and
aligned to both our distinctive business
model and the long-term interests of our
shareholders.

We also conducted a comprehensive
review of our benefits package,
introducing new and enhanced benefits,
to support further our people in the
areas that are most important to them.
We assessed the impact of the benefits
review as part of the latest employee
survey and we are pleased that 80% of
our employees reported their satisfaction
with the enhanced benefits package.

To encourage our staff to save for

the future and build long-term share
ownership, we offer a Save As You Earn
scheme as well as a Buy As You Earn
share incentive plan allowing employees
to acquire shares on a monthly basis out
of pre-tax earnings. Currently 48% of our
employees are participating in at least
one of these schemes.

Diversity and equality

Our latest employee survey indicated
that 89% of our people believe that
Close Brothers treats their employees
fairly regardless of gender, ethnicity or for
any other diversity reasons.
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Our Equal Opportunity and Dignity at
Work policy is in place to ensure equal
and respectful treatment for all our
employees. This includes additional
support to disabled employees and
their needs. We aim to make reasonable
adjustments to the working environment
to minimise potential difficulties and
provide suitable training or offer
alternative solutions where possible.
This reflects our strong commitment

to creating and promoting a diverse
workforce, with focus on supporting all
individuals irrespective of their gender,
race, age, disability, sexual orientation
or religion. We apply this approach

across all our people related activities,
including compensation review, talent
and succession planning, leadership
programmes, the development of our
benefits package, recruitment, training
and development.

Further initiatives that we have in place to

support diversity include:

¢ Enhanced maternity, adoption and
shared parental leave.

¢ Promoting flexible working where
possible and providing emergency
back up care.

44,

Female employees

33%

Female board representation

¢ | eadership team leading by
example, with our chief executive
being a member of the 30% Club,
an institution focused on promoting
good gender balance at all levels in
organisations. We participate in their
cross-company mentoring scheme
aimed at helping to develop a broader
pipeline of women at all levels.

¢ Workshops aimed at raising
awareness about unconscious bias
and the benefits of supporting female
talent.

¢ Implementing a new recruitment
system which allows us to monitor
the diversity of job applicants,
to ensure that we are attracting
potential candidates from a variety of
backgrounds.

e Aiming for a 50:50 gender split at
assessment centre for all entry-level
roles across the group to broaden
further the diversity of our talent pool.

Our workforce remains diverse, with
44% female employees, and we already
meet the voluntary target set by the
“Women on Boards Davies Review”
and the Hampton-Alexander Review
published in November 2016, which
recommend a minimum of 33% female
directors for FTSE 350 companies by
2020. Our 38% female representation
significantly exceeds the current average
female representation on FTSE 250
boards of 21%.

We also have a broad age range of
employees with 26% of our employees
being under 30 years old and 15%
over 50.

Focus on our Customers

Our customers are typically small

to medium-sized enterprises and
individuals with whom we build lasting
relationships. They know they can rely
on our commitment to provide them with
consistently high levels of service and in
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Male Female
Number of board directors! 5 3
Number of directors of subsidiaries? 46 8
Number of senior employees, other than board directors® 47 8
Number of employees, other than board directors and senior employees 1,655 1,384

1 Includes non-executive directors, excluded from group headcount calculations. Figures as at 31 July 2017.
2 Includes subsidiary directors who are excluded from group headcount calculations.
3 Senior employees identified as Material Risk Takers who are not directors or subsidiary directors.

return they reward us with consistently
high levels of repeat business.

We want to remain a trusted partner,
by behaving ethically and responsibly
in all our dealings with customers. We
continuously listen to their feedback
and are committed to improving their
experience and expectations.

To this end we continue to run customer
forums and surveys at both a divisional
and business unit level so we understand
and manage the changing needs and
expectations of our customers. This is
reflected in consistently high satisfaction
levels amongst our Asset Management
clients. In addition, we have built Centres
of Excellence across the Banking division
which focus on improving internal
processes and enhancing customer
experience.

Responsible finance

Within the Banking division, we focus on

five key customer principles:

¢ \We are responsible lenders and
deposit takers.

¢ We seek to ensure the right outcomes
for our customers.

¢ \We endeavour to ensure our pricing is
fair and appropriate.

¢ We are clear and consistent in the way
we communicate with customers.

¢ \We expect our standards to be upheld
by our partners.

We regularly collect feedback on how
we perform against these principles via
customer and staff surveys, targeted
research, complaints analysis and
mystery shopping exercises.

In support of these customer principles
we have a wide range of policies in place
across all our divisions to ensure that
our staff and management are aware

of their responsibilities towards our
customers. We promote best practice
and strict compliance with relevant rules
and regulations supported by a range of
compulsory training for all employees.

Our conduct risk framework continues
to include monthly management
information that provides senior
management with a broad view of
conduct related behaviours. This
management information is analysed
and assessed each month to provide
assurance that we treat customers fairly
and continue to operate in line with our
customer principles.

Our privacy policy ensures the protection
and correct treatment of client data in
accordance with the Data Protection Act
1998. During the year, we commenced
our GDPR programme to ensure that

we continue to meet high standards

of protection and handling of personal
data in line with the new regulatory
requirements for May 2018.

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

We have policies and training in place to
ensure our staff can identify vulnerable
customers and that they are treated fairly
in our interaction with them. This remains
an area of focus for our Customer
Forums, through regular thematic
reviews of our conduct.

We continue to monitor and enhance

our systems and controls to safeguard
customers’ data and protect our business
and have invested over the year in
expertise and technology to further
strengthen our internal capabilities. We also
remain a member of government’s Cyber
Security Information Sharing Partnership,
which provides early warning of potential
system failure or cyber-attack and allows
intelligence sharing across the industry.

Customer experience

As we strive to maintain the highest
standards in all our dealings with clients
and partners, we continue to improve
customer experience across all our
businesses whether direct to customer
or intermediated.

Over the year we developed capabilities
within the Banking division which focus on
data and analytics, customer insight and
experience, and operational excellence,
by recruiting small teams of experts,

who operate across our businesses and
help to improve and deliver changes to
the way we operate. Over the year, they
helped re-design customer journeys and
corresponding operational processes in a
number of areas.

As a recent example, we have reviewed
the way in which our premium finance
customers interact with our brokers
through a programme of primary research
and customer journey mapping. The

data we gathered helped us develop new
digital capabilities that will better serve
both our customers and our brokers as
they transact with us every day.

Our operational excellence team has
worked closely with the businesses to
identify areas of operations that can be
easily improved to enhance customer
experience. Through introduction of
selective process automation we have
proved that we can quickly and cost
effectively address points of friction for
customers while improving levels of
consistency and control.

In addition we developed a
comprehensive training programme
designed to create a culture of
continuous improvement across our
organisation and recognise our people
as they seek out ways to improve
experience for customers, intermediaries
and colleagues alike.
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Close Brothers Asset Finance

P ] AWARDS

Mﬂm‘ 2017

Winner of the ‘Finance Provider of the Year
at the Commercial Motor Dealer Awards.

Close Brothers Invoice Finance

(T)  winner
FOuR TIHES

Named the ‘UK’s Best Factoring & Invoice
Discounting Provider’ at the Business
Moneyfacts Awards, for the 4th year.

Close Brothers Motor Finance

v Winner §y
wWozorp Ay

Winner of the ‘Bank owned Finance
Provider of the year’ at the Motor Finance
Europe Awards.

Close Brothers Asset
Management

PAM

AWARDS

Winner of the ‘Investment Performance:
Cautious Portfolios” award for high net
worth individuals.

Close Brothers Retail Finance

f”‘“’? ICTIMANCIRL SERVICTS
APTIEHET AW 10EE
© ININNER

Winner of the ‘New Product/Product
Improvement’ category — Loving the
customer.

Close Brothers Asset
Management

Winner of the ‘Client Service Quality’
award for high net worth individuals.

Our continued focus on improving
customer experience is also reflected in
consistently high customer survey results
across our Asset Management division
with 100% of customers across Bespoke
Investment Management and 94% of
customers across financial planning and
advice expressing satisfaction with the
services received. In addition, over 96%
of our clients remain satisfied that their
investment manager or financial adviser
understands their needs.

The strong focus on our customers is
further reflected in our many awards
won during the year, some of which are
presented on the left.

Social responsibility

Compliance with regulatory requirements
is essential not only from the relevant
regulator’s perspective but also to
maintain the trust of our customers.

We have a wide range of policies in place
across all of our divisions to ensure that
our staff and management comply with all
regulatory requirements and adhere to the
highest professional and ethical standards
in dealing with our customers, suppliers
and each other. We require all staff to
complete the relevant regulatory training
on an annual basis with further training
offered when required. Some of the group
wide policies and regulations include:



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

Anti-bribery and corruption policy

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

Whistle-blowing policy

We encourage our employees to report
any activity that may constitute a violation
of laws, regulations or internal policy and
reporting channels are provided to staff
for this purpose within the framework of
a whistle-blowing policy.

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

Human rights and Modern Slavery Act
The board gives due regard to human
rights considerations, as defined under
the European Convention on Human
Rights and the UK Human Rights

Act 1998.

We are aware of our responsibilities and
obligations under the Modern Slavery
Act with the appropriate policies and
training in place to ensure compliance
across the organisation.

Employee health and safety policy
Our health and safety policy ensures
the provision of a safe and healthy
working environment for our employees
and visitors in accordance with The
Management of Health and Safety at
Work Regulations 1999.

The Health and Safety Committee
continues to meet on a quarterly basis
and we are proud of the progress made
over the year in successfully raising

the health and safety profile across the
business. This year we recorded 31
incidents across all of our sites, of which
the majority relate to low risk slip, trip or
fall, with only two reportable accidents
in the year.
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We have introduced an online risk
assessment process in order to manage
site specific risks as appropriate

and have implemented a new online
Display Screen Equipment training

and assessment process to assist our
employees in effectively managing

the hazards and risks associated with
computer use.

Focus on our Communities
Community engagement is important

to our people and their care and
contribution to charitable matters is
reflected in our active corporate and
social responsibility (“CSR”) programme.
To this end, we continue to invest in a
number of community based initiatives
and support the charitable causes that
our employees are passionate about.

The group CSR Committee is chaired

by our group head of human resources
and supported by employees across

the group. The CSR committee meets
regularly to discuss and propose new
initiatives with an oversight from risk and
compliance when required. We also

have a number of local CSR committees
which run initiatives to raise funds for local
charities.

Community initiatives

The Close Brothers SME Apprentice
Programme continued the success of its
first two years by launching phase three of
the initiative. To date we have contributed
to the funding of 40 new apprentices within
the manufacturing sector in and around
the Sheffield and Birmingham areas. This
year, we are proud to be working with

the Road Haulage Association (‘RHA") to
launch a new initiative that addresses the
skills gap within the transport sector by
funding 20 SME members of the RHA,
who might otherwise be unable to take on
a new apprentice. This new partnership
with the RHA cements our long established
and continued commitment to help SMEs

secure the skills they need for future growth.

Close Brothers Asset Management
continues to run our Trustee Leadership
Programme in partnership with social
enterprise Cause 4. This programme
provides a fulfiling and career enriching
opportunity for young professionals

to take on a board level role within

a charity while also providing the
charities themselves with a fresh

and diverse pool of potential board
members. The programme is open to
Close Brothers employees as well as
to external professionals. During the
year we expanded the programme to
Manchester and Bristol, following the
successful launch in London in 2014.

Charitable activities

Our employees are directly involved with
choosing their favourite community and
health charity partners as part of the
regular employee survey. For the first
time the NSPCC was selected as our
community charity partner, while Cancer
Research UK remained our health
charity partner for the fifth year. Funds
raised from group-wide activities is
equally split between these two charities.

The group’s charitable donations
reached £257,264 during the 2017
financial year.

52257,2064

Raised for charity in 2017

Our annual group-wide charity week,
which consisted of a number of locally
organised events for staff, as well as
some group-wide initiatives, was the
most successful ever. We have also
collectively raised over £100,000 for
Cancer Research in calendar year 2016,
which has never been achieved by our
group in just one year before. We are
proud of this achievement as only a few
of Cancer Research UK’s corporate
partners reach this amount. Close
Brothers is also the exclusive sponsor
of a “Dogs for Good” assistance puppy,
supporting the initial training for a future
assistance dog.

In order to encourage further our staff to
fundraise and volunteer for the charities
they support, the Close Brothers
Matched Giving Scheme matches 50%
of funds raised or donates £8 per hour
of voluntary time given by employees.
We also match funds raised by other
local, organised fundraising activities,
encouraging employees to work together
to raise money for causes that are close
to their hearts. This year we matched
over £100,000, an increase of nearly
50% compared to last year.

In addition, we match contributions
under our Payroll Giving scheme, which
allows employee donations to be made
directly from pre-tax salary. Around 13%

of employees across the group are signed
up to Payroll Giving, allowing us to maintain
our Payroll Giving Quality Mark Gold Award
for the seventh consecutive year.
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Sustainabllity Report

Photographed on location at BCW Engineering Ltd.

Focus on our Environment

As a financial services company we
require limited natural resources to
operate and therefore have limited
environmental impact. Notwithstanding
this, we care about the environment

we operate in and are aware of our
responsibility to protect natural resources
and to behave sustainably.

We also remain a significant provider
of finance to the green energy sector
by providing finance for wind, solar and
hydro power developments.

Energy consumption

The majority of our environmental impact
is driven by staff travel, our supply chain
and our office network. We continue

to monitor ways to reduce our impact
by lowering our energy consumption
and reducing emissions. Each of our
businesses manages its resources and
recycling locally and we work closely
with all of our business locations to
encourage the implementation of
additional ways to reduce energy use.

We continue to monitor our energy
consumption and greenhouse gas
emissions across the business via a
third party provider. Our head office
also participated in the CDP (formerly
the “Carbon Disclosure Project”), which
involves disclosure of our greenhouse
gas emissions on a voluntary basis.

Our employees are encouraged to reduce
their individual environmental impact

by leasing of low emission cars and
participating in the cycle to work scheme.

Consideration of environmental risks and
ethical standards is explicitly required as
part of any credit underwriting proposal
under our bank Credit Policy. We only
lend against asset types defined in our
credit policies and don't finance arms

or onshore oil development, or lend
internationally outside narrowly defined
areas.

Waste reduction and recycling

We have reduced water and electricity
consumption at our head office for the
second year and continue to monitor
waste production via a third party
provider. Waste recycling is encouraged
in all our offices and in 2017 at our head
office we achieved a recycling rate of
91%, avoiding 251 cubic metres of landfill
and saving 195 trees.

Greenhouse gas (“GHG”) emissions

In line with the GHG Protocol framework,
we have calculated the GHG emissions
associated with our Scope 1 and 2
operations. Scope 1 includes fuel
emissions from buildings and company
vehicles and Scope 2 includes our
emissions from electricity.

We do not currently report our Scope

3 emissions as they form a small
proportion (3%) of our total emissions
and are not deemed to be material to our
footprint. We do collect some Scope 3
data for water, waste and non-company
vehicles (grey fleet) and we will continue
to collect the data for Scope 3 emissions
with the intention of reporting them in the
future.
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GHG Scope 1 and 2 Emissions by Division (tCO,e)

4,035 4,088
811 787 g7 878 977 977
Group Banking  Securities Asset
Management
2017 2016

Note: “Group” reflects the group headquarters which includes some Banking division businesses.

GHG Emissions Summary (tCO,e)
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tCO,e per employee,
reduction of 7%

Scope GHG emissions source 2017 2016
Scope 1 Fuel (Buildings) 172 160
Fuel (Owned vehicles) 3,199 3,229
Scope 2 Electricity 3,269 3,341
Total GHG emissions 6,640 6,730
Average number of employees 3,114 2,946
Total per employee 213 2.28
In 2017, our total GHG emissions Calculation The Strategic Report was approved by

were 6,640 tonnes of carbon dioxide
equivalent (“tCO.g”), equating to

213 tCO,e per employee, down 1.3%
overall and 6.7% per employee since
2016. We were pleased to achieve a
reduction across both Scope 1 and
Scope 2 emissions in 2017. The largest
source of GHG emissions remains our
Scope 2 electricity consumption, albeit
this is lower than the previous year. The
reduction in electricity emissions reflects
energy efficiency improvements to our
offices and a reduction in the emissions
factor used to calculate electricity
emissions.

Given its relative size our Banking
division continues to account for the
majority of our GHG emissions.

A full breakdown of our 2017 GHG
emissions, together with corresponding
data for 2016, is shown in the table
above.

We have continued to gather data
working with an independent third party
GHG emissions reporting company. This
verifies the accuracy of our data and
enables us to monitor our performance.

Our total GHG emissions are reported
as tCO,e and are calculated in line with
the GHG Protocol framework. In addition
to reporting our total Scope 1 and 2
emissions, we have also disclosed the
emissions per employee as an intensity
metric to enable a comparable analysis
in future disclosures.

Outlook

We will continue to monitor and report
our GHG emissions, working to improve
our energy efficiency across our
businesses.

We encourage our offices to report their
Scope 3 emissions for water and waste
each quarter, where this information

is available, to facilitate continued
performance monitoring.

the board and signed on its behalf by:

Preben Prebensen
Chief Executive

26 September 2017
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Delivering

Because we operate in
diverse business areas,
our teams comprise of
industry specialists, not
just generalists. Many of
our team have first-hand
experience of working
within their industry — this
specialist knowledge
helps us make fast,

firm decisions.

Photographed on location at The Morgan Motor Company Ltd.
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Board of Directors

Mike Biggs

Chairman

Mike was appointed a director on 14 March 2017 and
chairman from 1 May 2017. He is chairman of the
Nomination and Governance Committee. He has over 40
years’ experience of the financial services industry. He was
previously chairman of Resolution Limited, the FTSE 100
UK life assurance business, and has acted as both chief
executive officer and group finance director of Resolution plc.
Prior to that he was group finance director of Aviva plc. Mike
is also chairman of Direct Line Insurance Group plc.

Geoffrey Howe

Senior Independent Director

Geoffrey was appointed a director in January 2011 and is
senior independent director. Geoffrey is chairman of Jardine
Lloyd Thompson Group plc. He was previously chairman
of Railtrack plc and of Nationwide Building Society, a
non-executive director of Investec plc and of JP Morgan
Overseas Investment Trust plc, a director of Robert Fleming
Holdings Limited and managing partner of Clifford Chance.

Elizabeth Lee

Group Head of Legal and Regulatory Affairs

Elizabeth was appointed a director in August 2012 with
responsibility for legal and regulatory affairs. Elizabeth joined
Close Brothers as general counsel in September 2009. She
was previously with Lehman Brothers and General Electric’s
financial services businesses and prior to that she was a
partner at the law firm Richards Butler (now Reed Smith).

Jonathan Howell

Group Finance Director

Jonathan was appointed to the board as group finance
director in February 2008 when he joined Close Brothers.
Jonathan was previously group finance director of London
Stock Exchange Group plc from 1999. Prior to that he

was at Price Waterhouse where he qualified as a chartered
accountant. He is also a non-executive director of The Sage
Group plc, where he is chairman of the audit committee.



Preben Prebensen

Chief Executive

Preben was appointed to the board as chief executive in
April 2009 when he joined Close Brothers. Preben previously
spent his career in a number of senior positions at JP
Morgan over 23 years, as well as being chief executive

of Wellington Underwriting plc from 2004 to 2006, and

then chief investment officer and a member of the group
executive committee at Catlin Group Limited. Preben is also
a non-executive director of The British Land Company PLC.

Lesley Jones

Independent Non-executive Director

Lesley was appointed a director in December 2013 and

is chairman of the Risk Committee. Lesley has extensive
banking experience, having previously held several line
management positions within Citigroup and was group chief
credit officer of Royal Bank of Scotland plc from 2008 to
2014. Lesley is also a non-executive director of Northern
Bank Limited and N Brown Group plc.
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Bridget Macaskill

Independent Non-executive Director

Bridget was appointed a director in Novermber 2013 and

is chairman of the Remuneration Committee. Bridget is
chairman of First Eagle Holdings LLC and senior adviser to
First Eagle Investment Management LLC in New York City,
of which she was president and chief executive officer until
March 2016. She is also a trustee of the TIAA-CREF funds
and a non-executive director of Jupiter Fund Management
plc and of Jones Lang LaSalle Incorporated. Bridget was
previously a non-executive director of Prudential plc, Scottish
& Newcastle plc, J Sainsbury plc, Hillsdown Holdings plc
and of the Federal National Mortgage Association in the US.
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Oliver Corbett

Independent Non-executive Director

Oliver was appointed a director in June 2014 and is
chairman of the Audit Committee. Oliver is chief financial
officer of Hyperion Insurance Group Limited and was
formerly finance director of LCH, Clearnet Group Limited
and of Novae Group plc. He is a chartered accountant
and previously worked for KPMG, SG Warburg, Phoenix
Securities (later Donaldson Lufkin Jenrette) and Dresdner
Kleinwort Wasserstein, where he was managing director of
investment banking. Oliver was also a non-executive director
of Rathbone Brothers plc.
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Executive Committee

Preben Prebensen
Chief Executive

Elizabeth Lee
Group Head of Legal and Regulatory Affairs

Jonathan Howell
Group Finance Director

Martin Andrew
Asset Management Chief Executive

Rebekah Etherington
Group Head of Human Resources
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Adrian Sainsbury
Banking division Managing Director

Tazim Essani
Group Head of Corporate Development

Robert Sack
Group Chief Risk Officer

b

Mike Morgan
Banking division Chief Financial Officer

Philip Yarrow
Winterflood Chief Executive
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Directors’ Report

The directors of the company present their report for the year
ended 31 July 2017.

The Strategic Report set out on pages 3 to 43 of this Annual
Report, and Corporate Governance Report, committee reports
and the Directors’ Remuneration Report set out on pages 54
to 95 of this Annual Report include information that would
otherwise need to be included in this Directors’ Report.
Relevant items are referred to below and incorporated by
reference into this report. Readers are also referred to the
cautionary staterment on page 152 of this Annual Report.

Results and Dividends

The consolidated results for the year are shown on page 102 of
the Financial Statements. The directors recommend a final
dividend for the year of 40p (2016: 38p) on each ordinary share
which, together with the interim dividend of 20p (2016: 19p),
makes an ordinary distribution for the year of 60p (2016: 57p)
per share. The final dividend, if approved by shareholders at
the 2017 Annual General Meeting (“AGM”), will be paid on

21 November 2017 to shareholders on the register at

13 October 2017.

Directors

The names of the directors of the company at the date of this
report, together with biographical details, are given on pages
46 and 47 of this Annual Report. In accordance with the UK
Corporate Governance Code, all directors will retire at the 2017
AGM and offer themselves for reappointment at that meeting.

All the directors listed on pages 46 and 47 were the directors of
the company throughout the year apart from Mike Biggs, who
was appointed as a director on 14 March 2017, and Strone
Macpherson and Stephen Hodges, who retired as directors on
30 April 2017 and 17 November 2016, respectively.

Further details on the directors’ remuneration and service
contracts or appointment letters (as applicable) can be found in
the Directors’ Remuneration Report on pages 80 and 81 of this
Annual Report.

Directors’ interests

The directors’ interests in the share capital and listed debt
instruments of the company as at 31 July and 16 September
2017 are set out on pages 92 and 94 of the Directors’
Remuneration Report.

Powers and appointment of directors

The company’s articles of association set out the powers of the
directors, and rules governing the appointment and removal

of directors. The articles of association can be viewed at
www.closebrothers.com. Further details on the powers, and
appointment and removal of directors are set out in the Corporate
Governance Report on page 57 of this Annual Report.

Directors’ indemnities and insurance

In accordance with its articles of association, the company has
granted a deed of indemnity to each of its directors on terms
consistent with the applicable statutory provisions. The deeds
indemnify the directors in respect of liabilities (and associated
costs and expenses) incurred in connection with the
performance of their duties as a director of the company or any
associated company. Qualifying third party indemnity
provisions for the purposes of section 234 of the Companies
Act 2006 were accordingly in force during the course of the
year, and remain in force at the date of this report. The

company also maintains directors’ and officers’ liability
insurance for its directors and officers.

Share Capital

The company’s share capital comprises one class of ordinary
share with a nominal value of 25p per share. At 31 July 2017,
152,060,290 ordinary shares were in issue.

Under section 551 of the Companies Act 2006, the directors
may allot equity securities only with the express authorisation
of shareholders which may be given in general meeting, but
which cannot last more than five years. Under section 561 of
the Companies Act, the board may not allot shares for cash
(otherwise than pursuant to an employee share scheme)
without first making an offer to existing shareholders to allot
such shares to them on the same or more favourable terms in
proportion to their respective shareholdings, unless this
requirement is waived by a special resolution of the
shareholders.

At the company’s 2016 AGM, the directors were authorised to:

e allot shares in the company or grant rights to subscribe for,
or convert, any security into shares up to an aggregate
nominal amount of £12,497,366;

e allot shares up to an aggregate nominal amount of
£24,994,732, for the purposes of a rights issue;

e allot shares having a nominal amount not exceeding in
aggregate £1,874,604 for cash without offering the shares
first to existing shareholders in proportion to their holdings;

e allot shares having a nominal amount not exceeding
£83,749,209 for the purpose of financing a transaction
determined by the directors to be an acquisition or other
capital investment as defined by the Statement of Principles
on Disapplying Pre-Emption Rights published by the
Pre-Emption Group; and

¢ make market purchases of up to 14,996,836 of the
company’s ordinary shares, representing 10% of the
company’s issued share capital at the time.

The existing authorities given to the company at the last AGM to
allot and purchase shares will expire at the conclusion of the
forthcoming AGM. Details of the resolutions to be proposed
renewing these authorities will be included in the Notice of AGM.

New issues of share capital

During the year the company’s issued share capital increased
by 1,416,562 ordinary shares of 25p each. This increase
occurred through the allotment and issue of 1,416,562 ordinary
shares in connection with the acquisition of Novitas Loans
Limited (“Novitas”), as previously announced by the company
on 4 May 2017. The shares were allotted and issued on 4 May
2017 at the market price on a non-pre-emptive basis to the
sellers of Novitas pursuant to authorities granted to the
directors of the company at the company’s 2016 AGM. As a
result of the issue, the company’s issued share capital
increased by 0.94%. In the three year period prior to the issue,
the company did not issue any other shares for cash on a
non-pre-emptive basis pursuant to disapplications of pre-
emption rights approved by shareholders.

No ordinary shares were allotted and issued to satisfy option
exercises. Full details of options exercised, the weighted
average option exercise price and the weighted average
market price at the date of exercise can be found in note 25
on page 134 of the Financial Statements.



Proposed cancellation of the company’s share

premium account

At the forthcoming AGM, the board intends to ask
shareholders to approve a special resolution to cancel the
company’s share premium account in order to increase the
company'’s distributable reserves. This will provide greater
flexibility for the paying of ordinary course dividends which the
board may in the future wish to make or recommend in
accordance with the company’s established dividend policy.
The cancellation will, subject to approval by shareholders and
confirmation by the High Court, increase the company’s
distributable reserves by around £307 million. The cancellation
itself will not involve any return of capital to shareholders.
Further details will be set out in the Notice of AGM sent to

the company’s shareholders.

Rights attaching to shares

The company’s articles of association set out the rights and
obligations attaching to the company’s ordinary shares. All of
the ordinary shares rank equally in all respects.

On a show of hands, each member has the right to one vote at
general meetings of the company. On a poll, each member
would be entitled to one vote for every share held. The shares
carry no rights to fixed income. No person has any special
rights of control over the company’s share capital and all
shares are fully paid.

The articles of association and applicable legislation provide
that the company can decide to restrict the rights attaching to
ordinary shares in certain circumstances (such as the right to
attend or vote at a shareholders’ meeting), including where a
person has failed to comply with a notice issued by the
company under section 793 of the Companies Act 2006.

Deadline for voting rights

Full details of the deadlines for exercising voting rights in
respect of the resolutions to be considered at the AGM, to
be held on 16 November 2017, will be set out in the Notice
of AGM.

Restrictions on the transfer of shares

There are no specific restrictions on the transfer of the
company’s shares which are governed by the general
provisions of the articles of association and prevailing
legislation. The articles of association set out certain
circumstances in which the directors of the company can
refuse to register a transfer of ordinary shares.

Directors and employees of the group are required to comply
with applicable legislation relating to dealing in the company’s
shares as well as the company’s share dealing rules. These
rules restrict employees’ and directors’ ability to deal in
ordinary shares at certain times, and require the employee or
director to obtain permission prior to dealing. Some of the
group’s employee share plans also contain restrictions on the
transfer of shares held within those plans.

The company is not aware of any arrangements between its
shareholders that may result in restrictions on the transfer of
shares and/or voting rights.

Purchase of Own Shares

Under section 724 of the Companies Act 2006 a company
may purchase its own shares to be held in treasury
(“Treasury Shares”).
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The existing authority given to the company at the last AGM to
purchase Treasury Shares of up to 10% of its issued share
capital will expire at the conclusion of the next AGM.

The board considers it would be appropriate to renew this
authority and intends to seek shareholder approval to purchase
Treasury Shares of up to 10% of its issued share capital at the
forthcoming AGM in line with current investor sentiment.
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Details of the resolution renewing the authority will be included
in the Notice of AGM.

Awards under the company’s employee share plans are met
from a combination of shares purchased in the market (and
held either in treasury or in the employee share trust) as well
as by newly issued shares.

During the year the company made no market purchases of
Treasury Shares. It transferred 374,583 shares out of treasury,
to satisfy share option awards, for a total consideration of
£8.7 million. The maximum number of Treasury Shares held at
any time during the year was 677,826, with a nominal value of
£0.2 million.

Employee Share Trust

Ocorian Trustees (Jersey) Limited is the trustee of the Close
Brothers Group Employee Share Trust, an independent trust,
which holds shares for the benefit of employees and former
employees of the group. The trustee has agreed to satisfy a
number of awards under the employee share plans. As part of
these arrangements the company funds the trust, from time to
time, to enable the trustee to acquire shares to satisfy these
awards, details of which are set out in note 25 on pages 134
and 135 of the Financial Statements. The trustee has waived its
right to dividends on all shares held within the trust.

During the year, the employee share trust made market
purchases of 918,141 ordinary shares.

Substantial Shareholdings

Details on substantial shareholdings in the company are set out
on in the Corporate Governance Report on page 61 of this
Annual Report.

Articles of Association

The company’s articles of association were last amended in
November 2009. They may only be amended by a special
resolution of the company’s shareholders. The articles of
association can be viewed at www.closebrothers.com.

Corporate Governance Statement

The company is required by the Disclosure Guidance and
Transparency Rules to prepare a corporate governance
statement including certain specified information. Information
fulfilling the requirements of the corporate governance
statement can be found in this Directors’ Report, and the
Corporate Governance Report, committee reports and
Directors’ Remuneration Report on pages 54 to 95 of this
Annual Report. This information is incorporated by reference
into this Directors’ Report.

Strategic Report
The company'’s Strategic Report can be found on pages 3 to
43 of this Annual Report.
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Business activities

The group’s business activities, together with a description of
future developments (including the factors likely to affect future
development and performance) and its summarised financial
position, are set out in the Strategic Report.

Employment practices and greenhouse gas emissions
Information on the company’s employment practices (including
with respect to disabled employees and employee involvement)
and greenhouse gas emissions is set out in the Sustainability
Report on pages 36 to 43 of the Strategic Report.

Significant Agreements Affected by a Change of
Control

A change of control of the company, following a takeover bid,
may cause a number of agreements to which the company is
party to take effect, alter or terminate. These include certain
insurance policies, bank facility agreements and employee
share plans.

The group had committed facilities totalling £1.4 billion at

31 July 2017, which contain clauses which require lender
consent for any change of control. Should consent not be
given, a change of control would trigger mandatory repayment
of those facilities.

All of the company’s employee share plans contain provisions
relating to a change of control. Outstanding awards and
options may vest and become exercisable on a change of
control, subject where appropriate to the satisfaction of any
performance conditions at that time and pro-rating of awards.

Financial Instruments

Details of the group’s financial instruments can be found in
notes 10 to 13, 17 to 19 and 27 to the financial statements.
The notes begin on page 109.

Financial Risk Management

The group has procedures in place to identify, monitor and
evaluate the significant risks it faces. The group’s risk
management objectives and policies are described on pages
59 and 60, and the risks associated with the group’s financial
instruments are analysed in note 27 on pages 137 to 148 of
the Financial Statements.

Post-Balance Sheet Events
There were no material post-balance sheet events.

Political Donations
No political donations were made during the year (2016: £nil).

Disclosure of Information Under Listing Rule 9.8.4R
As required by Listing Rule 9.8.4CR, the table below sets out
the location of information required to be disclosed under
Listing Rule 9.8.4R:

Subject Page

Non-pro rata allotments  See the section headed “New issues
for cash of share capital” on page 50

Details of shareholder See the section headed “Employee
dividend waivers Share Trust” on page 51

Resolutions at the 2017 AGM

The company’s AGM will be held on 16 November 2017.
Resolutions to be proposed at the AGM include the renewal of
the directors’ authority to allot shares, the disapplication of
pre-emption rights, authority for the company to purchase its
own shares, the reappointment of the directors and the
appointment of PricewaterhouseCoopers LLP (“PwC”) as the
auditor of the group. As described further on page 51, the
directors intend to ask shareholders to approve a special
resolution to cancel the company’s share premium account.

The full text of each of the resolutions to be proposed at the
2017 AGM will be set out in the Notice of AGM sent to the
company'’s shareholders. A letter from the chairman and
explanatory notes will accompany the Notice of AGM.

Auditor

Following a competitive tender process, the board (following a
recommendation from the Audit Committee) has
recommended that PwC be appointed as the group’s auditor
with effect from the 2017 AGM, at which resolutions concerning
PwC’s appointment and authorising the directors to set their
remuneration will be proposed. Further information on the
tender process can be found in the Audit Committee Report on
page 66. The full text of the relevant resolutions will be set out
in the Notice of AGM sent to the company’s shareholders.

Disclosure of Information to the Auditor
Each of the persons who are directors at the date of approval
of this Annual Report confirms that:

e 5o far as the director is aware, there is no relevant audit
information of which the company’s auditor is unaware; and
¢ they have taken all the steps that they ought to have taken as
a director in order to make themselves aware of any relevant
audit information and to establish that the company’s auditor

is aware of that information.

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

Going Concern

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

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

Viability Statement

In accordance with provision C.2.2 of the UK Corporate
Governance Code, the board confirms that it has a reasonable
expectation that the group will continue to operate and meet its
liabilities, as they fall due, for the three year period up to 31 July
2020. A three year timeframe has been chosen because it is
the period covered by the group’s strategic planning cycle. It is
also the period covered by the Internal Capital Adequacy
Assessment Process (“ICAAP”), which forecasts key capital
requirements and other group-wide internal stress testing.



The directors’ assessment has been made with reference to:

¢ the group’s current position and prospects — please see the
Financial Overview on pages 20 to 25;

¢ the group’s business model and strategy — please see
Business Model, and Strategy and Key Performance
Indicators on pages 10 to 15; and

¢ the board’s risk appetite, and the robust assessment of the
group’s principal risks and how these are managed,
including the results of the ICAAP — please see Risk and
Control Framework on page 59.

The directors review the group’s strategy and three year plan
on an annual basis. The plan considers the group’s future
projections of profitability, cash flows, capital requirements
and resources and other key financial and regulatory ratios
over the period.

The directors also review the group’s principal risks and ICAAP
on an annual basis, including the results of two separate
ICAAP stress scenarios.

Directors’ responsibility statement

The directors, who are named on pages 46 and 47, are
responsible for preparing the Annual Report and the financial
statements in accordance with applicable law and regulations.

Company law requires the directors to prepare financial
statements for each financial year. Under that law the directors
are required to prepare the group financial statements in
accordance with International Financial Reporting Standards
(“IFRSs”) as adopted by the European Union and Article 4 of
the IAS Regulation. The directors have elected to prepare the
parent company financial statements in accordance with
United Kingdom Generally Accepted Accounting Practice
(United Kingdom Accounting Standards and applicable law),
including FRS 102 “The Financial Reporting Standard
applicable in the UK and Republic of Ireland”. Under company
law the directors must not approve the accounts unless they
are satisfied that they give a true and fair view of the state of
affairs of the company and of the profit or loss of the company
for that period.

In preparing the parent company financial statements, the

directors are required to:

¢ select suitable accounting policies and then apply them
consistently;

¢ make judgements and accounting estimates that are
reasonable and prudent;

e state whether applicable UK Accounting Standards have
been followed, subject to any material departures disclosed
and explained in the financial statements; and

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

In preparing the group financial statements, International

Accounting Standard 1 requires that directors:

e properly select and apply accounting policies;

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

¢ provide additional disclosures when compliance with the
specific requirements in IFRSs are insufficient to enable
users to understand the impact of particular transactions,
other events and conditions on the entity’s financial position
and financial performance; and
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¢ make an assessment of the company’s ability to continue as
a going concern.

The directors are responsible for keeping adequate accounting
records that are sufficient to show and explain the company’s
transactions and disclose with reasonable accuracy at any time
the financial position of the company and enable them to
ensure that the financial statements comply with the
Companies Act 2006. They are also responsible for
safeguarding the assets of the company and hence for taking
reasonable steps for the prevention and detection of fraud and
other irregularities.
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The directors are responsible for the maintenance and integrity
of the corporate and financial information included on the
company’s website. Legislation in the UK governing the
preparation and dissemination of financial statements may
differ from legislation in other jurisdictions.

Each of the directors confirms that to the best of their

knowledge:

e the financial statements, prepared in accordance with the
relevant financial reporting framework, give a true and fair
view of the assets, liabilities, financial position and profit or
loss of the company and the undertakings included in the
consolidation taken as a whole;

e the Strategic Report, together with the Directors’ Report and
the Corporate Governance Report, include a fair review of
the development and performance of the business and the
position of the company and the undertakings included in
the consolidation taken as a whole, together with a
description of the principal risks and uncertainties that they
face; and

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

By order of the Board
Alex Dunn
Company Secretary

26 September 2017
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Mike Biggs, Chairman

Chairman’s Introduction

An important part of my role as Chairman is to oversee the
governance of the group. | firmly believe that high standards of
governance and effective board oversight are important to the
group’s performance, the successful delivery of its strategy and
the creation of long-term value for the company’s stakeholders.

The board is committed to the principles set out in the UK
Corporate Governance Code and | am pleased to report that,
once again, the company has complied with the principles
and provisions of the Code. Further details are set out in

the Corporate Governance Report that follows this
introduction.

The board oversees the strategy and business model of the
group, and directors have the opportunity to challenge group
and divisional executives on performance and the
implementation of strategy at each board meeting. The board
also spends considerable time throughout the year assessing
and discussing external challenges facing the group, including
regulatory, economic and political developments.

There were seven regular meetings of the board during the year.
Strategic matters were discussed as part of these meetings and,
in addition, the board once again attended separate strategy
sessions with executive management focused on considering
and reviewing the group’s long-term strategy.

The board’s four committees have continued to play an important
role in the governance and oversight of the group. Reports from
each of the committees, describing their activities during the year,
are set out later in this section of the Annual Report.

The board saw a number of changes to its composition in the
year with the retirements of Stephen Hodges in November
2016 and Strone Macpherson in April 2017. Once again, |
would like to thank Stephen and Strone for their significant
contributions to the development of the group over many

In my first year as Chairman and on
behalf of the board, | am pleased to
introduce the Corporate
Governance section of this Annual
Report. The pages that follow
provide detail on the group’s
governance structure and activities
undertaken during the year to
ensure effective board decision-
making and oversight of the group.

years. During the year, the Nomination and Governance
Committee oversaw the process which resulted in my
appointment as a director and then chairman of the company.
Further details on that process are set out in the report of the
Nomination and Governance Committee.

Also in this section of the Annual Report you will find the
Directors’ Remuneration Report, setting out various
disclosures required by statute, regulation or corporate
governance best practice. Following a review by the
Remuneration Committee during the year and after wide
consultation with our larger shareholders and institutional
investor bodies, we also set out the new Remuneration Palicy,
for which we will be seeking shareholder approval at this year’s
Annual General Meeting.

During the year, the board carried out an internal evaluation of
its effectiveness and performance. The results found that the
board and its four committees continue to function effectively
and make a strong contribution to the leadership and
development of the group. Further details of this evaluation can
be found on page 58.

The company’s 2017 Annual General Meeting will take place on
16 November 2017. The board regards this as an important
opportunity for shareholders to raise questions. This will be my
first AGM as Chairman and | look forward to discussing the group
and the work of the board with shareholders at that meeting.

Michael N. Biggs
Chairman

26 September 2017



UK Corporate Governance Code

In April 2016, the Financial Reporting Council (“FRC”) published
a revised version of the UK Corporate Governance Code (the
“Code”) which applies to accounting periods beginning on or
after 17 June 2016. The financial year ending 31 July 2017 is
therefore the first year for which the new version of the Code
has applied to the company.

The Code sets out guidance on best practice in the form of
principles and provisions on how companies should be
directed and controlled to follow good governance practice.
The Financial Conduct Authority (“FCA”) requires companies
with a premium listing in the UK to disclose, in relation to the
Code, how they have applied its principles and whether they
have complied with its provisions throughout the financial year.
Where the provisions have not been complied with, companies
must provide an explanation.

It is the board’s view that throughout the financial year the
company has complied with the principles and provisions set
out in the Code. Further detail as to how the company has
complied with the Code is set out in the remainder of this
Corporate Governance Report.

A copy of the Code can be found on the FRC’s website:
www.frc.org.uk.

The Board

Leadership of the board

The board’s primary role is to provide leadership, and ensure
that the company is appropriately managed and delivers
long-term shareholder value. It sets the group’s strategic
objectives, monitors management’s performance against those
objectives and provides direction for the group as a whole. The
board supervises the group’s operations, with the aim of
ensuring that it maintains a framework of prudent and effective
controls which enables risks to be properly assessed and
appropriately managed.

Board size and composition
The board has eight members: the chairman, three executive
directors and four independent non-executive directors.

The structure of the board ensures that no individual or group
of individuals is able to dominate the decision-making process
and no undue reliance is placed on any individual. The board
comprises five male and three female members. This means
that more than a third of the directors are women. The
company is committed to ensuring that any vacancies that
may arise are filled by the most qualified candidates and
recognises the value of diversity in the composition of the
board. When board positions become available as a result of
retirement, resignation or otherwise, it is focused on ensuring
that a diverse pool of candidates is considered.

Details of the individual directors and their biographies are set
out on pages 46 and 47.

Non-executive directors’ independence

The board has assessed the independence of each of the
non-executive directors and is of the opinion that each acts in an
independent and objective manner and therefore, under the
Code, is independent and free from any relationship that could
affect their judgement. The board’s opinion was determined by
considering for each non-executive director, among other things:
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whether they are independent in character and judgement;
how they conduct themselves in board and committee
meetings;

whether they have any interests which may give rise to an
actual or perceived conflict of interest; and

whether they act in the best interests of the company and of
all its shareholders at all times.

[
29UBUIBNOK)

The company has therefore complied with the Code provision
that at least half the board, excluding the chairman, should
comprise independent non-executive directors. Each non-
executive director is required to confirm at least annually
whether any circumstances exist which could impair

their independence.

Matters Reserved to the Board

A number of key matters are reserved for consideration and

decision by the board. The matters and decisions reserved for

the board are set out in a formal schedule, which enables the
board and executive management to operate within a clear
governance framework. The schedule of matters reserved to
the board is reviewed annually and is published on the
company'’s website. The matters and decisions specifically
reserved for the board include:

e responsibility for the overall direction of the group and
oversight of the group’s management;

e approval of the group’s strategic aims and objectives;

oversight of risk management, regulatory compliance and

internal control;

e approving the group’s Recovery and Resolution Plans, and
the Internal Capital Adequacy Assessment Process
(“ICAAP”);

¢ changes to the group’s dividend policy and significant
changes in accounting policies;

e approving acquisitions, disposals, other transactions and

expenditure over certain thresholds;

changes to the capital structure of the group;

approval of communications to shareholders;

changes to the structure, size and composition of the board,

following recommendations from the Nomination and

Governance Committee; and

e approval of corporate governance matters, including
the evaluation of the performance of the board and
its committees.

Board and committee meeting attendance 2016/2017
During the year the board held seven scheduled meetings.

The annual schedule of board meetings is decided a
substantial time in advance in order to ensure, so far as
possible, the availability of each of the directors. In the event
that directors are unable to attend meetings, they receive
papers in the normal manner and have the opportunity to relay
their comments and questions in advance of the meeting, as
well as follow up with the chairman if necessary. The same
process applies in respect of the various board committees.
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The attendance of directors at scheduled board and committee meetings of which they were members during the financial year
is shown in the table below. Some directors also attended committee meetings as invitees during the year which is not reflected
in the table.

Remuneration Nomination and
Board Audit Committee Committee Risk Committee Governance Committee

Attended Total Attended Total Attended Total Attended Total  Attended Total
Executive director
Preben Prebensen 7 7
Jonathan Howell 7 7
Elizabeth Lee 7 7
Stephen Hodges! 1 1
Non-executive director
Mike Biggs? 3 3 1 1 1 1 1 1 2 2
Oliver Corbett 7 7 5 5 7 7 6 6 5 5
Geoffrey Howe3 7 7 5 5 7 7 5 6 5 5
Lesley Jones® 6 7 5 5 7 7 6 6 5 5
Bridget Macaskill® 5 7 3 5 7 7 4 6 5 5
Strone Macpherson* 5 5 4 4
1 Stephen Hodges retired as a director on 17 November 2016.
2 Mike Biggs was appointed as a director and member of the Audit, Remuneration, Risk and Nomination and Governance Committees on 14 March 2017. He became

chairman of the board and the Nomination and Governance Committee on 1 May 2017, when he ceased to be a member of the other board committees.

3 During the year directors were unable to attend certain meetings due to illness, other unforeseen circumstances or long-standing prior commitments.
4 Strone Macpherson retired as a director on 30 April 2017.

The board held two additional ad hoc meetings to receive recommendations on matters specifically reserved to the board. The
Nomination and Governance Committee held one additional ad hoc meeting during the year to consider the nomination of
Mike Biggs as a director and chairman-designate. These additional meetings are not reflected in the table above.

Governance Framework

Board governance structure

The board has established a number of committees, to which responsibility for certain matters has been delegated. The board
committee structure is shown in the diagram below. Each committee has written terms of reference setting out the committee’s
role and responsibilities, and the extent of the authority delegated by the board. The terms of reference, which are reviewed
annually, are available at www.closebrothers.com/investor-relations/investor-information/corporate-governance. The chairman
of each committee reports regularly to the board on matters discussed at committee meetings.

Reports for each of the board’s committees are set out later in this Report and set out further detail on their role and
responsibilities, and the activities they have undertaken during the year.

The Board
|

Audit Remuneration Risk Nomination and
Committee Committee Committee Governance Committee

Meetings of the board

At each scheduled meeting the board receives reports from the chief executive and group finance director on the performance
and results of the group. In addition, the Banking division Managing Director, the Asset Management Chief Executive and the
Winterflood Chief Executive attend each meeting to update the board on performance, strategic developments and initiatives in
their respective areas, and the head of legal and regulatory affairs provides updates on legal and regulatory matters. In addition,
the board receives regular updates from the group human resources and corporate development functions, and risk, compliance
and internal audit.

There is an annual schedule of rolling agenda items to ensure that all matters are given due consideration and are reviewed at
the appropriate point in the financial and regulatory cycle. Meetings are structured to ensure that there is sufficient time for
consideration and debate of all matters. In addition to scheduled or routine items, the board also considers key issues that
impact the group, as they arise.



The directors receive detailed papers in advance of each board
meeting. The board agenda is carefully structured by the
chairman in consultation with the chief executive and the
company secretary. Each director may review the agenda and
propose items for discussion with the chairman’s agreement.
Additional information is also circulated to directors between
meetings, including relevant updates on business and
regulatory announcements.

Each board meeting includes time for discussion between the
chairman and non-executive directors without the executive
directors.

Key board activities during the year

Durlng the year, the board has spent time particularly on:
e considering the strategic aims of businesses across the
Banking division and the Asset Management division and
Winterflood;

e [T strategy and associated transformation projects;

e capital planning and the implications of regulatory changes
during the year;

e consideration and approval of the company’s issue of

callable dated subordinated notes (tier 2 capital);

reviewing the competitive landscape;

engagement with regulators;

consideration of employee survey results;

the review of the group’s Recovery and Resolution Plans;

the annual review of group risk appetite statements;

approval of the ICAAP; and

¢ the annual board and committee effectiveness evaluation.

Chairman and chief executive

The roles of the chairman and chief executive are separate and
there is a clear division of responsibilities between the two
roles. The chairman is Mike Biggs. His other significant
commitments are set out in his biography on page 46. The
board is satisfied that his other commitments do not restrict
him from carrying out his duties effectively.

As chairman, Mike Biggs is primarily responsible for leading the
board and ensuring the effective engagement and contribution
of all the directors. His other responsibilities include setting the
agenda for board meetings, providing the directors with
information in an accurate, clear and timely manner and the
promotion of effective decision-making. The chairman is also
charged with ensuring that the directors continually update
their skills and knowledge and that the performance of the
board, its committees and the individual directors is evaluated
on an annual basis.

The chief executive is Preben Prebensen, who is primarily
responsible for the day-to-day management of the group’s
business. His other responsibilities include proposing and
developing strategic objectives for the group, managing the
group’s risk exposures in line with board policies, implementing
the decisions of the board and facilitating appropriate and
effective communication with shareholders and regulatory bodies.

Preben Prebensen chairs the Executive Committee, the forum
that exercises management oversight of the group, including
through the monitoring and implementation of strategy and
budgetary objectives, as determined by the board. The
members of the Executive Committee are shown on pages 48
and 49.
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Independent non-executive directors

The company’s independent non-executive directors are
Geoffrey Howe, Oliver Corbett, Lesley Jones and Bridget
Macaskill. Within the board’s overall risk and governance structure,
the independent non-executive directors are responsible for
contributing sound judgement and objectivity to the board’s
deliberations and the decision-making process. They also provide
constructive challenge and oversight, and monitor the executive
directors’ delivery of the company’s strategy.
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Senior independent director

The senior independent director is Geoffrey Howe. In addition
to the existing channels for shareholder communications,
shareholders may discuss any issues or concerns they may
have with the senior independent director. The senior
independent director leads the annual performance evaluation
of the chairman’s performance. During the last year, Geoffrey
led the Nomination and Governance Committee’s process to
identify a replacement for Strone Macpherson as chairman of
the board. Further details on that process are included in the
Nomination and Governance Committee’s report on page 67.

Powers of directors

The directors are responsible for the management of the
company. They may exercise all powers of the company,
subject to any directions given by special resolution and the
articles of association. The directors have been authorised to
allot and issue ordinary shares and to make market purchases
of the company’s ordinary shares by virtue of resolutions
passed at the company’s 2016 AGM. Further detail regarding
these authorisations is set out on page 50.

Appointment and removal of directors

The appointment of directors is governed by the company’s
articles of association, the Companies Act 2006 and other
applicable regulations and policies. Directors may be elected
by shareholders in general meeting or appointed by the board
of directors in accordance with the provisions of the articles
of association.

In accordance with the Code, all directors retire and submit
themselves for reappointment at each AGM. The board will
only recommend to shareholders that executive and non-
executive directors be proposed for reappointment at an AGM
after evaluating the performance of the individual directors.

Letters of appointment for individual directors are available for
inspection by shareholders at each AGM and during normal
business hours at the company’s registered office.

The articles of association provide that in addition to any power
to remove directors conferred by the Companies Act 2006, the
company'’s shareholders can pass a special resolution to
remove a director from office.

Reappointment of directors at the 2017 AGM

Following performance evaluations undertaken during the year,
the board has confirmed that each director continues to be
effective and demonstrate commitment to their role. On the
recommendation of the Nomination and Governance
Committee, the board will therefore be recommending that

all serving directors be reappointed by shareholders at the
2017 AGM.
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Induction and professional development

On appointment, all new directors receive a comprehensive
and personalised induction programme to familiarise them

with the group and to meet their specific requirements. The
company also provides bespoke inductions for directors when
they are appointed as a committee chairman. Induction
programmes are tailored to a director’s particular requirements,
but would typically include site visits, one-to-one meetings

with executive directors, the company secretary, senior
management for the business areas and support functions and
a confidential meeting with the external auditor. Directors also
receive guidance on directors’ liabilities and responsibilities.

Mike Biggs has undertaken a tailored induction following his
appointment as a director and then chairman of the board in
order to provide a comprehensive insight into the group and
the regulatory framework within which it operates. This has
included meetings and briefings with members of the
Executive Committee and other management on a range of
topics, including the group’s businesses, the risk management
framework, regulatory and compliance issues and the group’s
internal audit function.

There is a central training programme in place for the directors,
which is reviewed and considered by the board. In addition, the
chairman discusses and agrees any specific requirements as
part of each non-executive director’s regular reviews. During
the year, training and development activities took a number of
forms, including informal meetings with senior management
within the businesses and control functions, lunches with
emerging leaders and with members of the group’s graduate
and Aspire programmes, in-depth business reviews,
attendance at external seminars and briefings from
management and external advisers covering topics such as
corporate governance updates, regulatory developments,
changes in remuneration regulation and practice, accounting
changes and risk modelling.

Training and development records are maintained by the
company secretary and reviewed annually by the chairman
and each individual director.

Company secretary

The company secretary is responsible for ensuring that board
procedures and applicable rules and regulations are observed.
He is responsible for advising the board, through the chairman,
on all governance matters. All directors have direct access to the
services and advice of the company secretary, who also acts as
secretary to each of the board committees. Directors are able to
take independent external professional advice to assist with the
performance of their duties at the company’s expense.

Conflicts of Interest

The articles of association include provisions giving the directors
authority to approve conflicts of interest and potential conflicts of
interest as permitted under the Companies Act 2006.

A procedure has been established, whereby actual and potential
conflicts of interest are regularly reviewed and appropriate
authorisation sought, prior to the appointment of any new
director or if a new conflict arises. The decision to authorise a
conflict of interest can only be made by non-conflicted directors

and in making such a decision the directors must act in a way
they consider, in good faith, will be most likely to promote the
success of the company. The board believes this procedure
operated effectively throughout the year.

Board and Committee Effectiveness

Annual board and committee evaluation

In April 2017, the Nomination and Governance Committee
recommended that the evaluation for the 2016/17 financial
year be undertaken internally, as permitted by the Code.

The evaluation took the form of online, self-assessment
questionnaires completed by directors (other than the
chairman), assessing the performance and effectiveness of the
board and each of its committees in a broad range of areas.

The questions in the assessment were set to develop the
themes explored in previous years’ evaluations and to assess
the progress of the board and its committees compared with
previous years. The assessment consisted of two main parts.
The first assessed the operation, performance and
effectiveness of the board. It included a range of questions in
three broad areas: (i) process and structure; (i) profiles and
competencies; and (jii) culture and behaviours. This part of the
assessment was completed by all directors (other than the
chairman). The second part of the assessment considered the
operation, performance and effectiveness of the board’s four
committees. It included a mixture of general questions and
specific questions on each committee. This part of the
assessment was completed by the four independent non-
executive directors only. In each part of the assessment,
directors were invited to give general comments and
observations in addition to responding to specific questions.

The feedback from the assessments was collated by the
company secretary, reviewed with the chairman and presented
to the board for discussion in June 2017.

The results of the evaluation were broadly similar to the
assessment undertaken in the previous year, with positive
scores recorded across the different areas covered in the
assessment. Among other things, there was agreement that
the board possesses an appropriate mix of competencies, that
time at board and committee meetings is used effectively and
that the committees improve the overall effectiveness of the
board. The observations made by directors in their responses
and the verbal feedback provided at the board meeting were
insightful. In their discussion of the results, the directors
considered, among other things, the positive impact of
changes made during the year to the way in which the board
discusses strategy, suggestions for areas where additional
periodic technical updates could be provided to directors, and
developments in the papers provided to directors for meetings.

The overall conclusion of the evaluation was that the board and
its committees continue to operate effectively.

The last externally facilitated review of the board and its
committees took place in 2015. In accordance with the Code,
in the 2017/18 financial year, the board intends to carry out an
externally facilitated review of its effectiveness and that of its
committees. Details of the review will be provided in next year’s
Annual Report.



Directors’ performance

During the financial year, the chairman holds regular meetings
with individual directors at which, among other things, their
individual performance is discussed. These discussions form
part of the basis for recommending the reappointment of
directors at the company’s AGM. These discussions include
consideration of the director’s performance and contribution to
the board and its committees, their time commitment and the
board’s composition.

Chairman’s performance

It is the board’s practice for the senior independent director to
lead an annual performance assessment in respect of the
chairman, which involves a review with the other non-executive
directors, without the chairman being present, and separate
consultation with the chief executive. The senior independent
director subsequently provides feedback to the chairman.
Given the recent appointment of Mike Biggs as chairman, a
review of his performance has not yet been undertaken and
this will be done prior to 31 July 2018.

Directors’ fithess and propriety

In line with its regulatory obligations, the group undertakes
annual reviews of the fitness and propriety of all those in Senior
Manager Functions, including all of the company’s directors
and a number of other senior executives. This process
comprises assessments of individuals’ honesty, integrity and
reputation; financial soundness; competence and capability;
and continuing professional development. This year’s reviews
have confirmed the fitness and propriety of all of the company’s
directors and other senior executives who perform Senior
Manager Functions.

Risk and Control Framework

The board has overall responsibility for maintaining a system of
internal control to ensure that an effective risk management
and oversight process operates across the group. The risk
management framework and associated governance
arrangements are designed to ensure that there is a clear
organisational structure with well defined, transparent and
consistent lines of responsibility and effective processes to
identify, manage, monitor and report the risks to which the
group is, or might become, exposed. The board has a well
defined risk appetite with risk appetite measures which are
integrated into decision-making, monitoring and reporting
processes, with early warning trigger levels set to drive the
required corrective action before overall tolerance levels are
reached. The risk framework, through key committees,
including the Risk Committee and Audit Committee, is the
mechanism that ensures the board receives comprehensive
risk information in a timely manner.

Identification, measurement and management of risk are
fundamental to the success of the group. Over the past

12 months the group has continued to strengthen its risk
management framework and further develop the organisation’s
risk committees, at both a group and business level, and these
continue to work efficiently and effectively.
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The group’s risk and control framework is designed to allow
the capture of business opportunities while maintaining an
appropriate balance of risk and reward within the group’s
agreed risk appetite. It further ensures that the risks to which
the group is, or may become, exposed are appropriately
identified, and that those which the group chooses to take are
managed, controlled and, where necessary, mitigated, so that
the group is not subject to material unexpected loss.
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The group reviews and adjusts its risk appetite annually as part
of the strategy setting process. This aligns risk-taking with the
achievement of strategic objectives. Adherence to appetite is
monitored by the group’s risk committees.

Throughout the year the Risk Committee undertakes a robust
assessment of the principal risks facing the group, and reviews
reports from the risk function on the processes that support
the management and mitigation of those risks. A summary of
the group’s principal risks and uncertainties is provided on
page 16.

On an ongoing basis the Risk Committee, along with the Audit
Committee, also reviews the adequacy and effectiveness of the
group’s risk management and internal control arrangements in
relation to the group’s strategy and risk profile for the financial
year. This covers all material controls, including financial,
operational and compliance controls. On the basis of its own
review, the board considers that it has in place adequate systems
and controls with regard to the group’s profile and strategy.

The risk management framework is based on the concept of
“three lines of defence”, as set out in the table on page 60, and
the key principles underlying risk management in the group are:
¢ business management own all the risks assumed throughout
the group and are responsible for their management on a
day-to-day basis to ensure that risk and return are balanced;

e the board and business management promote a culture in
which risks are identified, assessed and reported in an open,
transparent and objective manner;

e the overriding priority is to protect the group’s long-term
viability and produce sustainable medium to long-term
revenue streams;

e risk functions are independent of the businesses and provide
oversight of and advice on the management of risk across
the group;

e risk management activities across the group are
proportionate to the scale and complexity of the group’s
individual businesses;

e risk mitigation and control activities are commensurate with
the degree of risk; and

* risk management and control supports decision-making.
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Risk Management Framework

First line of defence

Second line of defence

Third line of defence

The Businesses
Group Risk and Compliance Committee
(Reports to the Risk Committee)

Chief executive delegates to divisional
and operating business heads day-to-
day responsibility for risk management,
regulatory compliance, internal control
and conduct in running their divisions
or businesses.

Business management has day-to-day

ownership, responsibility and

accountability for risks:

¢ identifying and assessing risks;

* managing and controlling risks;

e measuring risk (key risk indicators/early
warning indicatorsy);

* mitigating risks;

e reporting risks; and

e committee structure and reporting.

Key Features

* Promotes a strong risk culture and
focus on sustainable risk-adjusted
returns;

¢ Implements the risk framework;

* Promotes a culture of adhering to limits
and managing risk exposures;

* Promotes a culture of customer focus
and appropriate behaviours;

e Ongoing monitoring of positions and
management and control of risks;

¢ Portfolio optimisation; and

e Self-assessment.

Risk and Compliance
Risk Committee
(Reports to the board)

Risk Committee delegates to the group
chief risk officer day-to-day responsibility
for oversight and challenge on risk
related issues.

Risk functions (including compliance)

provide support and independent

challenge on:

e the design and operation of the risk
framework;

® risk assessment;

¢ risk appetite and strategy;

e performance management;

® risk reporting;

¢ adequacy of mitigation plans;

e group risk profile; and

® committee governance and challenge.

Key Features

e QOverarching “risk oversight unit” takes
an integrated view of risk (qualitative
and quantitative);

e Supports through developing and
advising on risk strategies;

e Facilitates constructive check and
challenge — “critical friend”/“trusted
adviser”; and

e Qversight of business conduct.

Internal Audit
Audit Committee
(Reports to the board)

Audit Committee mandates the head of
group internal audit with day-to-day
responsibility for independent assurance.

Internal audit provides independent
assurance on:

the first and second lines of defence;
appropriateness/effectiveness of
internal controls; and

effectiveness of policy implementation.

Key Features

Draws on deep knowledge of the group
and its businesses;

Independent assurance on the activities
of the firm, including the risk
management framework;

Assesses the appropriateness and
effectiveness of internal controls; and
Incorporates review of culture and
conduct.




Substantial Shareholdings
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16 September 2017 31 July 2017 g

Voting Voting 9,

rights rights >

% % 2

Standard Life Investments' - 12.31 o
Aberdeen Asset Managers! - 4.95
Standard Life Aberdeen’ 17.29 -
M&G Investment Management 5.77 5.77
Blackrock, Inc. 5.04 5.04
Royal London Asset Management 4.96 4.96
Norges Bank 3.00 3.11

1 Following the merger of Standard Life plc and Aberdeen Asset Management PLC , the company was notified on 16 August 2017 of the aggregated interest of the
combined Standard Life Aberdeen plc group in the company’s ordinary shares. This notification, which remained in place at 16 September 2017, is reflected in the table
above at 16 September 2017 and effectively replaced the separate notifications made previously by Standard Life Investments and Aberdeen Asset Managers.

The table above sets out details of the interests in voting rights
notified to the company under the provisions of the FCA's
Disclosure Guidance and Transparency Rules. Information
provided by the company pursuant to the Disclosure Guidance
and Transparency Rules is publicly available via the regulatory
information services and on the company’s website.

Substantial shareholders do not have different voting rights from
those of other shareholders.

Engagement with Shareholders

Investor relations

The group has a comprehensive investor relations (“IR”)
programme to ensure that current and potential shareholders,
as well as financial analysts, are kept informed of the group’s
performance and have appropriate access to management to
understand the company’s business and strategy.

The board believes it is important to maintain open and
constructive relationships with all shareholders. The group’s IR
team, reporting to the group finance director, are responsible for
managing a structured programme of meetings, calls and
presentations around the financial reporting calendar, as well as
throughout the year. The team regularly seeks investor feedback,
directly and via the group’s corporate brokers, which is
communicated to the board and management. The chief
executive and group finance director meet with the group’s
major institutional shareholders on a regular basis. In addition,
the chairman arranges to meet with major institutional
shareholders to discuss matters such as strategy, corporate
governance and succession planning. Separately, the senior
independent director is available, should shareholders wish to
discuss any concerns they may have. As discussed further in
the Directors’ Remuneration Report, the chairman of the
Remuneration Committee takes part in consultations with
major institutional shareholders on remuneration issues from
time to time.

The board is regularly updated on the IR programme. An IR
report, summarising share price performance, share register
composition and feedback from any investor meetings, is
produced for each board meeting.

From time to time, the group runs seminars covering different
parts of its business to provide additional detail to investors
and analysts. Relevant presentations, together with all

results announcements, annual reports, regulatory news
announcements and other relevant documents, are

available on the IR section of the company’s website
(www.closebrothers.com/investor-relations).

Annual General Meeting

The board regards the company’s AGM as an important
opportunity for private shareholders to discuss the group directly
with the board. All shareholders have the opportunity to raise
questions with the board at the AGM, either in person or by
submitting written questions in advance. The chairman of each
of the board committees attends the AGM and all other directors
are expected to attend the meeting. All directors attended the
company’s AGM in 2016.

By order of the board
Alex Dunn
Company Secretary

26 September 2017
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Lesley Jones, Chairman of the Risk Committee

Risk Committee

Chairman’s overview

The evolution of the macroeconomic environment and political
landscape and a demanding regulatory agenda aimed at
bolstering the strength and conduct of the banking industry
have again kept the Risk Committee fully occupied throughout
the year.

| am pleased to report that enhancements to our risk
management framework, and a consistent and prudent risk
appetite, have each helped to reinforce the group’s strong
credit performance again this year. We continue to build out
our risk capabilities and are satisfied that we have both retained
and recruited the skills and talent that we need to meet the
challenges and opportunities that lie ahead.

As in previous years, the Committee apportions its time
between the planned periodic review of key portfolio risks and
the close scrutiny of new business risks as they develop. This
approach allows us to ensure that emerging risks are identified
and debated and that management’s plans for risk mitigation
are well understood and appropriately resourced.

Committee roles and responsibilities

The Committee’s key roles and responsibilities are to:

¢ oversee the maintenance and development of a supportive
culture in relation to the management of risk;

¢ review and set risk appetite, which is the level of risk the
group is willing to take in pursuit of its strategic objectives;

e monitor the group’s risk profile against the prescribed
appetite;

e review the effectiveness of the risk framework to ensure that
key risks are identified and appropriately managed; and

¢ provide input from a risk perspective into the alignment of
remuneration with performance against risk appetite (through
the Remuneration Committeg).

The Risk Committee’s principal roles and
responsibilities are to support the board in
its oversight of risk management across the
group. The identification, management and
mitigation of risk is fundamental to the
success of the group. The following sections
set out the Committee’s membership, its
key responsibilities and the principal areas of
risk upon which we have focused during the
year. The Committee plays an important role
in setting the tone and culture that promotes
effective risk management across the group.

Membership and meetings

The Committee comprises each of the independent non-
executive directors, with me as chairman. Six scheduled
meetings were held during the year.

Full details of attendance by the non-executive directors at
these meetings during the year are set out on page 56.

In addition to the members of the Committee, standing
invitations are extended to the group chairman, the executive
directors, the chief risk officer, the head of compliance and the
head of internal audit. All attend our Committee meetings as a
matter of course and have supported and informed the
Committee’s discussions.

Other executives, subject matter experts, risk team members
and external advisers are invited to attend the Committee from
time to time as required, to present and advise on reports
commissioned.

| meet frequently with the chief risk officer and his risk team in a
combination of formal and informal sessions, and with senior
management across all divisions of the group to discuss the
business environment and to gather their views of emerging
risks, business performance and the competitive environment.

Committee effectiveness

As described in more detail on page 58, a formal and rigorous
evaluation of the Committee’s effectiveness was undertaken
during the year as part of the broader evaluation of the
effectiveness of the board and its committees. The Committee
is satisfied that it has access to sufficient resources to enable it
to carry out its duties and continues to perform effectively.



Activity in the 2017 financial year

The risk function has continued to evolve in 2017. The three
lines of defence model is fully embedded, while the governance
structure has been improved to facilitate more effective
oversight of risk, both at a Group and business level. The risk
organisational design has also been further strengthened
through the identification and use of additional specialist
resource, for example with cyber risk expertise. These actions
have continued to improve the flow of management information
to the Committee, increasing the effectiveness of its challenge
and oversight and enhancing visibility on risk and compliance
issues identified at all levels across the group.

The risk appetite framework has been supplemented by the use
of additional quantitative analysis, supporting the group’s risk
management capabilities particularly in response to market
events. This has allowed us to adopt and refine risk appetite
measures at a more granular level within portfolio management,
individual credit-decisioning and risk reporting. The specific
portfolio review approach has continued with particular attention
given to the property and motor portfolios, which have both
benefited from deep dives by the Risk Committee.

Management of emerging risks has also been strengthened,
improving organisational readiness for external volatility.
Emerging risk assessment remains a standing agenda item for
the Committee’s discussion (and indeed, all risk committees
within the group) while stress testing capabilities have
continued to evolve to support what if analysis for one-off
events. A new group-wide forum has been established to
manage the potential impacts of Brexit which, given the
group’s footprint, are likely to be secondary in nature but which
nevertheless merit regular review. Outputs from this forum,
including the development of appropriate contingency plans,
have been subject to regular challenge by the Committee, and
we are satisfied that the group is currently well-positioned to
address any foreseeable outcome.

The group’s use of finance and risk models has evolved over
the year as our IFRS 9 models have developed and advanced
our overall model inventory. In addition, we have seen the
introduction of a new model risk framework and governance
structure, which has embedded well. The board and the
Committee have assessed various options for advancing our
future modelling approach with the aim of enhancing our risk
management capabilities.

The Committee has also overseen the introduction of new
asset and liability management methodologies, resulting
specifically in a refresh of our management of interest rate risk
in the banking book. The introduction of a new asset and
liability management system is proceeding to plan and when
fully operational later this year will support more sophisticated
stress testing techniques.

Operational risk continues to develop in its complexity and we
have responded by investing in further systems and process
enhancements to support the early identification of negative
trends. Operational resilience has been augmented, leveraging off
a continuous self-assessment of our capabilities and supported
by the recruitment of a new head of business resilience.
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Our focus on cyber crime has heightened during 2017, as
repeated industry attacks reinforced the need for strong cyber
defences to protect our systems and customer data. As a
result our cyber detection and monitoring capabilities have
continued to improve. A new chief information security officer
(“CISO”) has been appointed and the cyber security strategy is
constantly under review by the Board and this Committee to
ensure that we are keeping pace with, and responding to, the
latest industry developments.
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Ensuring that we remain fully compliant with the numerous and
ever-changing regulatory requirements for financial services
firms remains challenging and we continue to engage actively
with regulators and industry bodies to ensure that our
compliance framework remains appropriate and relevant for all
of our businesses. The Compliance team works closely with
first and second line colleagues, providing regulatory advice in
support of divisional business strategies, as well as shaping
policies, delivering training and conducting assurance reviews.

Remuneration

The linkage between culture, risk and compensation is an
important one and the Risk Committee and the chief risk
officer have provided input to the Remuneration Committee
again this year to ensure that risk behaviours and the
management of operational risk incidents over the course of
the financial year were appropriately reflected in decisions
taken about performance and reward.

Looking ahead to 2018

Key priorities for the coming year include:

¢ Effective management of emerging risks, specifically key
impacts associated with the UK’s exit from the EU, as well
as any other material developing concerns.

e Continued review and assessment of the group’s modelling
capabilities, including the development of a wider models
strategy as appropriate.

¢ Advancement and embedding of the group’s cyber
security strategy.

¢ | aunch and subsequent optimisation of the new asset and
liability management system.

e Preparations for continued regulatory change (including
MIFID II, the extension of the Senior Manager and Certified
Persons Regime and GDPR).

e Continued focus on combating the threat of financial crime,
including in relation to tax evasion.

Lesley Jones
Chairman of the Risk Committee

26 September 2017
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Audit Committee Report

Oliver Corbett, Chairman of the Audit Committee.

Audit Committee

Chairman’s overview

It has again been a busy year for the Committee. The majority

of the Committee’s time has been spent on its principal roles

and responsibilities which are to:

¢ assess the integrity of the group’s external financial reporting;

¢ review the effectiveness of the group’s internal controls; and

e monitor and review the activities and performance of both
internal and external audit.

In particular this year the Committee has overseen the external
audit tender process and continued to monitor progress in
management’s preparation for the revised impairment
approach required by IFRS 9. The sections below discuss the
activities in the year in more detail including a separate review
of the audit tender process.

Looking forward, the Committee’s agenda will continue to be
focused on the key responsibilities listed above and in
particular oversight of the further development of the group’s
IFRS 9 approach and the transition to the new external auditor.

Membership and meetings

The Committee comprises each of the independent non-
executive directors and met five times during the year with the
meetings scheduled to coincide with the financial reporting
cycle of the group. Attendance details of each of the
Committee members is shown in the table on page 56. The
qualifications of each of the members are outlined in the
biographies on pages 46 and 47. The board considers that |
have the appropriate recent and relevant experience.

As well as the non-executive members of the Committee,
standing invitations are extended to the chairman of the board
and the executive directors. The heads of internal audit, risk
and compliance as well as the group financial controller also
attend meetings by invitation. | meet with this group along with
the group finance director in advance of each meeting to agree

This report sets out the principal
responsibilities of the Audit
Committee, its membership and
meetings as well as the key
activities under review during
the year.

the agenda and receive full briefing on all relevant issues.
Invitations to attend are extended to other members of
management to brief the Committee on specific issues under
review as necessary. The external auditor also attends each
meeting and | have regular contact with the lead audit partner
throughout the year. The Committee met with both internal and
external audit privately at each meeting held during the year.

Committee effectiveness

As described in more detail on page 58, a formal and rigorous
evaluation of the Committee’s effectiveness was undertaken
during the year as part of the broader evaluation of the
effectiveness of the board and its committees. The Committee
considers that it has access to sufficient resources to enable it
to carry out its duties and has continued to perform effectively.

Activity in the 2017 Financial Year

Key accounting judgements

As part of its role in assessing the integrity of the group’s
external reporting, the Committee has continued to pay
particular attention to the key areas of management judgement
underpinning the financial statements. Given the stable nature
of the group’s business model the key areas of judgement
were again unchanged this year but the Committee specifically
considered the following:

Credit provisioning

The Committee considers that credit provisioning is the most
material area of accounting judgement in the group’s financial
statements. As a result the Committee requested and received
presentations from management explaining the provisioning
methodology across the group’s lending operations ahead of
the full year results. The Committee challenged both
management and the external auditor over the level of
provisioning and the consistency of the approach. The
Committee concluded that the provisioning approach and
judgements made were reasonable.



As noted earlier the Committee also received regular updates
through the year on management’s progress in preparation for
the introduction of IFRS 9 which will require provisioning
methodology to take into account future expected losses. The
Committee has noted the considerable progress made during
the year while also recognising the extent of the work still
required to deliver this significant accounting change. As the
group enters the parallel run stage of the IFRS 9 project during
the 2018 financial year, the Committee will continue to monitor
progress closely. Further disclosure around the group’s progress
is outlined on pages 109 and 110 of the Annual Report.

Revenue recognition

The Committee reviewed a paper outlining the group’s
approach to revenue recognition, highlighting the key areas
where management judgement is required particularly around
interest, fee and commission income. The Committee
challenged management on the consistency of approach and
ultimately was satisfied that the approach taken continued to
be appropriate.

Goodwill

The external auditor has concluded that the risk of goodwiill
impairment is not significant this year and therefore that
goodwill is no longer an area of significant audit risk. While the
Committee agreed with that conclusion, it continued to consider
whether any indications of impairment had arisen during the year
and received an update on the assessment of the carrying value
of goodwill. This reflects the level of assumptions and
management judgement underlying the calculations. Following
review and challenge of the key assumptions driving the group’s
value in use calculations the Committee agreed with
management’s conclusion that the carrying value of goodwill
across the group was reasonably stated.

Other financial reporting

Viability statement

In order to support the board’s approval of the statement on
pages 52 and 53 as to the longer-term viability of the group,
the Committee reviewed papers from management supporting
the viability statement including the group’s three year plan and
the results of stress testing.

Fair, balanced and understandable

The Committee continues to consider on behalf of the board
whether the group’s reporting is fair, balanced and
understandable. This included discussing the disclosures as a
whole with the executive directors and considering the views of
the external auditor and ensuring that undue prominence was
not given to non-GAAP measures in the Annual Report.

Policy oversight and review

Whistle-blowing

The Committee oversees the group’s whistle-blowing policy
and |, as Audit Committee chair, act as the group’s whistle-
blowing champion. The group places a high level of
importance on all employees’ understanding of the process
to enable them to speak out when appropriate and the
Committee has monitored reports during the year.

Other policies

The Committee also completed annual reviews of the group’s
recovery and resolution plan, tax position and policy, approach
to hedging for share awards and the policy for the provision of
non-audit services by the external auditor to reflect updated rules
and guidance.
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Internal Audit

The Committee reviewed and agreed the internal audit plan as
well as pre-approving any changes to the plan throughout the
year. At each meeting the Committee receives a report from the
head of internal audit summarising audits completed as well as
monitoring progress on agreed actions from previous audits. The
report also details key themes, audits planned and in progress, as
well as commentary on internal audit related business culture.
During the year 41 audits were completed including one thematic
review requested by the group’s regulators.

The group carries out an annual effectiveness review of internal
audit. The review this year was carried out internally and after
noting the strong feedback from the business and other key
stakeholders the Committee considers that the internal audit
function continues to be effective. The Committee’s policy is to
carry out an external review of internal audit at least every five
years. The next such review will take place not later than the
2020 financial year.

The Committee continues to keep the level of resources of the
internal audit team under review. The group operates a
co-source arrangement to ensure the function has sufficient
access to expertise to cover the internal audit across all of the
group’s business areas. The group carried out a tender for this
arrangement during the 2017 financial year and has appointed
Ernst & Young LLP as its new co-source provider from

1 August 2017.

External Audit

The Committee assesses the independence and objectivity,
qualifications and effectiveness of the external auditor on an
annual basis.

Our evaluation which was consistent with prior years focused

on the following key areas:

e the quality of audit expertise, judgement and dialogue with
the Committee and senior management;

¢ the independence and objectivity demonstrated by the audit
team; and

e the quality of service including consistency of approach and
responsiveness.

This process was facilitated by a group-wide survey of finance
teams, a survey of the Deloitte LLP senior audit team’s view on
the group and a review of audit and non-audit fees.

Overall the Committee has concluded that Deloitte LLP remain
independent and that their audit is effective.

The Committee oversees the group’s policy on the provision of
non-audit services by the external auditor. The policy was
revised during the year to reflect revised ethical guidance on
auditor independence issued by the FRC. The main impact of
the new guidance for the group is that tax compliance services
will no longer be provided by the external auditor and the group
appointed new advisers during the year. However, while the
key principle of our policy remains that permission to engage
the external auditor will always be refused when a threat to
independence and/or objectivity is perceived, the Committee
continues to see benefits for the group in engaging the external
auditor where:
e work is closely related to the audit;
¢ a detailed understanding of the group is required; and
e the external auditor is able to provide a higher quality and/or
better value service.
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During the year non-audit fees amounted to £0.8 million and
were 62% of the overall audit fee (2016: 59%). Non-audit fees in
the year were:

£ million
Assurance work on:
Systems and controls 0.6
Funding 0.2

The Committee concluded that all of these fees fell within its
criteria for engaging Deloitte LLP and does not believe they
pose a threat to the auditor’s independence or objectivity.

Finally | would like to place on record our thanks to Deloitte LLP
at the end of its tenure as group auditor for their contribution to
the success of the group.

Audit Tender

Introduction

As indicated in last year’s Annual Report, the Committee
undertook an external audit tender in 2017 with a view to
replacing Deloitte LLP as our external audit firm from the
2018 financial year. The tender was carried out in order to
conform with the new EU rules on mandatory firm
rotation. As such, Deloitte LLP was not invited to tender
the appointment.

Governance

The Committee’s objectives were to carry out a fair,
transparent and robust process to ensure all applicants
had an equal chance of success. The process was also
designed to be proportionate recognising the
straightforward nature of the group’s activities.

The Committee further designed selection criteria
covering the following areas: strength and experience of
the team and lead partner, technical expertise and
industry knowledge, quality of audit plan, approach to
tender process, quality of communication and cultural fit.
The Committee also specified that each participating firm
should provide its FRC Audit Quality Review (“AQR”)
scores for the last three years.

A selection panel was appointed to oversee the process
and to make a recommendation to the Committee based
on the Committee’s approved selection criteria. | was the
chair of the panel which also included the senior
independent director, the group finance director and the
group financial controller.

Participating firms

Three firms were invited to participate in the tender process.
The firms were selected based on their experience of
auditing firms of our size and in our sector. The Committee
was also committed to considering applications from any
audit firm which requested to participate in the process. No
other applications were received.

The firms were contacted in advance of the process and
asked to confirm their intention to tender as well as their
ability to accept an appointment based on the FRC'’s
Revised Ethical Standard 2016. Contingency plans were
put in place to relieve the firms from certain engagements
should they be successful in their tender.

The process

The firms were invited to tender and given access to a
data room during March 2017 and were also invited to
our head office for a day to meet certain members of
senior management from across the group. These
sessions provided the firms with an opportunity to
understand our business in greater depth. Following
these sessions the firms were invited back to meet the
finance director and me to seek any further points of
clarification in advance of their proposal submissions.

Each firm returned in May 2017 to present their
proposals to the selection panel and to answer the
panel’s questions. The panel assessed each proposal
against the Committee’s selection criteria as well as
reviewing the firm’s AQR scores following which all
panel members were unanimous in their choice of
PricewaterhouseCoopers LLP (“PwC”) as their preferred
firm to recommend for appointment to the Committee.
The Committee reviewed the panel’s recommendation,
as well as its second choice, and subsequently approved
the panel’s recommendation.

Conclusion

Following the Committee’s recommmendation, the board
has resolved to recommend the appointment of PwC as
auditor of the group and its subsidiaries to shareholders
at the 2017 AGM.

We are now working with Deloitte and PwC to ensure an

orderly transition of the audit while ensuring minimal
disruption to the business.

Oliver Corbett
Chairman of the Audit Committee

26 September 2017
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Nomination and Governance Committee Report

Nomination and Governance Committee

Chairman’s overview

This is the first annual report of the activities of the Nomination
and Governance Committee following my appointment as
chairman of the Committee on 1 May 2017. | have succeeded
Strone Macpherson as chairman of the Committee and would
like to thank Strone for his leadership of the Committee since
2008, during which time he oversaw a number of changes to
the board and its committees.

An important area of focus for the Committee in the year was
the search for, and a recommendation of, a successor to
Strone as chairman of the board. The process was overseen
by the Committee and led by Geoffrey Howe, the senior
independent director, and culminated in my appointment as a
director on 14 March 2017 and my appointment as chairman
of the board on 1 May 2017.

The Committee has continued to play an active role in
overseeing talent management and succession planning for
the group, including through making sure that appropriate
activities and initiatives are undertaken to develop the group’s
talent pipeline. This will continue to be a key area for the
Committee in the next year.

An overview of the Committee’s roles and responsibilities, and
its key activities during the year, is set out in the report below.

Committee roles and responsibilities

The Committee’s key roles and responsibilities are:

e regularly reviewing the structure, size and composition of the
board, and making recommmendations to the board with
regard to any changes;

e considering the leadership needs of the group and
considering succession planning for directors and senior
executives;

e considering the appointment or retirement of directors;

¢ reviewing the continued independence of the non-executive
directors;

e assessing the board’s balance of skills, knowledge and
experience;

¢ evaluating the skills, knowledge and experience required for
a particular appointment, normally with the assistance of
external advisers used to facilitate the search for suitable
candidates; and

e assessing the contribution of the non-executive directors.

The Committee’s role and responsibilities are set out in
written terms of reference and are available at
www.closebrothers.com.

Key activities in the 2017 financial year

In addition to overseeing the process to appoint a new chairman

of the board and other activities described below, during the

year the Committee focused on:

¢ board composition and succession;

e talent review and executive management succession
planning;

e the annual board evaluation;

* reviewing the non-executive directors’ letters of appointment;
and

e assessing the non-executive directors’ skill sets, knowledge
and experience to ensure that an appropriate balance of skills,
knowledge and experience has been maintained.

Membership and meetings

The Committee comprises Geoffrey Howe, the senior
independent director, and Oliver Corbett, Lesley Jones and
Bridget Macaskill who chair the Audit, Risk and Remuneration
Committees, respectively, and me as chairman. The
composition of the Committee satisfies the relevant
requirements of the UK Corporate Governance Code. Prior to
his retirement as a director on 30 April 2017, Strone Macpherson
served on the Committee as its chairman.
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In addition, the chief executive attends meetings by invitation, as
does the group head of human resources when presenting a
review of talent and executive management succession planning.

Five scheduled meetings of the Committee were held during the
year and details of members’ attendance are set out on page
56. In addition, one ad hoc meeting was held to consider my
nomination as a director and chairman-designate.

Changes to the board

Stephen Hodges retired as a director on 17 November 2016 and
Strone Macpherson retired as a director and chairman of the
board on 30 April 2017.

Following a recommendation from the Committee, | was
appointed by the board as an independent non-executive
director with effect from 14 March 2017, and as chairman of the
board with effect from 1 May 2017. Further details of the search
process that culminated in my appointment are set out below.

Chairman’s succession

The Committee, led by the senior independent director, Geoffrey
Howe, oversaw the process that led to my appointment as a
non-executive director of the company and then, following the
retirement of Strone Macpherson, as chairman of the board. The
Committee engaged external search consultancy firm, The
Zygos Partnership (“Zygos”), to find appropriate candidates for
the role. Zygos is not connected to the company in any way.

The Committee spent time considering the key skills,
experience, time commitment and other attributes required of
the successful candidate, and approved the profile and criteria to
be used in the search. A long list of candidates was prepared by
Zygos for consideration by the senior independent director and
the non-executive directors. A short list of candidates was
agreed, and the senior independent director and the other
non-executive directors then held interviews with the candidates.
Following the interviews and a reference process, | was identified
as the preferred candidate. Once regulatory approval for my
appointment had been received from the PRA, the Committee
recommended to the board that | be appointed as an
independent non-executive director and as a member of the
Committee from 14 March 2017, as a member of the Audit, Risk
and Remuneration Committees from 14 March until 1 May 2017,
and as chairman of the board and of the Committee with effect
from 1 May 2017.

As | was appointed as a director during the year, | will submit

myself for election as a director of the company for the first time
at the 2017 AGM. The board considered me to be independent
on my appointment as a director and as chairman of the board.
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The outgoing chairman, Strone Macpherson, was not involved in
the process for the selection and appointment of his successor.

Non-executive directors’ skill sets

During the year, the Committee considered and reaffirmed the
skill sets and experience of the company’s four independent
non-executive directors, including their extensive experience
within financial services. Geoffrey Howe is the senior
independent director and has extensive experience within the
industry, including as a chairman. Oliver Corbett has strong
financial skills and a track record of audit committee experience,
including as a finance director. Lesley Jones has familiarity with
FCA/PRA and EU risk regulations, and experience as a
committee chairman and non-executive director within the
financial services sector. Bridget Macaskill has significant
remuneration committee credentials and familiarity with FCA/
PRA and EU remuneration regulations. Further information on
the background and experience of each of the non-executive
directors can be found in their biographies on pages 46 and 47.

Succession planning — board and management

The Committee spent considerable time during the year
reviewing talent and considering the group’s succession
planning at board and senior management level. This included
a formal review by the Committee of senior management
succession planning, looking at the capability and potential

of incumbents in key roles, and the succession pipeline,
emergency cover arrangements and external market for
those roles.

Diversity

Diversity continues to be a key focus of the Committee and the
board. The Committee considers that the board remains
diverse, drawing on the knowledge, skills and experience of
directors from a range of backgrounds. Currently, three of the
company’s eight directors are women, meaning that the
representation of women on the board exceeds the minimum
percentage set out in the recommendations of the Hampton-
Alexander Review published in November 2016. The group
continuously endeavours to make Close Brothers appealing to a
diverse population, and its commitment to equal, respectful and
dignified treatment throughout recruitment processes and
through all stages of the employee cycle is underpinned by the
group’s Equal Opportunity and Dignity at Work policy. More
detail on the group’s approach to diversity can be found in the
Sustainability Report on page 36.

Reappointment of directors

Prior to the Company’s AGM each year, the Committee
considers, and makes recommendations to the board
concerning, the reappointment of directors having regard to their
performance and ability to continue to contribute to the board.
Following this year’s review in advance of the 2017 AGM, the
Committee has recommended to the board that all serving
directors be reappointed at the AGM.

Geoffrey Howe has served as a non-executive director of the
company since January 2011. As it is now more than six years
since his appointment as a director and as required by the UK
Corporate Governance Code, the Committee has undertaken a
particularly rigorous review of Geoffrey’s performance and
independence. It has concluded that he remains independent
and continues to make a significant contribution to the board
and its committees. The Committee and the board have also
noted the valuable contribution that Geoffrey makes as the
company’s senior independent director, as demonstrated by his
leadership of the process to find a new chairman of the board.
The Committee and the board value the continuity that
Geoffrey’s continued appointment as a director would bring.

Committee effectiveness

As described in more detail on page 58, a formal and rigorous
evaluation of the Committee’s effectiveness was undertaken
during the year, as part of the broader evaluation of the
effectiveness of the board and its committees. The Committee
considers that it has access to sufficient resources to enable it to
carry out its duties and has continued to perform effectively.

Michael N. Biggs
Chairman of the Nomination and Governance Committee

26 September 2017
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Bridget Macaskill, Chairman of the Remuneration Committee.

Annual Statement from the Remuneration
Committee Chair

On behalf of the Remuneration Committee, | am pleased to
present the report on directors’ remuneration for the 2017
financial year.

2017 has been a busy year for the Committee. In addition to
our routine activities, we have undertaken an extensive review
of our Directors’ Remuneration Policy to ensure that this
remains appropriate and aligned to our distinctive business
model and the interests of our shareholders.

Our revised Remuneration Policy

In reviewing the Policy we have consulted widely with our larger
shareholders and institutional investor bodies and | would like
to thank all of them for their time and insightful input. We have
also sought to take account of both external developments in
the executive remuneration environment, the regulatory
landscape and broader market practice and internal factors
including talent progression and the remuneration
arrangements for our broader employee population.

Following the review of our Remuneration Policy, we will be
seeking approval from our shareholders for a new Policy at
our AGM in November 2017.

We believe that the existing Remuneration Policy, approved by
our shareholders in 2014 but largely unchanged since 2009,
has worked well to date in incentivising strong business and
financial performance and in aligning the interests of Executive
Directors (“EDs”) with the group’s shareholders. This has been
reflected in strong performance and returns to shareholders over
this period. However, the review this year identified that looking
forward, the scheme for the next three years could be improved
to increase alignment with our business model, market best
practice and shareholder interests.

This report sets out our approach
to remuneration for the group’s
employees and directors for the
2017 financial year.

The new Policy therefore combines those elements that work
well for our business and are also seen favourably by our
shareholders, with a number of amendments aimed at
increasing alignment with our business model, simplifying our
arrangements and bringing our structures into line with evolving
best practice. The key changes to our Policy are summarised
as follows:

1. Simplification of long-term variable remuneration by
moving to a single long-term plan

The current LTIP and Share Matching Plan will be replaced with
a single LTIP award.

The aggregate maximum opportunity under the current LTIP
and Share Matching Plan is 400% of salary for the group chief
executive and group finance director, with a maximum of 200%
under each component. The proposed single LTIP award wil
have a maximum opportunity of 350% of salary for the group
chief executive and group finance director.

The increase in the maximum award from the LTIP component
compensates the EDs for the removal of the Share Matching
Plan but represents an overall 12.5% reduction in maximum
opportunity compared with the value of the existing long-term
arrangements. We have noted the small resulting impact that
this has on the balance between short and long-term
incentives and are comfortable that this remains appropriate.
In particular, the focus of our executives on the long-term is
reinforced by their very high levels of shareholding as set out
on page 73, and we are also introducing a post-vesting
retention period on the LTIP and stronger deferral provisions
on the bonus.
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As part of the review the Committee considered an even
greater degree of simplification, through the replacement of
both long-term awards with a single Restricted Stock Unit
(“RSU”) award and a further reduced maximum opportunity for
management to reflect the increased certainty this type of
award would provide. We felt that there were material benefits
to this approach given its simplicity and the alignment it
provided with the business model. As such, we had initial
discussions with some of our very largest shareholders on this
potential approach. A number of our shareholders indicated
strong support for this model, while others do not currently
believe this approach is appropriate for the majority of
businesses. Therefore the Committee has decided not to
pursue this approach at this stage but will continue to monitor
market views on RSUs and may reconsider this approach at
some point in the future.

2. Changes to the performance measures on the annual
bonus and long-term incentive award

This will create greater alignment to the business model and
the interests of our shareholders.

Within the annual bonus we are replacing the personal
objectives element with a common strategic scorecard in order
to ensure a more consistent and transparent assessment of
performance against key strategic objectives for the group.

Within the LTIP we are replacing the absolute TSR
performance condition (which a number of shareholders have
raised concerns about in the past) with an RoE performance
condition. While this is also a measure used in the annual
bonus, its use in a long-term context will create a greater focus
on the creation of long-term sustainable returns for
shareholders and adherence to the business model, which is
distinct from and complements its additional use as a short-
term measure. The Committee considered a number of
alternatives, however none of these were able to create the
same alignment to the business model or the interests of our
shareholders. Adjusted EPS will remain the other key financial
measure. Risk and capital will also continue to be a key
component, reflecting the need to incentivise continued
discipline in the delivery of the business model. This is
common practice across financial services given regulatory
expectations and is subject to a robust assessment of
performance by the Committee.

3. Introduction of a two year post-vesting holding period
on the LTIP

This will increase alignment of EDs remuneration to industry
best practice and shareholder interests.

4. Changes to the deferral on the annual bonus

The entire bonus will be subject to a fixed rate of bonus deferral
(60% for the group chief executive and group finance director
and 40% for the group head of legal and regulatory affairs) to
further align with industry and regulatory best practice and
increase alignment with shareholder interests.

We are also making a minor adjustment to the bonus
opportunity for our group head of legal and regulatory affairs to
reflect market levels and bring the package more into line with
peers whilst reflecting the nature of the role. The maximum
bonus opportunity from this year onwards will increase from
100% to 120% of salary.

Further detail on these proposals are set out on pages 75
and 76.

Subject to shareholder approval the policy will be effective from
the date of the AGM, which is due to be held on 16 November
2017.

Key external developments

A key external development during the year, the PRA and the
FCA both confirmed that they would not comply with certain
provisions of the European Banking Authority’s remuneration
guidelines, in particular, the elements that would require Close
Brothers to apply a cap on variable remuneration of all Material
Risk Takers. The Committee considers that the approach
adopted by the UK regulators is pragmatic and will continue to
allow Close Brothers to deliver competitive levels of
remuneration, structured in a way that is more closely aligned
to our business model and the interests of our shareholders.

How the group performed

The Committee’s approach to remuneration continues to be
centred around our business model and the performance we
are delivering to our shareholders. Close Brothers has a long
established model which delivers consistency and resilience
through the cycle and is strongly aligned with shareholder
interests — the group has been consistently profitable and
increased or maintained its dividend in every year since listing
in 1984.

Our model is focused on sustainable lending, with a strong net
interest margin and conservative underwriting, supported by a
clearly defined risk appetite and a prudent approach to
managing our business and financial resources.

The group achieved another good performance in the 2017
financial year, with higher profits across all three of our divisions
and an overall increase of 13% in adjusted operating profit to
£264.8 million (2016: £233.6 milion). Adjusted EPS increased 3%
to 131.7p (2016: 128.4p), reflecting the first full-year impact of the
banking tax surcharge which came into effect in January 2016.

Notwithstanding the impact of the tax surcharge, return on
opening equity remained strong and towards the higher end of
its long-term range at 17.9% (2016: 18.9%) and well ahead of
the group’s cost of capital.
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The table below sets out an overview of our performance for the 2017 financial year and the context for the Remuneration
Committee decisions taken this year with respect to remuneration.

Key performance indicator 2017 2016
Return on opening equity 17.9% 18.9%
Adjusted operating profit

(£ million) 264.8 233.6
Adjusted earnings per share growth' 26.5% 53.8%
Total shareholder return

per annum? 10.1% 10.0%
Distributions to shareholders £89.4 million £84.0 million

1 For the three year periods ended 31 July 2017 and 31 July 2016.

2 For the three year periods ended 31 July 2017 and 31 July 2016 based on the average three month share price prior to that date.

Adjusted operating profit in the Banking division increased 9%
1o £243.5 million (2016: £223.0 million), as we continued to
grow the loan book while importantly maintaining our strong
net interest margin at 8.1% (2016: 8.2%) and prudent
underwriting. Winterflood’s profits increased significantly to
£28.1 million (2016: £19.0 million) benefiting from a strong
retail trading environment. Asset Management achieved

both good organic growth with 9% net inflows of managed
assets, and higher adjusted operating profit at £17.4 million
(2016: £14.4 million).

We also maintained our strong and diverse funding position,
with total funding covering 127% (31 July 2016: 127%) of the
loan book at 31 July 2017. Despite a significant increase in risk
weightings as a result of new guidance from the European
Banking Authority, our capital position remains well ahead of
regulatory requirements with a CET1 capital ratio of 12.6%

(31 July 2016: 13.5%).

Remuneration outcomes

All'our EDs achieved strong performance against their
individual objectives within their balanced scorecard. As we are
intending to move to a fully shared scorecard next year we
have set out those objectives that are common to all EDs, with
detailed disclosure for this year in the shared scorecard format.
A summary of the EDs’ objectives and achievements is set out
on pages 85 and 86.

There have been no significant changes to the pay or benefits
structures for other groups of employees during the course of
the year. The average salary increase awarded across the
group was 3%. Average total compensation for employees
across the group increased by 7%, primarily reflecting
increased bonuses in Winterflood as a result of a strong
trading performance.

Changes to the board of directors during the year
In April Strone Macpherson retired after 13 years as a director,
of which nine were as chairman.

Senior management succession planning is a key focus of the
directors, and following the retirement of Stephen Hodges this
has been demonstrated through the successful transition of
leadership within the banking division.

In line with our policy, the bonus award for Stephen Hodges
followed the same approach as the other EDs but has been
pro-rated to reflect his contribution to the business prior to his
retirement at the AGM in November 2016, see page 72 for detalls.

Finally | would like to thank my fellow members of the
Remuneration Committee for their commitment and
engagement in what has been a very busy year for the
Committee. | hope that you will find this report on the directors’
remuneration useful, understandable and clear.

Bridget Macaskill
Chairman of the Remuneration Committee

26 September 2017
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At a Glance

Changes from the prior Remuneration Policy
The new Policy contains a number of amendments aimed at increasing alignment with our business model, simplifying our
arrangements and bringing our structures into line with evolving best practice. The table below highlights the main changes from

the prior Remuneration Policy.

Element Aspect Existing policy Changes to policy Rationale for changes
Annual bonus  Amount of Amounts exceeding 60% of entire bonus To ensure a significant proportion of the
deferral 100% of base salary deferred for the group  annual bonus is always deferred, irrespective
deferred chief executive and of amount awarded. This will create greater
group finance director.  alignment to long-term sustainable business
40% of entire bonus performance and greater consistency with
deferred for the group  regulatory best practice.
head of legal and
regulatory affairs.
Non-financial  Based on performance Based on performance To ensure all EDs are working collectively
performance  against personal against strategic towards goals that support business
measures objectives scorecard. strategy while maintaining the ability to
reflect differences in group/functional roles.
This will also provide for greater clarity to
shareholders in terms of how performance
is assessed and linked to annual bonus
outcomes.
SMP Inclusion in 200% of base salary Removed from policy.  To create greater simplification within
policy the Remuneration Policy, in response to
shareholder feedback.
LTIP Maximum 200% of base salary 350% of base salary for To reflect the removal of the SMP. This
opportunity group chief executive represents a reduction in quantum of long-
and group finance term remuneration from 400% to 350% for
director. the group chief executive and group finance
275% for group head director, and 325% to 275% for the group
of legal and regulatory ~ head of legal and regulatory affairs.
affairs.
Balance of Financial — 80% Financial — 70% The weighting of measures has been
financialand  Non-financial — 20% Non-financial — 30% amended to ensure increased alignment
non-financial to both the business model and regulatory
measures expectations.

Post-vesting

retention period

No retention period

Two year post-vesting
retention period

introduced.

To meet increasing shareholder expectations
and best practice in this area.

Executive pay for 2017
Set out in the table below is an overview of the key decisions taken on remuneration in the financial year.

Chief executive

Group head of legal

Managing director and
and regulatory affairs

Banking chief executive Group finance director

Preben Prebensen

Stephen Hodges

Jonathan Howell Elizabeth Lee!

Previous salary £540,000 £485,000 £408,000 £330,750
Salary with effect from 1 August 2017 £550,000 - £415,000 £337,500
Percentage salary increase 1.9% - 1.7% 2.0%
2017 bonus? £1,474,200 £444,260 £1,096,704 £292,383
Percentage change in bonus from 2016 4.6)% (68.2% 2.6)% (12.8)%
2017 bonus as a per cent of 2017 salary 273% 92% 269% 88%
2017 LTIP award? £1,890,000 - £1,362,000 £700,000
Percentage change in LTIP award from 2016* (12.5)% — (13.0)% (12.5)%
2017 LTIP award as a per cent of 2017 salary 350% — 334% 212%

1 Elizabeth Lee’s full time equivalent salary in 2018 increases from £367,500 to £375,000. Her working pattern changed on 1 August 2016 to 90% of the full time

equivalent.

~OON

Stephen Hodges’ 2017 bonus is a four month pro-ration following his retirement in November 2016. His annualised bonus is £1,332,780.
Subject to approval of the revised Remuneration Policy at the AGM in November 2017.
2016 LTIP Award includes the matched share award under the discontinued SMP.
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The key measures that formed the Committee’s determination of the EDs’ remuneration are shown on pages 84 to 88.

The 2017 LTIP Award will be made under the new policy and as such, the awards are subject to shareholders approving the
proposed policy.
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EDs’ single total remuneration figures and shareholdings
The charts below compare the EDs’ single total remuneration figures for 2016 and 2017 and the EDs’ shareholding versus
shareholding policy', as a percentage of salary.

Single total remuneration

Preben Prebensen Jonathan Howell Elizabeth Lee
£°000 £°000 £’000
4,000 £3,955 4,000 2,000
£3,406 1,750
3,000 3,000 £2,969 1,500
37% £2,551 1250 £1,273 £1.006
45% . '
2,000 2,000 - 37% 1,000 o
750
1,000 1,000 500
= , 250 35% 35%
17% 20% 17% 209 -
. . « 5
FY16 FY17 FY16 FY17 FY16 FY17
B Fixed remuneration Annual bonus B Performance awards

Shareholding versus policy

Preben Prebensen Jonathan Howell Elizabeth Lee
per cent per cent per cent
2,400 2,400 1,000
2,100 2,100
1,800 1,800 800
1,500 1,500 600
1,200 1,200
900 900 400
600 600 757 200
300 300 188
100
0 200 0 200 0
Policy Actual Policy Actual Policy Actual

1 See ED’s Shareholding and Share Interests table on page 92 for details.
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Directors’ Remuneration Policy
This section of the Report sets out the group’s proposed Remuneration Policy for directors and explains each element and how it
operates. This section of the Report will be subject to a binding shareholder vote at our AGM in November 2017.

The reward structure aims to:

e attract, motivate and retain high calibre employees across the group;

¢ reward good performance;

e promote the achievement of the group’s annual plans and its long-term strategic objectives;
e align the interests of employees with those of all key stakeholders, in particular our shareholders, clients and regulators; and
e support effective risk management and promote a positive client conduct culture.

Remuneration Policy for Executive Directors

Element and how it supports
the group’s short-term and
long-term strategic objectives

Operation and maximum payable

Performance framework, recovery and withholding

Base salary Set annually based on the individual’s role and None.
Attracts and retains high experience, pay for the broader employee
calibre employees. population and external factors, where
applicable.
Reflects the employee’s role
and experience. Increases normally take effect from 1 August.
Paid monthly in cash.
Increases will generally not exceed those for the
broader employee population unless there is a
change in role or responsibility.
Benefits Private medical cover. None.
Enables the EDs to perform
their roles effectively by Health screening.
contributing to their wellbeing
and security. Life assurance cover.
Provides competitive benefits Income protection cover.
consistent with the role.
Allowance in lieu of a company car.
The maximum allowance in lieu of a company
car is £18,000 for the chief executive and
£12,000 for the other EDs.
Other benefits provided to individuals in certain
circumstances, such as relocation.
Pension For existing EDs a cash allowance in lieu of None.

Provides an appropriate and
competitive level of personal
and dependant retirement
benefits.

employer pension contributions equal to 22.5%
of base salary.

The maximum is 22.5% of base salary and the
absolute values will only increase in line with any
base salary increases.

New EDs promoted to the Board will receive
pension contributions that are in line with the
general employee benefit.
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Performance framework, recovery and withholding

Annual bonus
Rewards good performance.

Motivates employees to
support the group’s goals,
strategies and values over
both the medium and
long-term.

Aligns the interests of
senior employees and
executives with those of
key stakeholders, including
shareholders and increases
retention for senior
employees, through the
use of deferrals.

Chief executive and group finance director
60% of the annual bonus will be deferred into
group shares vesting in equal tranches over
three years. The remaining annual bonus will
be delivered immediately in cash.

The annual bonus is capped at 300% of
base salary.

Group head of legal and regulatory affairs
40% of the annual bonus will be deferred into
group shares vesting in equal tranches over
three years. The remaining annual bonus wil
be delivered immediately in cash.

The annual bonus is capped at 120% of base
salary. The lower maximum opportunity reflects
the nature of this role.

Dividends

Shares may be called for at any time up to

12 months from the date of vesting. When the
shares are called for, the ED is entitled to the
gross value of accumulated dividends in respect
of the shares held under the deferred awards
prior to calling.

Individual bonuses are determined based on
both financial and non-financial performance
measured in the financial year, including
adherence to relevant risk and control
frameworks.
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Weightings

Chief executive director and group finance
director — 60% of the annual bonus will be
based on financial performance.

Group head of legal and regulatory affairs —
40% of the annual bonus will be based on
financial performance.

The non-financial performance for all EDs
will be determined based on performance
measured against a balanced scorecard,
including (but not limited to):

e strategic objectives;

e people and customer metrics; and

e risk, conduct and compliance measures.

The Committee maintains discretion to vary
the measures and their respective weightings
within each category.

The actual performance objectives will be
set at the beginning of each financial year
but will not be disclosed prospectively due
to commercial sensitivity reasons. They will
be designed to align the interests of EDs with
the key stakeholders over the medium term,
be challenging and also provide an effective
incentive for the EDs.

Performance against the objectives that
comprise the balanced scorecard and their
weightings will be disclosed retrospectively on
an annual basis as part of the Annual Report
on Remuneration.

Amount payable for threshold performance
No more than one third of maximum.

Recovery and withholding

Deferred awards will be forfeited if the ED
leaves employment in certain circumstances
or is dismissed for cause before the relevant
vesting date.

The cash element is subject to clawback and
the deferred element is subject to malus and
clawback conditions, as outlined on page 78.
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Element and how it supports
the company’s short-term and
long-term strategic objectives

Operation and maximum payable

Performance framework, recovery and withholding

Long Term Incentive Plan
Motivates executives to
achieve the group’s longer-
term strategic objectives.

Aids the attraction and
retention of key staff.

Aligns executive interests
with those of shareholders.

Awards are made in the form of nil cost options
or conditional shares and vest after three years
subject to achieving performance conditions.

On vesting, awards will be subject to a further
two year post-vesting retention period before
being paid to EDs.

At the end of the retention period, EDs receive
an amount (in cash or shares) equal to the
dividends which would have been paid on
vested shares during the performance period
(plus any additional time until the ED calls for the
award in the case of nil-cost options).

Chief executive and group finance director
Eligible to receive an annual award of shares
with a face value of up to 350% of base salary,
excluding dividend equivalents.

Group head of legal and regulatory affairs
Eligible to receive an annual award of shares
with a face value of up to 275% of base salary,
excluding dividend equivalents. The lower
maximum opportunity reflects the nature of this
role, which should have a higher percentage of
total compensation in fixed compensation.

Measures and weightings

Individual awards vest after three years based
on performance against both financial and
non-financial performance measures.

70% of the award will be based on
performance against financial measures.
The remainder will be based on non-financial
performance.

The Committee maintains discretion to vary
the measures and their respective weightings
within each category.

The choice of measures and their respective
weightings will be disclosed annually as part of
the Annual Report on Remuneration.

Amount payable for threshold performance
For each element of the award, vesting starts
at 25% for threshold performance, rising on
a straight line basis to 100% for maximum
performance.

The target ranges set for the financial
measures in each grant and performance
against the targets at vesting will be reported
in the Annual Report on Remuneration for the
relevant financial years.

Recovery and withholding
The LTIP awards are subject to malus and
clawback conditions, as outlined on page 78.

The LTIP awards will be forfeited if the ED
leaves employment in certain circumstances
or is dismissed for cause before the relevant
vesting date.

Save As You Earn (“SAYE”)
Aligns the interests of
executives with those of
shareholders through
building a shareholding.

EDs have the option to save a fixed amount per
month over a three or five year timeframe.

At the end of the period employees can
withdraw all of their savings, or use some or all
of their savings to buy shares at the guaranteed
option price.

The option price is set at the beginning of the
participation period and is usually set at a 20%
discount to the share price at invitation.

EDs can make total maximum contributions of
£6,000 per annum, in line with HMRC rules.

The Committee reserves the discretion to
increase the maximum contributions in line
with any HMRC rule changes during the
period of the Palicy.

None, as this is a voluntary scheme where
EDs have invested their own earnings.
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Share Incentive Plan (“SIP”)
Aligns the interests of

EDs are able to contribute up to a maximum
of £1,800 per year from pre-income tax and

None, as this is a voluntary scheme where
EDs have invested their own earnings.

executives with those of
shareholders through
building a shareholding.
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national insurance earnings to buy Partnership
Shares.

At present the Committee has determined that
EDs have the ability to buy Partnership Shares.
Currently there is no match but the Committee
retains the discretion to offer Matching Shares of
up to twice the number of Partnership Shares.
This will be on the same basis for all employees
should the Committee exercise this discretion.

Dividends paid on shares held in the SIP are
reinvested to acquire further Dividend Shares.

The Committee reserves the discretion to
increase the maximum contributions in line
with any HMRC rule changes during the
period of the policy.

Shareholding requirement Group chief executive and group finance None.
Aligns the interests of director:
executives with those of Required to build and maintain a shareholding
shareholders. of 200% of base salary over a reasonable

timeframe.

Group head of legal and regulatory affairs:

Required to build and maintain a shareholding

of 100% of base salary over a reasonable

timeframe.
Other The group will pay legal, training and other None.

reasonable and appropriate fees, including any
relevant tax liabilities, incurred by the EDs as a
result of doing their job.

Legacy arrangements Historical LTIP and SMP awards granted under
the previous executive Remuneration Policy
(approved at at the 2014 AGM) will continue to

operate in line with that policy.

Refer to previous Remuneration Policy.

The Committee reserves the right to allow
awards to vest or make payments subject to
arrangements that were granted or agreed
before the individual became a director and not
in contemplation of becoming a director.

Please refer to the at a glance section on page 72 for a table which summarises the changes to the Remuneration Policy from the
prior year.

Additional details on the Remuneration Policy

Rationale for choice of performance conditions

The Committee selects financial and non-financial performance measures that strengthen the alignment of the remuneration
arrangements to the business model and the interests of our shareholders.

With respect to the annual bonus, the Committee considers the balance between financial and non-financial measures to be
appropriate. Non-financial performance will be measured against a strategic scorecard (a change from personal objectives), the
purpose of this is to ensure that all EDs are working collectively towards goals in key areas (strategy, people and customers and risk,
conduct and compliance) that support the business while maintaining the ability to reflect differences in group/functional roles by
varying the weighting of the scorecard components.

The actual performance targets will be set at the beginning of each financial year based on prior year performance, expected
performance, strategic priorities for the year and other internal and external factors as appropriate. All targets will be set at levels
that are stretching but remain achievable within the context of this model and the broader external environment.
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The Committee can also make adjustments to performance targets to reflect significant one-off items which occur during the
measurement period (for example a major transaction), where it is deemed appropriate and reasonable to do so. The Committee will
make full and clear disclosure of any such adjustments within the Annual Report on Remuneration for the relevant financial year.

At maximum performance, the ratio of financial to non-financial measures for the group chief executive and group finance director
across the annual bonus and LTIP is approximately two thirds. The Committee believes this combination provides a good balance of
financial and non-financial measures, supports the medium and long-term strategic objectives of the group and provides alignment
with shareholders’ interests.

Malus and clawback
The cash element of the annual bonus is subject to clawback for a period of three years from award. The deferred element vests
in equal tranches over three years, and is subject to malus prior to vesting and clawback for three years from the date of grant.

The LTIP and the previously awarded Matched SMP shares are subject to malus for the three year period to the point of vesting
and are subject to clawback for four years from the date of grant. Previously Invested SMP shares are subject to malus until
vesting and to clawback for three years from the date of grant.

Malus Circumstances where it may apply
The ED’s employment is terminated for misconduct or the ED is issued with a formal disciplinary
warning for misconduct under the firm’s disciplinary policy

The firm suffers a material loss where the ED has operated outside the risk parameters or risk
profile applicable to their position and as such the Committee considers a material failure in risk
management has occurred

The level of the award is not sustainable when assessing the overall financial viability of the firm

In the event that one of these is triggered, the Committee may, at its discretion, defer and/or reduce, in whole or in part any
unvested award.

Clawback Circumstances where it may apply
Discovery of a material mis-statement resulting in an adjustment in the audited consolidated
accounts of the group, or the audited accounts of any material subsidiary

The assessment of any performance target or condition in respect of an award was based on
material error, or materially inaccurate or misleading information

The discovery that any information used to determine the bonus and number of shares subject to
an award was based on material error, or materially inaccurate or misleading information

Action or conduct of a participant which, in the reasonable opinion of the board, amounts to fraud
or gross misconduct

In the event that one of these is triggered, the Committee may require the ED to repay all or part of a relevant award and any
associated dividend equivalents.

Consistency of executive remuneration across the group

The pay and employment conditions of employees within the group were taken into consideration when setting the policy and
pay of the EDs. The Committee does not formally consult with employees when setting the policy, although the employee opinion
survey conducted every two years includes remuneration as one of the topics surveyed.

The principles of remuneration are applied throughout the group and are designed to support the group’s key attributes across
our businesses, which are expertise, service and relationships. Remuneration structures and arrangements for employees other
than the EDs are based on the individual’s role, experience, performance and relevant market practice.

Annual bonuses for those other than EDs are based on role, business performance, market conditions and individual
performance. These bonuses are not capped, although highly remunerated employees have a portion of their bonuses deferred.

A limited group of senior employees receive LTIP awards, generally on the same basis as the EDs, but the maximum face value of
these awards is generally materially lower as a percentage of base salary.

Members of the group Executive Committee who are not EDs are required to build and maintain shareholdings of at least one
times base salary.

All UK employees are €ligible to participate in the SAYE and SIP plans.



lllustrations of application of Remuneration Policy for EDs

Policy, based on the assumptions provided in the table below.

Preben Prebensen
£’000

5,000

The scenario charts below provide illustrations of potential remuneration outcomes for our EDs, in accordance with our new g
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Minimum  On target Maximum Minimum  On target Maximum

B Fixed remuneration

Annual bonus M Performance awards

1 Elizabeth Lee’s working pattern changed on 1 August 2016 to 90% of the full time equivalent.

Element

Assumptions used

Fixed remuneration

Consists of 2018 base salary, 2018 benefits and 2018 pension allowance.

Minimum

No variable elements are awarded.

On target

Annual bonus: Awarded at 200% of base salary for the group chief executive and
group finance director and 90% of base salary for the group head of legal and
regulatory affairs.

LTIP: Awards with face value of 350% for the group chief executive and group
finance director and 275% for the group head of legal and regulatory affairs,

and vesting at 73% (average level of vesting for the five years up to and

including 2016).

Maximum

Annual bonus: Awarded at policy maximum 300% for the group chief executive
and group finance director and 120% for the group head of legal and regulatory
affairs.

LTIP: Maximum award with face value equal to 350% for the group chief executive
and group finance director and 275% for the group head of legal and regulatory
affairs. Assumes 100% vesting.

Other

No adjustment for share price growth or dividends paid.

Approach to recruitment remuneration

The remuneration package for new EDs will comply with the Remuneration Policy for EDs outlined on pages 74 to 77. The
Committee will seek to pay no more than is necessary to secure the right candidate. The Committee may seek to “buy out”
remuneration that the director forfeits as a result of joining the group. In such cases, the Committee will seek to replace this with
awards that match the quantum and terms of the forfeited awards as closely as possible. There may be situations where a new
director has to relocate in order to take up the post with the group. In such situations reasonable financial and/or practical support
will be provided to enable the relocation. This may include the cost of any tax that is incurred as a result of the move.
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Service contracts and policy for payment on loss of office

Standard provision

Policy

Details

Notice period

12 month’s notice from the company.
12 month’s notice from the ED.

EDs may be required to work during the notice period,
may be placed on garden leave or may be provided
with pay in lieu of notice if not required to work the

full period.

All EDs are subject to annual re-election by
shareholders.

Compensation for loss of
office in service contracts

No more than 12 months’ salary, pension
allowance and benefits.

Payment will be commensurate with the company’s
legal obligations and we will seek appropriate
mitigation of loss by the ED.

Treatment of annual bonus
on termination

The standard approach is no payment
unless employed on date of payment.

The Committee may award a pro-rated bonus to EDs
who work for part of the year or are “good leavers” (as
determined by the Committee) in certain circumstances,
although there is no automatic entitement. “Good
leaver” status may be granted in cases such as death,
disability or retirement.

The Committee has discretion to reduce the entitlement
of a “good leaver” in line with performance, the
circumstances of the termination, and the malus
conditions outlined in the policy table. The Committee
also has the ability to recover annual bonuses in line
with the clawback conditions outlined in the policy table.

Treatment of unvested
deferred awards under the
annual bonus plan and any
previous Invested SMP
Shares

The Committee has the discretion under
the relevant plan rules to determine
whether “good leaver” status should be
applied on termination.

The current approach provides that
discretion may be afforded in cases such

as death, disability, retirement, redundancy

or mutual separation.

Where the director is designated a “good leaver”,
awards vest in full over the original schedule and
remain subject to the malus conditions.

The deferred shares are released in full in the event of
a change in control.

Awards lapse in the event the employee is declared
bankrupt, joins another financial services company
within 12 months of termination (unless this condition
is waived under “good leaver” status), or leaves and is
not designated a “good leaver”.

These are also subject to the clawback conditions.

Treatment of the LTIP and
any previous Matched
SMP Shares

All awards lapse except for “good leavers”.
The Committee has the discretion under
the relevant plan rules to determine how
“good leaver” status should be applied

on termination.

The current approach provides that
discretion may be afforded in cases such

as death, disability, retirement, redundancy

or mutual separation.

For “good leavers”, vesting is pro-rated for the period
of employment during the performance period.
Vesting is subject to the achieverment over the original
performance period against the performance targets
and is on the original schedule.

Awards remain subject to the malus and clawback
conditions.

In the event of a change in control, the awards will vest
subject to the service factor and the achievement
against the performance targets at that point.
However, the Committee retains the discretion to
increase the amount vesting depending on the
circumstances of the change in control.

Outside appointments

EDs may accept external appointments.

Board approval must be sought before accepting the
appointment.
The fees may be retained by the director.

Chairman and non-
executive directors

Engaged under letters of appointment for
terms not exceeding three years.
Renewable by mutual agreement and can
be terminated on one month’s notice.

All non-executive directors are subject to annual
re-election.

No compensation is payable if required to stand
down.

Other

The company may pay settlement

payments, legal, training and outplacement

fees incurred on exit, if appropriate.

Other notable provisions in
service contracts

There are no other notable provisions in
the service contracts.

Copies of the directors’ service contracts and letters of appointment are available for inspection at the group’s registered office.
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©
Name Date of service contract 2
Preben Prebensen 9 February 2009 ‘-:'3
Jonathan Howell 8 October 2007 2
o
®

Elizabeth Lee

1 August 2012

Remuneration Policy for the chairman and independent non-executive directors

Element and how it supports the group’s short-
term and long-term strategic objectives

Operation and maximum payable

Fees

Attract and retain a chairman
and independent non-executive
directors who have the requisite
skills and experience to
determine the strategy of the
group and oversee its
implementation.

Fees are paid in cash and are reviewed periodically.

Fees for the chairman and non-executive directors are set by the board. The non-executive
directors do not participate in decisions to set their remuneration.

The chairman of the board receives a fee as chairman but receives no other fees for
chairmanship or membership of any committees.

Non-executive directors receive a base fee.

The senior independent director receives an additional fee for this role.

Additional fees are paid for chairmanship of each of the Audit, Remuneration and Risk
Committees.

Additional fees are paid for membership of committees, with the exception of the Nomination
and Governance Committee, for which no additional fees are payable.

The chairman and non-executive directors are entitled to claim reimbursement for reasonable
expenses and associated tax liabilities incurred in connection with the performance of their
duties for the company, including travel expenses.

Overall aggregate fees will remain within the £1 million authorised by our articles of
association.

There is no performance framework, recovery or withholding.

Non-executive directors’ appointment letters

Name Date of appointment Current letter of appointment start date
Oliver Corbett 3 June 2014 17 November 2016
Geoffrey Howe 4 January 2011 17 November 2016

Lesley Jones 23 December 2013 17 November 2016
Bridget Macaskill 21 November 2013 17 November 2016
Mike Biggs 14 March 2017 14 March 2017

Consideration of shareholders’ views
The chairman of the board consults our major shareholders on a regular basis on key issues, including remuneration.
The Committee took issues of concern raised by shareholders in prior years into account when determining the Policy.
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Annual Report on Remuneration

Remuneration Committee

Committee roles and responsibilities

The Committee’s key objectives are to:

e determine the overarching principles and parameters of the Remuneration Policy on a group-wide basis;

e establish and maintain a competitive remuneration package to attract, motivate and retain high calibre EDs and senior
management across the group;

¢ promote the achievement of the group’s annual plans and strategic objectives by providing a remuneration package that
contains appropriately motivating targets that are consistent with the group’s risk appetite; and

e align senior executives’ remuneration with the interests of shareholders.

The Committeg’s main responsibilities are to:

¢ review and determine the total remuneration packages of EDs and other senior executives in consultation with the chairman
and chief executive and within the terms of the agreed Policy;

e approve the design and targets of any performance related pay schemes operated by the group;

¢ review the design of all employee share incentive plans;

e ensure that contractual terms on termination and any payments made are fair to the individual and the group, that failure is not
rewarded and that a duty to mitigate risk is fully recognised;

® review any major changes in employee benefits structures throughout the group;

e select, appoint and determine terms of reference for independent remuneration consultants to advise the Committee on
Remuneration Policy and levels of remuneration;

e ensure that the remuneration structures in the group are compliant with the rules and requirements of regulators, and all
relevant legislation;

e ensure that provisions regarding disclosure of remuneration are fulfiled; and

e seek advice from group control functions to ensure remuneration structures and annual bonuses are appropriately aligned to
the group’s risk appetite.

Membership
The Committee comprises Bridget Macaskill as chairman, together with each of the other independent non-executive directors.
Seven meetings were held during the year and a record of attendance at meetings is set out on page 56.

The chairman of the board, group chief executive, group head of human resources and the head of reward and HR operations
also attend meetings by invitation.

Activity in the 2017 financial year

The Committee has a standing calendar of items within its remit, and these were addressed during the year. In addition to these
standing items, the main focus of the Committee was developing the new executive Remuneration Policy, however other
significant issues that the Committee discussed during the year were as follows:

e the review of the annual bonus targets and objectives for EDs;

e assessment of the vesting of Long Term Incentive Plan (“LTIP”) and Share Matched Plan (‘SMP”) awards;

e regular reviews of regulatory and legislative changes and developments;

e review of the monitoring and management information for employee sales incentive schemes in the group; and

¢ the annual performance, salary and variable remuneration review.

Implementation of new Policy
We have set out below the implementation of the Policy as it relates to the 2018 financial year.

Base salary
Salary effective from
1 August 2017 Percentage Increase
Group Chief Executive £550,000 1.9%
Group Finance Director £415,000 1.7%
Group Head of Legal and Regulatory Affairs £337,500 2.0%

These were determined with reference to the ED’s role and experience, increases for the broader population and external factors.
The Committee determined that it was appropriate for the EDs’ salary increases to be lower than the average for the general
employee population of approximately 3%.

The EDs will receive benefits in line with those outlined in the Remuneration Policy table on page 74. There will be no increases to
the allowances for benefits other than any potential increase of providing them.

The EDs will continue to receive a cash allowance in lieu of a pension equivalent to 22.5% of base salary.
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2018 Annual bonus (i.e. bonus awarded in respect of the 2018 performance year)

Weightings Vesting ranges
Group chief

executive and group Group head of legal
Nature of measures Choice of measures Targets finance director and regulatory affairs All
Financial RoE 1210 20% 60% 40% Threshold — 33%
Maximum — 100%
Non-financial Strategic scorecard: Discretionary 40% 60% Minimum — 0%
e Strategic objectives assessment Maximum — 100%

e People and customer
¢ Risk, conduct and
compliance

1 Performance below threshold on the RoE measure would result in zero vesting of the financial measure.

The annual bonuses will be subject to the caps and based on assessment against the performance measures outlined in the
Remuneration Policy table on page 75. Because of commercial sensitivity, the details of the performance targets and
achievement against those will be outlined in the 2018 Annual Report on Remuneration.

2017 LTIP (i.e. LTIP awarded in respect of the 2018 to 2020 cycle)

Nature of measures Choice of measures Targets Weightings Vesting ranges
Financial Adjusted EPS growth 10 to 30% over 3 years 35% Threshold - 25%
Maximum — 100%

RoE 12 to 20%' 35% Threshold — 25%

Maximum — 100%

Non-financial Risk management objectives Discretionary assessment 30% Threshold — 25%
against detailed goals Maximum — 100%

1 Average over three year performance period.

The LTIP awards will be subject to the caps outlined in the Remuneration Policy table on page 76 and determined in line with the
targets shown in the table above.

The Committee believes these targets are appropriately stretching and effectively align the EDs’ interests with those of
shareholders. Because of commercial sensitivity, the details of the performance targets and achievement against those for the
risk management objectives will be outlined in the 2018 Annual Report on Remuneration.

Implementation of the existing Policy
Single total figure of remuneration for EDs 2017 (Audited)

Performance
Salary Benefits Annual bonus! awards?® Pension Total
2017 2016 2017 2016 2017 2016 2017 2016 2017 2016 2017 2016
Name £°000 £'000 £°000 £'000 £°000 £'000 £°000 £'000 £°000 £'000 £°000 £'000
Preben Prebensen 540 540 24 20 1,474 1545 1,246 1,728 122 122 3,406 3,955
Stephen Hodges* 485 485 14 13 444 1397 1,091 1482 109 109 2,143 3,486
Jonathan Howell 408 408 13 183 1,097 1,126 941 1,330 92 92 2,651 2,969
Elizabeth Lee 331 353 16 14 292 336 492 488 75 82 1,206 1,273

Any amount of annual bonus above 100% of base salary is deferred into group shares.

The figures for the performance awards for 2016 have been re-calculated using the actual share price on the dates of vesting for the LTIP and Matched SMP shares
of £13.74. The three month average to 31 July 2016 was used for the 2016 report given that the awards were vesting after publication of the report.

The figures for the performance award for 2017 have been calculated using the three month average to 31 July 2017.

Stephen Hodges retired from the board in November 2016 and his bonus has been pro-rated accordingly. He has continued to receive salary and benefits during his
notice period.

W N =

Link between reward and performance

The group’s financial results have been good this year, and over the past three years. Adjusted operating profit has increased
13% in the year to £264.8 million, and it has grown 32% or 10% per annum compounded over the last three financial years on a
reported basis. Notwithstanding the increase in the tax rate, RoE remains strong at 17.9% compared to 18.5% in 2014. Dividend
growth was 5% this year, with dividend cover remaining at 2.2 times up from 2.1 times in 2014.
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The strong RoE has been reflected in the EDs’ bonuses, with the element of the bonus determined based on RoE being 86% of
the potential maximum. The adjusted EPS growth of 26.5% over the last three years has resulted in the EPS element of the LTIP
vesting at 55.8%. The compounded TSR of 10.1% per annum has met the threshold target under the LTIP and vested at 25.6%.
The continued prudent approach to capital management combined with a good performance in risk, compliance and controls
mean that the risk management objectives element vested at 92.1%. As a result, the LTIP will vest at 51.0% this year (see page 89
for further details).

Additional disclosures on the single total remuneration figure for EDs table (Audited)

Salary

The per annum salaries paid during the year are as shown in the single total remuneration figure table shown on page 83. There
were no increases between 2016 and 2017. When reviewing salary levels, the Committee takes into account the individual’s role
and experience, pay for the broader employee population and external factors, where applicable. The salary increases awarded
to EDs for the 2018 financial year are lower than the average increase for the general employee population which is 3%.

Benefits

The EDs each received an allowance in lieu of a company car. Preben Prebensen received £18,000 while the others received
£12,000. These allowances have not been increased since 2012. They also received private health cover. The discount to the
share price on grant of SAYE options is included in the year of grant.

Pension
The EDs all received a monthly cash pension allowance equivalent to 22.5% of base salary. They do not receive any additional
pension provision.

Annual bonus: Achievement against targets

The bonuses for EDs were determined with reference to RoE targets and stretching personal goals relevant to each ED’s role and
business accountabilities. The RoE for the 2017 financial year was 17.9% against a maximum target of 20%, warranting an award
of 86.0% of the potential maximum bonus for this element. Any annual bonus above the level of the 2017 base salary was
deferred into group shares vesting in equal tranches over three years in line with the 2014 Remuneration Policy.

Achievement against annual bonus targets

Financial target (RoE) Personal objectives
Potential

Threshold Target maximum Actual RoE Actual Actual Total

(33.33% of (66.67% of (100% of (86.0% of amount Potential Actual amount bonus

potential potential potential potential awarded maximum percent awarded awarded

Name Weighting maximum) maximum) maximum) maximum) (£°000s) Weighting (£'000s) awarded (£°000s) (£’000s)
Preben Prebensen 60% 12% 15% 20% 17.9% 836 40% 648  98.5% 638 1,474
Stephen Hodges 60% 12% 15% 20% 17.9% 250 40% 194  100.0% 194 444
Jonathan Howell 60% 12% 15% 20%  17.9% 632 40% 490  95.0% 465 1,097
Elizabeth Lee 40% 12% 15% 20% 17.9% 114 60% 198  90.0% 178 292

Annual bonus: Personal goals for the 2017 financial year

Under the current policy, performance for each individual is assessed against a range of personal objectives. These objectives
are agreed with the Committee at the start of each financial year and are designed to be stretching for the individual and the
business, while maintaining consistency and stability in the group’s strategy, business model and performance.

The Committee undertakes a rigorous assessment of each individual’s contribution against these objectives in determining the
outcomes for the annual bonus.

Shareholders will note that the Committee is proposing to replace the personal objectives with a shared strategic scorecard,
which includes measures relating to strategy; people and customers; and risk, compliance and conduct and which will be
common to all EDs. This remains subject to shareholder approval.

The table on page 86 sets out examples of the personal objectives which were in place in 2017, performance against these
objectives and an overview of the factors that the Committee has taken into account when assessing the performance of the
executives. For reasons of commercial sensitivity, not all performance criteria can be disclosed.

Where the objectives are common to EDs, they have been shown under the headings of the new proposed strategic scorecard.
These disclosures have been further supplemented by an additional table providing further assessment against the individual
ED’s objectives.
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Element Objective Performance Extent to which target has been met
Strategic Adherence to the lending  Strong NIM of 8.1% The group has demonstrated
model Bad debt 0.6% — ten year range of 0.6% strong adherence to the @
t0 2.6% lending model despite
Return on net loan book at 3.6% (typical competitive pressures with all
range 3.0% to 3.7%) key metrics within range in
Underwriting criteria maintained (e.g. average particular clear discipline on
motor LTVs remained within range of 75% underwriting criteria and a very
to 85%) strong return on net loan book
Moderating loan book growth of 7% (ten year
range of 6% to 23%)
Maintain prudent levels of ~ CET1 capital ratio 12.6% vs fully loaded Prudent position maintained
capital funding and liquidity regulatory requirement of 9.1% with CET1 capital ratio @
Average duration of funding allocated to loan  remaining comfortably ahead
book at 21 months vs loan book at 14 of regulatory requirements
Continue to comfortably meet the liquidity notwithstanding regulatory
coverage ratio requirements increase in RWA. Borrow long
lend short funding approach
and diversity of funding position
maintained
Maintain investment while  Group expense/income ratio 60% Excellent performance
controlling costs (2016: 61%) maintaining a stable expense/
Banking division expense/income ratio 49%  income ratio whilst executing
(2016: 49%) multiple investment
programmes
Identify new products and  Good progress has been made across the group, notably the launch of
adjacent market technology leasing services, acquisition of Novitas, a specialist provider of @
opportunities loans to the legal sector, and regulatory approval to operate a branch in
Ireland and a further subsidiary in Germany
People and  Maintain strong employee  In 2017 90% of employees were satisfied Very high levels of employee
customer engagement working for the group (2015: 88%) engagement have been @
maintained
Achieve high customer Strong Net Promoter Scores (e.g. NPS Strong levels of customer
satisfaction Treasury +72, Motor +58.7). High levels of satisfaction has been @
repeat business from our Commercial maintained
Finance customers (e.g. asset finance 72%)
and Property Finance 75%. Continued low
levels of customer complaints. Extensive
primary research conducted with significant
numbers of intermediaries and customers,
beyond that covered by standard customer
surveys
Risk Preserved strong The group has operated within its risk Group continues to operate

conduct and
compliance

compliance with risk
appetite, legal and
regulatory obligations
across the group

appetite

No material negative issues identified by Risk
or Audit Committee during the year

Brexit forum established

General Data Projection Regulation (“GDPR”)
project initiated

100% of relevant staff completing mandatory
regulatory training

within its risk appetite and has
maintained a strong culture of
good conduct and regulatory
awareness

OO

Performance objective has been achieved

Satisfactory outcome, further progress to be made

Performance objective has not been met
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Performance against individual ED objectives

Executive Director Objective

Performance in 2016 and extent to which the Committee judged performance criteria had been met

Preben Prebensen Overall performance of

the group

Strong overall performance with adjusted operating profit growth of
13% to £264.8 million including increases of 24% in the Property
Finance segment and strong loan book growth rates in premium
finance. Significant progress in Asset Management with net inflows of
9% and a 21% increase in AOP. Strong trading performance at
Winterflood with operating profit up almost 50% and only one loss day.

©

Progress key investment
projects

Strong performance, with multiple material investment projects
progressing on time and within budget including delivery of new
contact centre, customer portal and e-signature capability in premium
finance; design work complete for new treasury deposit platform and
customer relationships management system in the Banking division;
successful migration to a single platform in Asset Management and
successful launch of new technology platform in Winterflood Business
Services.

©

Conduct strategic review
of the motor finance

Successfully completed a strategic review of the motor finance
business and initiated an investment programme to improve the

business service proposition, streamline operational processes and improve
sales effectiveness.
Ensure the smooth The transition to the new board and management structure in the

transition of leadership in
the Banking division

Banking division was successfully executed with regulatory approvals
and management of key individuals. Senior Managers Regime
responsibilities have been transferred to the group chief executive and
organisation is operating very effectively with the new structure.

Jonathan Howell ~ Accurate, appropriate,

clear and timely reporting

Consistently high quality, clear and accurate reporting with significant
enhancements to segmental reporting made during the year. Positive
feedback received from the Audit Committee, external auditor, analysts
and shareholders.

Assume oversight
responsibility for the
treasury function

Achieved smooth and effective transition of treasury function,
establishing a strong working relationship with group treasurer and wider
team, and successful oversight of tier 2 issuance with effective
collaboration between finance, investor relations and treasury functions.

Execute effective audit
tender

Oversaw effective tender process, resulting in unanimous decision to
recommend appointment of PwC. Positive feedback from Audit
Committee throughout the process.

Manage group capital

Robust capital planning ensuring continued sound capital position,
absorbing impact of RWA increase during the year, and continuing to meset
expectations of regulators, shareholders, creditors and rating agencies.

Elizabeth Lee Provide leadership on key

legal and regulatory issues

Provided strong and effective leadership and support to the business
on all legal and regulatory issues, in particular on regulatory and
governance aspects of the chairman and Banking chief executive
succession, extension of the Senior Managers Regime to Asset
Management and establishment of the GDPR project.

Strengthen capability and
succession in key control
and support functions

Achieved a smooth and effective restructuring of the compliance,
company secretarial and group legal functions to improve capability
and succession.

Ensure the group’s
insurance provision
remains appropriate

Delivered extension of insurance to cover data breaches and
cyber crime.

Stephen Hodges ~ Overall performance of

the Banking division

Delivered effective and consistent leadership of the Banking division,
overseeing strong performance in the first quarter of the year.

Ensure the smooth
transition of the Banking
chief executive role

The transition of responsibility to Preben Prebensen for direct oversight
of the Banking division, to Adrian Sainsbury for the lending businesses
and to Jonathan Howell for treasury was completed successfully.
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Performance objective has been achieved

Satisfactory outcome, further progress to be made

Performance objective has not been met
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Performance awards
The performance awards in the single total figure of remuneration include the 2014 LTIP grant and the 2014 Matched SMP
Shares. Both of these will vest on 30 September 2017.

The performance targets for the 2014 awards vesting in 2017 were weighted 40% adjusted EPS, 40% absolute TSR and 20% risk
management objectives. The adjusted EPS targets were RPI +3% per annum to RPI +10% per annum and the absolute TSR
targets were +10% per annum to +20% per annum. Compounded adjusted EPS growth over the three year period to 2017 was a
good 8.2% per annum, while the TSR was 10.1% per annum, meaning the EPS element will vest at 55.8% and the TSR element
will vest at 25.6%. The risk management objectives of the 2014 LTIP and Matched SMP Shares were assessed at 92.1% by the
Committee. More details on the rationale for the assessment are provided in the table on page 88. Accordingly, the 2014 LTIP
and Matched SMP Shares will vest at 51.0%. The LTIP and SMP awards vested at 67.9% in 2016.
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The share price for the LTIP and Matched SMP Shares increased by 7% over the three year period from the date of grant to the
end of the performance period. The average share price used to value the awards due to vest in October 2017 was 1,560.5p
(from 2 May 2017 to 31 July 2017, which was the performance measurement period). The 2014 LTIP and SMP awards were
originally granted at 1,429.4p. While the increase in share price remains positive over the performance period, the single total
figures of remuneration for the EDs are down from the previous year, primarily due to the slowdown in share price growth.

The performance awards also include the amount (in cash or shares) equal to the dividends which would have been paid during
the period from the beginning of the performance period to the time that the awards vest.

The Committee assessed performance against the risk management objectives after each of the three years of the LTIP
performance period. The results of each assessment are shown in the table below.

Details of the assessment of the risk management objectives for the LTIP and SMP
The Committee considers it to be of critical importance to ensure that remuneration arrangements continue to incentivise
discipline in the management of the firm’s capital and balance sheet and in the delivery of the business model.

The Committee undertakes a robust assessment of performance against the risk management objectives to ensure that
payments to EDs are fair and appropriate with consideration for individual and corporate performance. In doing so, the
Committee assesses performance against a number of key measures in making its determination.

Performance was assessed after each of the three years of the LTIP performance period, with each year’s review carrying a
weighting of one third towards the overall vesting for the award, ensuring a fair assessment of progress over the three year period.

The results of each assessment are shown in the table below and we have also set out examples of the risk management
objectives for year three including enhanced disclosure on how the Committee applied its judgement to determine year three’s
vesting outcome on page 88.

Element Year one assessment Year two assessment Year three assessment Overall vesting
Capital and balance sheet management 100% 100% 100% 100%
Risk, compliance and controls 80% 85% 87.5% 84.2%

Overall vesting 92.1%
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Year three performance assessment

Element Measure

Extent to which the Committee determined the target has been met

Capital and balance Capital requirements
sheet management

CET1 capital ratio of 12.6% remains significantly ahead of fully-loaded
minimum requirement of 9.1%. Successful issue of £175 million of
tier 2 capital increasing total capital ratio to 15.2%.

Dividend payout

Full year dividend increased 5% with strong dividend cover at 2.2x,
consistent with the group’s progressive dividend policy.

Funding

Term funding increased to £4.8 billion which will cover ¢.70% of
the loan book and we continue to have access to a wide range
of funding sources.

Liquidity

Continue to comfortably meet the Liquidity Coverage Ratio
requirements.

Risk, compliance and Regulatory relationship
controls

Continued good regulatory relationship with both the PRA and
FCA. Successful completion of ILAAP discussions with PRA. BaFin
approval of a license application for an Asset Finance business in
Germany. Ireland branch application approved.

Risk management
governance

Three lines of defence model complete and in place.

Risk management
information

Improved flow of management information to the Risk Committee,
increasing the continued effectiveness of its challenge and oversight
and enhancing visibility on risk and compliance issues across

the group.

Risk appetite framework

Enhancement of the risk appetite framework with additional
quantitative overlays to support the group’s risk management.

Cyber detection and
monitoring

Improvements in cyber detection and monitoring capabilities have
been made and a new chief information security officer has been
appointed to increase our capability in this area. Cyber security
continues to be an important focus for the group in the forthcoming
year as cyber threats continue to increase and evolve.

Conduct risk

Enhanced conduct risk dashboards established at divisional and
group level. Strong engagement from management during the year.

Emerging risk
monitoring

Enhancement of stress testing capabilities and establishment of
a group-wide forum to manage the potential impacts of Brexit.

Completion of deep dive reviews of the property and motor portfolios.

Asset and liability
management

Implementation of new asset and liability management system to
support more sophisticated stress testing approach.

Interest rate, FX and
market risk

Interest rate, FX and market risk methodologies enhanced.
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Performance objective has been achieved

Satisfactory outcome, further progress to be made

Performance objective has not been met
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Details of the overall vesting for the LTIP and SMP o
Performance measure Threshold target Maximum target Actual achieved Overall vesting 2
Adjusted EPS growth RPI +3% p.a.  RPI+10% p.a. 8.2% p.a. 55.8% g
TSR +10% p.a. +20% p.a. 10.1% p.a. 25.6% =
As per the o
table on
Risk management objectives n/a n/a page 88 92.1%
51.0%

Overall vesting

Historical vesting of LTIP awards compared to adjusted EPS and absolute TSR
The following graph and table show the level of LTIP vesting following performance testing for the last eight years.

Adjusted EPS and TSR growth LTIP vesting %
350 100
300

80
250
60
200
150 40
100
51%
20
50
0 0
2007 2008 2009 2010 2011 2012 2013 2014
award award award award award award award award
vested vested vested vested vested vested vested vested
2010° 20117 20122 20132 20142 2015° 2016° 20178
—— TSR —m— AEPS B LTIP vesting

1 Vesting was subject to two thirds adjusted EPS and one third TSR for awards granted in 2007 and 2008.
2 Vesting was subject to one third adjusted EPS, one third absolute TSR and one third strategic goals for all awards granted between 2009 and 2011, inclusive.
3 Vesting was subject to 40% adjusted EPS, 40% absolute TSR and 20% risk management objectives for the 2012 to 2014 awards.

Note: This graph shows the vesting percentage of the LTIP compared with the adjusted EPS rebased to 100 at 31 July 2011, and the TSR based on £100 invested in Close
Brothers Group plc on 31 July 2011.

LTIP vesting for the last five years

Vesting percentage

Year awarded Year vested Adjusted EPS TSR Goals Total
2010 2013 66% 92% 80% 79%
2011 2014 100% 100% 85% 95%
2012 2015 100% 100% 87% 97%
20132 2016 100% 25% 89% 68%
20142 2017 56% 26% 92% 51%

1 Vesting was subject to one third adjusted EPS, one third absolute TSR and one third strategic goals for all awards granted between 2010 and 2011, inclusive.
2 Vesting was subject to 40% adjusted EPS, 40% absolute TSR and 20% risk management objectives for the 2012 to 2014 awards.
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Performance graph
The graph below shows a comparison of TSR for the company’s shares for the eight years ended 31 July 2017 against the TSR
for the companies comprising the FTSE 250 Index.
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300
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200
150
100

50

0
July 2009 July 2010 July 2011 July 2012 July 2013 July 2014 July 2015 July 2016 July 2017

Source: Thomson Reuters Datastream. —— Close Brothers —— FTSE 250

Note:

This graph shows the value, by 31 July 2017, of £100 invested in Close Brothers Group plc on 31 July 2009 compared with the value of £100 invested in the FTSE 250 Index.
The other points plotted are the intervening financial year ends. TSR has been calculated assuming that all dividends are reinvested on their ex-dividend date. The index has
been selected because the company has been a constituent of the index throughout the period. The closing mid-market price of the company’s shares on 31 July 2017 was
1,540p and the range during the year was 1,242p to 1,715p.

Chief executive: historical information

2010 2011 2012 2013 2014 20152 2016' 2017

Preben Prebensen
Single figure of total

remuneration (000) £1,890 £2,187 £2,496 £5,748 £7,411 £5,962 £3,995 £3,406
Annual bonus against maximum

opportunity 90% 95% 90% 100% 100% 98% 95% 91%
LTIP, SMP and Matching Share

Award vesting 33% 33% 25% 79% 95% 97% 68% 51%

1 The figures for the performance awards for 2016 have been re-calculated using the actual share price on the dates of vesting for the LTIP and Matched SMP shares
of £13.74. In the 2016 report, the three month average to 31 July 2016 was used given that the awards were vesting after publication of the report.
2 The figures for 2011 to 2014 include the Matching Share Awards that were granted in 2009 at the time of Preben Prebensen’s appointment as chief executive.
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Change in remuneration of the chief executive

The following table shows how the remuneration of the chief executive increased compared to the general employee population
for the 2017 financial year. The Committee deemed it appropriate for Preben Prebensen to receive a salary increase below that
received by the general employee population. The change in bonus for Preben Prebensen reflects the achievement against the
RoE and personal goals targets, outlined on pages 85 and 86. The increase in average bonus for the general employee
population primarily reflects improved business performance as shown on page 1 and the improvement in trading income in
Winterflood, leading to an increase in bonuses in that division. The average increase in bonus for the general employee population
excluding Winterflood was 3%.

Average change Average change Average change

in salary for 2017 in benefits for 2017 in annual bonus

(from 1 August 2016)' (from 1 August 2016)? for 2017°

Preben Prebensen — — (4.6%)
All employee population 3% 3% 13%

1 Calculated as the average percentage increase in salary for those eligible for an increase at 1 August 2016.
2 Calculated as the average percentage increase in benefits for those eligible for a salary increase at 1 August 2016.
3 The percentage increase in the average bonus calculated as the total bonus spend divided by the average headcount for financial years 2016 and 2017.

Relative importance of spend on pay
The following table shows the total remuneration paid compared to the total distributions to shareholders.

2017 2016

£ million £ million

Remuneration paid 286.6 2571
Distributions to shareholders' 89.4 84.0

1 Interim dividend paid and final dividend proposed for the financial year.

Scheme interests awarded during the year (Audited)

The face value and key details of the share awards granted in the 2017 financial year are shown in the table below. These were all
delivered as nil cost options. The Deferred Share Award (‘DSA”) is a mandatory deferral of a portion of the annual bonus. The
share price used to calculate the number of shares awarded was £13.786, the average mid-market closing price for the five days
prior to grant.

Percentage Vesting/

Performance Face value vesting at Number of performance

Name Award type' Vesting period conditions ‘000 threshold shares period end date
Preben Prebensen DSA2 1-3 years No £465 n/a 33,765 04-Oct-19
LTIP 3 years Yes £1,080 25% 78,341 04-Oct-19

SMP - Invested 3 years No £540 n/a 39,171 04-Oct-19

SMP — Matching 3 years Yes £1,080 25% 78,342 04-Oct-19

Stephen Hodges DSA2 1-8 years No £912 n/a 66,140 04-Oct-19
LTIP 3 years Yes — n/a - 04-Oct-19

SMP - Invested 3 years No - n/a - 04-Oct-19

SMP — Matching 3 years Yes — n/a — 04-Oct-19

Jonathan Howell DSAz 1-8 years No £310 n/a 22,493 04-Oct-19
LTIP 3 years Yes £750 25% 54,404 04-Oct-19

SMP - Invested 3 years No £408 n/a 29,596 04-Oct-19

SMP — Matching 3 years Yes £816 25% 59,192 04-Oct-19

Elizabeth Lee DSA2 1-3 years No — n/a - 04-Oct-19
LTIP 3 years Yes £400 25% 29,015 04-Oct-19

SMP - Invested 3 years No £200 n/a 14,508 04-Oct-19

SMP — Matching 3 years Yes £400 25% 29,016 04-Oct-19

1 The awards are all delivered as nil cost options.
2 The DSA vests in equal tranches over three years.

External appointments
Jonathan Howell received £77,000 in fees (2016: £77,000) from The Sage Group plc during the Close Brothers 2017 financial year.
None of the other EDs held any external directorships during the year.

Since 1 September 2017 Preben Prebensen has been a non-executive director of The British Land Company PLC, but did not
receive any fees during the Close Brothers 2017 financial year.
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Payments to past directors (Audited)
There were no payments to past directors after they had left office during the year.

Payments for loss of office (Audited)
There were no payments made to directors for loss of office during the year.

Changes to the board

Following Stephen Hodges’ retirement in November 2016 and as disclosed in the Annual Report 2016, Stephen did not receive a
2016 LTIP award. For 2017 Stephen was awarded a bonus that has been pro-rated to reflect the length of his service as an ED in
the year, and has continued to receive his salary and benefits during his notice period. No LTIP award is proposed for 2017.
Stephen will be treated as a good leaver in line with the current Remuneration Policy for previous DSA, LTIP and SMP awards.

Statement of voting on the Remuneration Policy at the 2014 AGM

Number of
For Against abstentions
Directors’ Remuneration Policy 92.5% 7.5% 5,247,011
Statement of voting on the Remuneration Report at the 2016 AGM
Number of
For Against abstentions
Annual Report on Remuneration 93.4% 6.6% 7,038,220
The primary reasons cited for the votes against and actions taken in response are as follows:
Reason Action taken by the Committee
Concern raised regarding the presence of Following the review of Remuneration Policy the current LTIP and Share Matching
the share matching plan Plan will be replaced with a single LTIP award.
Lack of five year deferral within the LTIP Following the review of the Remuneration Policy a two year holding period post

vesting on the LTIP has been introduced, increasing the deferral period to five
years which in turn will increase alignment of EDs’ remuneration to industry best
practice and shareholder interests.

EDs’ shareholding and share interests (Audited)
The interests of the directors in the ordinary shares of the group as at 31 July 2017 are set out below:

Shareholding o:l ::;l::; Outstanding share Outstanding share
requirement at owned awards not subjegt to awards subject.t.o : i
31 July outright? performance conditions® performance conditions* Outstanding options®
Name 2017 2017 2017 2016 2017 2016 2017 2016
Preben Prebensen 70,130 742,045 160,522 173,521 436,096 446,337 2,237 1,745
Jonathan Howell® 52,988 200,577 115,685 125,752 324,426 339,234 - -
Elizabeth Lee 21,478 40,378 41,893 35,946 167,570 156,622 2,321 1,745

Based on the closing mid-market share price of 1,540p on 31 July 2017.

This includes shares owned outright by closely associated persons.

This includes DSA and SMP Invested Shares.

This includes LTIP awards and Matched SMP Shares.

This comprises SAYE options.

At 31 July and 16 September 2017, Jonathan Howell held 500,000 of the company’s subordinated loan notes due 2027.

OO~ N =

No EDs held shares that were vested but unexercised at 31 July 2017. There were no changes in notifiable interests between
1 August 2017 and 16 September 2017, other than the purchase of shares by Preben Prebensen within the SIP which increased
his shareholdings to 742,065 shares.



Details of EDs’ share exercises during the year (Audited)

Close Brothers Group plc Annual Report 2017 93

Dividends

Held at Market price Market price Total value paid on

1 August on award on calling on calling' vested shares

Name Award type 2016 Called! Lapsed p P £ £
Preben Prebensen 2013 DSA 14,297 14,297 - 1,168.2 1,378.0 197,007 23,685
2014 DSA 11,964 5,981 - 14294 1,378.0 82,416 6,852

2015 DSA 33,213 22,856 - 14934 1,378.0 314,947 13,358

2013 LTIP 81,322 55,186 26,136 1,168.2 1,378.0 760,441 91,425

2013 SMP —Invested 42,801 42,801 - 1,168.2 1,378.0 589,781 70,907

2013 SMP —Matched 85,602 58,090 27,512 1,168.2  1,3780 800,457 96,236

Stephen Hodges 2013 DSA 24,876 24,876 - 1,168.2 1,392.6 346,423 50,664
2014 DSA 10,775 5,386 - 14294 13926 75,005 8,217

2015 DSA 31,338 20,758 - 14934 183926 289,076 20,020

2013 LTIP 66,085 44,846 21,239 1,168.2  1,3926 624,525 91,336

2013 SMP —Invested 38,521 38,521 - 1,168.2 1,392.6 536,443 78,454

2013 SMP —Matched 77,042 52,281 24,761 1,168.2 1,392.6 728,065 106,479

Jonathan Howell 2013 DSA 9,723 9,723 - 1,168.2 1,378.0 133,979 16,108
2014 DSA 6,997 3,498 - 14294 1,378.0 48,201 4,007

2015 DSA 22,433 16,406 - 14934 1,378.0 226,068 9,588

2013 LTIP 63,346 42,987 20,359 1,168.2 1,378.0 592,344 71,215

2013 SMP —Invested 32,529 32,529 - 11682 13780 448,237 53,890

2013 SMP —Matched 65,058 44149 20,909 1,168.2  1,378.0 608,356 73,140

Elizabeth Lee 2013 LTIP 29,961 20,332 9,629 1,168.2 1,3744 279,445 33,683
2013 SMP — Invested 8,561 8,561 - 1,168.2 1,3744 117,663 14,183

20183 SMP —Matched 17,122 11,619 5,503 1,168.2 1,374.4 159,693 19,249

1 These are the actual number of shares and values realised on calling and may not sum due to rounding.

Notes to the details of directors’ share exercises during the year
The DSA is a mandatory deferral of a portion of the annual bonus.

The DSA, LTIP and SMP consist of the right for EDs to call for shares in the company from the employee benefit trust or Treasury
Shares, at nil cost, together with a cash amount representing accrued notional dividends thereon. The DSA, LTIP and SMP

awards may be forfeited if the ED leaves employment in certain circumstances preceding the vesting date. They may be called for

at any time up to 12 months from the date of vesting. The value of the awards is charged to the group’s income statement in the
year to which the award relates for the DSA and Invested SMP Shares, and spread over the vesting period for the LTIP and
Matched SMP Share awards.

The LTIP awards are held under the 2009 LTIP and are subject to the performance criteria described in the Remuneration Policy
on page 89. The Matched SMP Shares are subject to the same performance criteria.

Details of EDs’ option exercises during the year (Audited)

Held at Market price Gain on

1 August Exercise price on exercise calling

Name Award type 2015 Exercised Lapsed P P £
Preben Prebensen 2013 SAYE 966 966 - 931.0 1,440.0 4917
Stephen Hodges - - - - - - -
Jonathan Howell — - - — - - -
Elizabeth Lee 2013 SAYE 966 966 - 931.0  1,435.0 4,869
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Single total figure of Remuneration for non-executive directors (Audited)

Fees' Benefits? Fees' Benefits?
2017 2016

Name £°000 £°000 £000 £000
Oliver Corbett 100 - 100 -
Geoffrey Howe 95 - 95 -
Lesley Jones 100 2 100 3
Bridget Macaskill 100 13 100 7
Strone Macpherson? 165 - 220 -
Mike Biggs* 86 1 — —

Non-executive director fees were increased with effect from 1 August 2015.

N —

tax rate as the company pays the NEDs’ tax.
3 Strone Macpherson retired on 30 April 2017.
4 Mike Biggs was appointed a director on 14 March 2017 and chairman from 1 May 2017.

Notes to the single total figure of remuneration for non-executive directors

The fees payable to non-executive directors for the 2017 and 2018 financial years are as follows:

Benefits include travel related expenses in respect of attendance at board meetings which are taxable. Amounts disclosed have been grossed up using the appropriate

Role 2018 2017
Chairman' £300,000 £220,000
Non-executive director £67,000 £65,000
Supplements
Senior independent director £20,000 £15,000
Chairman of Audit Committee £30,000 £25,000
Chairman of Remuneration Committee £30,000 £25,000
Chairman of Risk Committee £30,000 £25,000
Committee membership? £5,000 £5,000
1 The chairman receives no other fees for chairmanship or membership of board committees.
2 No fees are payable to the chairman, or for membership, of the Nomination and Governance Committee.
Non-executive directors’ share interests (Audited)
The interests of the directors in the ordinary shares of the company are set out below:
Shares held Shares held
beneficially at beneficially at
31 July 31 July
Name 2017" 20162
Oliver Corbett - -
Geoffrey Howe 5,000 5,000
Lesley Jones - -
Bridget Macaskill 2,500 2,500
Strone Macpherson 13,300 13,300
Mike Biggs - _

1 Or date of retirement, if earlier.
2 Or date of appointment, if later.

There were no changes in notifiable interests between 1 August 2017 and 16 September 2017.



Advice

During the year under review and up to the date of this report,
the Committee consulted and took advice from the following
advisers and executives:

e PwG;

e Chairman of the board;

e Group chief executive;

e Group head of HR;

¢ Head of reward and HR operations;

e Group chief risk officer; and

e Company secretary.

Where the Committee seeks advice from employees this never
relates to their own remuneration.
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PwC provided consultancy services to the group during the
financial year and were originally engaged to advise on
remuneration in 2008. PwC are a member of, and adhere to,
the Remuneration Consultants Group Voluntary Code of
Conduct. PwC were paid £284,016 in fees for remuneration
services related to the 2017 financial year. The Committee has
satisfied themselves that the advice received from all parties
named above was objective and independent.

This report was approved by the board of directors on
26 September 2017 and signed on its behalf by:

Bridget Macaskill
Chairman of the Remuneration Committee
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INndependent Auditor's Report to the Memiers of

Close Brothers Group plc

Report on the Audit of the Financial Statements

Opinion

In our opinion:

¢ the financial statements give a true and fair view of the state of
the group’s and of the parent company’s affairs as at 31 July
2017 and of the group’s profit for the year then ended;

¢ the group financial statements have been properly prepared in
accordance with International Financial Reporting Standards
(IFRSs”) as adopted by the European Union;

e the parent company financial statements have been properly
prepared in accordance with United Kingdom Generally
Accepted Accounting Practice including Financial Reporting
Standard 102 “The Financial Reporting Standard applicable in
the UK and Republic of Ireland”; and

¢ the financial statements have been prepared in accordance
with the requirements of the Companies Act 2006 and, as
regards the group financial statements, Article 4 of the
International Accounting Standards (“IAS”) Regulation.

We have audited the financial statements of Close Brothers Group
plc (the ‘parent company’) and its subsidiaries (the ‘group’) which
comprise:

e the Consolidated Income Statement;

¢ the Consolidated Statement of Comprehensive Income;

¢ the Consolidated Balance Sheet;

¢ the Consolidated Statement of Changes in Equity;

e the Consolidated Cash Flow Statement;

¢ the Company Balance Shest;

¢ the Company Statement of Changes in Equity; and

e the related notes 1 to 29.

The financial reporting framework that has been applied in the
preparation of the group financial statements is applicable law and
IFRSs as adopted by the European Union. The financial reporting
framework that has been applied in the preparation of the parent
company financial statements is applicable law and United
Kingdom Accounting Standards including Financial Reporting
Standard 102 “The Financial Reporting Standard applicable in the
UK and Republic of Ireland” (United Kingdom Generally Accepted
Accounting Practice).

Basis for opinion

We conducted our audit in accordance with International
Standards on Auditing (UK) (ISAs (UK)) and applicable law. Our
responsibilities under those standards are further described in the
auditor’s responsibilities for the audit of the financial statements
section of our report.

We are independent of the group and the parent company in
accordance with the ethical requirements that are relevant to our
audit of the financial statements in the UK, including the FRC’s
Ethical Standard as applied to listed public interest entities, and we
have fulfilled our other ethical responsibilities in accordance with
these requirements. We confirm that the non-audit services
prohibited by the FRC'’s Ethical Standard were not provided to the
group or the parent company.

We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our opinion.

Summary of our audit approach

Key audit matters

The key audit matters that we identified in the current year were:
e | oan impairment provisions; and

® Revenue recognition.

Materiality

The materiality that we used in the current year was £12.9 million,
which was determined on the basis of 5% of operating profit
before tax.

Scoping

Each of the four components of the group, Banking (comprising
Retail Finance, Commercial Finance and Property), Asset
Management, Securities and the Group central functions, were
subject to a full scope audit.

Significant changes in our approach
There have been no significant changes in our approach,
reflecting the stability in the business year-on-year.

Conclusions relating to principal risks, going concern and
viability statement

We have reviewed the directors’ statement regarding the
appropriateness of the going concern basis of accounting
contained within note 1 to the financial statements and the
directors’ statement on the longer-term viability of the group
contained within the strategic report on pages 52 and 53.

We are required to state whether we have anything material to add

or draw attention to in relation to:

e the disclosures on pages 16 to 19 that describe the principal
risks and explain how they are being managed or mitigated;

e the directors’ confirmation on pages 53 and 59 that they have
carried out a robust assessment of the principal risks facing the
group, including those that would threaten its business model,
future performance, solvency or liquidity;

e the directors’ statement in note 1 to the financial statements
about whether they considered it appropriate to adopt the
going concern basis of accounting in preparing them and their
identification of any material uncertainties to the group and the
parent company’s ability to continue to do so over a period of at
least twelve months from the date of approval of the financial
statements;

¢ the directors’ explanation on page 52 as to how they have
assessed the prospects of the group, over what period they
have done so and why they consider that period to be
appropriate, and their statement as to whether they have a
reasonable expectation that the group will be able to continue in
operation and meet its liabilities as they fall due over the period
of their assessment, including any related disclosures drawing
attention to any necessary qualifications or assumptions; or

¢ whether the directors’ statements relating to going concerm and
the prospects of the company required in accordance with
Listing Rule 9.8.6R(3) are materially inconsistent with our
knowledge obtained in the audit.

We confirm that we have nothing material to add or draw attention
to in respect of these matters.

We agreed with the directors’ adoption of the going concern basis
of accounting and we did not identify any such material
uncertainties. However, because not all future events or conditions
can be predicted, this statement is not a guarantee as to the
group’s ability to continue as a going concern.

Key audit matters

Key audit matters, which are similar to the matters as identified
in the prior year, are those matters that, in our professional
judgement, were of most significance in our audit of the
financial statements of the current period and include the most
significant assessed risks of material misstatement (whether



due to fraud or error) that we identified. These matters included
those which had the greatest effect on: the overall audit
strategy, the allocation of resources in the audit and directing
the efforts of the engagement team.

These matters were addressed in the context of our audit of the
financial statements as a whole, and in forming our opinion
thereon, and we do not provide a separate opinion on these
matters.
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The principal change to the key audit matters that were identified in
the prior year is that we do not consider the impairment of goodwill
to be a key audit matter in the current year. In the prior year, we
particularly focused on the Securities and Asset Management
divisions given their relative performance. In the current year, the
performance of each division has been strong and the group’s
impairment tests demonstrate that there is significant headroom in
each of the group’s cash generating units which is insensitive to
reasonably possible changes in assumptions.

Key audit matter

How the scope of our audit responded to the key audit matter
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Key observations

Loan impairment provisions

As detailed in note 2, critical accounting estimates
and judgements on page 114 and the key
accounting judgements section of the Audit
Committee Report on pages 64 and 65, loan
impairment provisions in the Commercial Finance,
Retail Finance and Property Finance divisions
reflect estimates of the amount and timing of
future recoveries which require an assessment of
matters such as future economic conditions and
the value of collateral. Estimates, by their nature,
give rise to a higher risk of material misstatement
due to error or fraud. Loan impairment provisions
of £52.4 million represented approximately 0.76%
of loans and advances to customers. The income
statement charge for the year was £40.2 million.

Our procedures included understanding
and testing the controls in respect of the
group’s loan impairment process such as
the timely recognition of impairment
provisions, the completeness and accuracy
of reports used in the loan impairment
process and management review
processes over the calculation of collective
and specific provisions.

We tested the inputs used in collective
impairment models and considered whether
those inputs reflected default and recovery
experience across each of the divisions’
portfolios appropriately adjusted to reflect
current experience and economic
conditions where relevant.

We audited a sample of specific provisions
against individually significant impaired loans
including challenging collateral values and
discount rates assumed in the provisions
and, where relevant, with the assistance of
our property valuation specialists.

We determined that the
provisioning methodologies
used and the assumptions
management have made are
appropriate and the loan
impairment provision at year
end is reasonable.

Revenue recognition

Interest income and fee and commission income

is detailed in note 2, critical accounting estimates

and judgements on page 114 and is included in

the key accounting judgements section of the

Audit Committee Report on pages 64 and 65.

The group’s revenue recognition policy is detailed

in note 1, significant accounting policies on pages

110and 111.

¢ Interest income
Interest income on loans and advances made
by the group is recognised using the effective
interest rate method and any fees and direct
transaction costs that form an integral part of
the yield are included in the effective interest
rate. The identification of applicable fees and
direct costs to be included in the effective
interest rate can be judgemental and therefore
there is a higher risk of material misstatement
due to error or fraud. The group’s net interest
income was £461.6 million.

® Fee and commission income
This primarily arises in the Banking and Asset
Management divisions. The group’s fee and
commission income was £206.5 million.

The timing of recognition of fees can be
judgemental as fees may be recognised
immediately or over a period depending on the
nature of the service provided and determining
accrued fees can involve the use of estimates.

Interest income

We audited the effective interest rate
models by testing controls, challenging the
assumptions used to estimate the effective
interest rates used in determining interest
income and re-performing a sample of
effective interest rate calculations. This
included using our computer audit
specialists to test the extraction of data
used in the calculations. We audited a
sample of lending arrangements by
agreeing them to loan agreements and
cash receipts and we assessed whether
the appropriate fees and costs had been
reflected in the effective interest rate.

Fee and commission income

We obtained a sample of Asset
Management client agreements and
checked that accrued fees had been
calculated in accordance with the
agreements, recognised appropriately and
challenged related estimates.

We tested controls over revenue recognition
in the Commercial Finance and Retall
Finance divisions. We audited a sample of
lending fees receivable in the Commercial
Finance, Retall Finance and Property Finance
divisions by agreeing them to loan
agreements and cash receipts; and we
assessed the accounting treatment and
timing of recognition of the fee.

We determined that the
income recognition policy

for each fee income stream
tested is appropriate and was
correctly applied.

We determined that the effective
interest rate models used and the
assumptions management have
made are appropriate and that
interest income is not materially
misstated at year end.
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INndependent Auditor's Report to the Memiers of

Close Brothers Group plc

Our application of materiality

We define materiality as the magnitude of misstatement in the
financial statements that makes it probable that the economic
decisions of a reasonably knowledgeable person would be
changed or influenced. We use materiality both in planning
the scope of our audit work and in evaluating the results of
our work.

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

Group materiality
£12,900,000 (2016: £11,000,000)

Basis for determining materiality

5% of operating profit before tax (2016: 5% of operating profit
before tax). Materiality has increased in line with increases in
the group’s profits.

Rationale for the benchmark applied

Operating profit before tax was used as the basis for
determining materiality as we believe it is the key metric used
by members of the company in assessing financial
performance. We agreed with the Audit Committee that we
would report to the Committee all audit differences in excess of
£258,000 (2016: £220,000), as well as differences below that
threshold that, in our view, warranted reporting on qualitative
grounds. We also report to the Audit Committee on disclosure
matters that we identified when assessing the overall
presentation of the financial statements.

An overview of the scope of our audit

Our group audit scope focused on each of the divisions of the
group, all of which comprise subsidiaries which are subject to
full scope audits for the year ended 31 July 2017. Our audits of
each subsidiary were planned using levels of materiality
appropriate for each subsidiary on a standalone basis, up to a
maximum of £11.6 million (2016: £9.9 million). Together with
the group’s and the banking central functions, which were
also subject to a full scope audit, our audit scope covered

the entire group.

The group audit team works closely with the divisional and
subsidiary audit teams throughout the audit and the Senior
Statutory Auditor met with divisional senior management
during the year.

Other information

The directors are responsible for the other information. The
other information comprises the information included in the
annual report, other than the financial statements and our
auditor’s report thereon. Our opinion on the financial
statements does not cover the other information and, except to
the extent otherwise explicitly stated in our auditor’s report, we
do not express any form of assurance conclusion thereon.

In connection with our audit of the financial statements, our
responsibility is to read the other information and, in doing so,
consider whether the other information is materially inconsistent
with the financial statements or our knowledge obtained in the
audit or otherwise appears to be materially misstated.

If we identify such material inconsistencies or apparent material
misstatements, we are required to determine whether there is a
material misstatement in the financial statements or a material
misstatement of other information. If, based on the work we
have performed, we conclude that there is a material
misstatement of this other information, we are required to
report that fact.

In this context, matters that we are specifically required to
report to you as uncorrected material misstatements of the
other information include where we conclude that:

e the statement given by the directors that they consider the
annual report and financial statements taken as a whole is
fair, balanced and understandable and provides the
information necessary for shareholders to assess the group’s
performance, business model and strategy, is materially
inconsistent with our knowledge obtained in the audit; or

e the section describing the work of the audit committee does

not appropriately address matters communicated by us to

the audit committee; or

the parts of the directors’ statement required under the

Listing Rules relating to the company’s compliance with the

UK Corporate Governance Code containing provisions

specified for review by the auditor in accordance with Listing

Rule 9.8.10R(2) do not properly disclose a departure from a

relevant provision of the UK Corporate Governance Code.

We have nothing to report in respect of these matters.

Responsibilities of directors

As explained more fully in the directors’ responsibilities
statement, the directors are responsible for the preparation of
the financial statements and for being satisfied that they give a
true and fair view, and for such internal control as the directors
determine is necessary to enable the preparation of financial
statements that are free from material misstatement, whether
due to fraud or error.

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

Auditor’s responsibilities for the audit of the financial
statements

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

on the basis of these financial statements.

A further description of our responsibilities for the audit of the
financial statements is located on the Financial Reporting
Council’s website at: www.frc.org.uk/auditorsresponsibilities.
This description forms part of our auditor’s report.



Use of our report

This report is made solely to the company’s members, as a
body, in accordance with Chapter 3 of Part 16 of the
Companies Act 2006. Our audit work has been undertaken so
that we might state to the company’s members those matters
we are required to state to them in an auditor’s report and for
no other purpose. To the fullest extent permitted by law, we do
not accept or assume responsibility to anyone other than the
company and the company’s members as a body, for our audit
work, for this report, or for the opinions we have formed.

Report on Other Legal and Regulatory Requirements
Opinions on other matters prescribed by the Companies
Act 2006

In our opinion the part of the Directors’ Remuneration Report
to be audited has been properly prepared in accordance with
the Companies Act 2006.

In our opinion, based on the work undertaken in the course of

the audit:

e the information given in the Strategic Report and the
Directors’ Report for the financial year for which the financial
statements are prepared is consistent with the financial
statements; and

e the strategic report and the directors’ report have been
prepared in accordance with applicable legal requirements.

In the light of the knowledge and understanding of the group
and of the parent company and their environment obtained in
the course of the audit, we have not identified any material
misstatements in the Strategic Report or the Directors’ Report.

Matters on which we are required to report by exception

Adequacy of explanations received and accounting records

Under the Companies Act 2006 we are required to report to

you if, in our opinion:

¢ we have not received all the information and explanations we
require for our audit; or

* adequate accounting records have not been kept by the
parent company, or returns adequate for our audit have not
been received from branches not visited by us; or

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

We have nothing to report in respect of these matters.
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Directors’ remuneration

Under the Companies Act 2006 we are also required to report
if in our opinion certain disclosures of directors’ remuneration
have not been made or the part of the Directors’ Remuneration
Report to be audited is not in agreement with the accounting
records and returns.

We have nothing to report arising from these matters.
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Other matters

Auditor tenure

Following the recommendation of the audit committee, we
were appointed at the Annual General Meeting on 6 November
1984 to audit the financial statements for the year ended

31 July 1985 and subsequent financial periods. The period of
total uninterrupted engagement including previous renewals
and reappointments of the firm is 33 years, covering the years
ended 31 July 1985 to 31 July 2017.

Consistency of the audit report with the additional report to
the audit committee

Our audit opinion is consistent with the additional report to the
audit committee we are required to provide in accordance with
ISAs (UK).

Robert Topley (Senior statutory auditor)
For and on behalf of Deloitte LLP

Statutory Auditor

London, United Kingdom

26 September 2017
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Consolidated Income Statement
for the year ended 31 July 2017

2017 2016
Note £ million £ million
Interest income 4 578.9 550.1
Interest expense 4 (117.3) (127.5)
Net interest income 461.6 422.6
Fee and commission income 4 206.5 189.2
Fee and commission expense 4 (29.0) (28.5)
Gains less losses arising from dealing in securities 94.2 67.9
Other income 57.3 55.8
Depreciation of operating lease assets 15 (25.0) (19.6)
Non-interest income 304.0 264.8
Operating income 765.6 687.4
Administrative expenses 4  (460.6) 415.9)
Impairment losses on loans and advances 10 (40.2) (37.9)
Total operating expenses before amortisation of intangible assets on acquisition (500.8) (453.8)
Operating profit before amortisation of intangible assets on acquisition 264.8 233.6
Amortisation of intangible assets on acquisition 14 (6.2) (6.1)
Operating profit before tax 258.6 228.5
Tax 6 (67.7) 42.2)
Profit after tax 190.9 186.3
Profit attributable to non-controlling interests (0.3) 0.2)
Profit attributable to shareholders 191.2 186.5
Basic earnings per share 7 128.3p 125.7p
Diluted earnings per share 7 127.5p 124.3p
Interim dividend per share paid 8 20.0p 19.0p
Final dividend per share 8 40.0p 38.0p
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Consolidated Statement of Comprenensive Income
for the year ended 31 July 2017

2017 2016

£ million £ million =
Profit after tax 1909  186.3 =
o
Other comprehensive income/(expense) that may be reclassified to income statement =
Currency translation gains 0.4 3.2 %
Gains/(losses) on cash flow hedging 4.7 6.1) T
Gains on financial instruments classified as available for sale: <BD
Sovereign and central bank debt 0.7 - =3
Equity shares - 02 ¥
Contingent consideration 0.3 —
Available for sale investment gains transferred to income statement on disposal - 4.2
Tax relating to items that may be reclassified (2.3) 0.9
3.8 (6.0)
Other comprehensive income/(expense) that will not be reclassified to income statement
Defined benefit pension scheme gains/(losses) 2.7 (1.9)
Tax relating to items that will not be reclassified (0.5) 0.3
2.2 (1.6)
Other comprehensive income/(expense), net of tax 6.0 (7.6)
Total comprehensive income 196.9 178.7
Attributable to
Non-controlling interests (0.3) 0.2
Shareholders 197.2 178.9

196.9 178.7
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Consolidated Balance Sheet

at 31 July 2017

2017 2016
Note £ million £ million

Assets

Cash and balances at central banks 805.1 847.4

Settlement balances 546.7 4781

Loans and advances to banks

Loans and advances to customers

Debt securities

Equity shares

Loans to money brokers against stock advanced
Derivative financial instruments

Intangible assets

Property, plant and equipment

Deferred tax assets

Prepayments, accrued income and other assets

9 99.8 1215
10 6,884.7 64316
11 2401 221.3
12 32.7 28.2

48.6 524
13 27.0 44.7
14 191.7 147.9
15 202.7 185.8

6 47.4 55.2
16 158.7 1341

Total assets

9,285.2 8,748.2

Liabilities

Settlement balances and short positions
Deposits by banks

Deposits by customers

Loans and overdrafts from banks

Debt securities in issue

Loans from money brokers against stock advanced
Derivative financial instruments

Current tax liabilities

Accruals, deferred income and other liabilities
Subordinated loan capital

17 552.6 475.6
18 72.0 711
18 5,131 48946
18 330.9 46911
18 1,489.6 14228

4.3 30.0
13 1.5 16.3
21.4 20.0

16 2331 2054
19 220.7 46.4

Total liabilities

8,049.2 7,651.3

Equity

Called up share capital
Share premium account
Retained earnings
Other reserves

20 38.0 37.7

307.8 2840
906.6 7975
(15.9)  (221)

Total shareholders’ equity

1,236.5 1,0971

Non-controlling interests

(0.5) 0.2)

Total equity

1,236.0 1,096.9

Total liabilities and equity

9,285.2 8,748.2

Approved and authorised for issue by the Board of Directors on 26 September 2017 and signed on its behalf by:

Michael N. Biggs P. Prebensen
Chairman Chief Executive

Registered number: 520241
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Consolidated Statement of Changes in Equity
for the year ended 31 July 2017
Other reserves n
Available Share- Total >
Share for sale based Exchange Cash flow attributable Non- Q
Called up premium Retained movements payments movements hedging to equity cqntrolling To'gal g
share capital account earnings reserve reserve reserve reserve holders interests equity =
£ million £ million £ million £ million £ million £ million £ million £ million £ million £ million (=R
At 1 August 2015 37.7 284.0 694.4 3.3 4.5) 2.8) (2.3) 1,009.8 01 1,009.9 %
Profit for the year - - 1865 - - - - 1865 02 1863 [&
Other comprehensive w
(expense)/income - - (1.6) 3.3 - 17 4.4 (7.6) - (76) [
Total comprehensive
income/(expense)
for the year - - 184.9 (3.9 - 1.7 4.4 178.9 0.2 178.7
Exercise of options - - - - - - - - - -
Dividends paid - - (80.3) - - - - (80.3) - (80.9)
Shares purchased - - - - (24.4) - - (24.4) - (24.4)
Shares issued - - - - - - - - - -
Shares released - - - - 12.8 - - 12.8 - 12.8
Other movements - - (2.5) - 1.8 - - 0.7) ©.9) (0.8)
Income tax — — 1.0 - - — - 1.0 - 1.0
At 31 July 2016 37.7 284.0 797.5 - (14.3) (1.1) 6.7) 1,09741 0.2) 1,096.9
Profit for the year - - 191.2 - - - - 191.2 (0.9 190.9
Other comprehensive
income/(expense) - - 2.2 0.7 - 0.4) 3.5 6.0 - 6.0
Total comprehensive
income/(expense)
for the year - - 193.4 0.7 - 0.4 3.5 197.2 (0.9 196.9
Exercise of options - 01 - - - — - 0.1 - 01
Dividends paid - - (85.6) - - - - (85.6) - (85.6)
Shares purchased - - - - (12.7) - - (12.7) - (12.7)
Shares issued 0.3 28.7 - - - - - 24.0 - 24.0
Shares released - - - - 15.8 - - 15.8 - 15.8
Other movements - - 0.2 - 0.7) - - 0.5) - (0.5)
Income tax - - 1.1 - - - - 1.1 - 1.1
At 31 July 2017 38.0 307.8 906.6 0.7 (11.9) (1.5) (3.2) 1,236.5 (0.5) 1,236.0
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Consolidated Cash Flow Statement
for the year ended 31 July 2017

2017 2016
Note £ million £ million
Net cash inflow/(outflow) from operating activities 26(@) 120.0 (18.8)
Net cash (outflow)/inflow from investing activities
Purchase of:
Property, plant and equipment (7.1) )
Intangible assets — software (33.1) (21.7)
Subsidiaries and non-controlling interest 26(b) (6.3) (3.6)
Sale of:
Property, plant and equipment - 01
Equity shares held for investment 1.3 7.6
Subsidiary 26(c) (0.3) 2.3
(45.5) (28.9)
Net cash inflow/(outflow) before financing activities 74.5 @r.7)
Financing activities
Purchase of own shares for employee share award schemes (12.7) (24.4)
Equity dividends paid (85.6) (80.3)
Interest paid on subordinated loan capital and debt financing (13.6) (28.0)
Redemption of group bond (200.0) -
Issuance of subordinated loan capital, net of transaction costs 173.7 —
Net decrease in cash (63.7) (180.4)
Cash and cash equivalents at beginning of year 923.3 1,103.7

Cash and cash equivalents at end of year 26() 859.6 923.3
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Company Balance Sheet
at 31 July 2017

2017 2016

Note  £million £ milion %"
Fixed assets =
Intangible assets 14 - - 8.
Property, plant and equipment 15 - - o
Investments in subsidiaries 29 287.0 287.0 &
—
]
287.0 287.0 g
=}
Current assets @
Amounts owed by subsidiaries 520.9 559.8
Corporation tax receivable 5.4 6.3
Deferred tax assets 6 2.6 3.5
Other debtors 5.3 2.6
Other investments 0.5 1.7
Cash at bank 0.2 0.2
534.9 5741
Creditors: amounts falling due within one year
Debt securities in issue 18 - 205.9
Provisions 16 21 2.9
Other creditors 0.7 1.0
Accruals 8.8 8.3
11.6 2181
Net current assets 523.3 356.0
Total assets less current liabilities 810.3 643.0
Creditors: amounts falling due after more than one year
Subordinated loan capital 173.8 -
Provisions 16 4.0 41
Net assets 632.5 638.9
Capital and reserves
Share capital 20 38.0 377
Share premium account 20 307.8 284.0
Profit and loss account 20 298.6 3314
Other reserves (11.9) (14.2)
Shareholders’ funds 632.5 638.9

The Company reported a profit for the financial year ended 31 July 2017 of £50.7 million (2016: £106.2 million).
Approved and authorised for issue by the Board of Directors on 26 September 2017 and signed on its behalf by:

Michael N. Biggs P. Prebensen
Chairman Chief Executive
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Company Statement of Changes in Equity

for the year ended 31 July 2017

Other reserves

Share Profit Sthasfc; Exchange
Share premium and loss payments movements Shareholders’
capital account account reserve reserve funds
£ million £ million £ million £ million £ million £ million
At 1 August 2015 377 284.0 309.8 4.5) 3.1 630.1
Profit for the year - - 106.2 - - 106.2
Other comprehensive expense - - (1.6) - (3.0) 4.6)
Total comprehensive income/(expense) for the year - - 104.6 - 3.0 101.6
Exercise of options - - - - - -
Dividends paid - - (80.3) - - (80.3)
Shares purchased - - - (24.4) - (24.4)
Shares issued - - - - - -
Shares released - - - 12.8 - 12.8
Other movements - - 2.7) 1.8 - 0.9
At 31 July 2016 37.7 284.0 331.4 (14.3) 0.1 638.9
Profit for the year - - 50.7 - - 50.7
Other comprehensive income/(expense) - - 2.2 - 0. 21
Total comprehensive income/(expense) for the year - - 529 - 01 52.8
Exercise of options - 0.1 - - - 0.1
Dividends paid - - (85.6) - - (85.6)
Shares purchased - - - (12.7) - (12.7)
Shares issued 0.3 23.7 - - - 24.0
Shares released - - - 15.8 - 15.8
Other movements — - 0.1) 0.7) — 0.8)
At 31 July 2017 38.0 307.8 298.6 (11.9) - 6325




The Notes

1. Significant accounting policies

(@) Reporting entity

Close Brothers Group plc (“the company”), a public limited
company incorporated and domiciled in the UK, together with
its subsidiaries (collectively, “the group”), operates through five
(2016: three) operating segments: Commercial Finance, Retail
Finance, Property Finance (previously all Banking), Securities
and Asset Management, and is primarily located within the UK.

The company financial statements (“the company accounts”)
have been prepared in compliance with United Kingdom
Accounting Standards, including Financial Reporting Standard
102 “The Financial Reporting Standard applicable in the United
Kingdom and the Republic of Ireland” (“FRS 102”) and the
Companies Act 2006, under the provision of the Large and
Medium-sized Companies and Groups (Accounts and Reports)
Regulations 2008 (S| 2008/410).

As permitted by FRS 102, the company has chosen to adopt
IAS 39 Financial Instruments where applicable and taken
advantage of the disclosure exemptions available under that
standard in relation to the presentation of a cash flow statement,
share-based payments and related party transactions. Where
required, equivalent disclosures are given in the consolidated
financial statements of the group. The company has also taken
advantage of the exemption in Section 408 of the Companies
Act 2006 not to present its company income statement and
related notes.

(b) Compliance with International Financial Reporting
Standards

The consolidated financial statements (“the consolidated
accounts”) have been prepared and approved by the directors in
accordance with all relevant IFRSs as issued by the International
Accounting Standards Board and interpretations issued by the
IFRS Interpretations Committee endorsed by the EU.

Standards adopted during the year

There were no new standards adopted during the year ended
31 July 2017. The accounting policies adopted are consistent
with those of the previous financial year.

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

IFRS 9 Financial Instruments

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

The group does not intend to restate comparatives on initial
application of IFRS 9. Instead the classification and
measurement and impairment requirements will be applied
retrospectively by adjusting the opening balance sheet on

1 August 2018. Transitional disclosures will be provided in
accordance with IFRS 7 Financial Instruments: Disclosures.

Impairment

Currently under IAS 39, a provision is only recognised when a
loss event has been incurred. When this is separately identified,
an individual provision is recognised. Where this is not the
case, a collective provision is recognised based on past
experience of losses that have been incurred at the balance
sheet date.
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IFRS 9 replaces the incurred loss impairment approach with
an Expected Credit Loss (“ECL’) model. This will result in
impairment provisions which are recognised earlier as it is no
longer necessary for a loss event to be incurred before a
provision is recognised.

Under IFRS 9, expected credit losses are the unbiased
probability weighted average credit losses determined by
evaluating a range of possible outcomes and future economic
conditions. The ECL model has three stages:
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Stage 1: when a significant increase in credit risk since initial
recognition has not occurred, 12 month expected credit losses
are recognised meaning a provision will be recognised for all
stage 1 financial assets. This requirement does not exist under
IAS 39 and therefore is likely to result in an increased provision.

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

Stage 3: when objective evidence exists that an asset is
credit-impaired, lifetime expected credit losses are recognised.
This is broadly consistent with the incurred loss approach in
IAS 39.

IFRS 9 impairment models

The group has developed new initial models to meet the
requirements of IFRS 9. The group’s IFRS 9 models will use
three key input parameters for the calculation of expected
credit loss, being probability of default (“PD”), loss given default
and exposure at default. Discounting will be performed using
the effective interest rate at the balance sheet reporting date.

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

A financial asset will only be considered credit impaired if there
is objective evidence of impairment. This will include financial
assets that are defaulted or 90 days past due.

IFRS 9 requires the incorporation of forward looking macro-
economic information that is reasonable and supportable. The
group is developing the capability to model a number of
economic scenarios to ensure the overall ECL represents a
range of economic outcomes.

Impact of IFRS 9 impairment on the group

The group continues to assess the impact of IFRS 9 and refine
ECL methodologies and models. At this stage it is not yet
possible to provide a reliable estimate of the quantitative impact
of adopting IFRS 9. The group will disclose financial impact
estimates when it is reliably able to do so, which will be no later
than the 2018 financial statements. The extent of any increase
in provisions will depend upon a number of factors including
the portfolio mix and macro-economic conditions at the date
of implementation.



Close Brothers Group plc Annual Report 2017

The Notes

1. Significant accounting policies continued

The ongoing impact of IFRS 9 on the financial results will be
driven by the transfer of assets between stages, as well as
changing macro-economic assumptions. This may result in
impairment charges being more volatile when compared to
the current IAS 39 impairment model.

Due to the reduction in reserves at the implementation date,
IFRS 9 is likely to have an impact on the group’s regulatory
capital position and ratios. The group continues to monitor
guidance issued by the Basel Committee on Banking
Supervision which proposes arrangements which spread
the transitional impact of IFRS 9 over time.

Classification and measurement

Under IFRS 9, financial assets will be classified on the basis of
the business model within which they are managed and their
contractual cash flow characteristics. These factors determine
whether the financial assets are measured at amortised cost,
fair value through other comprehensive income or fair value
through profit or loss. The accounting for financial liabilities is
largely unchanged.

The group has performed a transition assessment to determine
the potential impact of changes to classification and
measurement of financial assets. Based on this analysis it is
expected that the adoption of IFRS 9 is unlikely to result in
material changes to the existing measurement of financial
assets. The group will continue to monitor the final impact as
this will be dependent on the business models and contractual
cash flow characteristics that exist at the transition date.

Hedge accounting

IFRS 9 contains revised requirements which aim to simplify
hedge accounting. The standard does not yet address macro
hedge accounting strategies, which are being considered in a
separate project. Until such time as that project is complete,
IFRS 9 includes an accounting policy choice to remain with IAS
39 hedge accounting. During this time the group expects to
continue applying IAS 39, although it will implement the
amended IFRS 7 hedge accounting disclosure requirements.

Implementation of IFRS 9

The group has a full-time implementation team and a jointly
accountable finance and risk steering committee which reports
into the Audit Committee.

The build and testing phase of impairment models, processes,
controls and governance is progressing well. Initial models
have been developed for all material portfolios. A 12-month
parallel run has commenced to gain a better understanding of
the potential effect of the new standard, to validate IFRS 9 ECL
models and embed the governance framework.

IFRS 15 Revenue from Contracts with Customers

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

IFRS 16 Leases

Effective for the group from 1 August 2019, the standard
replaces IAS 17 and introduces a new recognition model that
recognises all leases on a lessee’s balance sheet (subject to
certain exemptions). Lessor accounting is largely unchanged.
The standard is not anticipated to have a material impact on
the group.

(c) Basis of preparation

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

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

(d) Consolidation

Subsidiaries

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

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

(e) Foreign currency translation

For the company and those subsidiaries whose balance sheets
are denominated in sterling, which is the company’s functional
and presentation currency, monetary assets and liabilities
denominated in foreign currencies are translated into sterling at
the closing rates of exchange at the balance sheet date.
Foreign currency transactions are translated into sterling at the
average rates of exchange over the year and exchange differences
arising are taken to the consolidated income statement.

The balance sheets of subsidiaries denominated in foreign
currencies are translated into sterling at the closing rates. The
income statements for these subsidiaries are translated at the
average rates and exchange differences arising are taken to
equity. Such exchange differences are reclassified to the
consolidated income statement in the period in which the
subsidiary is disposed of.

(f) Revenue recognition

Interest income

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



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

Fees and commissions

Where fees that have not been included within the effective
interest rate method are earned on the execution of a
significant act, such as fees arising from negotiating or
arranging a transaction for a third party, they are recognised as
revenue when that act has been completed. Fees and
corresponding expenses in respect of other services are
recognised in the consolidated income statement as the right
to consideration or payment accrues through performance of
services. In particular, upfront commissions paid in respect of
managing, as opposed to originating, fund products are initially
included within “accruals and deferred income” and then
recognised as revenue as the services are provided. To the
extent that fees and commissions are recognised in advance
of billing they are included as accrued income or expense.

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

Gains less losses arising from dealing in securities

Net gains arising from both buying and selling securities and
from positions held in securities, including related interest
income and dividends.

(9) Exceptional items

ltems of income and expense that are material by size and/or
nature and are non-recurring are classified as exceptional items
on the face of the consolidated income statement. The
separate reporting of these items helps give an indication of the
group’s underlying performance.

(h) Financial assets and liabilities (excluding derivatives)
Classification

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

Management determines the classification of its financial
assets and liabilities at initial recognition.

Financial assets and liabilities held at fair value through
profit or loss

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

A financial asset or liability is classified as trading if acquired
principally for the purpose of selling in the short-term, which
for the group relates to Winterflood, or are derivatives (not in
qualifying hedge relationships).
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Financial assets and liabilities may be designated at fair value

through profit or loss when:

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

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

e the assets or liabilities include embedded derivatives and
such derivatives are required to be recognised separately.
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Financial assets and liabilities held at fair value through profit or
loss are subsequently carried at fair value, with gains and
losses arising from changes in fair value taken directly to the
consolidated income statement.

Loans and receivables

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

Available for sale

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

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

Derecognition

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

(i) Impairment of financial assets

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

or timing of future cash flows from the asset.
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Financial assets at amortised cost

If there is objective evidence that an impairment loss on a
financial asset or group of financial assets classified as loans
and receivables has been incurred, the group measures the
amount of the loss as the difference between the carrying
amount of the asset or group of assets and the present value
of estimated future cash flows from the asset or group of
assets discounted at the effective interest rate of the instrument
at initial recognition. Impairment losses are assessed individually
for financial assets that are individually significant and individually
or collectively for assets that are not individually significant. In
making collective assessment of impairment, financial assets are
grouped into portfolios on the basis of similar risk characteristics.

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

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

remain appropriate.

Financial assets carried at fair value

When a decline in the fair value of a financial asset classified as
available for sale has been recognised directly in equity and
there is objective evidence that the asset is impaired, the
cumulative loss is removed from equity and recognised in the
consolidated income statement. The loss is measured as the
difference between the amortised cost of the financial asset
and its current fair value. Impairment losses on available for
sale equity instruments are not reversed through the
consolidated income statement but those on available for sale
debt instruments are reversed if there is an increase in fair value
that is objectively related to a subsequent event.

(j) Settlement accounts

Settlement balance debtors and creditors are the amounts due
to and from counterparties in respect of the group’s market-
making activities and are carried at amortised cost. The
balances are short-term in nature, do not earn interest and are
recorded at the amount receivable or payable.

(k) Loans to and from money brokers against stock
advanced

Loans to money brokers against stock advanced is the cash
collateral provided to these institutions for stock borrowing by
the group’s market-making activities and is carried at
amortised cost. Interest is paid on the stock borrowed and
earned on the cash deposits advanced. The stock borrowing
to which the cash deposits relate is short-term in nature and is
recorded at the amount receivable. Loans from money brokers
against stock collateral provided is recorded at the amount
payable. Interest is paid on the loans.

() Finance leases, operating leases and hire

purchase contracts

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

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

(m) Sale and repurchase agreements and other secured
lending and borrowings

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

(n) Securitisation transactions

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

(o) Offsetting financial instruments

Financial assets and financial liabilities are offset and the net
amount presented on the consolidated balance sheet if, and
only if, there is a legally enforceable right to set off the
recognised amounts and there is an intention to settle on

a net basis, or to realise an asset and settle the liability
simultaneously.

(p) Derivatives and hedge accounting

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

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



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

(9) Intangible assets

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

Computer software
Intangible assets on acquisition

310 5 years
810 20 years

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

() Property, plant and equipment

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

Long leasehold property 40 years
Short leasehold property Over the length of the lease
Fixtures, fittings and equipment 31to5years
Assets held under operating leases 11to 15 years
Motor vehicles 5 years

(s) Share capital

Share issue costs

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

Dividends on ordinary shares

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

Treasury shares

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

(t) Employee benefits

The group operates defined contribution pension schemes for
eligible employees as well as a defined benefit pension scheme
which is closed to new members and further accrual.

Under the defined contribution scheme the group pays fixed
contributions into a fund separate from the group’s assets.
Contributions are charged in the consolidated income
statement when they become payable.
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The expected cost of providing pensions within the funded
defined benefit scheme, determined on the basis of annual
valuations using the projected unit method, is charged to the
consolidated income statement. Actuarial gains and losses are
recognised in full in the period in which they occur and
recognised in other comprehensive income.

The retirement benefit obligation recognised in the balance
sheet represents the present value of the defined benefit
obligation, as adjusted for unrecognised past service cost, and
as reduced by the fair value of scheme assets at the balance
sheet date. Both the return on investment expected in the
period and the expected financing cost of the liability, as
estimated at the beginning of the period, are recognised in the
results for the period. Any variances against these estimates in
the year form part of the actuarial gain or loss.
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The assets of the scheme are held separately from those of the
group in an independently managed fund.

(u) Share-based payments to employees

At 31 July 2017, the group operates four share-based award
schemes: an annual bonus plan and three long-term incentive
schemes (“Incentive Schemes”); the Share Matching Plan
(“SMP”), the 2009 Long Term Incentive Plan (“LTIP”), and the
Inland Revenue approved Save As You Earn scheme.

The costs of the awards granted under the annual bonus plan
are based on the salary of the individual at the time the award
is made. The value of the share award at the grant date is
charged to the group’s consolidated income statement in the
year to which the award relates.

The cost of the Incentive Schemes is based on the fair value of
awards on the date of grant. Fair values for market-based
performance conditions are determined using a stochastic
(Monte Carlo simulation) pricing model for the SMP and LTIP
and the Black-Scholes pricing model for the other schemes.
Both models take into account the exercise price of the option,
the current share price, the risk-free interest rate, the expected
volatility of the company’s share price over the life of the option
award and other relevant factors. For non-market-based
performance conditions, vesting conditions are not taken into
account when measuring fair value, but are reflected by
adjusting the number of shares in each award such that the
amount recognised reflects the number that are expected to,
and then actually do, vest. The fair value is expensed in the
consolidated income statement on a straight-line basis over the
vesting period, with a corresponding credit to the share-based
payments reserve. At the end of the vesting period, or upon
exercise, lapse or forfeit if earlier, this credit is transferred to
retained earnings. Further information on the group’s schemes is
provided in note 25 and in the Directors’ Remuneration Report.

(v) Provisions and contingent liabilities

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

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

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

To enable the tax charge to be based on the profit for the year,
deferred tax is provided in full on temporary timing differences,
at the rates of tax expected to apply when these differences
crystallise. Deferred tax assets are recognised only to the
extent that it is probable that sufficient taxable profits will be
available against which temporary differences can be set. Al
deferred tax liabilities are offset against deferred tax assets in
accordance with the provisions of IAS 12 Income taxes.

(x) Cash and cash equivalents

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

(y) Segmental reporting

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

2. Critical accounting estimates and judgements

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

Critical accounting judgements

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

Revenue recognition

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

behavioural life of financial assets, and in determining the
period over which to recognise non-interest income.

Loan impairment provisions

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

Goodwill

The directors review goodwill for impairment at least annually
or when events or changes in economic circumstances
indicate that impairment may have taken place. The
recoverable amounts of relevant CGUs are based on value in
use calculations using management’s best estimate of future
cash flows and performance, discounted at a rate which the
directors estimate to be the return appropriate to the business.

Key sources of estimation uncertainty

Loan impairment provisions

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

Loan impairment provisions represent management’s
estimate of the losses incurred in the loan portfolios at the
balance sheet date. Individual impairment losses are
determined as the difference between the carrying value and
the present value of estimated future cash flows, discounted
at the loans’ original effective interest rate. Impairment losses
determined on a portfolio basis are calculated using a
formulaic approach which allocates a loss rate dependent on
the overdue period. Loss rates are based on the discounted
expected future cash flows and are regularly benchmarked
against actual outcomes to ensure they remain appropriate.

Estimating the amount and timing of future recoveries
involves significant judgement, and considers the level of
arrears as well as the assessment of matters such as future
economic conditions and the value of collateral. As at 31 July
2017, gross impaired loans were £135.8 million (31 July 2016:
£158.5 million) against which a £52.4 million (31 July 2016:
£59.7 million) provision was recorded. A 10% increase or
decrease in expected future recoveries in respect of these
impaired loans would decrease or increase provisions
respectively by £8.3 million (31 July 2016: £9.9 million).



3. Segmental analysis

The directors manage the group by class of business and we
present the segmental analysis on that basis. As announced on
20 February 2017, following the growth of the group and
particularly the Banking division in recent years, the group’s
activities are now presented in five (2016: three) operating
segments: Retail Finance, Commercial Finance, Property Finance
(previously all Banking), Securities and Asset Management. The
day-to-day operations of these businesses remain unchanged.
Prior periods have been re-presented for comparability.
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In the segmental reporting information that follows, Group
consists of central functions as well as various non-trading
head office companies and consolidation adjustments and is
presented in order that the information presented reconciles to
the consolidated income statement. The Group balance sheet
primarily includes treasury assets and liabilities comprising
cash and balances at central banks, debt securities, customer
deposits and other borrowings.

Divisions continue to charge market prices for the limited
services rendered to other parts of the group. Funding charges
between segments take into account commercial demands.
More than 90% of the group’s activities, revenue and assets
are located in the UK.

Banking
Retail Commercial Property Asset

Finance Finance Finance Securities Management Group Total

£ million £ million £ million £ million £ million £ million £ million
Summary income statement

for the year ended 31 July 2017
Net interest income/(expense) 195.9 146.4 119.8 (0.9) (0.1) 0.5 461.6
Non-interest income 26.5 66.9 (0.2) 107.6 103.0 0.2 304.0
Operating income 222.4 213.3 119.6 106.7 102.9 0.7 765.6
Administrative expenses (106.7) (117.4) (24.9) (76.7) (83.7) (24.9) (434.3)
Depreciation and amortisation (11.0) (7.8) (3.8) (1.9) (1.8) - (26.3)
Impairment losses on loans and advances (25.8) (15.5) 11 - - - (40.2)
Total operating expenses (143.5) (140.7) (27.6) (78.6) (85.5) (24.9) (500.8)
Adjusted operating profit/(loss)’ 78.9 72.6 92.0 28.1 17.4 (24.2) 264.8
Amortisation of intangible assets on acquisition (0.4) (0.5) - - (5.3) - (6.2)
Operating profit/(loss) before tax 78.5 7241 92.0 281 121 (24.2) 258.6
External operating income/(expense) 266.2 260.9 141.8 106.7 103.2 (113.2) 765.6
Inter segment operating (expense)/income (43.8) (47.6) (22.2) - (0.3) 113.9 -
Segment operating income 222.4 213.3 119.6 106.7 102.9 0.7 765.6
1 Adjusted operating profit/(loss) is stated before amortisation of intangible assets on acquisition and tax.
Banking
Retail Commercial Property Asset

Finance Finance Finance Securities Management Group? Total

£ million £ million £ million £ million £ million £ million £ million
Balance sheet information at 31 July 2017
Total assets' 2,702.8 2,730.4 1,629.3 699.5 113.2 1,410.0 9,285.2
Total liabilities - - - 628.8 57.7 7,362.7 8,049.2

1 Total assets for the Banking operating segments comprise the loan book and operating lease assets only.
2 Balance sheet includes £1,402.7 million assets and £7,490.9 million liabilities attributable to the Banking division primarily comprising the treasury balances described in

the second paragraph of this note.

Equity is allocated across the group as set out below with equity managed for the Banking division as a whole rather than on a
segmental basis. Equity for the Banking division is inclusive of the loan book and operating lease assets of £7,062.5 million, as
well as assets and liabilities of £1,402.7 million and £7,490.9 million respectively primarily comprising treasury balances which are

included within the Group column above.

Banking  Securities Manag:n?:ﬁ Group Total
£ million £ million £ million £ million £ million
Equity 974.3 70.7 55.5 135.5 1,236.0
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3. Segmental analysis continued

Banking
Retail Commercial Property Asset
Finance Finance Finance Securities Management Group Total

Other segmental information for the year
ended 31 July 2017

Employees (average number)! 1,055 1,013 139 246 600 61 3,114

1 Banking segments are inclusive of a central function headcount allocation.

Banking
Retail ~ Commercial Property Asset

Finance Finance Finance Securites  Management Group Total

£ million £ million £ million £ million £ million £ million £ million
Summary income statement for the year

ended 31 July 2016

Net interest income/(expense) 1811 139.2 101.9 0.6) 0.4 0.6 422.6
Non-interest income 23.5 63.1 24 82.9 91.9 1.0 264.8
Operating income 204.6 202.3 104.3 82.3 92.3 1.6 687.4
Administrative expenses (95.5) (110.3) (23.9) ©61.7) (75.9) (24.2)  (391.5)
Depreciation and amortisation (12.2) (5.9 (2.5) (1.6) 2.0) 0.2) (24.4)
Impairment losses on loans and advances (17.8) (16.5) (3.6) - - - (37.9)
Total operating expenses (125.5) (132.7) (30.0) (63.9) (77.9) (24.4)  (453.8)
Adjusted operating profit/(loss)’ 791 69.6 74.3 19.0 14.4 (22.8) 233.6
Amortisation of intangible assets on acquisition (0.3 0.2 - - 4.6) - (6.1)
Operating profit/(loss) before tax 78.8 69.4 74.3 19.0 9.8 (22.8) 228.5
External operating income/(expense) 251.9 2721 128.3 82.3 92.9 (140.) 687.4
Inter segment operating (expense)/income 47.3) (69.8) (24.0) - (0.6) 1417 -
Segment operating income 204.6 202.3 104.3 82.3 92.3 1.6 687.4

1 Adjusted operating profit/(loss) is stated before amortisation of intangible assets on acquisition and tax.

Banking
Retail ~ Commercial Property Asset
Finance Finance Finance Securites  Management Group? Total
£ million £ million £ million £ million £ million £ million £ million
Balance sheet information at 31 July 2016
Total assets' 2511.0 26232 14572 647.5 104.8 1,4045 8,748.2
Total liabilities — — — 577.8 491 70244  7651.3

1 Total assets for the Banking operating segments comprise the loan book and operating lease assets only.
2 Balance sheet includes £1,400.0 million assets and £7,198.2 million liabilities attributable to the Banking division primarily comprising the treasury balances described in
the second paragraph of this note.

Asset
Banking Securities Managenfggt Group Total
£ million £ million £ million £ million £ million
Equity’ 793.2 69.7 55.7 178.3  1,096.9

1 Equity for the Banking division is inclusive of the loan book and operating lease assets of £6,591.4 million, as well as assets and liabilities of £1,400.0 million and
£7,198.2 million respectively primarily comprising treasury balances which are included within the Group column in the balance sheet information above.

Banking
Retail ~ Commercial Property Asset
Finance Finance Finance Securites  Management Group Total
Other segmental information for the year ended
31 July 2016
Employees (average number)' 986 959 132 238 570 61 2,946

1 Banking segments are inclusive of a central function headcount allocation.
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4. Operating profit before tax
2017 2016
£ million £ million
Interest income
Cash and balances at central banks 2.0 41
Loans and advances to banks 0.1 0.5
Loans and advances to customers 574.6 542.9
Other interest income 2.2 2.6
578.9 550.1
Interest expense
Deposits by banks 0.4 04
Deposits by customers 70.2 791
Borrowings 40.4 374
Other interest expense 6.3 10.6
117.3 1275
Net interest income 461.6 422.6
2017 2016
£ million £ million
Fee and commission income
Banking 89.9 85.4
Asset Management 102.8 92.4
Securities 13.8 1.4
206.5 189.2
Fee and commission expense (29.0) (28.5)
Net fee and commission income 177.5 160.7
Fee income and expense (other than amounts calculated using the effective interest rate method) on financial instruments
that are not at fair value through profit or loss were £89.9 million (2016: £85.4 million) and £26.3 million (2016: £24.8 million)
respectively.
Fee income and expense arising from trust and other fiduciary activities amounted to £102.8 million (2016: £92.4 million) and
£2.2 million (2016: £3.3 million) respectively.
2017 2016
£ million £ million
Administrative expenses
Staff costs:
Wages and salaries 236.8 211.8
Social security costs 334 29.0
Share-based awards 6.0 6.2
Pension costs 10.4 10.1
286.6 25741
Depreciation and amortisation 26.3 24.4
Other administrative expenses 147.7 134.4
460.6 415.9
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5. Information regarding the auditor

2017 2016
£ million £ million
Fees payable
Audit of the company’s annual accounts 0.3 0.3
Audit of the company’s subsidiaries pursuant to legislation 1.0 0.9
Other services pursuant to legislation 0.4 0.3
Tax services - 0.2
Other services 0.4 0.2
2.1 1.9
The auditor of the group was Deloitte LLP.
6. Taxation
2017 2016
£ million £ million
Tax charged/(credited) to the income statement
Current tax:
UK corporation tax 64.8 56.5
Foreign tax 21 2.5
Adjustments in respect of previous years (0.6) (1.1)
66.3 57.9
Deferred tax:
Deferred tax charge/(credit) for the current year 0.5 (16.5)
Adjustments in respect of previous years 0.9 0.8
67.7 42.2
Tax on items not charged/(credited) to the income statement
Current tax relating to:
Financial instruments classified as available for sale 0.2 -
Share-based payments (1.0) ()]
Deferred tax relating to:
Cash flow hedging 1.2 1.7
Defined benefit pension scheme 0.5 (0.3
Financial instruments classified as available for sale 01 (0.7)
Share-based payments (0.1) 141
Currency translation gains 0.8 1.5
1.7 2.2
Reconciliation to tax expense
UK corporation tax for the year at 19.7% (2016: 20.0%) on operating profit 50.9 457
Gain on sale of subsidiaries and available for sale investment (0.3) (0.5)
Effect of different tax rates in other jurisdictions (0.4) 0.6)
Disallowable items and other permanent differences 0.9 1.5
Banking surcharge 14.2 8.2
Deferred tax impact of decreased/(increased) tax rates 21 (11.8)
Prior year tax provision 0.3 (0.3
67.7 42.2

The standard UK corporation tax rate for the financial year is 19.7% (2016: 20.0%). However, an additional 8% surcharge applies to
banking company profits as defined in legislation. The effective tax rate of 26.2% (2016: 18.5%) is above the UK corporation tax rate
primarily due to the surcharge applying to most of the group’s profits and a write down of deferred tax assets due to a 1% cut in the
standard corporation tax rate applying from April 2020, which was passed into law in the period.
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Movements in deferred tax assets and liabilities were as follows:

-
>
)
Share-based =}
payments 0,
Capital Pension and deferred  Available for Cash flow Intangible Q
allowances scheme compensation sale assets hedging assets Other Total 7
£ million £ million £ million £ million £ million £ million £ million £ million E;
Group @
At 1 August 2015 331 0.6) 10.2 0.7) 0.6 (3.6) 04 394 g
Credit to the income statement 13.3 - 141 - - 1.0 0.3 15.7 a..
(Charge)/credit to other comprehensive
income (1.5) 0.3 - 0.7 1.7 - - 1.2
Charge to equity - - (1.1) - - - - (1.1)
Acquisitions - - - - - - - -
At 31 July 2016 44.9 0.3 10.2 - 2.3 (2.6 0.7 55.2
(Charge)/credit to the income statement (1.5) - (0.8 - - 11 0.2 (1.4)
Charge to other comprehensive income ©.8) 0.5) - ©.1) (1.2 - - (2.6)
Credit to equity - - 0.1 - - - - 0.1
Acquisitions — — — — — 3.9 — 3.9
At 31 July 2017 42.6 (0.8) 9.5 (0.1) 1.1 (5.4) 0.5 47.4
Share-based
payments
Capital Pension and deferred
allowances scheme compensation Total
£ million £ million £ million £ million
Company
At 1 August 2015 0.3 0.6) 3.6 3.3
Charge to the income statement - - 0.1 0.1)
Credit to statement of recognised gains and losses - 0.3 - 0.3
At 31 July 2016 0.3 0.9 3.5 3.5
Charge to the income statement 0.9 - (0.5) 0.6)
(Charge)/credit to statement of recognised gains and losses - (0.5) 0.2 0.3
At 31 July 2017 0.2 (0.8) 3.2 2.6

As the group has been and is expected to continue to be consistently profitable, it is appropriate to recognise the full deferred
tax assets.

7. Earnings per share

The calculation of basic earnings per share is based on the profit attributable to shareholders and the number of basic weighted
average shares. When calculating the diluted earnings per share, the weighted average number of shares in issue is adjusted for
the effects of all dilutive share options and awards.

2017 2016
Basic 128.3p 125.7p
Diluted 127.5p 124.3p
Adjusted basic' 131.7p 128.4p
Adjusted diluted! 130.8p 127.0p
1 Excludes amortisation of intangible assets on acquisition and their tax effects.

2017 2016

£ million £ million

Profit attributable to shareholders 191.2 186.5
Adjustments:
Amortisation of intangible assets on acquisition 6.2 51
Tax effect of adjustments (1.2) (1.0)

Adjusted profit attributable to shareholders 196.2 190.6
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7. Earnings per share continued

2017 2016
million million
Average number of shares
Basic weighted 149.0 148.4
Effect of dilutive share options and awards 1.0 1.7
Diluted weighted 150.0 150.1
8. Dividends
2017 2016
£ million £ million
For each ordinary share
Final dividend for previous financial year paid in November 2016: 38.0p (2015: 35.5p) 56.0 52.3
Interim dividend for current financial year paid in April 2017: 20.0p (2016: 19.0p) 29.6 28.0
85.6 80.3

A final dividend relating to the year ended 31 July 2017 of 40.0p, amounting to an estimated £59.8 million, is proposed. This final
dividend, which is due to be paid on 21 November 2017 to shareholders on the register at 13 October 2017, is not reflected in

these financial statements.

9. Loans and advances to banks

Between
three months Between Between
Within three and one one and two and
On demand months year two years five years Total
£ million £ million £ million £ million £ million £ million
At 31 July 2017 71.8 8.8 1.7 8.7 8.8 99.8
At 31 July 2016 97.5 7.2 4.0 9.6 3.2 121.5
10. Loans and advances to customers
Between
three months Between Between After
Within three and one one and two and more than Impairment
On demand months year two years five years five years provisions Total
£ million £ million £ million £ million £ million £ million £ million £ million
At 31 July 2017 59.3 1,914.3 2,115.2 1,340.7 1,431.6 76.0  (52.4) 6,884.7
At 31 July 2016 581 17460 20144 12793 13282 65.3 (59.7) 64316
2017 2016
£ million £ million
Impairment provisions on loans and advances to customers
At 1 August 59.7 56.1
Charge for the year 40.2 37.9
Amounts written off net of recoveries (47.5) (34.3)
At 31 July 52.4 59.7
Loans and advances to customers comprise
Hire purchase agreement receivables 2,8429 27824
Finance lease receivables 418.9 4401
Other loans and advances 3,622.9 3,209
At 31 July 6,884.7 64316

At 31 July 2017, gross impaired loans were £135.8 million (31 July 2016: £158.5 million) and equate to 2% (31 July 2016: 2%) of the
gross loan book before impairment provisions. The majority of the group’s lending is secured and therefore the gross impaired

loans quoted do not reflect the expected loss.
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The following table shows a reconciliation between gross investment in finance lease and hire purchase agreement receivables to

present value of minimum lease and hire purchase payments: %1

5

2017 2016 o,

£ million £ million QO

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

Within one year 1,356.1 1,377.5 %

Between one and five years 2,396.9 2,354.6 3

After more than five years 26.1 26.8 fgb'_

3,779.1 3,758.9 &
Unearned finance income (501.6) (512.4)
Present value of minimum lease and hire purchase agreement payments 3,277.5 3,246.5

Of which due:

Within one year 1,174.2 1,7190.3
Between one and five years 2,080.9 2,033.3
After more than five years 22.4 229
3,277.5 3,246.5

The aggregate cost of assets acquired for the purpose of letting under finance leases and hire purchase agreements was

£5,738.6 million (2016: £5,602.9 million). The average effective interest rate on finance leases approximates to 10.0% (2016:
10.3%). The present value of minimum lease and hire purchase agreement payments reflects the fair value of finance lease
and hire purchase agreement receivables before deduction of impairment provisions.

11. Debt securities

Held for Available Loans and
trading for sale receivables Total
£ million £ million £ million £ million
Long trading positions in debt securities 16.2 - - 16.2
Certificates of deposit - - 180.3 180.3
Sovereign and central bank debt - 43.6 - 43.6
At 31 July 2017 16.2 43.6 180.3 2401
Held for Available Loans and
trading forsale  receivables Total
£ million £ million £ million £ million
Long trading positions in debt securities 20.3 - - 20.3
Certificates of deposit - - 201.0 201.0
Sovereign and central bank debt - - — -
At 31 July 2016 20.3 - 201.0 221.3
Movements on the book value of sovereign and central bank debt comprise:
£ million
At 1 August 2015 201
Additions -
Redemptions at maturity (20.0)
Currency translation differences -
Movement in value 0.1)
At 31 July 2016 -
Additions 1.6
Redemptions at maturity -
Currency translation differences 1.7
Movement in value 0.3
At 31 July 2017 43.6
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12. Equity shares

31 July 31 July
2017 2016
£ million £ million
Long trading positions 31.9 26.1
Other equity shares 0.8 2.1
32.7 28.2
Movements on the book value of other equity shares comprise:
Fair value
Available through
for sale  profit or loss Total
£ million £ million £ million
At 1 August 2015 10.0 0.1 1041
Disposals (7.7) - (7.7)
Currency translation differences 04 - 04
Movement in value of:
Equity shares classified as available for sale ©.7) - 0.7)
At 31 July 2016 2.0 0.1 21
Disposals (1.3 0.1) (1.4)
Currency translation differences 01 - 0.1
Movement in value of:
Equity shares classified as available for sale - - -
At 31 July 2017 0.8 - 0.8

13. Derivative financial instruments

The group enters into derivative contracts with a number of financial institutions to minimise the impact of interest and currency
rate changes to its financial instruments. The group’s total derivative asset and liability position as reported on the consolidated
balance sheet is as follows:

31 July 2017 31 July 2016
Notional Notional
value Assets Liabilities value Assets Liabilities
£ million £ million £ million £ million £ million £ million
Exchange rate contracts 118.9 0.1 0.7 9r7.3 0.9 0.7
Interest rate contracts 3,661.6 26.9 10.8 4,076.1 43.8 15.6

3,780.5 27.0 1.5 41734 44.7 16.3

Notional amounts of interest rate contracts totalling £2,513.1 million (31 July 2016: £2,966.2 million) and exchange rate contracts
totalling £nil (31 July 2016: £nil) have a residual maturity of more than one year.

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

31 July 2017 31 July 2016
Notional Notional
value Assets Liabilities value Assets Liabilities
£ million £ million £ million £ million £ million £ million
Cash flow hedges
Interest rate contracts 781.7 0.5 47 12285 0.8 10.1
Fair value hedges
Interest rate contracts 1,225.1 24.6 441 1,070.7 30.0 —

The cash flow hedges relate to exposure to future interest payments or receipts on recognised financial instruments and on forecast
transactions for periods of up to seven (2016: eight) years; there was immaterial ineffectiveness. The cash flow hedge amounts that
were removed from equity and included in the consolidated income statement for the years ended 31 July 2017 and 2016 were
immaterial. The gain recognised in equity for cash flow hedges during the year was £3.5 million (2016: £4.4 million loss).

The fair value hedges seek to mitigate the interest rate risk in recognised financial instruments; the gain on the hedged items was
£19.1 million (2016: £23.7 million loss) which was offset by a loss of £19.5 million (2016: £23.8 million gain) on the hedging instrument.
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14. Intangible assets

Intangible
assets on Company
Goodwill Software acquisiton  Group total software
£ million £ million £ million £ million £ million
Cost
At 1 August 2015 146.0 81.0 43.9 270.9 04
Additions 1.7 241 04 26.2 -
Disposals 6.9) (0.5) - (7.4) -
At 31 July 2016 140.8 104.6 44.3 289.7 0.4
Additions 16.9 311 22.7 70.7 -
Disposals (7.0) @) - (11.9) -
At 31 July 2017 150.7 131.6 67.0 349.3 0.4
Amortisation and impairment
At 1 August 2015 61.8 42.2 22.7 126.7 0.3
Amortisation charge for the year - 17.2 51 22.3 0.1
Disposals 6.9) (0.3 - (7.2) -
At 31 July 2016 54.9 591 27.8 141.8 0.4
Amortisation charge for the year - 17.2 6.2 23.4 -
Disposals (7.0) (0.6) - (7.6) -
At 31 July 2017 47.9 75.7 34.0 157.6 0.4
Net book value at 31 July 2017 102.8 55.9 33.0 191.7 -
Net book value at 31 July 2016 85.9 45.5 16.5 1479 —
Net book value at 1 August 2015 84.2 38.8 21.2 144.2 0.1

Additions in goodwill in 2017 of £12.1 million, £3.9 million and £0.9 million and intangible assets on acquisition of £15.9 million,
£5.1 million and £1.7 million relate to the 100% acquisitions of Novitas Loans Limited (“Novitas”), EOS Wealth Management
Limited (“EOS”) and Adrian Smith & Partners Limited (“ASPL”) respectively. Novitas is a specialist provider of secured finance to
law firms and their clients and EOS and ASPL are independent financial advisers. Additions in goodwill in 2016 of £1.7 million and
intangible assets on acquisition of £0.4 million relates to the 100% acquisition of Finance for Industry Group. These acquisitions
are not regarded as material in the context of the group’s financial statements and therefore information required for material
acquisitions by IFRS 3 has not been disclosed.

The £7.0 million disposal of goodwill in 2017 relates to the sale of Asset Management’s OLIM Limited business. The £6.9 million
disposal of goodwill in 2016 relates to the sale of Asset Management'’s corporate advice and investment management activities.

Intangible assets on acquisition relate to broker and customer relationships and are amortised over a period of eight to 20 years.

In the 2017 financial year, £6.2 million (2016: £5.1 million) of the amortisation charge is included in amortisation of intangible assets
on acquisition and £17.2 million (2016: £17.2 million) of the amortisation charge is included in administrative expenses shown in the
consolidated income statement.

Impairment tests for goodwill

At 31 July 2017, goodwill has been allocated to nine individual CGUs, of which seven are within the Banking division, one is the
Securities division and the remaining one is the Asset Management division. Goodwill impairment reviews are carried out annually
by assessing the recoverable amount of the group’s CGUs, which is the higher of fair value less costs to sell and value in use. The
recoverable amounts for all CGUs were measured based on value in use.

A value in use calculation uses discounted cash flow projections based on the most recent board approved budgets and three
year plans to determine the recoverable amount of each CGU. The key assumptions underlying management’s three year plans,
which are based on past experience and forecast market conditions, are expected market-making conditions in the Securities
CGU, expected total client asset growth rate and revenue margin in the Asset Management CGU and expected loan book
growth rates and net return on loan book in the Banking CGUSs.
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14. Intangible assets continued

For cash flows beyond the group’s three year planning horizon, a terminal value was calculated using a prudent annual growth
rate of 0% (2016: 0%). The cash flows are discounted using a pre-tax estimated weighted average cost of capital that reflects
current market rates appropriate to the CGU as set out in the table below.

At 31 July 2017, the results of the review indicate there is no goodwill impairment. The inputs used in the value in use calculations
are sensitive, primarily to the impact of changes in the assumptions for future cash flows, discount rates and long-term growth
rates. Having performed stress tested value in use calculations, the group believes that any reasonably possible change in the key
assumptions which have been used would not lead the carrying value of any CGU to exceed its recoverable amount.

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

31 July 2017 31 July 2016

Pre-tax Pre-tax

Goodwill discount rate Goodwill discount rate

Cash generating unit £ million % £ million %
Winterflood Securities 23.3 13.7 23.3 15.3
Close Brothers Asset Management 38.5 9.5 33.7 1.0
Novitas 1241 1.1 - -
Other 28.9 11.1-12.3 28.9 11.713.0

102.8 85.9

15. Property, plant and equipment

Assets
Fixtures, held under

Leasehold fittings and operating Motor

property equipment leases vehicles Total

£ million £ million £ million £ million £ million
Group
Cost
At 1 August 2015 174 34.6 16541 0.8 217.9
Additions 4.3 9.2 61.6 01 75.2
Disposals 0.2) (3.6) (25.3) (0.5) (29.6)
At 31 July 2016 215 40.2 2014 04 263.5
Additions 1.6 54 56.2 - 63.2
Disposals 0.7) (0.5) (26.8) 0.1) (28.1)
At 31 July 2017 22.4 451 230.8 0.3 298.6
Depreciation
At 1 August 2015 7.2 23.7 38.1 0.5 69.5
Charge for the year 25 4.6 19.6 01 26.8
Disposals - (2.2) (16.1) (0.3 (18.6)
At 31 July 2016 9.7 26.1 1.6 0.3 777
Charge for the year 2.0 741 25.0 - 341
Disposals (0.6) (1.5) (13.6) 0.2) (15.9)
At 31 July 2017 111 31.7 53.0 0.1 95.9
Net book value at 31 July 2017 11.3 13.4 177.8 0.2 202.7
Net book value at 31 July 2016 1.8 1441 159.8 0.1 186.8
Net book value at 1 August 2015 10.2 10.9 127.0 0.3 148.4

The loss from the sale of assets held under operating leases for the year ended 31 July 2017 was £0.1 million
(2016: £0.1 million gain).
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31 July 31 July

2017 Czoe R

£ million £ million o

Future minimum lease rentals receivable under non-cancellable operating leases 3
Within one year 3941 28.6 =
Between one and five years 84.9 505 B4
After more than five years 0.9 0.3 %
124.9 88.4 ‘3

(7]

Fixtures,
Leasehold fittings and

property equipment Total
£ million £ million £ million
Company
Cost
At 1 August 2015 3.2 14 46
Disposals (0.5) 0.1) 0.6)
At 31 July 2016 2.7 1.3 4.0
Disposals - 0.2) 0.2)
At 31 July 2017 2.7 1.1 3.8
Depreciation
At 1 August 2015 2.8 1.3 41
Charge for the year 01 - 01
Disposals 0.2 - 0.2)
At 31 July 2016 2.7 1.3 4.0
Charge for the year - - -
Disposals - 0.2) 0.2)
At 31 July 2017 2.7 1.1 3.8
Net book value at 31 July 2017 - - -
Net book value at 31 July 2016 — — —
Net book value at 1 August 2015 04 0.1 0.5
The net book value of leasehold property comprises:
Group Company
31 July 31 July 31 July 31 July
2017 2016 2017 2016
£ million £ million £ million £ million
Long leasehold property 1.6 1.1 - -
Short leasehold property 9.7 10.7 - -

11.3 11.8 - -
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16. Other assets and other liabilities

31 July 31 July
2017 2016
£ million £ million
Prepayments, accrued income and other assets
Prepayments and accrued income 117.6 99.5
Trade and other receivables M1 34.6
158.7 134.1
Accruals, deferred income and other liabilities
Accruals and deferred income 138.6 119.5
Trade and other payables 71.8 70.2
Provisions 22.7 15.7
233.1 205.4
Provisions movement in the year:
Claims Property Other Total
£ million £ million £ million £ million
Group
At 1 August 2015 04 1.2 9.8 214
Additions 0.2 14 3.5 51
Utilised 0.2 1.7 (6.5) (7.4)
Released (0.3 (2.6) (0.5) (3.4)
At 31 July 2016 0.1 8.3 7.3 15.7
Additions 0.3 0.6 1.3 12.2
Utilised - (0.5) 2.3 2.8
Released 0.2) (0.5) (1.7) 2.4
At 31 July 2017 0.2 7.9 14.6 22.7
Property Other Total
£ million £ million £ million
Company
At 1 August 2015 2.2 75 97
Additions - 24 24
Utilised - 4.5) 4.5)
Released 0.9 0.9 0.6)
At 31 July 2016 1.9 51 7.0
Additions - 1.9 1.9
Utilised - (1.4) (1.4)
Released 01 (1.5) (1.4)
At 31 July 2017 2.0 41 6.1

Claims and other items for which provisions are made arise in the normal course of business and include those related to

employee benefits. The timing and outcome of these claims and other items are uncertain. Property provisions are in respect
of leaseholds where rents payable exceed the value to the group, potential dilapidations and onerous leases. These property

provisions will be utilised and released over the remaining lives of the leases which range from one to nine years.
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17. Settlement balances and short positions

T
31 July 31 July >
2017 2016 g
£ million £ million 3]
Settlement balances 524.9 456.3 =
Short positions held for trading: @
Debt securities 1.5 58 =
Equity shares 16.2 13.5 3
27.7 193 [
7]
552.6 475.6
18. Financial liabilities
Between
Within three Between Between After
three months and one and twoand more than
On demand months one year two years five years five years Total
£ million £ million £ million £ million £ million £ million £ million
Deposits by banks 18.4 15.4 37.5 0.7 - - 72.0
Deposits by customers 123.4 956.6 2,528.2 991.3 513.6 - 51131
Loans and overdrafts from banks 12.3 74.9 - 20.5 223.2 - 330.9
Debt securities in issue 13.6 22.8 108.4 516.0 540.9 2879 1,489.6
At 31 July 2017 167.7 1,069.7 2,6741 1,528.5 1,277.7 287.9 7,005.6
Between Between Between After
Within three  three months one and two and more than
On demand months and one year two years five years five years Total
£ million £ million £ million £ million £ million £ million £ million
Deposits by banks 31.9 1.9 26.5 1041 0.7 - 7141
Deposits by customers 130.8 9180 2117.3 1,2334 4951 - 4,894.6
Loans and overdrafts from banks 1.0 207.8 160.1 90.2 - - 4691
Debt securities in issue 30.2 741 5571 201.5 589.1 378 1,422.8
At 31 July 2016 20839 11348 2861.0 156352 1,084.9 378 6,857.6

At 31 July 2017, the company held £nil (31 July 2016: £205.9 million) debt securities in issue.

As discussed in note 27(c) the group has accessed £224.4 million (31 July 2016: £nil) cash under the Term Funding Scheme and
£197.5 million (31 July 2016: £451.0 million) UK Treasury Bills under the Funding for Lending Scheme. The UK Treasury Bills are
not recorded on the group’s consolidated balance sheet as ownership remains with the Bank of England. £197.5 million (31 July
2016: £451.0 million) UK Treasury Bills have been drawn under the Funding for Lending Scheme, of which £100.0 million (31 July
2016: £451.0 million) have been lent in exchange for cash. Cash from the repurchase agreements and Term Funding Scheme

is included within bank loans and overdrafts. Residual maturities of the repurchase agreements and Term Funding Scheme

are as follows:

Between Between Between After
Within three  three months one and two and more than
On demand months and one year two years five years five years Total
£ million £ million £ million £ million £ million £ million £ million
At 31 July 2017 1.2 69.9 - 20.5 223.2 - 314.8
At 31 July 2016 — 197.8 1601 90.2 — — 4481
19. Subordinated loan capital
Initial 31 July 31 July
Prepayment interest 2017 2016
date rate £ million £ million
Final maturity date
2026 2021 7.42% 15.5 16.5
2026 2021 7.62% 30.9 30.9
2027 2022 4.25% 174.3 —
220.7 46.4

If the option to prepay the subordinated loan capital at prepayment date is not taken, the interest rate is reset to a margin over the
yield on five year UK Treasury securities.
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20. Share capital and reserves

31 July 2017 31 July 2016
million £ million million £ million

Group and company

Allotted, issued and fully paid

Ordinary shares of 25p each 151.8 38.0 150.6 37.7

Further analysis of the group’s and company’s share capital and reserves is shown on pages 105 and 108. At 31 July 2017 £152.4
million (31 July 2016: £185.7 million) of the company’s reserves were distributable. As noted in the directors’ report on page 51, at the
forthcoming AGM, the board intends to ask shareholders to approve a special resolution to cancel the company’s share premium
account. If it becomes effective, the cancellation will increase the company’s distributable reserves by £307.8 million.

21. Capital
The group’s policy is to be well capitalised and its approach to capital management is driven by strategic and organisational
requirements, while also taking into account the regulatory and commercial environments in which it operates.

The Prudential Regulation Authority (“PRA”) supervises the group on a consolidated basis and receives information on the capital
adequacy of, and sets capital requirements for, the group as a whole. In addition, a number of subsidiaries are regulated for
prudential purposes by either the PRA or the Financial Conduct Authority (‘FCA”). The aim of the capital adequacy regime is to
promote safety and soundness in the financial system. It is structured around three “pillars”: Pillar 1 on minimum capital
requirements; Pillar 2 on the supervisory review process; and Pillar 3 on market discipline. The group’s Pillar 1 information is
presented below. Under Pillar 2, the group completes an annual self assessment of risks known as the “Internal Capital Adequacy
Assessment Process” (“ICAAP”). The ICAAP is reviewed by the PRA which culminates in the PRA setting “Individual Capital
Guidance” (“ICG”) on the level of capital the group and its regulated subsidiaries are required to hold, which is currently set at a
total capital add-on of 1.9%, of which 1.1% needs to be met with common equity tier 1 (“CET1”) capital. Pillar 3 requires firms to
publish a set of disclosures which allow market participants to assess information on that group’s capital, risk exposures and risk
assessment process. The group’s Pillar 3 disclosures can be found on the group’s website www.closebrothers.com/investor-
relations/investor-information/results-reports-and-presentations.

The group maintains a strong capital base to support the development of the business and to ensure the group meets the Pillar 1
capital requirements, ICG and additional Capital Requirements Directive buffers at all times. As a result, the group maintains
capital adequacy ratios above minimum regulatory requirements, which are currently set at a minimum CET1 capital ratio of 6.8%
and a minimum total capital ratio of 11.2%, both inclusive of ICG and the capital conservation buffer (currently 1.25% for both
CET1 capital and total capital). No countercyclical buffer is applicable at present, though in the UK this will increase to 0.5% for
both CET1 capital and total capital with effect from 27 June 2018. The group’s individual regulated entities complied with all of the
externally imposed capital requirements to which they are subject for the years ended 31 July 2017 and 2016.

A full analysis of the composition of regulatory capital and Pillar 1 risk weighted assets (‘RWAS”), a reconciliation between equity
and CET1 capital after deductions and a table showing the movement in CET1 capital during the year are shown on the
following pages.

At 31 July 2017, the group’s CET1 capital ratio was 12.6% (31 July 2016: 13.5%). CET1 capital increased to £990.6 million (31 July
2016: £901.4 million) primarily due to growth in profit attributable to shareholders. The increase in share capital in connection with
the acquisition of Novitas has been broadly offset by a deduction for goodwill recognised as part of the transaction.

RWAs, calculated using the standardised approaches, increased to £7,859.0 million (31 July 2016: £6,682.5 million) as a result of
growth in credit and counterparty risk associated with the loan book and due to European Banking Authority guidance which
mandates 150% risk weighting for property development loans. Notional RWAs for operational risk also increased reflecting
increased performance over recent years.

During the year, the group issued £175 million of tier 2 capital. This changed the composition of capital with 82.8% (31 July 2016:
97.4%) of the total capital consisting of CET1 capital.
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31 July 31 July
2017 2016
£ million £ million
CET1 capital
Called up share capital 38.0 377
Share premium account 307.8 284.0
Retained earnings 906.6 797.5
Other reserves recognised for CET1 capital 214 21.8
Deductions from CET1 capital
Intangible assets, net of associated deferred tax liabilities (186.3) (145.3)
Foreseeable dividend! (59.8) (66.1)
Investment in own shares (34.1) (37.2)
Pension asset, net of associated deferred tax liabilities (2.8) ©.9)
Prudent valuation adjustment (0.2) 0.1)
CET1 capital 990.6 9014
Tier 2 capital - subordinated debt? 205.6 24.0
Total regulatory capital 1,196.2 925.4
RWAs (notional) — unaudited
Credit and counterparty credit risk 6,967.6 5.824.9
Operational risk® 806.8 784.9
Market risk® 84.6 727
7,859.0 6,682.5
CET1 capital ratio 12.6% 13.5%
Total capital ratio 15.2% 13.8%
1 Under the Regulatory Technical Standard on own funds, a deduction has been recognised at 31 July 2017 and 31 July 2016 for a foreseeable dividend being the
proposed final dividend as set out in note 8.
2 Shown after applying the Capital Requirements Regulations transitional and qualifying own funds arrangements.
3 Operational and market risk include a notional adjustment at 8% in order to determine notional RWAs.
The following table shows a reconciliation between equity and CET1 capital after deductions:
31 July 31 July
2017 2016
£ million £ million
Equity 1,236.0 1,096.9
Regulatory deductions from equity:
Intangible assets, net of associated deferred tax liabilities (186.3) (145.3)
Foreseeable dividend' (59.8) (66.1)
Pension asset, net of associated deferred tax liabilities (2.8) 0.9
Prudent valuation adjustment (0.2) ((OR))
Other reserves not recognised for CET1 capital:
Cash flow hedging reserve 3.2 6.7
Non-controlling interests 0.5 0.2
CET1 capital 990.6 901.4

1 Under the Regulatory Technical Standard on own funds, a deduction has been recognised at 31 July 2017 and 31 July 2016 for a foreseeable dividend being the

proposed final dividend as set out in note 8.
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21. Capital continued

The following table shows the movement in CET1 capital during the year:

£ million
CET1 capital at 31 July 2016 9014
Profit in the period attributable to shareholders 191.2
Shares issued in the period 241
Dividends paid and foreseen (89.3)
Increase in intangible assets, net of associated deferred tax liabilities 41.0)
Other movements in reserves recognised for CET1 capital 6.2
Other movements in deductions from CET1 capital (2.0)
CET1 capital at 31 July 2017 990.6

22. Contingent liabilities, guarantees and commitments

Contingent liabilities

Financial Services Compensation Scheme (“FSCS”)

A principal subsidiary of the group, CBL, by virtue of being a regulated deposit-taker, contributes to the FSCS which provides
compensation to customers of financial institutions in the event that an institution is unable, or is likely to be unable, to pay claims
against it.

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

Guarantees
Group Company
31 July 31 July 31 July 31 July
2017 2016 2017 2016
£ million £ million £ million £ million
Guarantees and irrevocable letters of credit 175.8 143.2 161.7 156.2

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

Commitments
Undrawn facilities, credit lines and other commitments to lend

31 July 31 July

2017 2016

£ million £ million

Within one year 1,088.9 934.2
After more than one year 102.7 28.5

11916 9627
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Operating lease commitments

Minimum operating lease payments recognised in the consolidated income statement amounted to £8.9 million %1

(2016: £8.6 million). =

3]

The group had outstanding commitments for future minimum lease rentals payable under non-cancellable operating leases, =

which fall due as follows: @

Q

—

31 July 2017 31 July 2016 g

Premises Other Premises Other (]

£ million £ million £ million £ million ,:_’,.

Within one year 1.5 3.1 10.8 2.8 @
Between one and five years 34.2 4.9 391 3.9
After more than five years 9.7 - 12.2 -
55.4 8.0 62.1 6.7

Other commitments
Subsidiaries had contracted capital commitments relating to capital expenditure of £17.7 million (2016: £12.1 million).

23. Related party transactions
Transactions with key management
Details of directors’ remuneration and interests in shares are disclosed in the Directors’ Remuneration Report on pages 69 to 95.

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

The table below details, on an aggregated basis, key management personnel emoluments:

2017 2016
£ million £ million
Emoluments

Salaries and fees 4.6 3.9
Benefits and allowances 0.7 0.7

Performance related awards in respect of the current year:
Cash 4.6 3.4
Deferred 2.5 2.9
124 10.9
Share-based awards 4.2 4.5
16.6 15.4

Gains upon exercise of options by key management personnel, expensed to the income statement in previous years, totalled
£10.3 million (2016: £14.8 million).

Key management have banking and asset management relationships with group entities which are entered into in the normal
course of business. Amounts included in deposits by customers at 31 July 2017 attributable, in aggregate, to key management
were £0.1 million (31 July 2016: £1.8 million). A member of key management has a holding of 500,000 of the company’s 4.25%
subordinated loan notes.
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24. Pensions
The group operates defined contribution pension schemes for eligible employees as well as a defined benefit pension scheme
which is closed to new members and further accrual. Assets of all schemes are held separately from those of the group.

Defined contribution schemes
During the year the charge to the consolidated income statement for the group’s defined contribution pension schemes was
£10.2 million (2016: £10.0 million), representing contributions payable by the group and is included in administrative expenses.

Defined benefit pension scheme

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

The scheme was closed to new entrants in August 1996 and closed to further accrual during 2012. At 31 July 2017 this scheme
had 47 (31 July 2016: 50) deferred members and 45 (31 July 2016: 44) pensioners and dependants.

Funding position
The scheme’s most recent triennial actuarial valuation at 31 July 2015 showed that the scheme was fully funded. As such, no
further contributions are scheduled.

IAS 19 (Revised) valuation
The following disclosures are reported in accordance with IAS 19 (Revised). Significant actuarial assumptions are as follows:

201/7 2010/6
Inflation rate (Retail Price Index) 3.4 2.9
Inflation rate (Consumer Price Index) 2.4 1.9
Discount rate for scheme liabilities' 2.5 24
Expected interest/expected long-term return on plan assets 2.5 24
Mortality assumptions

Existing pensioners from age 65, life expectancy (years):

Men 24.2 24.3
Women 25.8 25.8
Non-retired members currently aged 50, life expectancy from age 65 (years):

Men 25.0 25.0
Women 27.9 27.8

1 Based on market yields at 31 July 2017 and 2016 on high quality sterling-denominated corporate bonds, adjusted to be consistent with the estimated term of the
post-employment benefit obligation, using the Willis Towers Watson model “Global RATE:Link”.

2 Based on standard tables SAPS S1 Light produced by the CMI Bureau of the Institute and Faculty of Actuaries with adjusted mortality multipliers for pensioners and
non-pensioners, together with projected future improvements in line with the CMI 2014 core projection model with a long-term trend of 1.5% per annum.

The surplus of the scheme disclosed below has been accounted for as an asset of the group within note 16 Other assets and
other liabilities.

The group has the unconditional right to any surpluses that arise within the scheme once all benefits have been secured in full. As
such no asset ceiling has been applied, and accordingly the scheme surplus is recognised on the consolidated balance sheet.

2017 2016 2015 2014 2013
£ million £ million £ million £ million £ million
Fair value of scheme assets':
Equities 20.9 35.9 33.0 31.8 30.7
Bonds 20.6 8.7 8.5 7.9 74
Cash 0.3 0.2 0.2 0.2 -
Total fair value of scheme assets 41.8 448 1.7 39.9 381
Present value of scheme liabilities (38.2) 43.6) (38.6) (35.0) (31.9)
Surplus 3.6 1.2 3.1 4.9 6.2

1 There are no amounts included within the fair value of scheme assets relating to the financial instruments of Close Brothers Group plc.
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Movement in the present value of scheme liabilities during the year:

—
2
2017 2016 )
£ million £ million 3
Carrying amount at 1 August (43.6) (38.6) |
Interest expense (0.9) (1.4) Q@
Benefits paid 7.3 1.9 g..
Actuarial losses (1.0) (5.5) 3
o)
Carrying amount at 31 July (38.2) 43.6) ?,:
Movement in the fair value of scheme assets during the year:
2017 2016
£ million £ million
Carrying amount at 1 August 44.7 1.7
Interest income 0.9 15
Benefits paid (7.3) (1.9
Administrative costs paid (0.2) 0.2
Return on scheme assets, excluding interest income 3.7 3.6
Carrying amount at 31 July 41.8 447
Historical experience of actuarial gains/(losses) are shown below:
2017 2016 2015 2014 2013
£ million £ million £ million £ million £ million
Experience gains on scheme assets 3.7 3.6 2.9 1.7 4.6
Experience gains/(losses) on scheme liabilities - 1.3 - 0.1) 0.5
Impact of changes in assumptions on scheme liabilities (1.0) 6.8) 4.9) 3.2 (2.7)
Total actuarial losses on scheme liabilities (1.0) (5.5 4.9 (3.3 2.2)
Total actuarial gains/(losses) 2.7 (1.9) 2.0) (1.6) 2.4

Total actuarial gains have been recognised in other comprehensive income. Income of £nil (2016: £0.1 million) from the interest on
the scheme surplus has been recognised within administrative expenses in the consolidated income statement. The group does
not have a policy for allocating the net defined benefit cost between group entities participating in the scheme.

The valuation of the scheme’s liabilities is sensitive to the key assumptions used in the valuation. The effect of a change in those
assumptions in 2017 and 2016 is set out below. The analysis reflects the variation of the individual assumptions. The variation in
price inflation includes all inflation-linked pension increases in deferment and in payment.

Impact on defined benefit obligation
increase/(decrease)

2017 2016
Key assumption Sensitivity % £ million % £ million
Discount rate 0.25% increase (5.0) (1.9) (6.0) 2.2)
Price inflation (RPI and CPl) 0.25% increase 2.0 0.8 2.0 0.9
Mortality Increase in life expectancy at age 65 by one year 3.0 1.1 3.0 1.3

Changes in the assumptions used in the valuation due to external factors would affect the carrying value of the scheme. The most

significant risks are:

e Market factors (movements in equity and bond markets): The scheme’s assets are invested 50% in global equities and 49% in
bonds (with the remaining 1% held in cash) and the scheme’s liabilities are measured with reference to corporate bond yields.
The performance of these asset classes can be volatile. Underperformance of either of these markets would have an adverse
impact on the carrying value of the scheme.

¢ |nflation: Deferred pensions and pensions in payment increase at specified periods in line with inflation, subject to certain caps
and floors in place. Changes in inflation may impact scheme liabilities.

e | ife expectancy: Change in the life expectancy of the scheme’s members may impact scheme liabilities.

The weighted average duration of the benefit payments reflected in the scheme liabilities is 20 years.
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25, Share-based awards

The Save As You Earn (“SAYE”) scheme, 2009 Long Term Incentive Plan (“LTIP”), Deferred Share Awards (“DSA”) and Share
Matching Plan (“SMP”) share-based awards have been granted under the group’s share schemes. The general terms and
conditions for these share-based awards are described in the Directors’ Remuneration Report on pages 69 to 95.

In order to satisfy a number of the awards below the company has purchased company shares into Treasury and the Close
Brothers Group Employee Share Trust has purchased company shares. At 31 July 2017, 0.3 million (31 July 2016: 0.7 million) and
2.4 million (81 July 2016: 2.4 million) of these shares were held respectively and in total £34.1 million (2016: £37.2 million) was
recognised within the share-based payments reserve. During the year £15.8 million (2016: £12.9 million) of these shares were
released to satisfy share-based awards to employees. The share-based payments reserve as shown in the consolidated
statement of changes in equity also includes the cumulative position in relation to unvested share-based awards charged to the
consolidated income statement of £22.2 million (2016: £22.9 million). The share-based awards charge of £6.0 million (2016:

£6.2 million) is included in administrative expenses shown in the consolidated income statement.

Movements in the number of share-based awards outstanding and their weighted average share prices are as follows:

SAYE LTIP DSA! SMP

Weighted Weighted Weighted Weighted

average average average average

exercise exercise exercise exercise

Number price Number price Number price Number price

At 1 August 2015 1,078,724 - 1,708,819 - 553,880 - 1,110,033 -

Granted 282,824 1,197.0p 458,171 - 288,188 - 368,967 -

Exercised (170,580) 683.0p (664,198 —  (294,066) - (337,322 -

Forfeited (152,374) 1,103.0p (908) - (9,367) - - -

Lapsed (5,124) 1,064.8p (38,429) - - - (5,855) -

At 31 July 2016 1,033,470 - 1,463,455 - 538,635 - 1,135,823 -

Granted 505,229 1,160.6p 422,325 - 313,375 - 395,813 -

Exercised (372,823) 997.5p  (322,097) - (291,664) - (310,106) -

Forfeited (91,100) 1,135.6p  (11,413) - - - - -

Lapsed (5,207) 1,049.4p  (174,787) - - - (82,812 -

At 31 July 2017 1,069,569 - 1,377,483 - 560,346 - 1,138,718 -
Exercisable at:

31 July 2017 20,711 1,154.2p - - 13,169 - - -

31 July 2016 — — — - 11,461 — - —

1 Includes all awards made under the group’s DSA scheme and recruitment awards granted to new employees on commencement of employment with the group.

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

2017 2016
SAYE 1,484.6p 1,356.9p
LTIP 1,387.5p  1,453.6p
DSA 1,403.4p 1481.2p

SMP 1,382.3p  1,539.7p
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The range of exercise prices and weighted average remaining contractual life of awards and options outstanding are as follows:

2017 2016
Options outstanding Options outstanding
Weighted Weighted
average average
remaining remaining
contractual contractual
Number life Number life
outstanding Years outstanding Years
SAYE
Between £5 and £6 - - 31,635 0.8
Between £6 and £7 18,741 0.8 18,919 1.8
Between £9 and £10 79,618 1.8 266,307 15
Between £11 and £12 758,178 2.2 716,109 2.4
Between £12 and £13 213,032 3.5 - -
LTIP
Nil 1,377,483 2.2 1463455 2.2
DSA
Nil 560,346 1.7 538,635 1.6
SMP
Nil 1,138,718 2.2 1,135,823 21
Total 4,146,116 2.2 4,171,383 2.1

For the share-based awards granted during the year, the weighted average fair value of those options at 31 July 2017 was 788.1p
(2016: 937.1p). The main assumptions for the valuation of these share-based awards comprised:

Expected

Share price Exercise Expected option life Dividend Risk free
Exercise period at issue price volatility Years yield interest rate
SAYE
1 Dec 2019 to 31 May 2020 1,383.0p 1,107.0p 25.0% 3 41% 0.3%
1 Dec 2021 to 31 May 2022 1,383.0p 1,107.0p 23.0% 5 41% 0.5%
1 Jun 2020 to 30 Nov 2020 1,541.0p 1,234.0p 24.0% 3 41% 0.5%
1 Jun 2022 to 31 Dec 2022 1,541.0p 1,234.0p 22.0% 5 41% 0.5%
LTIP
4 Oct 2019 to 3 Oct 2020 1,386.0p - 241% 3 41% 0.1%
DSA
4 Oct 2017 to 3 Oct 2018 1,378.6p - - - - -
4 Oct 2018 to 3 Oct 2019 1,378.6p - - - - -
4 Oct 2019 to 3 Oct 2020 1,378.6p - - - - -
11 Mar 2017 to 10 Mar 2018 1,371.0p - - - - -
19 Jan 2018 to 18 Jan 2019 1,371.0p - - - - -
11 Mar 2018 to 10 Mar 2019 1,371.0p - - - - -
19 Jan 2019 to 18 Jan 2020 1,371.0p - - - - -
19 Jan 2020 to 18 Jan 2021 1,386.0p - - - - -
SMP
4 Oct 2019 to 3 Oct 2020 1,386.0p — 241% 3 41% 0.1%

Expected volatility was determined mainly by reviewing share price volatility for the expected life of each option up to the date

of grant.
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26. Consolidated cash flow statement reconciliation

31 July 31 July
2017 2016
£ million £ million
(a) Reconciliation of operating profit before tax to net cash inflow from operating activities
Operating profit before tax 258.6 228.5
Tax paid (63.6) (63.7)
Depreciation and amortisation 57.5 491
(Increase)/decrease in:
Interest receivable and prepaid expenses (18.1) (16.0)
Net settlement balances and trading positions 6.7 (9.7)
Net loans to/from money brokers against stock advanced (21.9) 16.0
Interest payable and accrued expenses 19.1 3.2
Net cash inflow from trading activities 238.3 2174
Decrease/(increase) in:
Loans and advances to banks not repayable on demand 0.3 (26.7)
Loans and advances to customers (453.1) (693.9)
Assets let under operating leases (43.2) (61.9)
Certificates of deposit 20.7 (85.7)
Sovereign and central bank debt (44.5) 20.0
Other assets less other liabilities 22,5 28.9
Increase/(decrease) in:
Deposits by banks 0.9 36.0
Deposits by customers 218.5 413.2
Loans and overdrafts from banks (138.2) 879
Issuance of debt securities, net of transaction costs 297.8 35.9
Net cash inflow/(outflow) from operating activities 120.0 (18.8)
(b) Analysis of net cash outflow in respect of the purchase of subsidiaries and
non-controlling interests
Cash consideration paid (6.3) (3.6)
(c) Analysis of net cash (outflow)/inflow in respect of the sale of a subsidiary
Cash consideration received 0.3 24
Cash and cash equivalents disposed of (0.6) 0.1
(0.3) 2.3
(d) Analysis of changes in financing activities
Share capital (including premium), group bond and subordinated loan capital:
Opening balance 566.6 566.6
Redemption of group bond (200.0) -
Issuance of subordinated loan capital, net of transaction costs 173.7 -
540.3 566.6
(e) Analysis of cash and cash equivalents?
Cash and balances at central banks 798.2 840.6
Loans and advances to banks repayable on demand 61.4 82.7
859.6 923.3

1 Excludes accrued interest.

2 Excludes Bank of England cash reserve account, amounts held as collateral and settlement money held in accordance with Financial Conduct Authority Client Asset

Rules.
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27. Financial risk management
As a financial services group, financial instruments are central to the group’s activities. The risk associated with financial
instruments represents a significant component of those faced by the group and is analysed in more detail below.

The group’s financial risk management objectives are summarised within the Risk and Control Framework in Corporate
Governance on pages 59 and 60. Details of the significant accounting policies and methods adopted, including the criteria for
recognition, the basis of measurement and the basis on which income and expenses are recognised, in respect of each
class of financial asset, financial liability and equity instrument are disclosed in note 1.
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(a) Classification
The following tables analyse the group’s assets and liabilities in accordance with the categories of financial instruments in IAS 39.

Designated
at fair value
through Held at Derivatives
Held for profit or Available Loansand amortised held for
trading loss for sale receivables cost hedging Total
£ million £ million £ million £ million £ million £ million £ million
At 31 July 2017
Assets
Cash and balances at central banks - - - 805.1 - - 805.1
Settlement balances - - - 546.7 - - 546.7
Loans and advances to banks - - - 99.8 - - 99.8
Loans and advances to customers - - - 6,884.7 - - 6,884.7
Debt securities 16.2 - 43.6 180.3 - - 240.1
Equity shares 31.9 - 0.8 - - - 32.7
Loans to money brokers against stock advanced - - - 48.6 - - 48.6
Derivative financial instruments 1.8 01 - - - 25.1 27.0
Other financial assets - - 2.7 66.3 - - 69.0
49.9 01 471 8,631.5 - 251 8,753.7
Liabilities
Settlement balances and short positions 27.7 - - - 524.9 - 552.6
Deposits by banks - - - - 72.0 - 72.0
Deposits by customers - - - - 511341 - 511341
Loans and overdrafts from banks - - - - 330.9 - 330.9
Debt securities in issue - - - - 1,489.6 - 1,489.6
Loans from money brokers against stock advanced - - - - 4.3 - 4.3
Subordinated loan capital - - - - 220.7 - 220.7
Derivative financial instruments 2.6 01 - - - 8.8 11.5
Other financial liabilities - 4.8 - - 114.8 - 119.6
30.3 4.9 - - 78703 8.8 79143
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Designated
at fair value Held at Derivatives

Held for through  Available for Loans and amortised held for

trading  profit or loss sale receivables cost hedging Total

£ million £ million £ million £ million £ million £ million £ million
At 31 July 2016
Assets
Cash and balances at central banks - - - 8474 - - 8474
Settlement balances - - - 47841 - - 4781
Loans and advances to banks - - - 121.5 - - 121.5
Loans and advances to customers - - - 6,431.6 - - 6,431.6
Debt securities 20.3 - - 201.0 - - 221.3
Equity shares 26.1 0.1 2.0 - - - 28.2
Loans to money brokers against stock advanced — - — 52.4 — — 524
Derivative financial instruments 4.8 - - - - 39.9 44.7
Other financial assets - - - 42.3 - - 42.3

51.2 0.1 20 81743 - 39.9 8,267.5
Liabilities
Settlement balances and short positions 19.3 - - - 456.3 - 475.6
Deposits by banks - - - - 711 - 711
Deposits by customers - - - - 48946 - 4,894.6
Loans and overdrafts from banks - - - - 4691 - 469.1
Debt securities in issue - - - - 1,422.8 - 1,4228
Loans from money brokers against stock advanced - - - - 30.0 - 30.0
Subordinated loan capital - - - - 46.4 - 46.4
Derivative financial instruments 6.1 0.1 - - - 1041 16.3
Other financial liabilities - - - - 124.8 - 124.8
254 01 — - 75151 101 75507

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

31 July 2017 31 July 2016
Fair Carrying Fair Carrying
value value value value
£ million £ million £ million £ million
Subordinated loan capital 242.0 220.7 524 46.4
Debt securities in issue 1,522.8 1,489.6 14322 14228

Valuation hierarchy

The group holds financial instruments that are measured at fair value subsequent to initial recognition. Each instrument has been

categorised within one of three levels using a fair value hierarchy that reflects the significance of the inputs used in making the

measurements. These levels are based on the degree to which the fair value is observable and are defined as follows:

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

¢ | evel 2 fair value measurements are those derived from quoted prices in less active markets for identical assets or liabilities or
those derived from inputs other than quoted prices that are observable for the asset or liability, either directly as prices or
indirectly derived from prices; and

¢ | evel 3 fair value measurements are those derived from valuation techniques that include inputs for the asset or liability that are
not based on observable market data (“unobservable inputs”).

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

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



Close Brothers Group plc Annual Report 2017 139

At 31 July 2017, investments classified as Level 3 predominantly comprise a legacy investment property fund and contingent
consideration payable and receivable in relation to the acquisitions and the disposal of a subsidiary.

The valuation of the legacy investment is determined using its net asset value which is updated quarterly. The valuation of
contingent consideration is determined on a discounted expected cash flow basis. The group believes that there is no reasonably
possible change to the inputs used in the valuation of these positions which would have a material effect on the group’s
consolidated income statement.

In 2017 and 2016 a number of listed equity shares have been classified as Level 2 (classified as Level 1 in 2015) following an
assessment of the frequency of transactions in these shares. Aside from this there were no significant transfers between Level 1,
2 and 3in 2017 and 2016.

I
=}
[
=}
2
8
n
-
)
o
3
[}
3
=3
(7]

The tables below show the classification of financial instruments held at fair value into the valuation hierarchy.

Level 1 Level 2 Level 3 Total
£ million £ million £ million £ million
At 31 July 2017
Assets
Debt securities:
Long positions in debt securities held for trading 13.7 2.5 - 16.2
Sovereign and central bank debt classified as available for sale 43.6 - - 43.6
Equity shares:
Held for trading 5.4 26.5 - 31.9
Fair value through profit or loss - - - -
Available for sale - - 0.8 0.8
Derivative financial instruments - 27.0 - 27.0
Contingent consideration - - 2.7 2.7
62.7 56.0 3.5 122.2
Liabilities
Short positions held for trading:
Debt securities 8.0 3.5 - 1.5
Equity shares 4.7 1.5 - 16.2
Derivative financial instruments - 11.5 - 1.5
Contingent consideration - - 6.6 6.6

12.7 26.5 6.6 45.8
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Level 1 Level 2 Level 3 Total
£ million £ million £ million £ million
At 31 July 2016
Assets
Debt securities:
Long positions in debt securities held for trading 16.1 4.2 - 20.3
Sovereign and central bank debt classified as available for sale - - - -
Equity shares:
Held for trading 34 22.7 - 26.1
Fair value through profit or loss — 01 — 01
Available for sale - - 2.0 2.0
Derivative financial instruments - 447 - 447
Contingent consideration - - - -
19.5 71.7 2.0 93.2
Liabilities
Short positions held for trading:
Debt securities 3.0 2.8 - 5.8
Equity shares 3.7 9.8 - 135
Derivative financial instruments - 16.3 - 16.3
Contingent consideration - - - -
6.7 28.9 - 35.6
Movements in financial assets categorised as Level 3 were:
Equity
shares
available Contingent
for sale consideration
£ million £ million
At 1 August 2015 10.0 -
Total gains recognised in the consolidated income statement 0.3 -
Total gains recognised in other comprehensive income - -
Purchases and issues
Sales and settlements (7.7) -
At 31 July 2016 2.0 -
Total losses recognised in the consolidated income statement 0.1 -
Total losses recognised in other comprehensive income - -
Purchases and issues - (6.6)
Sales and settlements (1.9 2.7
At 31 July 2017 0.8 (3.9)

The losses recognised in the consolidated income statement relating to instruments held at the year end amounted to £nil (2016:

£0.3 million).
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(c) Credit risk

Credit risk is the risk of a reduction in earnings and/or value, as a result of the failure of a counterparty or associated party with
whom the group has contracted to meet its obligations as they fall due. Credit risk across the group mainly arises through the
lending and treasury activities of the Banking division.

The Banking division applies consistent and prudent lending criteria to mitigate credit risk. Its lending activities are predominantly
secured across a diverse range of asset classes and are generally short-term in nature with low average loan size. This ensures
concentration risk is controlled in both the loan book and associated collateral.

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

Credit risk in the Securities division is limited as Winterflood trade in the cash markets with regulated counterparties on a delivery
versus payment basis such that any counterparty risk is limited to price movements in the underlying securities. Counterparty
exposure and settlement failure monitoring controls are in place.

Maximum exposure to credit risk

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

31 July 31 July
2017 2016
£ million £ million

On balance sheet
Cash and balances at central banks 805.1 8474
Settlement balances 546.7 4781
Loans and advances to banks 99.8 121.5
Loans and advances to customers 6,884.7 06,4316
Debt securities 2401 221.3
Loans to money brokers against stock advanced 48.6 52.4
Derivative financial instruments 270 447
Other financial assets 69.0 42.3

8,721.0 8,239.3
Off balance sheet
Undrawn commitments 1,191.6 962.7

Total maximum exposure to credit risk 9,912.6 9,202.0

Assets pledged and received as collateral
The group pledges assets for repurchase agreements and securities borrowing agreements which are generally conducted
under terms that are customary to standard borrowing contracts.

At 31 July 2017, asset finance loan receivables of £525.1 million (31 July 2016: £737.4 million) and £10.0 million (31 July 2016: £nil)
UK Treasury Bills, part of the £157.3 million (31 July 2016: £168.1 million) asset-backed securities in issue retained for liquidity
purposes were positioned with the Bank of England. These loan receivables, asset-backed securities and UK Treasury Bills were
used as collateral within the Bank of England’s Funding for Lending Scheme and Term Funding Scheme, against which £197.5
million of UK Treasury Bills (31 July 2016: £451.0 million) and £224.4 million cash (31 July 2016: £nil) had been drawn at the
reporting date. The term of these transactions is four years from the date of each drawdown but the group may choose to repay
earlier at its discretion.

The group also pledged £90.0 million (31 July 2016: £451.0 million) UK Treasury Bills in the form of a repurchase agreement from
a total of £197.5 million drawn (31 July 2016: £451.0 million). This was exchanged for cash and included within loans and
overdrafts from banks. The Treasury Bills are not recorded on the group’s consolidated balance sheet as ownership remains with
the Bank of England. The risk and rewards of the loans and advances to customers remain with the group and continue to be
recognised in the consolidated balance sheet.

The group has securitised without recourse and restrictions £1,486.3 million (31 July 2016: £1,443.9 million) of its insurance
premium and motor loan receivables in return for cash and asset-backed securities in issue of £1,046.9 million (31 July 2016:
£1,015.9 million). This includes £157.3 million (31 July 2016: £168.1 million) asset-backed securities in issue retained for liquidity
purposes. As the group has retained exposure to substantially all the credit risk and rewards of the residual benefit of the
underlying assets it continues to recognise these assets in loans and advances to customers in its consolidated balance sheet.
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Loans to money brokers against stock advanced of £48.6 million (31 July 2016: £52.4 million) is the cash collateral provided to
these institutions for stock borrowing by Winterflood. The stock borrowing to which the cash deposits relate is short-term in
nature and is recorded at the amount payable.

The majority of loans and advances to customers are secured against specific assets. The security will correspond to the type of
lending as detailed in the segmental loan book analysis on page 27 of the Strategic Report. Consistent and prudent lending
criteria are applied across the whole loan book with emphasis on the quality of the security provided.

Financial assets: Loans and advances to customers

Credit risk management and monitoring

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

The Banking division has a dual approach to mitigating credit risk by:

¢ lending on a secured basis with emphasis on both the customer’s ability to repay and the quality of the underlying security to
minimise any loss should the customer not be able to repay; and

e where the security collateralising a loan is less tangible, or in cases of higher loan to valuation (“LTV”), greater scrutiny is applied
both analytically and in terms of escalation of sanctioning authority.

The Banking division’s collections and recoveries processes are designed to provide a fair, consistent and effective operation for
arrears management. The Banking division seeks to engage in early communication with borrowers experiencing difficulty in
meeting their repayments, to obtain their commitment to maintaining or re-establishing a regular payment plan.

Forbearance

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

The Banking division maintains a forbearance policy to ensure the necessary processes are in place to enable consistently fair
treatment of each customer and that they are managed based on their individual circumstances. The arrangements agreed with
customers will aim to create a sustainable and affordable financial position. The Banking division periodically reviews its
forbearance policy and approach to ensure it is still effective.

The Banking division offers a range of assistance to support customers which vary depending on the product and the customer’s
status. Such concessions could involve changing the terms and conditions of a loan, for example by extending its term,
amending the type of loan, deferring interest or by capitalising arrears.

The Banking division seeks to ensure that any forbearance results in a fair outcome for the customer and will not repossess an
asset unless all other reasonable attempts to resolve the position have failed.

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

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

2. A minimum two year probation period has passed from the date the forborne exposure was considered as performing; and

3. None of the customer’s exposures with the Banking division are more than 30 days past due at the end of the
probation period.

The loan loss provision takes account of the credit risk that arises from forbearance. At 31 July 2017, the gross carrying amount of
exposures with forbearance measures was £120.4 million (31 July 2016: £123.5 million).

Analysis of forborne accounts is shown in the table below.

Forborne loans
as a percentage
Gross loans of gross loans and

and advances Forborne advances to Provision on

to customers loans customers forborne loans

£ million £ million £ million £ million

31 July 2017 6,937.1 120.4 1.7% 23.6

31 July 2016 6,491.3 123.5 1.9% 30.2
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Divisional credit risk

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

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

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

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

Much of the Banking division’s lending is short-term and the average loan size is small with the result that individual loans have
little capacity to materially impact the group’s earnings.

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

(i) Neither past due nor impaired

These loans and advances to customers reflect the application of consistent and conservative lending criteria on inception and
the quality and level of security held. The contractual repayments are monitored to ensure that classification as neither past due
nor impaired remains appropriate and also demonstrates the short-term nature of the lending, with £3.8 billion (2016: £3.5 billion)
having a contractual maturity of less than 12 months.

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

31 July 2017 31 July 2016
Loans and advances to customers Loans and advances to customers

Individually Collectively Individually  Collectively
assessed assessed Total assessed assessed Total
£ million £ million £ million £ million £ million £ million
Within one month 601.4 362.0 963.4 454.7 279.6 734.3
Between one and three months 363.5 440.2 803.7 4411 422.0 863.1
Between three months and one year 968.9 1,091.6 2,060.5 8949 10549 1,949.8
Over one year 943.3 1,786.3 2,729.6 813.0 1,776.8 2,589.8

2,8771 3,68014 6,557.2 2603.7 35333 61370

(ii) Past due but not impaired

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

The following table shows the ageing of loans and advances to customers split by credit assessment method which are past due
but for which no impairment provision has been raised.

31 July 2017 31 July 2016
Loans and advances to customers Loans and advances to customers

Individually Collectively Individually  Collectively
assessed assessed Total assessed assessed Total
£ million £ million £ million £ million £ million £ million
Within one month 50.3 8.2 58.5 194 7.6 27.0
Between one and three months 35.9 4.7 40.6 62.4 9.1 71.5
Between three months and one year 29.9 29.3 59.2 42.2 174 59.6
Over one year 52.9 32.9 85.8 22.2 15.5 37.7

169.0 75.1 2441 146.2 49.6 195.8
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(iii) Impaired

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

Individually assessed provisions are determined on a case by case basis, taking into account the financial condition of the
customer and an estimate of potential recovery from the realisation of security. Typically this methodology is applied by the
Property Finance business and by the invoice finance business within Commercial Finance.

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

The gross impaired loans are quoted without taking account of any collateral or security held, which could reduce the potential
loss. The application of conservative LTV ratios on inception and the emphasis on the quality of the security provided are reflected
in the low provision to gross impaired balance ratio (“coverage ratio”) of 39% (2016: 38%).

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

31 July 2017 31 July 2016
Loans and advances to customers Loans and advances to customers
Individually Collectively Individually Collectively
assessed assessed Total assessed assessed Total
£ million £ million £ million £ million £ million £ million
Gross impaired loans 62.9 72.9 135.8 75.4 83.1 158.5
Provisions (30.5) (21.9) (52.4) B74) (223  (59.7)
Net impaired loans 32.4 51.0 83.4 38.0 60.8 98.8

The amount of interest income accrued on impaired loans and advances to customers was £12.9 million
(31 July 2016: £16.2 million).

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

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

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

LTV
Less than 70% - 2121 1,331.3 1,543.4
70% to 90% 4.6 352.0 9.1 365.7
Greater than 90% 16.3 138.6 - 154.9
At 31 July 2017 20.9 702.7 1,340.4 2,064.0
Retail  Commercial Property Total
£ million £ million £ million £ million

LTV
Less than 70% — 2031 12281 1,431.2
70% 10 90% - 298.2 251 323.3
Greater than 90% - 143.3 - 143.3

At 31 July 2016 - 644.6 12532 1,897.8
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Financial assets: Settlement balances

Credit risk management and monitoring

The credit risk presented by settlement balances in the Securities division is limited, as such balances represent delivery versus
payment transactions where delivery of securities occurs simultaneously with payment. The credit risk is therefore limited to the
change in market price of a security between trade date and settlement date and not the absolute value of the trade. Winterflood
is a market-maker and trades on a principal-only basis with regulated counterparties including stockbrokers, wealth managers,
institutions and hedge funds who are either authorised and regulated by the PRA and/or FCA or equivalent regulator in the
respective country.
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Credit risk reporting

Settlement balances are classified as neither past due nor impaired when the respective trades have not yet reached their
settlement date. Settlement balances are classified as past due but not impaired when trades fail to be settled on their
contractual settlement date. The credit risk presented by settlement balances which are past due is mitigated by the delivery
versus payment mechanism, as well as by Winterflood trading only with regulated counterparties. Counterparty exposure and
settlement failure monitoring controls are in place as part of an overall risk management framework and settlement balances
past due are actively managed.

The following table shows the ageing of settlement balances:

31 July 2017 31 July 2016

Neither past Past due Neither past Past due

due nor but not due nor but not
impaired impaired Total impaired impaired Total
£ million £ million £ million £ million £ million £ million
Within one month 523.7 20.0 5437 4499 258 4757
Between one and three months - 1.8 1.8 - 1.0 1.0
Between three months and one year - 0.6 0.6 - 0.6 0.6
Over one year - 0.6 0.6 - 0.8 0.8

523.7 23.0 546.7 449.9 28.2 4781

(d) Market risk
Market risk is the risk that a change in the value of an underlying market variable, such as interest or foreign exchange rates, will
give rise to an adverse movement in the value of the group’s assets and arises primarily in the Securities division.

Interest rate risk
The group’s exposure to interest rate risk arises in the Banking division and the remainder of this section relates to the Banking
division accordingly. Interest rate risk in the group’s other divisions is considered to be immaterial.

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

The group’s policy is to match repricing characteristics of assets and liabilities naturally where possible or by using interest rate
swaps where necessary to secure the margin on its loans and advances to customers. These interest rate swaps are disclosed in
note 13.

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

e repricing risk — occurs when assets and liabilities reprice at different times;
e embedded optionality risk — occurs as a result of special conditions attached to contract terms embedded in some loans; and
 basis risk — occurs where there is a mismatch in the interest rate reference rate for assets and liabilities.

We have amended our methodology for the sensitivity analysis calculations to interest rate risk exposure in line with industry
practice and standards. This corresponds with the way the ALCO monitors this exposure. The results below therefore differ to
those reported in 2016.
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The table below sets out the assessed impact on our base case earnings at risk (‘EaR”) due to a parallel shift in interest rates as
at 31 July 2017:

2017 2016

£ million £ million

0.5% increase (8.7) (71)
0.5% decrease 6.2 51

The table below sets out the assessed impact on our base case economic value of equity (‘EVE”) due to a shift in interest rates at
31 July 2017:

2017 2016

£ million £ million

0.5% increase 0.2 01
0.5% decrease (0.1) -

Foreign currency risk

The group has limited exposure to foreign currency risk which derives from the equity balances of its overseas operations, which
are not hedged. These balances are predominantly in euros. Foreign exchange differences which arise from the translation of
these operations are recognised directly in equity.

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

2017 2016
£ million £ million
20% strengthening of sterling against the euro (3.4) (2.6)

The group has additional material currency assets and liabilities primarily as a result of treasury operations in the Banking division.
These assets and liabilities are matched by currency, using exchange rate derivative contracts where necessary. Details of these
contracts are disclosed in note 13. Other potential group exposures arise from share trading settled in foreign currency in the
Securities division, and foreign currency equity investments. The group has policies and processes in place to manage foreign
currency risk, and as such the impact of any reasonably expected exchange rate fluctuations would not be material.

Market price risks

Trading financial instruments: Equity shares and debt securities

The group’s trading activities relate to Winterflood. The following table shows the group’s trading book exposure to market
price risk.

Highest Lowest Average Exposure
exposure exposure exposure at 31 July
£ million £ million £ million £ million
For the year ended 31 July 2017
Equity shares
Long 42.4 22.3 31.6 31.9
Short 24.6 9.7 15.7 16.2
15.9 15.7
Debt securities
Long 20.6 10.4 14.8 16.2
Short 13.4 5.3 9.0 11.5

5.8 4.7




Close Brothers Group plc Annual Report 2017 147

Highest Lowest Average Exposure
exposure exposure exposure at 31 July
£ million £ million £ million £ million
For the year ended 31 July 2016
Equity shares
Long 55.6 25.2 35.0 261
Short 25.3 71 12.6 13.5
224 12.6
Debt securities
Long 27.3 10.6 15.0 20.3
Short 1441 7.0 10.3 5.8
4.7 14.5

With respect to the long and short positions on debt securities £3.5 million and £1.4 million (2016: £1.7 million and £0.1 million)

were due to mature within one year respectively.

The average exposure has been calculated on a daily basis. The highest and lowest exposures occurred on different dates and
therefore a net position of these exposures does not reflect a spread of the trading book.

Based upon the trading book exposure given above, a hypothetical fall of 10% in market prices would result in a £1.6 million
decrease (2016: £1.3 million decrease) in the group’s income and net assets on the equity trading book and a £0.5 million
decrease (2016: £1.5 million decrease) on the debt securities trading book. However, the group’s trading activity is mainly market-
making where positions are managed throughout the day on a continuous basis. Accordingly, the sensitivity referred to above is

purely hypothetical.

Non-trading financial instruments

Net gains and losses on non-trading financial instruments are disclosed in notes 11 and 12.

(e) Liquidity risk

Liquidity risk is the risk that liabilities cannot be met when they fall due or can only be met at an uneconomic price and arises

mainly in the Banking division.

The group has a prudent liquidity position with total available funding at 31 July 2017 of £8.8 billion (31 July 2016: £8.2 billion). This
funding is significantly in excess of its loans and advances to customers at 31 July 2017 of £6.9 billion (31 July 2016: £6.4 billion).
The group has a large portfolio of high quality liquid assets principally including cash placed on deposit with the Bank of England.
The group measures liquidity risk with a variety of measures including regular stress testing and cash flow monitoring, and

reporting to both the group and divisional boards.

The following table analyses the contractual maturities of the group’s on balance sheet financial liabilities on an undiscounted

cash flow basis.

In more

In more

In more

than three than six than
months but months but one year
In less not more not more but not In more
On thanthree than six thanone more than than five
demand months months year five years years Total
£ million £ million £ million £ million £ million £ million £ million
At 31 July 2017
Settlement balances - 524.9 - - - - 524.9
Deposits by banks 18.5 15.4 30.0 7.6 0.7 - 72.2
Deposits by customers 117.5 961.4 923.3 1,6346 1,550.1 - 5,186.9
Loans and overdrafts from banks 12.3 7541 01 21.0 224.6 - 333.1
Debt securities in issue - 26.7 28.0 102.3 1,133.9 324.8 1,615.7
Loans from money brokers against stock advanced 4.3 - - - - - 4.3
Subordinated loan capital - 1.7 3.7 5.4 36.2 274.2 321.2
Derivative financial instruments 0.1 5.2 2.7 6.4 44.7 19.8 78.9
Other financial liabilities 12.5 97.0 1.1 1.2 7.8 - 119.6
Total 165.2 1,707.4 988.9 1,778.5 2,998.0 618.8 8,256.8
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Inmore than  Inmore than  In more than
three months six months  one year but

Inless but not more but not more not more In more

On than three than six than one than five than five
demand months months year years years Total
£ million £ million £ million £ million £ million £ million £ million

At 31 July 2016

Settlement balances - 456.3 - - - - 456.3
Deposits by banks 31.8 1.9 15.8 1.0 10.9 — 71.4
Deposits by customers 124.7 925.6 7413 14198 11,7651 - 49765
Loans and overdrafts from banks 1.0 208.0 75.2 861 90.9 — 471.2
Debt securities in issue - 1041 9.0 5725 851.7 422 1,485.5
Loans from money brokers against stock advanced 30.0 - - - - - 30.0
Subordinated loan capital - 1.7 - 1.7 13.6 62.0 79.0
Derivative financial instruments 0.2 4.3 21 4.3 20.8 1.9 33.6
Other financial liabilities 372 82.9 2.6 1.0 1.1 - 124.8
Total 2349 1,690.8 846.0 2,096.4 2,7541 1061  7,728.3

Derivative financial instruments in the table above includes net currency swaps. The following table shows the currency swaps on
a gross basis:

Inmore than  In more than  In more than
three months sixmonths  one year but

Inless but not more but not more not more In more
On than three than six than one than five than five
demand months months year years years Total
£ million £ million £ million £ million £ million £ million £ million
At 31 July 2017 19.8 74.6 2.7 6.4 44.7 19.8 168.0
At 31 July 2016 19.5 62.2 2.1 4.3 20.8 1.9 110.8

28. Interest in unconsolidated structured entities

Structured entities are those entities that have been designed so that voting or similar rights are not the dominant factor in
deciding who has control, such as when any voting rights relate to administrative tasks only, or when the relevant activities are
directed by means of contractual arrangements.

The group has interests in structured entities as a result of contractual arrangements arising from the management of assets on
behalf of its clients as part of its Asset Management division. These structured entities consist of unitised vehicles such as
Authorised Unit Trusts (“AUTs”) and Open Ended Investment Companies (“OEICs”) which entitle investors to a percentage of the
vehicle’s net asset value. The structured entities are financed by the purchase of units or shares by investors. The group does not
hold direct investments in its structured entities.

As fund manager, the group does not guarantee returns on its funds or commit to financially support its funds. The business
activity of all structured entities is the management of assets in order to maximise investment returns for investors from capital
appreciation and/or investment income. The group earns a management fee from its structured entities, based on a percentage
of the entity’s net asset value.

The main risk the group faces from its interest in assets under management on behalf of external investors is the loss of fee
income as a result of the withdrawal of funds by clients. Outflows from funds are dependent on market sentiment, asset
performance and investor considerations. The assets under management of unconsolidated structured entities managed by the
group were £3,830 million as at 31 July 2017 (31 July 2016: £3,273 million). Included in revenue on the consolidated income
statement is management fee income of £22.8 million (2016: £20.8 million) from unconsolidated structured entities managed by
the group.
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In accordance with section 409 of the Companies Act 2006, the following is a list of the group’s subsidiaries at 31 July 2017
which are all wholly-owned and incorporated in the UK unless otherwise stated.

Group
Close Brothers Holdings Limited!

Banking

Air and General Finance Limited?
Armed Services Finance Limited®
Arrow Audit Services Limited'2°
Brook Funding (No.1) Limited'* 20
CBM Holdings Limited!

Banking continued

Finance for Industry Services Limited'
Kingston Asset Finance Limited?
Kingston Asset Leasing Limited?
Metropolitan Factors Limited'
Micgate Holdings (UK) Limited'
Novitas Loans Limited'®

Novitas (Salisbury) Limited's

Orbita Funding 2016-1 plc'*2°
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CLL | Limited'® Surrey Asset Finance Limited?
Close Asset Finance Limited?
Close Brewery Rentals Limited® Securities

Close Brothers Asset Finance GmbH (Germany)'®
Close Brothers Factoring GmbH (Germany)'®
Close Brothers Finance plc'

Close Brothers Limited!

Close Brothers Military Services Limited®

Close Brothers Technology Services Limited (85%
shareholding)’

Close Business Finance Limited?

Close Credit Management (Holdings) Limited'

Close Finance (Cl) Limited (Jersey)'®

Close International Bank Holdings Limited (Guernsey)*
Close Invoice Finance Limited!

Close Leasing Limited'®

Close Motor Finance Limited?®

Close PF Funding | Limited' 20

Close Trust Nominees Limited!

W.S. (Nomineges) Limited?®

Winterflood Client Nominees Limited?®
Winterflood Gilts Limited®

Winterflood Securities Holdings Limited?®
Winterflood Securities Limited®

Asset Management

Acre 1172 Limited'

Adrian Smith & Partners Limited!

Cavanagh Financial Management Limited®

CBF Wealth Management Limited"

CFSL Management Limited!

Chartwell Private Client Limited'

Close Asset Management Holdings Limited!

Close Asset Management Limited!

Close Asset Management (UK) Limited'

Commercial Acceptances Limited” Close Brothers Properties Guernsey Limited (Guernsey)*
Commercial Finance Credit Limited® Close International Asset Management Holdings Limited
Close Brothers Vehicle Hire Limited'” (Guernsey)*

Ecasks Limited® Close Investments Limited’

Finance for Industry Limited" Close Portfolio Management Limited'

Close Properties Jersey Limited (Jersey)®

EOS Wealth Management Limited'

Lion Nominees Limited'

Mackay Stewart and Brown Limited'®

Place Campbell Close Brothers Limited (50% shareholding)'

Registered offices:

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

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

The Atrium Building Cannon Bridge, 25 Dowgate Hill, London EC4R 2GA, United Kingdom.

1st and 2nd Floors, Elizabeth House, Les Ruettes Brayes, St Peter Port, GY1 1EW, Guernsey.

Roman House, Roman Road, Doncaster, South Yorkshire DN4 5EZ, United Kingdom.

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

4th Floor, The Athenaeum Building, 8 Nelson Mandela Place, Glasgow, G2 1BT, United Kingdom.

47 Esplanade, St Helier JE1 0BD, Jersey.

10 Saltire Court, 3rd Floor, West Wing, 20 Castle Terrace, Edinburgh, Scotland EH1 2EN, United Kingdom.
11 6 Coldbath Square, London, EC1R 5HL, United Kingdom.

12 Wilmington House, High Street, East Grinstead, West Sussex RH19 3AU, United Kingdom.

18 Wilmington Trust Sp Services (London) Limited, Third Floor, 1 King’s Arms Yard, London EC2R 7AF, United Kingdom.
14 35 Great St. Helen’s, London EC3A 6AP, United Kingdom.

15 27 Barnack Business Centre, Salisbury, Wiltshire, SP1 2LP, United Kingdom.

16 Olympic Court Third Avenue, Trafford Park Village, Manchester M17 1AP, United Kingdom.

17 Lows Lane, Stanton-By-Dale, llikeston, Derbyshire DE7 4QU, United Kingdom.

18 Grosse Bleiche 35-39, 55116, Mainz, Germany.

19 Conway House, Conway Street, St Helier, JE4 5SR, Jersey.

OCO~NOOOT~WN =

Subsidiaries by virtue of control:
20 The related undertakings are included in the consolidated financial statements as they are controlled by the group.
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Glossary

Adjusted

Adjusted operating profit
(“AOP”)

Asset Risk Consultants
(“ARC”)

Bad debt ratio

Bargains per day
Buy-as-you-earn (“BAYE”)

Capital Requirements
Directive IV (“CRD IV”)

Capital Requirements
Regulation (“CRR”)

CET1 capital ratio

Common equity tier 1
(“CET1”) capital

Compensation ratio
Dividend per share (“DPS”)

Earnings per share (“EPS”)
Effective tax rate
Expense/income ratio

Financial Conduct Authority
(“FCA’!)

Financial Reporting Council
(“FRC”)

Funding allocated to loan
book

Funding % loan book

General Data Protection
Regulation (“GDPR”)
High quality liquid assets
(“HQLASs”)

Hire purchase loan

Independent Financial
Adviser (“IFA”)

Internal Capital Adequacy
Assessment Process
(“ICAAP”)

Internal Ratings Based
(“IRB”) approach

International Accounting
Standards (“IAS”)

International Financial
Reporting Standards (“IFRS”)

Adjusted measures are used to increase comparability between periods and exclude
amortisation of intangible assets on acquisition, and any exceptional items

Operating income less adjusted operating expenses and impairment losses

Independent investment management consultant providing manager research and
benchmarking for private client investment managers, charities, trustees and family offices

Impairment losses as a percentage of average net loans and advances to customers and
operating lease assets

Average number of Winterflood’s trades with third parties

The HM Revenue & Customs approved Share Incentive Plan that gives all employees the
opportunity to become shareholders in the group

European Union regulation implementing the Basel lll requirements in Europe, alongside CRR

European Union regulation implementing the Basel lll requirements in Europe, alongside
CRD IV

Measure of the group’s CET1 capital as a percentage of risk weighted assets, as required
by CRR

Consists of highest quality capital including ordinary shares, share premium account, retained
earnings and other reserves

Total staff costs as a percentage of operating income

Comprises the final dividend proposed for the respective year together with the interim
dividend declared and paid in the year

Profit attributable to shareholders divided by number of basic shares
Tax on operating profit/{loss) as a percentage of profit/(loss) on ordinary activities before tax
Total adjusted operating expenses divided by operating income

A financial regulatory body in the UK, responsible for regulating financial firms and maintaining
integrity of the UK’s financial market

An independent regulatory body responsible for promoting high quality corporate governance
and reporting amongst UK companies

Total funding excluding equity and funding held for liquidity purposes

Total funding divided by net loans and advances to customers

Regulation intended to strengthen and unify data protection for all individuals within the
European Union

Assets which qualify for regulatory liquidity purposes, including Bank of England deposits and
sovereign and central bank debt, including funds drawn under the Funding for Lending
Scheme

In a hire purchase agreement, the customer fully pays down the loan over its life. Once all
payments have been made, the customer has the option to simply hand back the vehicle or
to pay a final option fee and take the ownership of the vehicle

Professional offering independent, whole of market advice to clients including investments,
pensions, protection and mortgages

An annual self-assessment of a bank’s material risks and the associated level of capital
needed to be held, and undertaking appropriate stress testing to test capital adequacy

A supervisor approved method using internal, rather than supervisory, risk parameters to
calculate credit risk regulatory capital requirements

Older set of standards issued by the International Accounting Standards Council setting up
accounting principles and rules for preparation of financial statements. IAS are being
superseded by IFRS

Globally accepted accounting standards issued by the IFRS Foundation and the International
Accounting Standards Board



Leverage ratio
Liquidity coverage ratio

Loan-to-value ratio (“LTV”)
Managed assets

Market abuse regulation
(“MAR”)

MiFID 2

Net interest margin (“NIM”)

Operating margin

Personal Contract Plan
(“PCP”)

Prudential Regulation
Authority (“PRA”)

Return on net loan book
(“RoNLB”)

Return on opening equity
(“ROE”)
Revenue margin

Risk weighted assets (“RWA”)

Save-as-you-earn (“SAYE”)
Secured debt
Senior debt

Standardised approach

Term funding
Tier 2 capital

Total client assets

Total shareholder return
(“TSR”)
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Tier 1 capital as a percentage of total balance sheet assets, adjusted for certain capital
deductions, including intangible assets, and off balance sheet exposures

Measure of the group’s HQLAS as a percentage of expected net cash outflows over the next
30 days in a stressed scenario

For a secured loan, the loan balance as a percentage of the total value of the asset

Total market value of assets which are managed by Close Brothers in one of our
investment solutions
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European regulation aimed at increasing market integrity and investor protection

The Markets in Financial Instruments Directive is the EU legislation that regulates firms who
provide services to clients linked to financial instruments, and the venues where those
instruments are traded. MiFID 2 is revised regulation, which takes effect from 3 January 2018

Net income generated by lending activities, including net interest income, net fees and
commissions and net operating lease income less depreciation on operating lease assets,
divided by average net loans and advances to customers and operating lease assets

Adjusted operating profit divided by operating income

PCP is an alternative form of car finance, where the customer pays smaller monthly
instalments. At the end of the loan period, a customer can decide whether to a) pay a balloon
payment and take the ownership of the vehicle; b) return the car with no additional payment;
or ¢) use the value of the car paid to negotiate a deal on another car

A financial regulatory body, responsible for regulating and supervising banks and other
financial institutions in the UK

Adjusted operating profit from lending activities divided by average net loans and advances to
customers and operating lease assets

Adjusted operating profit after tax and non-controlling interests divided by opening equity,
excluding non-controlling interests

Income from advice, investment management and related services divided by average total
client assets

A measure of a bank’s assets, adjusted for risk. It is used in determining the capital
requirement for a financial institution

Scheme intended to encourage saving and build long-term share ownership in the group
Debt backed or secured by collateral

Represents the type of debt that takes priority over other unsecured or more junior debt
owed by the issuer. Senior debt is first to be repaid ahead of other lenders or creditors

Generic term for regulator defined approaches for calculating credit, operational and market
risk capital requirements as set out in the CRR

Funding with a remaining maturity greater than 12 months

Additional regulatory capital that along with tier 1 capital makes up a bank’s total regulatory
capital. Includes qualifying subordinated debt

Total market value of all client assets including both managed assets and assets under advice
and/or administration

Measure of shareholder return including share price appreciation and dividends, which are
assumed to be re-invested in the company’s shares
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Financial calendar (provisional)

Event

Date

First quarter trading update November 2017
Annual General Meeting 16 November 2017
Final dividend payment 21 November 2017
Pre-close trading update January 2018
Half year end 31 January 2018
Interim results March 2018
Third quarter trading update May 2018
Pre-close trading update July 2018
Financial year end 31 July 2018
Preliminary results September 2018

The financial calendar is updated on a regular basis throughout the year. Please refer to our website www.closebrothers.com for

up-to-date details.

Cautionary Statement

Certain statements included or incorporated by reference within this report may constitute “forward-looking statements” in
respect of the group’s operations, performance, prospects and/or financial condition. Forward-looking statements are

AT

sometimes, but not always, identified by their use of a date in the future or such words as “anticipates”, “aims”, “due”, “could”,

ST ” o

”may ’

will”, “should”, “expects”, “believes”, “intends potential”, “targets

goal” or “estimates”. By their nature, forward-

looking statements involve a number of risks, uncertainties and assumptions and actual results or events may differ materially
from those expressed or implied by those statements. Accordingly, no assurance can be given that any particular expectation will
be met and reliance should not be placed on any forward-looking statement. Additionally, forward-looking statements regarding
past trends or activities should not be taken as a representation that such trends or activities will continue in the future. No
responsibility or obligation is accepted to update or revise any forward-looking statement resulting from new information, future
events or otherwise. Nothing in this report should be construed as a profit forecast. Past performance is no guide to future

performance and persons needing advice should consult an independent financial adviser.

This report does not constitute or form part of any offer or invitation to sell, or any solicitation of any offer to subscribe for or
purchase any shares or other securities in the company or any of its group members, nor shall it or any part of it or the fact of its
distribution form the basis of, or be relied on in connection with, any contract or commitment or investment decisions relating
thereto, nor does it constitute a recommendation regarding the shares or other securities of the company or any of its group
members. Past performance cannot be relied upon as a guide to future performance and persons needing advice should consult
an independent financial adviser. Statements in this report reflect the knowledge and information available at the time of its
preparation. Liability arising from anything in this report shall be governed by English law. Nothing in this report shall exclude any

liability under applicable laws that cannot be excluded in accordance with such laws.
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