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This annual report includes statements that are, or may be deemed to be, “forward-looking statements”. Forward-looking statements are
statements that are not historical facts and may be identified by words such as “intend”, “aim”, “project”, “anticipate”, “estimate”, “plan”, “believes”,
“expects”, “may”, “envisage”, “should”, “will”, “target”, “continues”, “set to”, or similar expressions. These forward-looking statements involve
substantial known and unknown risks, uncertainties, assumptions, estimates and other factors which may be beyond the control of Charter
Court Financial Services Group plc (“Charter Court”) and its subsidiaries (together “the Group”). Actual results and developments may differ
materially from those expressed or implied by these statements and depend on a variety of factors.
These statements are made in respect of Charter Court’s intentions or future beliefs and Charter Court’s current expectations at the time made
concerning, among other things, Charter Court’s results of operations, financial condition, liquidity, prospects, growth and strategies. In light of
these risks, uncertainties and assumptions, actual results could be materially different from projected future results expressed or implied by these
forward-looking statements which speak only as to the date of this annual report.
The Group cannot guarantee that its forward-looking statements will not differ materially from actual results. Charter Court disclaims any
obligation to update any forward-looking statements in this annual report that may occur due to any change in its expectations or to reflect
events or circumstances after the date of this annual report. Undue reliance should not be placed on any forward-looking statement.

Who we are
Charter Court Financial Service Group plc (“Charter Court”) and its subsidiaries (together “the Group”) is the UK’s leading specialist mortgage
lender1, purpose built to meet increasing customer demand for specialist mortgages, attractive savings products, exceptional value and great
service.
We operate through our three complementary brands.

Charter Savings Bank (“CSB”) is an online
bank which provides a range of
competitive savings products via its
website.

1
Strategic report

90
Financial statements

1

Business overview

92

Independent auditor’s report

6

Chairman’s statement

99

Consolidated financial statements

8

Chief Executive Officer’s review

103 Notes to the consolidated financial statements

10

How we deliver our strategy

145 Company financial statements

14

Chief Financial Officer’s review

148 Notes to the company financial statements

Total savings balances of

16

Business review by segment

24

Risk management

152
Appendices

£

35

Viability statement

154 Alternative performance measures

36

Going concern statement

158 Glossary

37

Corporate responsibility

161 Shareholder information

For more information see pages 20 to 21.

4.4

(2016: £3.4bn)

bn

Precise Mortgages (“Precise”) provides
residential and buy to let mortgages,
along with bridging and second charge
loans to borrowers.

Exact Mortgage Experts (“Exact”)
administers mortgages originated by
Precise Mortgages and selected third
parties. It offers portfolio pricing services
and credit consultancy to institutional
clients.
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How we got here
2017

Cumulative loan originations of
over £8.1 billion
2015

2008

2013

Launched by current
management team with
investment from Elliott
Founded by many of its current
management team, Charter Court
embarked on an exciting journey to
become one of the UK’s leading specialist
mortgage banks. In the depths of the
financial crisis, with the UK economy and
its mortgage market shrouded in
uncertainty, the focus of the initial team
was mortgage credit analysis and
collections.
Charter Court was soon employed by
some of the world’s most sophisticated
financial institutions - including hedge
funds, private equity firms, investment
banks, and building societies - to provide
due diligence services on loan books and
an in-depth understanding of UK
mortgage assets.

2008

Charter Court successfully completed a
premium listing on the Main Market of the
London Stock Exchange on 4 October
2017. The success of the Initial Public
Offering (“IPO”) was a clear endorsement
of Charter Court’s business, track record,
strategy and prospects. It also marked the
next exciting stage of the Group’s
development.

Banking licence awarded and
Charter Savings Bank launched

2009

Second charge loans launched
2010

Lending commences
Charter Court was the first non-bank to
achieve FSA authorisation as mortgage
lender post-crisis. The Group began
lending in 2010 and the year also marked
the completion of Charter Court’s first
buy to let loan. On the servicing side, in
May 2010, Charter Court boarded its first
special servicing portfolio for a major
investment bank.

2012

Lending growth
Charter Court increased its mortgage
lending. Cumulative credit analysis
passed £6 billion whilst cumulative assets
under management passed £1 billion.
Fitch Ratings also granted the Group its
first rating for special servicing at RSS3.

Charter Court issued its first residential
mortgage-backed security (“RMBS”) in
December 2013. The success of the first
transaction paved the way for seven
subsequent securitisations by the end of
2017, establishing Charter Court as one of
the leading securitising entities in the UK.
This provided the Group with a solid
funding base, enabling further growth in
lending. Subsequently, Charter Court
launched the first public residential
mortgage-backed security from a new
post credit crisis issuer and started to offer
second charge lending.
Charter Court’s capability in mortgage
servicing was recognised when Fitch
Ratings granted the Group an upgrade for
special servicing to RSS2-, and its first
rating for primary servicing of RPS3+.

2010

2011

2012

2013

2014

Charter Court’s funding capability and
sustainability of the platform received a
significant boost after the Prudential
Regulation Authority (“PRA”) and Financial
Conduct Authority (“FCA”) granted the
Group a banking licence, paving the way
for the launch of Charter Savings Bank
(“CSB”). Three further securitisation
transactions brought total issuance to
£1.2 billion. Charter Court took advantage
of favourable market conditions to sell its
residual certificates in one of those
securitisation vehicles, delivering a pre-tax
net gain of £10.0 million.

Just two months after securing third
place in The Sunday Times “100 Best
Companies to Work For” rankings in
March 2017, Charter Court was
recognised as one of the UK’s most
inspiring companies in London Stock
Exchange Group’s 1,000 “Companies to
Inspire Britain 2017” report.

In April 2015, Charter Court’s Fitch
primary servicing rating was upgraded to
RPS2-, while it also maintained its special
servicer rating of RSS2-.
Within the first year of operation, CSB’s
retail savings deposits surpassed £1 billion.
Supported by the enlarged funding base,
Charter Court achieved cumulative
mortgage originations of above £2 billion.

2015

2016

2017

2016

Continued growth
and recognition

2009

First post-crisis authorised
mortgage administrator
Charter Court became the first post-crisis
business to obtain authorisation from the
Financial Services Authority (“FSA”) to
conduct regulated mortgage
administration activities, and obtained a
Consumer Credit Act (“CCA”) licence from
the Office of Fair Trading for debt
administration. This allowed Charter
Court to start managing loans on behalf
of other institutions. During this period,
mortgage servicing systems were built,
and loans managed increased steadily,
while cumulative credit analysis grew to
over £4.1 billion.
This bedrock of experience gave Charter
Court the operating knowledge and
infrastructure of a larger mortgage lender.

2014
2011

Bridging lending
Having identified a further opportunity in
the market, Charter Court extended its
lending footprint by offering bridging
lending.

Charter Court’s total public
issuance reached £600 million
With its second and third securitisations
closed, Charter Court’s total public
issuance reached £600 million. During the
year, the Group commenced its application
for a UK banking licence and opened a
second office in Wolverhampton, paving
the way for further expansion.

Charter Court achieved one of the
highest growth rates in total mortgage
originations (56%) among its specialist
bank peer group1 increasing the total
mortgage balance sheet by 96% to
£3.8 billion.
Continued pursuit of a diverse funding
strategy led to a further increase in retail
deposits to over £3.4 billion.
Charter Court’s reputation for mortgage
servicing in the UK was reinforced by the
Fitch Ratings upgrade of the Group’s
primary servicer operation rating to RPS2.
Charter Court achieved tenth place in The
Sunday Times 100 Best Companies to
Work For rankings.

1 Specialist bank peer group includes: Aldermore Bank plc, OneSavings Bank plc, Paragon Banking Group plc, Shawbrook Group plc.
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2017
highlights

1

Profit before tax (£m)

Net interest margin (%)

Statutory

Underlying

120

Statutory
4

120
111.7

90
60
48.9

30

2015

Underlying

100

100

75

75

116.7

90

3

60

2
50.1

30

27.1

0

Cost income ratio (%)

3.24

3.08

3.19

50

1

53.4

50
47.6

25

34.1

51.4

46.4

25

31.2

28.3

2016

2017

0

2015

2016

2017

0

2015

2016

0

2017

2015

2016

0

2017

2015

2016

2017

£

£

3.19%

34.1%

31.2%

+128% vs. 2016

+132% vs. 2016

+3.50% vs. 2016

-28% vs. 2016

-33% vs. 2016

Total profit generated by the Group
before paying tax.

Total profit generated by the Group
before paying tax, excluding one-off
expenses related to our IPO in 2016/17
and attempted sale of the business in
2015/16.

Net interest income as a percentage of
average interest earning assets.

Total costs as a percentage of total
income.

Total costs, excluding one-off expenses
related to our IPO in 2016/17 and
attempted sale of the business in 2015/16,
as a percentage of total income.

111.7m

116.7m

Return on equity (%)

Cost of risk2 (%)

Statutory

40

30

30

2
30.4

28.6

20

1
0.034

0

20
18.7

10

0.011

8

6

6
5.4

4

4

4.4

3.8

2

-1

14.6

Deposits from customers

8

-0.002

19.3

13.8

Retail deposits (£bn)

Customer loans and receivables

Underlying

40

10

Loan book (£bn)

3.4

2
1.9

0

2015

2016

2017

0

2015

2016

2017

28.6%

30.4%

+53% vs. 2016

+58% vs. 2016

Amount of profit generated with each £ of shareholders’ equity.

-2

2015

2016

2017

0.011%
The cost of managing risks and incurring
losses.

0

2015

2016

2017

5.4bn

1.6

0

2015

2016

2017

4.4bn

£

£

+42% vs. 2016

+29% vs. 2016

Outstanding balance of loans we
provided to customers.

Current balance of savings deposited
with us by our retail customers.

1 This financial report provides alternative performance measures (“APMs”) which are not defined or specified under the requirements of International Financial Reporting Standards. We
believe these APMs provide readers with important additional information on our business. To support this we have included a reconciliation of the APMs we use, where relevant, and a
glossary indicating the APMs we use, an explanation of how they are calculated and why we use them.
The Group has incurred costs on the IPO during 2016 and 2017 and on a project to sell the Group to private bidders during 2015 and 2016. These costs, included within administrative
expenses, are not considered to be part of the underlying administrative expenses of the Group as they relate to a very specific one-off activity. Underlying KPIs exclude these costs.

2 Cost of risk was negative in 2016 as the reversal of specific provisions, previously raised in 2015, outweighed new provisions made in the year.

Please see page 154 for further detail.
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Chairman’s statement
It was my great privilege to join the Board of Charter Court in 2017, at a time when the Group
had embarked on the next stage of its development as a publicly listed company.
By delivering a successful IPO and listing on the London Stock Exchange in October 2017,
Charter Court reinforced its positioning as one of the UK’s leading specialist mortgage and
savings banks and created a strong platform for future growth.

Clear strategic focus on specialist mortgage model

Delivering value to our shareholders

Despite undergoing significant internal transformation and in the
face of heightened market uncertainty and rapid regulatory change,
Charter Court maintained its position as the UK’s leading specialist
mortgage lender in its core markets, by volume of mortgages
generated. The Group also further developed its retail savings
business by providing competitive savings products and personal,
reliable service to over 100,000 customers.

In 2017, we adopted a dividend policy which envisages a pay-out
ratio reflective of the growth profile of Charter Court’s business. The
Board currently targets a dividend pay-out ratio of at least 15% of the
profit for the year, with the aim of increasing it over the medium term
as our balance sheet continues to build. The Directors expect to
commence dividend payments with an interim dividend in respect of
the first half of 2018, which will be payable in the second half of
2018.

This robust performance in uncertain market conditions both
underlines the resilience of our business model and the ability of our
management team to deliver our strategy.

Effective corporate governance
Throughout its history, Charter Court has been committed to
delivering high standards of corporate governance, a commitment
that remains firmly in place today. As part of our transition to a
publicly listed company, in 2017 we undertook a review of our Board
composition and corporate governance practices to ensure these
will be fully compliant with the UK Corporate Governance Code, and
aligned with the expectations of our current and future shareholders.
Through this process, we established a Disclosure Committee that,
alongside our four committees, assists the Board in carrying out its
functions. We also welcomed Noël Harwerth to the Charter Court
Board as an Independent Non-Executive Director. She brings with
her a depth and breadth of experience which will be of significant
additional value to the Board.
For more information see Corporate governance on pages 46 to 89.
I would like to take this opportunity to extend my gratitude to Philip
Jenks, who has served as Chairman of the Board since 2015. Philip
has made a valued contribution in building the business, its
governance infrastructure and the regulatory relationships that the
Group enjoys today. Following the listing, the Board continues to
benefit from his skills and experience through his role as Deputy
Chairman.
As a Board, we recognise that effective corporate governance
requires diverse perspectives and skill sets as well as personal
attributes that are aligned with our corporate values. We remain
committed to inclusion in all its forms and to achieving greater
representation of women on our Board. This is already an important
consideration during searches for new Board members and will be a
key priority for us in the years to come.

6

People are at the heart of our success
At Charter Court, we are very proud of the open, friendly and
collaborative environment in which we work. Our high ranking of
third in The Sunday Times Top 100 Companies to Work For 2017
reflects our strong culture, which is supported by the Board and
executive management. At inception, Charter Court built a series of
core values that still guide our employees’ actions every day.
Recognising the valuable contribution of our employees, as part of
Charter Court’s IPO, all staff were given shares in the business and
over 80% of staff joined the Group’s Share Save Scheme.
For more information see Corporate responsibility on pages 37 to 45.

Outlook
The Board’s strategy for the business is based on the belief that as
experts across all key areas of mortgage origination and distribution,
risk management, capital and liability management, Charter Court is
very well positioned to serve the significant specialist market
segments we target.

I am pleased
to report on
a year of
considerable
progress and
achievement for
Charter Court.
Sir Malcolm Williamson,
Chairman

The Board is committed to supporting Charter Court’s continued
operational development and remains confident in the Group’s
ability to deliver strong, sustainable returns for its shareholders.
I would like to thank all colleagues for their dedication and
commitment, our customers and intermediaries for their continued
trust in Charter Court and all of our shareholders for their ongoing
support.

Sir Malcolm Williamson
Chairman

7

Charter Court Financial Services Group plc Annual Report and Accounts 2017

Strategic report
CEO review

Chief Executive Officer’s review
It gives me great pleasure to present Charter Court’s first set of results as a listed company.

Our results in 2017 are reflective of the key strengths and competitive
advantages upon which we have built our business. Since our
inception in 2008, we have leveraged our deep understanding of
mortgage credit risk, to provide over £8.1 billion of cumulative
mortgage loans to customers.
Our strong growth has been facilitated by our bespoke underwriting
approach that utilises an automated platform to provide a lending
decision in principle in an average of eight minutes. Such process
automation has allowed us to manage applications efficiently whilst
maintaining strong credit quality across our lending portfolio. Our
systems also allow us to react promptly to fast-moving market
conditions and changes in regulatory requirements, which is critical
in current market conditions.
For more information see How we deliver our strategy on page 10.
In building our share of specialist mortgage originations, we benefit
from our broad and highly effective distribution network. Our
relationships with over 21,000 intermediaries facilitate strong
origination volumes and product and service innovation.
Our lending operation is supported by our award-winning retail
savings business and a wide range of funding options including an
in-house securitisation platform, funding facilities provided by the
Bank of England and a warehouse facility. Such a dynamic, diversified
and sophisticated funding strategy allows us to optimise our cost of
funds and improve margins while prudently managing funding and
liquidity risks.

Outperforming the market in balance sheet growth
During 2017, we managed regulatory hurdles in our core markets
which, along with increased uncertainty caused by the UK’s decision
to leave the European Union, added complexity to our business.
Thanks to the strength of our business model and our talented
employees, we delivered healthy performance across all areas of our
business in 2017, in line with the financial objectives set out in our
IPO prospectus.

Building on our award-winning savings business
In line with our strategy, we continued to develop our savings
business, which has been one of the UK’s fastest growing banks
from a deposit-gathering perspective since its launch. Supported by
the successful launch of our first ISA product range, our deposit
balances from customers grew by 28.8% to £4.4 billion in 2017.

Investing in risk management

Outlook

Charter Court’s growth is underpinned by our rigorous risk
management function, which allows us to expand our balance sheet
and increase profitability, while maintaining the strong credit quality
of our loan book.

Purpose built for our chosen specialist mortgage markets, we are
confident of the sustainability of our performance in 2018 as we
continue to build our balance sheet and take advantage of the
opportunities arising from the increasing complexity of our markets.

We invested throughout 2017 to continuously strengthen our risk
management function to pre-empt challenges and to support our
future development and growth.

Charter Court reiterates the medium term financial targets set at IPO
and provides updated guidance for 2018. We target loan book
growth greater than 20%, a cost income ratio in the low 30s (%), a
sector-leading cost of risk and a return on equity in the mid-20s (%),
with a minimum CET1 ratio of 13%.

We also successfully delivered an internal project for the
implementation of IFRS 9, the new international financial reporting
standard which came into force on 1 January 2018. In response to
the new bank capital framework announced by the Basel Committee
on Banking Supervision (“BCBS”), we are now pursuing a waiver to
attain the Internal Ratings Based approach (“IRB”). We believe this is a
natural progression, consistent with our analytical and sophisticated
approach to credit risk management and will bring important risk,
business and capital benefits.
Given the growing threat of cybercrime, in 2017, Charter Court
continued to invest in cyber defence resources and expertise. The
Group continuously monitors emerging criminal trends and tactics
and undertakes frequent penetration testing.

Charter Court ended 2017 with a robust pipeline and has enjoyed a
strong start to 2018. As stated at IPO and demonstrated in 2017, our
mortgage lending franchise remains well placed to consistently
deliver in the region of £2.5 billion of new origination volumes
annually across its four product lines. For 2018 we are targeting a net
interest margin greater than 300 basis points.
The Group, on an ongoing basis, monitors and engages in capital
market transactions and may from time to time issue further
securitisations or sell additional residual positions in its securitisations
depending on market conditions.

Enhancing our customer experience
Our continued success is based on the trust our customers place in
Charter Court. We continually invest across our lending and savings
operations to make sure our products are attractive and high
standards of customer service are maintained. To ensure we
consistently improve our relationship with both borrowers and
savers, in 2017, we set out to measure customer satisfaction using
Net Promoter Scores (“NPS”). I am delighted to report that a majority
of our customers were “promoters”, as reflected in our combined
NPS of 67 for the Group1.

Delivering a solid financial performance
We delivered strong origination volumes and balance sheet growth
in 2017, increasing our economies of scale and enabling us to more
than double our profit before tax to £111.7 million in 2017. Underlying
profit before tax, excluding IPO related and similar costs, grew
133.0% in 2017 to £116.7 million.
Our disciplined risk management and extensive experience in
specialist mortgage risk evaluation are reflected in our low cost of
risk of just 0.011% for 2017 with only 0.1% the total loan book in
arrears of three months or more at year end.
With growing net interest margins and profit after tax, we further
enhanced our return on equity to 28.6% in 2017. Underlying return
on equity, excluding IPO related and similar costs, increased to
30.4% in 2017.

Our loan book grew by 40.9% in 2017 to £5.4 billion. We generated
some £2.7 billion in new mortgage originations, up 9.6% on prior
year, driven principally by strong growth in buy to let and special
residential lending. We received a positive response to recently
launched products aimed at specific market segments. In buy to let,
solutions for limited companies and houses in multiple occupation
were particularly well received by customers, as was our specialist
Help-to-Buy product in the residential segment.

Ian Lonergan
Chief Executive Officer

Our resilient
performance during
a period of regulatory
change and political
uncertainty is down
to our strong
business model,
specialist focus
and talented
employees.
Ian Lonergan,
Chief Executive Officer

1 NPS is measured out of 100. Group NPS (67) is determined by combining the NPS for Precise Mortgages (57) and Charter Savings Bank (70), and weighting the average by customer numbers.
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How we deliver our strategy
5.4
21.3
£

We operate in selected
specialist mortgage markets
where we can deploy our
deep credit knowledge

We deliver a quality service
and product proposition to
mortgage brokers and their
customers

bn

mortgages analysed since 2008

#1

UK’s leading specialist
mortgage lender

21,000
8 minutes
27
0.1
0.01

We deploy consistent
underwriting decisions
to effectively mitigate
credit risk

intermediaries registered with
the Group
average time to Decision in
Principle

k

aggregate losses on mortgage
lending since inception

%

of the total loan book in arrears of
three months or more

%

cost of risk of total portfolio in 2017

34.1
31.2

We have an efficient and
scalable, bespoke
operating platform

%

cost income ratio

%

underlying cost income ratio

bn

retail deposits

4.4
8
977.8
£

£

We aim to deliver strong
growth and sustainable
returns to our shareholders

mortgage balances

£

£

We have a dynamic
and sophisticated
funding strategy

bn

Our aim is to maintain our position as the UK’s leading specialist
mortgage lender through excellence in all aspects of our
operations. We plan to accomplish our strategic objective by
delivering sustainable balance sheet growth within our risk appetite,
supported by a diverse funding mix. Our future success is
dependent on our relationship with our customers, intermediaries
and employees – all of whom we value highly.

Our approach to lending
Target attractive, underserved secured lending markets
Through the Precise Mortgages brand, the Group targets specialist
mortgage lending markets that are underserved by large and
medium-sized UK retail banks and building societies, and are
underpinned by positive long-term market dynamics.
We continually evaluate growth prospects in our target markets and
assess opportunities to move into new specialist sub-sectors within
these product lines, where margins are attractive and lending is
sustainable within the Group’s conservative risk appetite. Charter
Court’s relatively small share of the broader mortgage lending
market, combined with our agility offers considerable opportunities
for future growth.

Leverage our deep credit expertise and extensive
product knowledge to achieve market leadership
Precise Mortgages is led by experienced industry professionals and
is supported by highly skilled teams with experience and insight
spanning the entire mortgage lifecycle. Charter Court has developed
this deep credit know-how through Exact’s credit consultancy and
proprietary data analytics. Precise Mortgages draws on this expertise
to adapt quickly to shifting market conditions, identifying niche
lending opportunities and tailoring its product offering accordingly.
By drawing on a large product development pipeline Precise
Mortgages can rapidly deploy its tailored products in attractive
lending segments where we can secure significant market share.

Employ our automated underwriting platform to
efficiently maintain rigorous credit standards
Precise Mortgages uses a bespoke, automated decision-making
platform to manage mortgage applications, delivering a rapid
decision in principle, based on our rigorous, codified lending policy
rules and credit scores. The platform is underpinned by our extensive
underwriting expertise, which enables us to identify new niches and
determine appropriate lending parameters. The platform enables
Precise Mortgages to react quickly to non-standard mortgage
requests which are common in our target markets, while ensuring
consistent underwriting within the Group’s risk appetite. Our quick
response time helps us to compete for the ‘first look’ at credit
opportunities, while our robust manual verification process further
strengthens our disciplined approach to credit risk.

Utilise our strong intermediary network to achieve
rapid, widespread distribution
Precise Mortgages distributes products through the mortgage
intermediary market, leveraging management’s strong relationships
with the UK’s largest distributors and intermediaries. The Group’s
24/7 digital decision-making platform, combined with the expertise
of its underwriting team provide a responsive and personalised
service to these intermediaries, supporting strong origination
volumes.

securitisation transactions
since 2013

m

28.6
30.4

Ian Lonergan, Chief Executive Officer

drawn from the Bank of England’s
Term Funding Scheme in 2017

%

return on equity

%

underlying return on equity

All figures as at 31 December 2017, unless stated otherwise.
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Our approach to funding
Charter Court’s dynamic, diversified and sophisticated funding
strategy is designed to optimise its cost of funds and improve
margins while prudently managing funding and liquidity risks.

Maintain and develop our established retail savings
business as a growing and predictable source of
funding
Charter Court’s fast-growing retail savings business, Charter Savings
Bank, serves as a key foundation of the Group, providing a stable
platform for its lending activities.
CSB aims to maintain and develop its award-winning business, by
further diversifying its product offering to access new funding pools
and continuing to offer competitive new savings products in its
existing product lines. Operating with an agile, nimble approach CSB
can respond quickly to the funding requirements of the business,
providing advantageous cost of funds.

Exploit wholesale funding markets opportunistically
to deliver optimal cost of funds
Charter Court uses its securitisation platform as an alternative
financing tool, to optimise the balance of the Group’s funding
sources and to secure low cost of funds when market conditions are
favourable.

Charter Court is able to access, but does not depend on, securitisation
funding. Instead, the Group is able to use securitisation
opportunistically in a competitive retail deposit market to rebalance
the weighted average life of the Group’s liabilities.
Since 2013, Charter Court has been a programmatic issuer of high
quality residential mortgage-backed securities through the Precise
Mortgage Funding and Charter Mortgage Funding franchises. By the
end of 2017, the Group had completed a total of eight securitisations
since 2013 worth £2.2 billion and has proven its ability to utilise RMBS
as a means of generating significant funding and capital.
Charter Court selectively engages in transactions which result in the
full derecognition of the underlying mortgage assets, through the
sale of residual positions in its securitisation vehicles. When capital
markets are particularly strong, there may be opportunities to sell
residual positions above the Group’s view of the level of fair value
that can be achieved. Alternatively, if Charter Court requires
additional capital for other uses, a sale of residual positions can
quickly provide this capital. Furthermore, derecognition of the
underlying mortgage assets facilitates the subsequent release of the
associated risk weighted assets.

Strategic targets
Deliver high quality growth and sustainable and attractive risk-adjusted returns
In pursuing its strategy, Charter Court aims to deliver high quality growth and sustainable and attractive risk-adjusted returns. The Group
attempts to accomplish its aims by maintaining balance and delivering success across its key goals:

Strategic goal

KPIs

2017 Target

Delivery in 2017

Origination

Originations

Stable from 2016 into 2017

£2.7 billion
(2016: £2.5 billion)

Loan book growth

At least 20% growth in the medium term

40.9%
(2016: 95.7%)

Cost of risk

Sector leading through the cycle

0.011%
(2016: -0.002%1)

Net interest margin

Broadly flat or marginally higher year-onyear in 2017

3.19%
(2016: 3.08%)

Deliver sustainable balance sheet growth

Risk management
Maintain disciplined risk management

Profitability
Conduct rigorous margin management

Shareholders
Deliver shareholder value

Cost income ratio

Return on equity

Low 30s (%) in the short to medium term

Mid 20s (%)

Statutory: 34.1%
(2016: 47.6%)
Underlying: 31.2%
(2016: 46.4%)
Statutory: 28.6%
(2016: 18.7%)
Underlying: 30.4%
(2016: 19.3%)

1 Cost of risk was negative in 2016 as the reversal of specific provisions, previously raised in 2015, outweighed new provisions made in the year.

In addition to the financial targets above, the Group aims to develop two key non-financial goals:
Customer loyalty – we aim to deliver a quality service and product proposition to mortgage brokers and their customers and to retail depositors.
Our efforts in this respect are reflected in our combined NPS of 67 (57 for mortgage customers and 70 for retail depositors).
Leading employer - the Group also aims to maintain its status as a leading employer, with low staff turnover and high staff engagement. The
Group measures this by monitoring attrition rates, absence rates and training hours achieved and by asking employees to complete The Sunday
Times Top 100 Companies to Work For survey each year. In 2017 we were ranked as the third best place to work in the ‘mid’ sized business
category.
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Strategic report
CFO review

Chief Financial Officer’s review

Continued implementation of our diversified funding strategy allowed
us to price our products competitively while improving our net interest
margin to 3.19% (2016: 3.08%).

Increasing operational efficiency

Group highlights

In addition to growing our retail deposit customer base by 28.8% to
£4.4 billion (2016: £3.4 billion), we continued to benefit from access to
wholesale funding through securitisations, short-term repo lines, and
warehouse facilities.

Continued balance sheet growth
Charter Court’s loan book grew by 40.9% year-on-year in 2017 to
£5.4 billion (2016: £3.8 billion), principally driven by strong growth in
buy to let and specialist residential mortgage origination volumes.
Performance across all segments was supported by continued
successful new product development that addressed changing
customer needs and regulatory requirements.
Balance sheet - key items (£m)
Customer loans and receivables
Cash and cash equivalents
Total assets

2017

2016

%
change

5,364.2

3,807.9

40.9

966.8

214.0

351.8

6,424.4

4,157.3

54.5

Deposits from banks

1,003.5

40.0

2,408.6

Deposits from customers

4,420.0

3,432.6

28.8

627.4

426.1

47.2

6,089.4

3,923.8

55.2

335.0

233.5

43.4

Debt securities in issue
Total liabilities
Equity attributable to equity holders
of the parent and total equity

For Financial statements, see pages 90 to 151.

Disciplined risk management
Despite significant loan growth, Charter Court maintained strong
credit performance across its lending portfolio throughout the year. As
a result of rigorous credit standards, only 0.1% of the Group’s loan book
was three months or more in arrears at 31 December 2017
(2016: 0.1%).
Our disciplined risk management and extensive experience in specialist
mortgage risk evaluation are reflected in our sector-leading cost of risk
of 0.011% for 2017 (2016: -0.002%1).

Diversified funding strategy in action
We have a dynamic funding strategy designed to optimise our cost of
funds and improve net interest margin, while prudently managing
funding and liquidity risks. Successful implementation of this strategy is
evident in the steady decline in our cost of funding, from 2.0% in 2015,
to 1.7% in 2016 to 1.3% in 2017.
Diversified funding base with declining cost of funding
2.4%

2.0%

1.7%

1.3%
6.0

3.9

0.1

0.4
2.4
0.7
0.9
0.6

0.3

2014
Retail Deposits

0.1

1.1
0.5

4.4

3.4

1.6
2015
Securitisation

2016
Other

2017

We executed two securitisation transactions amounting to a total of
£597.3 million during the year (2016: £nil). Combined with additional
Bank of England Term Funding Scheme (“TFS”) drawdowns, this
allowed us to further optimise the balance of our funding mix and
rebalance the weighted average life of our liabilities. As a result, the
Group’s loan to deposit ratio increased to 121.4% (2016: 110.9%).

Administrative expenses increased by 30.6% year-on-year to £58.0
million in 2017 (2016: £44.5 million), principally as a result of the
continued growth of the mortgage origination business and wider
business support functions, such as Finance, Risk and IT. In 2017, there
was a charge for provision for loan impairments of £0.5 million
comprising a £0.1 million increase in the collective provision and a £0.4
million increase in the specific provision.
The statutory cost income ratio decreased from 47.6% in 2016 to 34.1%
in 2017. Administrative expenses include costs incurred in connection
with the IPO and a project to sell the Group to private bidders in 2017
of £5.0 million (2016: £1.2 million). Given their material and one-off
nature, these costs are excluded from our cost income ratio to provide
an “underlying” view of our performance. Our underlying cost income
ratio decreased from 46.4% in 2016 to 31.2% in 2017, reflecting the
scalability of our operations and our high operating leverage.

2017

2016

%
change

Net interest income

144.1

87.3

65.1

Prudent liquidity management

Total income

170.2

93.3

82.5

Administrative expenses

(58.0)

(44.5)

30.6

111.7

48.9

128.5

(30.4)

(11.6)

163.3

Charter Court predominantly offers term deposits and notice accounts
which represent 88% of all retail savings accounts. These have a more
predictable liquidity profile than easy access accounts. As at 31
December 2017, we held £886.9 million in liquid assets (2016: £145.8
million).

Income statement – key items (£m)

Profit before Tax
Tax
Profit after Tax

81.3

37.3

117.7

Profit after tax up 117.7%
Strong performance across all aspects of our business enabled us to
more than double our profit before tax to £111.7 million in 2017 (2016:
£48.9 million).
Underlying profit before tax excluding IPO related and similar costs of
£5.0 million (2016: £1.2 million), was £116.7 million, up 133.0% on the
£50.1 million achieved in 2016. This trend is attributable to the
significant increase in our net interest income, supported by a gain on
the sale of loans in the amount of £17.7 million. The increase in our tax
charge to £30.4 million in 2017 (2016: £11.6 million) was principally a
result of increased profits. The effective tax rate in 2017 was 27.23%
(2016: 23.63%). Profit after tax for the year ended 31 December 2017
was up 117.7% year-on-year to £81.3 million (2016: £37.3 million).
Thanks to growing net interest margins and operational efficiency, we
saw a continued increase in our return on equity from 18.7% in 2016 to
28.6% in 2017. Underlying return on equity also rose from 19.3% in 2016
to 30.4% in 2017.

Under our treasury policy the individual liquidity guidance is met by
maintaining a liquid asset buffer that is determined by the Board, and is
larger than any regulatory requirements. At 31 December 2017 the
Group held £848.0 million (2016: £130.0 million) of liquid assets in
Bank of England reserve account balances and £34.5 million (2016:
£13.2 million) of liquid assets in balances held with tier 1 UK banking
institutions.

Well capitalised for future growth
Charter Court conducts an annual internal capital adequacy
assessment process (“ICAAP”), which is approved by the Board. The
ICAAP is used to assess Charter Court’s capital adequacy and determine
the levels of capital required to support the current and future risks in
the business derived from its three year corporate plan.
The Group’s capital resources and requirements are determined on the
basis of the CRD IV regulatory framework, as implemented by the PRA
in the United Kingdom. Regulatory capital is reviewed on a monthly
basis by the Board and the assets and liabilities committee (“ALCO”) on
both a current and forward-looking basis.
With a strong CET1 ratio of 15.6% at 31 December 2017 and a leverage
ratio comfortably above the Bank of England requirement of 3.25%,
Charter Court remains well capitalised for future growth.
The capital position of the Group at 31 December 2017 is set out
in note 40 to the Consolidated financial statements on pages
140 to 141.

Delivery against targets
Our strategy is to continue to offer specialist lending products, through
organic origination sourced from our broad network of intermediaries,
focussing on niche, underserved specialist markets where we believe
we can deliver high quality growth and sustainable and attractive riskadjusted returns, supported by a sophisticated and diversified funding
strategy.
As shown on page 12, Charter Court met all its financial targets in 2017
helping to support the Group’s overall strategy.

Sebastien Maloney
Chief Financial Officer

Preparations for IFRS 9 completed
In June 2017, we implemented the measurement and calculation
capability of financial instruments according to IFRS 9. The parallel
running of IFRS 9 and IAS 39 during the second half of the year showed
that early adoption of the new accounting standard would have
resulted in an increase in provisions for loan impairments of £733,000
at 31 December 2017, compared to provision levels under IAS 39. This
difference stems purely from the change in accounting methodology
and is not a reflection of deterioration in Charter Court’s loan book
credit performance.
See note 3 to the Consolidated financial statements on page 103.

Total net income up 82.5%
During 2017, our interest income and similar income increased by
46.8% year-on-year to £211.1 million in 2017 (2016: £143.8 million),
principally as a result of the continued growth of the mortgage loan
book.
Interest expense and similar charges increased by 18.5% percent to
£67.0 million in 2017 (2016: £56.5 million), mainly due to the continued
expansion of the mortgage origination business, which was funded
principally through the growth of the retail deposit business.
As a result of strong origination volumes and growing economies of
scale, the Group’s net interest income increased significantly in 2017,
rising by 65.1% year-on-year to £144.1 million (2016: £87.3 million).
During 2017, we sold residual certificates in one of our securitisation
vehicles, PMF 2017-1B, to a third party in a transaction which resulted in
the full derecognition of the underlying mortgage assets from the
Group and delivered a net gain on sale of loans of £17.7 million (2016:
£nil).
Our total income for 2017 increased by 82.5% year-on-year to £170.2
million (2016: £93.3 million).

We delivered
strong returns for
our shareholders
in 2017 through
continued earnings
and balance sheet
growth.
Sebastien Maloney,
Chief Financial Officer

Cost of funds

1 Cost of risk was negative in 2016 as the reversal of specific provisions, previously raised in 2015, outweighed new provisions made in the year.

14

15

Charter Court Financial Services Group plc Annual Report and Accounts 2017

Strategic report
Lending

Business review by segment
Lending
Outperforming the market in specialist mortgage origination.

Loan book by product
Short term
lending

Residential

Drawing on our strong product development pipeline, we
launched a number of new products in 2017 that proved highly
successful. These products supported our growth in completion
volumes across both buy to let and specialist residential mortgage
lending, and helped us retain our position as the UK’s leading
specialist mortgage lender.

60%

33%

Highlights

billion
total

Second charge
lending

Buy to let

Alan Cleary - Managing Director, Precise Mortgages

5.4

4% 3% £

Lending competitive environment
Competition in the Group’s core lending markets has remained relatively stable with few new entrants. Our main peer group in all market
sectors are the specialist banks with non-banks and regional building societies featuring in the specialist sectors. All of our peer group lenders
were active in 2017, with the non-bank specialist lenders notable in our residential first charge market sector. With changes to the buy to let
regulatory landscape we have seen a shift towards more specialist lending propositions creating a vibrant market place. Bridging has polarised
further with the likes of the Group and its peer group of specialist bank lenders focusing on the simple low risk bridging sector and non-bank
specialists serving the complex bridging market. The second charge lending market was tough in 2018, hence we chose to focus on taking
volume aligned with our pricing model and risk appetite.

• New originations £2.7 billion (2016: £2.5 billion).

Buy to let

• Loan book up by 40.9% to £5.4 billion (2016: £3.8 billion).
• Net interest income of £141.3 million (2016: £87.3 million).
• Profit contribution up 61.8% to £144.5 million (2016: £89.3 million).
• Precise Mortgages achieved an NPS score of 57.

60%

of our total
loan book

Profit by lending segment
Year ended 31 December 2017

Buy to let

Residential

Short term
lending

Second
charge lending

£m

£m

£m

£m

£m

49.2

16.4

5.9

141.3

Fees and commissions income

1.3

2.0

0.2

0.2

3.7

Provision for loan impairments

(0.4)

-

-

(0.1)

(0.5)

Profit contribution

70.7

51.2

16.6

6.0

144.5

Fees and commissions income
Provision for loan impairments
Profit contribution

35.7

31.7

14.4

4.1

85.9

1.3

1.8

0.2

-

3.3

-

(0.1)

0.2

-

0.1

37.0

33.4

14.8

4.1

89.3

New originations £1.6 billion (2016: £1.5 billion).

•

Loan book up by 49.5% to £3.2 billion (2016: £2.2 billion).

•

Net interest income of £69.8 million (2016: £35.7 million).

•

Profit contribution up 91.1% to £70.7 million (2016: £37.0 million).

Buy to let has been the fastest growing segment of the UK mortgage market since the 2008
financial crisis. This rapid growth has resulted in a number of government and regulatory
interventions over the past two years. Restrictions on tax relief received on landlords’
mortgage costs became effective in April 2017, while new buy to let underwriting standards
introduced by the PRA were implemented on 1 January 2017.

Despite the wider market slowdown in 2017, the majority of Charter Court’s new lending
came from the buy to let segment with new originations of £1.6 billion. Mortgage balances
increased by 49.5% year-on-year to £3.2 billion. Charter Court outperformed the market by
successfully capturing growing demand for specialist buy to let mortgages driven by the
changing regulatory landscape.
As a consequence of regulatory changes and the current low interest rate environment, the
buy to let sector has seen a shift towards a longer term 5-year fixed rate product in 2017. This
trend is reflected in Charter Court’s loan book.

Year ended 31 December 2016
Net interest income

•

As a result of such measures, the number of purchases in the buy to let segment in 2017
declined by 27% year-on-year to around 6,250 per month. An estimated 232,000 buy to let
mortgages were issued, down 10.4% year-on-year. Meanwhile, buy to let re-mortgage
volumes declined 0.6% year-on-year1.

Total

69.8

Net interest income

Highlights

Buy to let completion volumes increased across both purchases and re-mortgages as the
Group capitalised on its enhanced product proposition. Charter Court saw significant take
up of its targeted products aimed at specific market segments launched in 2016, such as
solutions for limited companies and houses in multiple occupation.
Buy to let mortgages represent 60% of Charter Court’s total loan book.

Profit contribution is equal to segment profit as per note 6 to the Consolidated financial statements on page 113.

16

1 UK Finance, Mortgage Trends Update, 13 February 2018.
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Strategic report
Lending

Business review by segment
Lending
Residential

33%

of our total
loan book

Highlights
•

New originations £0.8 billion (2016: £0.7 billion).

•

Loan book up by 35% to £1.7 billion (2016: £1.3 billion).

•

Net interest income of £49.2 million (2016: £31.7 million).

•

Profit contribution up 53.3% to £51.2 million (2016: £33.4 million).

Short term
lending
(“Bridging”)

Charter Court capitalised on its strong credit assessment ability to increase both lending
volumes and market share in the relatively stable market for specialist residential mortgages.

•

New originations £314 million (2016: £287 million).

•

Loan book up by 6.4% to £218.9 million (2016: £205.8 million).

•

Net interest income of £16.4 million (2016: £14.4 million).

•

Profit contribution up 12.2% to £16.6 million (2016: £14.8 million).

Residential bridging financing is typically characterised by short term (approximately six to
twelve month terms), retained interest lending, secured against residential or buy to let
property on a first or second charge basis. The Group is mainly focused on prime borrowers
with up to 75% Loan to Values (“LTV”).

According to UK Finance , in 2017, residential owner-occupied mortgage loan origination
was around £214 billion, up by 10.3% over 2016.
1

Specialist residential mortgage lending is shaped by economic and social trends across the
UK as well as government policies. For instance, the rapid growth in self-employment in the
UK in recent years, continues to drive increased demand for specialist mortgages. Meanwhile,
initiatives put in place by the UK government, such as Help-to-Buy, supported an increase in
total lending to first time buyers during 2017.

Highlights

4%

of our total
loan book

During 2017, bridging loans increased by 6.4% year-on-year to £218.9 million, with new
originations of £314.2 million. This growth was achieved whilst maintaining our strong credit
risk management, with no losses suffered in 2017.
Bridging loans represent 4% of Charter Court’s total loan book.

In 2017 Charter Court’s specialist residential mortgage balances increased by 33.3% year-onyear to £1.7 billion with new originations of £0.8 billion. The Group also launched specialist
Right-to-Buy (“RTB”), Help-to-Buy (“HTB”) and New Build schemes aimed at customers with
minor credit issues who fail current mainstream lenders criteria.
Specialist residential mortgages represent 33% of Charter Court’s total loan book.

Reinforcing distribution and service standards

Second charge
lending

3%

of our total
loan book

Highlights
•

New originations £60 million (2016: £95 million).

•

Loan book up by 13.9% to £170.8 million (2016: £150.0 million).

•

Net interest income of £5.9 million (2016: £4.1 million).

•

Profit contribution up 46.3% to £6.0 million (2016: £4.1 million).

During the year, Charter Court successfully maintained its distribution leadership across more than 21,000 intermediaries and affirmed its
position as one of the largest single specialist bank providers through the country’s leading mortgage clubs and networks.
The Group launched its ‘Broker Journey’ project in early 2017. This project focuses on non-system based improvements to its service
proposition which deliver increased activity, reduced time to offer and improved conversion rate. Performance and progress is monitored on
a six-monthly basis by a bespoke third-party broker experience survey, with the most recent results showing notable improvements in all
service measures.
During 2017, Charter Court continued to expand its sales team with greater emphasis on face-to-face meetings, roadshow presence and the
deployment of Business Development Managers.

Charter Court offers second charge loans to prime residential and buy to let customers who
wish to secure a loan with a charge against a property which is already charged to another
lender.
In 2016 the FCA aligned second charge loan regulation with first charge mortgage regulation
via the Mortgage Credit Directive (“MCD”) and during 2017 they conducted a review of MCD’s
implementation. The MCD is an EU wide framework designed to create a single market for
loans and brings the affordability requirements for second charge loans more into line with
those for first charge mortgages. As an existing first charge lender Charter Court thoroughly
understood and applied these requirements on launch to second charge lending.
During 2017 the market experienced solid growth with gross new lending increasing 14% to
£1 billion2.
During 2017 this market became increasingly competitive. Charter Court focused on
controlled originations and prioritised credit quality over origination volumes. As a result,
second charge loan origination slowed to £60.4 million and balances grew at a slower rate
of 13.9% year-on-year (2016: 85.6%) to £170.8 million.
Second charge loans represent 3% of Charter Court’s total loan book.

1 UK Finance, Mortgage Trends Update, 13 February 2018.
2 Source FLA press release 09/02/2018 https://www.fla.org.uk/index.php/second-charge-mortgage-new-business-volumes-grow-in-2017.
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Funding - retail deposits

Business review by segment
Funding - retail deposits
During 2017, competition for retail deposits remained high with new market entrants offering attractive rates. At the same time, the UK
government took action to encourage savings through the launch of Lifetime ISAs in April 2017.

Strong growth in retail deposits.

We have successfully developed our multi award-winning savings
business by diversifying our product offering, providing excellent
customer service and continuing to provide a competitive range
of notice accounts, fixed rate savings bonds and our recently
launched cash ISA savings accounts.
Paul Whitlock - Director of Savings, Charter Savings Bank

As at 31 December 2017, the Group had 102,394 savings customers (2016: 77,474), operating 122,825 savings accounts (2016: 85,956), with
an average balance per account of £36,000 (2016: £40,000). Charter Court’s retail deposits grew by 28.8% year-on-year to £4.4 billion (2016:
£3.4 billion). The Group continued to price tactically and reprice quickly so that its retail savings products appeared at the top of “best buy”
tables when most efficient and effective to do so.
88% of the deposits held by savings customers with the Group were held either in fixed term savings products (with durations between one
and five years) or in notice accounts (with notice periods ranging from 30 to 180 days) and 12% of customer deposits were held in easy access
savings accounts. The Group’s recently launched ISA products have been well received and 11% of all deposits were held in ISAs, in a mixture
of fixed, notice and easy access accounts.
The significant weighting of savings deposited with the Group towards longer term and notice-based products provides relative stability
of funds.

Retail deposit book composition
Proactive liquidity management to match duration; low share of easy access deposits.
£5bn

Highlights
• Customer balances up 28.8% to £4.4 billion (2016: £3.4 billion).
• Successful launch of ISA product range in June 2017.

£4bn

£3bn

Easy Access

• Charter Savings Bank achieved an excellent NPS score of 70.

Notice

£2bn

Fixed Rate Bonds
£1bn

Retail deposits competitive environment
The savings landscape has become progressively more competitive as we have seen both new and incumbent challenger banks become
active in our markets. We saw five new entrants launch in 2017 with up to 30 potential new entrants in the banking licence pipeline. The
increasing competitive pressures and the ambitions for our business mean that alternative sources of funding are being actively pursued. The
launch of ISAs in June 2017 has already demonstrated the benefits of diversifying our sources of funding away from the original core
proposition and we continue to explore further diversification opportunities including deposits from small to medium size enterprises
(“SMEs”), charities, clubs, wealth managers, cash SIPPs and structured products. We are also looking at adding new channels to our existing
product range to enable account application by both post and phone.

Strong growth in retail deposits
A key priority during 2017 was to maintain and develop the Group’s award-winning retail savings business. Charter Court took the opportunity
to attract a strong flow of savings customers with a product offering focused on term and notice-based products rather than instant access
accounts.

£0
December 2015

December 2016

December 2017

Through frequent product launches, the Group’s savings business continued to enhance its understanding of customer behaviour, allowing
Charter Court to tailor its products to customer needs.
With a Net Promoter Score of 701 and with 99% of customers agreeing that our accounts are straightforward and easy to understand, Charter
Savings Bank has worked hard to maintain high levels of customer satisfaction and retention.
The successful launch of the Group’s ISA offering provides Charter Court with access to a new market with fewer competitors, allowing the
Group to further lower its cost of funds, in line with its overall funding strategy.

In combination with Charter Court’s access to securitisation funding and the Group’s other liquidity arrangements, Charter Court’s savings
business is designed to provide a stable and scalable platform to support the Group’s lending activities and this combination is a core part of
the Group’s dynamic, diversified and sophisticated funding strategy. This approach broadens the range of funding options available to Charter
Court and helps to reduce the overall cost of funding through improved margins.

1 Charter Savings Bank.
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Funding - securitisation

Business review by segment
Funding - securitisation
Issuances to 31 December 2017

Opportunistic securitisations

£m

In 2017 Charter Court successfully diversified its funding strategy
through opportunistic securitisation transactions and by
accessing funding available from the Bank of England.
Simon Allsop - Director of Capital Markets

PMF No.1

• Two securitisation transactions concluded with a combined value of £597.3 million, including
the Group’s first prime residential RMBS transaction.
• Additional committed warehouse facility secured, with £350.0 million of senior funding
available.
• Continued access to Bank of England funding facilities, with £977.8 million of drawings through
the Term Funding Scheme (2016: £20.0 million).

PMF 2014-2

PMF 2015-1B
Bank
derecognition
deal

PMF 2015-2B
Group
derecognition
deal

PMF 2015-3R

PMF 2017-1B
Group
derecognition
deal

CMF 2017-1
Bank
derecognition
deal

205

224

123

300

297

234

289

277

518

Original Deal Balance
Residential
BTL

235

230

164
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Highlights

PMF 2014-1

25

19

44

46

34

61

26

133

Number of 3 MIA+ accounts

1

4

1

1

3

13

0

0

Losses to date (£)

-

-

-

-

-

-

-

-

Weighted average mortgage
interest rate

5.38%

5.42%

5.02%

4.79%

4.60%

4.47%

3.95%

4.31%

Senior note spread (over LIBOR)

1.15%

0.80%

0.95%

0.95%

1.25%

n/a

0.75%

0.50%

In addition to RMBS, Charter Court has actively pursued other wholesale funding opportunities, in particular, making use of the Bank of
England’s TFS. Strong lending growth has enabled the Group to generate a significant TFS quota, which we have then been able to take
advantage of through 2017 with drawdowns for the year totalling £977.8 million (2016: £20.0 million).
Towards the end of the year, the Group added additional warehouse funding capacity through the closing of a committed senior funding line
of £350.0 million. The line, secured on attractive terms, provides the Group with incremental wholesale funding capacity above and beyond
that available to the bank entity, Charter Court Financial Services Limited.

Securitisation is a key strategic funding source for the Group, with over £2.2 billion of issuance completed since December 2013. As well as
enabling Charter Court to add term funding to the balance sheet, further diversifying the funding mix, and increasing the weighted average
life of the Group’s liabilities; securitisation is used strategically to accelerate organic capital generation through the sale of residual positions;
an option that has been successfully deployed since 2015.
2017 was a particularly successful year from a securitisation standpoint, with the Group able to take advantage of strong UK RMBS markets
by securing £597.3 million of term funding through two transactions. In April it closed PMF 2017-1B, a securitisation of £300.0 million of buy
to let mortgage assets, and followed that up in July with CMF 2017-1, the Group’s inaugural £297.3 million prime residential securitisation.
Both transactions benefitted from favourable market conditions, resulting in very attractive pricing: PMF 2017-1B closed with a senior margin
of 0.75% over three month sterling LIBOR; the tightest pricing on a senior note the Group had achieved to that date.
That landmark was then surpassed in July 2017, with the closing of the heavily oversubscribed CMF 2017-1 (see case study on page 23), which
priced at three month sterling LIBOR plus 0.50% on the senior note, with an all-in closing cost of funds across the rated notes placed of LIBOR
plus 0.64%.
Both transactions were structured in such a way as to provide the Group with the option to achieve full derecognition of the mortgage assets
from the Group through the sale of the residual positions, either at closing, or at a future point in time. This optionality provides the Group
with a source of contingent capital, which can quickly be realised in a situation where the capital markets are particularly strong – and thus a
sale above the Group’s view of fair value can be achieved – or where the Group has a particular need to generate additional capital for other
purposes. The regulatory capital headroom is generated not only from the gain on sale of subordinated notes and residual certificates, but
also from derecognition of the underlying mortgage assets, and subsequent reduction in risk weighted assets.

The continued availability of wholesale funding depends on a variety of factors including central bank activity, market conditions, the general
availability of credit, the volume of trading activities, the markets’ assessment of the Group’s credit strength and the quality of its mortgage
portfolios and the credit rating attributed to relevant debt securities.

Case study: CMF 2017-1
Charter Court completed its first prime residential securitisation with the issuance of the £297.3 million CMF 2017-1 transaction. The
deal was noteworthy given the complexity of its execution and the favourable pricing achieved. The senior notes in the deal achieved
Bank of England Type B eligibility status, meaning that they are eligible to be held in the liquidity buffers of other banks. Such deals,
often referred to as “Prime LCR” deals on the basis that the bonds can be used to form part of the liquidity portfolio used in determining
a bank’s Liquidity Coverage Ratio (or “LCR”), typically have a larger demand base and price significantly tighter than comparable nonprime or buy to let transactions. To achieve this status, the Group had to demonstrate to key accounts and rating agencies that the
mortgages were advanced to prime borrowers with largely clean credit histories. Having successfully attained this status, the
transaction was heavily oversubscribed and priced extremely competitively. The senior note priced at three month sterling LIBOR plus
0.50%, the Group’s tightest pricing to date, and in fact one of the tightest senior price points achieved for a standalone UK RMBS
issuance post-crisis. The transaction provided very competitive cost of funds for Charter Court and marked the eighth successful
securitisation completed in just four years.

The Group recognised an opportunity to transact on such a basis in April 2017, where strong market conditions facilitated the sale of the
residual positions in PMF 2017-1B at the same time as the collateralised debt securities were being priced, thereby transforming a funding
trade into a full derecognition of mortgages assets transaction, and delivering shareholder value through a gain on sale of £17.7 million.
The successful placement of the 2017 transactions took the Group’s total securitisation activity to more than £2.2 billion. The stable of eight
transactions continues to perform well, with minimal arrears and zero losses to date.
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Risk management

Peter Elcock - Chief Risk Officer (“CRO”)

A strong, clearly defined and effective risk
management framework

Charter Court has developed a comprehensive risk appetite
framework which adopts the Financial Stability Board’s principles.
Based on the business and financial plan, this framework informs risk
capacity, sets risk appetite and the associated limits for the key risks.
Risk appetite limits for the key risks are set and underpinned by a
suite of policies against which the independent risk management
function monitors and reports business performance and adherence.
Ongoing dynamic monitoring, control and reporting of risk
management performance against a Key Risk Indicator (“KRI”)
framework is fully embedded, overseen and reviewed by a number
of executive risk committees as well as the Board Risk Committee
and the Board.
A monthly CRO Board report provides a comprehensive review of
performance against the KRIs for each risk appetite limit.

Charter Court has a well-structured and mature risk management
framework which was further augmented in 2017. Reflecting
shareholder objectives and the external environment, the Corporate
Plan defines the direction, strategy and operating model for the
business. Drawing from this, risk appetite is set and owned by the
Board and enables the realisation of the Corporate Plan.
The Board is responsible for continually ensuring that an effective
risk management framework is in place. The executive team,
overseen by Board Risk Committee, ensures that there is an ongoing
focus on effective risk management to facilitate strong support for
compliance with policies, new initiatives and change.
The Group’s enterprise risk management framework sets out the
various risk management components to provide an overarching
view.

Culture, values and ethics - Respect, Excellence, Attention, Challenge, Honesty (REACH) see page 37
• High staff satisfaction

• Loyal staff

• Strong risk culture

• Clear business model
- stick to what we do well

Risk appetite
statements

• 1st line - business
• 2nd line - risk
• 3rd line - internal audit

Three lines of defence

Controls
• Policies

• Board limits

• Processes

• Lending
authority limit

• Procedures

• Mandates fully • Automated
underwriting
documented

• Corporate
• Credit
• Conduct

ICAAP
ILAAP
Corporate plan
Enterprise risk
management
framework (“ERMF”)
document

• Operational
• Liquidity

• Formally documented
• Fully integrated into the business
• Highly effective
Models & systems

Documentation
•
•
•
•

• High quality staff

• Stress testing
• Business continuity
planning
• Recovery plan and
resolution pack
• Liquidity funding
plan

• Probability • Treasury / Asset
default
and liability
models
management
control
• Financial
crime
software

• IFRS 9 compliant
risk models

Risk and assurance processes
• Annual risk framework review
• Formal risk acceptances
• Risk Control Self Assessment (“RCSA”) • Internal audit plan

• Compliance checks and reports
• Operational risk event reporting

Management information
• Full Key risk indicator suite for all risks
• Board Risk Committee quarterly
compliance reports
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• Corporate risk register
• Financial crime dashboard

• Stress testing output reporting
• Risk pack Monthly risk indicator
reports

External environment and economy

• Independent 2nd line
• Executive accountability

Shareholders

(Basel, EBA, BoE, PRA, FCA)

Regulation

Organisational design

• Product management
committee, ALCO
• Risk Committees

• Treasury
• Business
• Capital

• #3 The Sunday Times Best
100 companies to Work For

Corporate plan

Governance: Board, Risk Committees
• Board Risk Committee
• Audit Committee

The Risk team includes experienced team leaders who are experts in
their field, highly qualified analysts and those possessing specialisms
in strategically important areas such as credit risk analysis, modelling,
operational risk, regulatory risk management and compliance.

An important feature of the ERMF is that the risk team leaders chair
their own risk committees. This enables each to set their own
agenda, bringing for discussion key issues where business input is
welcomed. As a result, the Risk Committee members and attendees
are truly engaged, contribute fully to the effective risk management
of the business and welcome the opportunity for debate and
resolution of any issues.

Effective risk governance and control

As part of the Group’s obligations under the general stress and
scenario testing rules (as described in the PRA Rulebook), capital
stress tests are carried out regularly and annually as part of the ICAAP
process which considers, quantifies and analyses all risks under a
range of stress conditions and assesses the relative adequacy of
capital. This includes a projection of capital requirements and
resources over a three year horizon, taking account of the business
plan and the impact of chosen stress scenarios.
Liquidity is stressed comprehensively as part of the annual
preparation of the ILAAP which reviews, considers and sets out
liquidity adequacy against a range of market and firm-specific
liquidity stress events. In addition, liquidity is stressed dynamically
and reported and reviewed formally weekly.
Outside of the ICAAP and ILAAP processes, stresses of both capital
and liquidity are regularly separately run against idiosyncratic and
market-wide scenarios. The preparation for the implementation of
IFRS 9 has required enhancements to the Group’s approach to credit
stress testing and provides sophisticated and wide-ranging monthly
analysis of multiple economic scenarios.

Charter Court has adopted a ‘three lines of defence’ organisational
and operating model to underpin the risk management approach, in
line with best practice financial services risk management.

The Group also carefully considered and prepared for different
scenarios likely to result from the new bank capital framework to be
introduced by the BCBS. This is of strategic importance to Charter
Court for a potential transition to an Internal Ratings Based approach.

This model aims to ensure at least three stages of oversight to
protect customers and the Group from risks, any control weaknesses
and to ensure that the Group operates within the Board’s risk appetite
and is compliant from a regulatory and internal policy perspective.

Priorities for 2018

First line of defence
The first line of defence is provided by the operational business lines,
which include customer facing roles, those that are responsible for
product development and distribution, and management of finances
of the business. Day-to-day risk management and compliance with
policies and processes is primarily the responsibility of all managers
and staff. Management has a responsibility to understand how risks
impact their area of the business and to support and ensure
adherence to controls.

Risk management framework
• Customer service orientated

The Group undertakes a number of stress tests as part of its ICAAP
and Internal Liquidity Adequacy Assessment Process (“ILAAP”) and
uses the results of these to assess primarily capital and liquidity
requirements. Stress testing informs the Group of the adequacy of its
capital and liquidity resources and its capability to protect against
adverse impacts from stress events.

Many senior members of the team have been with Charter Court
since its formation and their understanding of the business, its
people, culture and operating model provides for a highly effective
business-risk partnership which stimulates and promotes a strong
risk culture.

Areas of the risk management section highlighted as “audited” are within the scope of the independent auditor’s report.

Clearly articulated risk appetite

Stress testing

Structured around the key risk types, the risk function is both fully
independent and integrated across the main business areas.
The CRO is accountable to the Board for the effective identification
and management of risks across the business with responsibility for
the establishment of the risk control framework, monitoring, and
reporting of risk exposures and maintenance of risk policies
and procedures.

During 2017, we strengthened risk management with investments in
people, systems and infrastructure to further improve the rigour of
our control framework and to support prudent business growth.

Our approach to risk management

Experienced risk management team

Each business line is responsible for measuring, assessing and
controlling risks through the day-to-day activities of the business,
within the framework set by the Risk function. As such, each business
line is responsible for ensuring that there is a comprehensive suite of
processes and procedures that guide the operations of the business
in accordance with risk appetite.
Second line of defence
The second line of defence is provided by the risk management
function, which provides independent oversight to ensure adherence
to policies and regulation, challenges managers and staff effectively
of their performance of risk and compliance management and
provides risk-orientated advice and guidance as necessary.
Third line of defence
The third line of defence is provided by the Group’s internal audit
function, which is responsible for independently reviewing the
effectiveness of the risk management structure and adherence to
processes – both from first and second line perspectives.
The internal audit function provides independent assurance to the
Audit Committee and the Board in relation to adherence by the
Group to internal systems and controls, procedures and policies and
second line risk oversight.
The internal audit function is outsourced, currently to KPMG LLP
(“KPMG”), and reports independently to the Audit Committee.

The main goal for 2018 is to take a forward looking view and continue
to maintain the high standards of insight, risk management and
reporting to enable Charter Court to realise its business plan within
prudent risk management parameters.
The Risk team will continue to closely monitor and assess the
external environment, regulatory changes and developments
seeking to build on its understanding of potential adverse effects
resulting from emerging and changing risks such as IT risks and
cybercrime.
Close monitoring of the regulatory landscape is also a priority,
particularly that which might affect operations and capital
requirements, competitive trends in mortgage lending and retail
savings markets and probable changes to the wider macro-economy
following the UK’s decision to leave the EU.
The Group has key projects working on the implementation of
general data protection regulation and changes in its first charge
regulated lending business. Charter Court will also continue to
enhance its approach to assisting customers with potential
vulnerabilities and mortgage customers who are on the ‘cusp’ of
financial difficulty.
Preparation for adoption of IFRS 9 with effect from 1 January 2018
involved the development of sophisticated credit risk models and a
scorecard to accurately assess and report on expected credit losses
(“ECL”) arising from the mortgage book in line with the business plan,
balance sheet growth and asset class mix.
The Group was able to utilise and build naturally upon the existing
credit scoring models and its established analytical and reporting
expertise to develop both an IFRS 9 ECL calculation methodology
and to effectively provide a ‘first generation’ IRB scorecard. This was
augmented by the IFRS 9 reporting, control and governance
structure and seen as a significant first step as preparation for the IRB
programme; further development of the scorecards will continue in
earnest in 2018 as the business pursues its IRB programme.
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Principal risks
This section describes material existing and emerging risks which the Board believes could significantly impact delivery of the Corporate Plan.

Credit risk

Business risk
Risk

Monitoring and control

Emerging risks

Risk

Monitoring and control

Emerging risks

Business Risk
The risk that Charter Court’s
business plan is not delivered
due to selection and
actioning of strategy, and/
or a lack of responsiveness
to changes in the internal or
external environments.

•

Quarterly financial re-forecasts undertaken (including
revised capital and liquidity stress scenarios to support
financial re-forecast).

•

Changes in the UK Economy and its
mortgages and savings markets.

Potential for a property price bubble in
parts of London and the South East.

•

Increased competition from incumbents
and new entrants.

•

CRO provides a quarterly economic environment report
to Board Risk Committee with updated Corporate Risk
Register and list of ‘top and emerging’ risks.

•

Decision to leave EU.

Increased competitor activity and
tightening of margins leading to pressure
to widen criteria.

•

Potential for a property price bubble in
parts of London and the South East.

•

Ongoing political uncertainty in the UK –
including the pending Brexit.

•

New technological innovations in
mortgages and savings markets.

Retail Credit Risk
• Monthly reviews by Credit Management Committee
(overseen by Executive Risk management and Board
Risk Committees).
• Continuous monitoring of actual exposure.
• Group’s origination process consists of prescriptive,
automated filtering of decisions and robust manual
underwriting assessment.
• Significant levels of both first and second Line Quality
Assurance work undertaken to ensure Credit Risk is
written in accordance with risk appetite and prevailing
policies.
• Dedicated Financial Crime team to ensure deterrence of
and protection from fraud and money laundering risks.
• CRO reviews all cases with an exposure above £750,000
(monthly).

•

•

Credit risk
The risk of financial loss
arising from the failure of a
customer or counterparty
to settle their financial and
contractual obligations as
they fall due.

•

Increasing levels of unsecured
borrowing.

•

Managing risk is intrinsically linked to the corporate
planning and stress testing processes.

•

Regular provision of consolidated business performance
and risk reporting data to the Board Risk Committee and
the Board.

Risk appetite
The Group only offers mortgages in the UK and does not currently have an appetite for extending activities into other business or geographic
areas.

Wholesale Credit Risk
• Treasury team assesses the level of credit risk from
holdings with individual counterparties with limits set for
each counterparty.
• Exposure overseen by the Assets and Liabilities
Committee.
• Cash balances held at Central Banks and other highly
rated banks.
• Treasury counterparties subject to Board approval and
must meet minimum external credit ratings.
• Exposures to single counterparties monitored on an
ongoing basis (overseen weekly by Liquidity
Working Group).

Risk exposure
It is too early to assess the impact on the market and the wider economy of the decision by the UK to leave the European Union. This matter
and any emerging risks continue to be kept under close review.

Risk appetite
Credit risk arises from the Group’s financial assets consisting of investments in debt securities, customer loans and receivables, derivative
financial instruments, trade and other receivables and cash and cash equivalents and comprises:
Retail Credit Risk - The Group has set an overall lifetime loss limit on its mortgage portfolio, although in practice, it aims to operate well within
that limit. The Group aims to maintain a balanced portfolio and avoid excess concentration risk in any particular geographic area.
Wholesale Credit Risk – this is incorporated within the Financial Risk Management Policy and accommodates the Group’s cash balance
holdings at central banks and investments in high quality assets, such as residential mortgage-backed securities, which meet minimum rating
requirements. The total investments in the RMBS of any one counterparty is subject to a limit based on the counterparty’s credit rating and
individual investments must have a minimum credit rating.

Risk exposure
The majority of the Group’s buy to let, specialist residential and bridging finance is secured by first charge on residential property and relates
primarily to prime, complex prime and near-prime credit which to a limited extent, gives exposures to borrowers with a degree of impaired
credit.
The Group’s second charge lending is secured by second charges on residential property where the existing first charge typically secures a
mortgage at a low LTV.
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Counterparty risk (audited)
There is a minimum counterparty risk rating for wholesale funding and limits on maximum allowable exposures are imposed. The assets of
the Group subject to credit risk are set out below:
As at
As at
31 December 31 December
Class
2017
2016
£m
£m
Investment in debt securities
Customer loans and receivables
Derivative financial instruments
Trade and other receivables
Cash and cash equivalents
Other assets held at fair value
Potential exposure to credit risk

78.4

119.5

5,364.2

3,807.9

11.9

7.1

4.6

2.5

966.8

214.0

0.2

0.2

6,426.1

4,151.2

The Group’s investments, derivatives and cash counterparties are primarily large financial institutions and there is no significant history of
credit losses and no impairment provisions have been made.

Analysis of loans by LTV
Current LTV
Buy to let
< 50%
50 - 59.99%
60 - 69.99%
70 - 79.99%
80 - 89.99%
>= 90%
Residential
< 50%
50 - 59.99%
60 - 69.99%
70 - 79.99%
80 - 89.99%
>= 90%
Short term lending
< 50%
50 - 59.99%
60 - 69.99%
70 - 79.99%
80 - 89.99%
>= 90%
Second charge lending
< 50%
50 - 59.99%
60 - 69.99%
70 - 79.99%
80 - 89.99%
>= 90%
Total
< 50%
50 - 59.99%
60 - 69.99%
70 - 79.99%
80 - 89.99%
>= 90%

As at
31 December
2017
£m

As at
31 December
2016
£m

89.9
193.8
512.6
2,098.7
356.9
3,251.9

64.6
137.2
366.6
1,382.3
225.0
2,175.7

176.5
159.2
295.1
706.3
400.4
7.5
1,745.0

136.4
114.7
220.3
457.8
363.7
1,292.9

101.7
43.5
62.4
8.4
2.9
218.9

106.6
42.4
49.1
7.6
0.1
205.8

29.6
32.8
54.7
42.8
9.5
169.4

27.1
29.4
50.3
35.5
6.3
148.6

397.7
429.3
924.8
2,856.2
769.7
7.5
5,385.2

334.7
323.7
686.3
1,883.2
595.1
3,823.0

At 31 December 2017, the average loan to value percentage of underlying mortgage assets to which the loans relate was 70% (2016: 70%) and
£0.4 million (2016: £0.3 million) of the total balance represented arrears (amounts quoted being the actual amount in arrears).
At 31 December 2017, the estimated value of property collateral held against residential mortgages was £9,887.9 million (2016: £7,394.3
million). Collateral values are determined using an indexed valuation based on value at origination, unless there is an expectation that the
security will be realised, in which case an independent appraised value is used. Collateral values are not capped at the value of the underlying
loan. The collateral cannot usually be sold unless it is in possession. At 31 December 2017, there were 3 properties in possession (2016: one)
with a value of £0.3 million (2016: £0.1 million).

Forbearance (audited)
The Group offers borrowers in financial difficulties a range of forbearance options, including capitalisation of arrears, temporary interest only
concessions, payment holidays and term extensions. Term extensions are available on all loans but typically are applicable to short term loans
and generally for no more than three months; the period of time is dependent upon the individual circumstances. These are granted on a
discretionary basis.
Forbearance is considered to be an indicator that a loan may be impaired and such loans are allocated a higher probability of default in the
Group’s loan impairment provisioning.
The table below shows loans subject to active forbearance strategies:
Transfers to
interest only

Payment holiday

Term extensions

Arrangements

As at 31 December 2017

£m

£m

£m

£m

£m

% of loan
book

Current

2.1

4.1

19.1

14.8

40.1

0.75

Past due up to 3 months

Total

0.2

0.2

1.2

5.8

7.4

0.14

Past due from 3 months up to 6 months

-

-

0.6

0.7

1.3

0.02

Past due from 6 months up to 12 months

-

-

-

0.2

0.2

0.00

Past due over 12 months

-

-

-

0.5

0.5

0.01

2.3

4.3

20.9

22.0

49.5

0.92

1.3

1.2

15.0

10.9

28.4

0.75

As at 31 December 2016
Current
Past due up to 3 months

-

-

1.1

2.5

3.6

0.09

Past due from 3 months up to 6 months

-

-

0.3

0.3

0.6

0.02

1.3

1.2

16.4

13.7

32.6

0.86

The analysis by LTV is based on the principal amount of the loans, which does not agree to the Consolidated statement of financial position as it excludes accounting adjustments, such
as EIR adjustments, mortgage fair value hedge adjustments and provision for loan impairments.
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Treasury risk

The contractual maturity analysis of the Group’s liabilities is summarised below:

Risk

Monitoring and control

Emerging risks

Treasury risk, comprising:

•

•

Impact of the closure of the Term
Funding Scheme.

•

Potential adverse impact of Brexit (and
Structural Reform) on the UK.

Liquidity risk - the risk that
the Group fails to meet its
financial obligations as they
fall due.
Funding risk - the adverse
impact of higher funding
costs and/or lack of available
funds on the Group’s cash
flow.
Interest rate risk - the risk
that movement in interest
rates adversely impacts net
interest income and capital
if inadequate hedging of
interest rate risk is in place.
Basis risk - when financing
an asset with a liability which
re-prices from a different
interest rate reference point,
such as BBR and LIBOR.

•

Liquidity and funding risks managed by Treasury in
line with Group policies, risk appetites, and regulatory
guidance.
Liquidity, funding, interest rate and market risks overseen
monthly by Assets and Liabilities and Board Risk
committees.

•

ILBR established for its operational level of required
liquidity, ILBR is a stronger measure than the industry
standard Liquidity Coverage Ratio measure.

•

Frequent stress testing performed.

•

Annual ILAAP conducted and approved by the Board.

•

Interest rate risk managed by maintaining floating rate
liabilities and matching those with floating rate assets,
and hedging fixed rate assets and liabilities through the
use of interest rate swaps and interest rate options (caps)
purchased from large financial institutions with strong
credit ratings.

More than
3 months but
not more than
one year

More than
one year
but not more
than 5 years

More than
5 years

Carrying value
per balance
sheet

£m

£m

£m

£m

£m

15.2

-

-

-

15.2

-

17.0

-

-

17.0

1.0

4.7

997.8

-

1,003.5

1,294.3

2,393.3

732.4

-

4,420.0

As at 31 December 2017
Trade and other payables

•

Increased competition in mortgages and
savings market.

Corporation tax payable

•

Ongoing regulatory change (e.g. to the
PRA’s Pillar 2 liquidity framework).

Deposits from customers

•

Impact of Open Banking and
technological innovation on customer
behaviour.

Derivative financial instruments

6.5

-

-

-

6.5

Debt securities in issue

0.5

41.5

585.4

-

627.4

8.2

-

-

-

8.2

-

5.3

-

-

5.3

Wholesale credit risk - as
described under credit risk
above.

Risk appetite

Deposits from banks

As at 31 December 2016
Trade and other payables
Corporation tax payable
Deposits from banks

20.0

-

20.0

-

40.0

392.7

2,240.4

799.5

-

3,432.6

Derivative financial instruments

8.3

-

-

-

8.3

Debt securities in issue

0.4

-

425.7

-

426.1

Deposits from customers

The above table includes debt securities in issue being redeemed on their contractual call option dates. The 2016 analysis has been revised
to reflect this.
The future contractual undiscounted cash ﬂows including interest of the above liabilities are shown below.

The Group’s Liquidity Risk Appetite Statement is consistent with the PRA’s Overall Liquidity Adequacy Rule.

Future contractual undiscounted
cash ﬂows including interest

The credit and market risk of the Liquid Asset Buffer is minimal as it is limited to balances with the Bank of England or short-dated government
debt securities.

As at 31 December 2017

The Group aims to hold sufficient quantity and quality of liquid assets to ensure that all liabilities will be met when they fall due under normal
market conditions and under the most severe of Charter Court’s liquidity stress tests.

Trade and other payables

The Group does not seek to take a significant interest rate position and is exposed to interest rate risk only as a consequence of the provision
of its financial services products. Interest rate risk is managed to ensure that the level of risk from shifts in the yield curve does not exceed a
maximum percentage of capital resources or that earnings at risk do not exceed a specified percentage of projected earnings and CET1
capital in the following twelve months. The use of derivatives is designed to reduce this risk.

Deposits from banks

Risk exposure (audited)
The main funding risk is funding longer term mortgage assets primarily with shorter term retail deposits, and the risk that retail deposits may
be withdrawn, or new deposits cannot be raised over the life of the assets. The Group has developed a successful retention programme for
customers with maturing fixed term bonds, and the Group structures its retail deposit products and production mix so as to provide maximum
foresight on customer withdrawals. The Group also considers utilisation of secured funding and other wholesale funding (dependent on
market conditions), which, provide longer term or matched funding for the assets.
Although the Group has a significant proportion of customer deposits which mature within a twelve month period, it has a proven track
record of maintaining, and when desired, increasing customer balances as they mature. The Group has established a framework to ensure
that the profile of its customer maturities is spread out to ensure there are no “cliff” events. This is overseen by the Liquidity Working Group
on a weekly basis and ALCO on a monthly basis. As such, the Group is comfortable with this customer deposit profile and in its capabilities to
continue to grow, enhance and diversify its retail savings proposition.
Furthermore, 97% of customer deposits are protected under the Financial Services Compensation Scheme.
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Contractual maturity analysis

Not more
than
3 months

Not more
than
3 months

More than
3 months but
not more than
one year

More than
one year
but not more
than 5 years

More than
5 years

Corporation tax payable

Total cash flows

£m

£m

£m

£m

£m

15.2

-

-

-

15.2

-

17.0

-

-

17.0

1.2

8.4

1,010.4

-

1,020.0

1,303.5

2,415.2

750.2

-

4,468.9

Derivative financial instruments

1.8

4.7

17.2

0.8

24.5

Debt securities in issue

2.3

48.6

598.7

-

649.6

8.2

-

-

-

8.2

-

5.3

-

-

5.3

Deposits from customers

As at 31 December 2016
Trade and other payables
Corporation tax payable
Deposits from banks

20.0

-

20.2

-

40.2

398.4

2,259.1

817.9

-

3,475.4

Derivative financial instruments

1.7

3.9

7.2

0.6

13.4

Debt securities in issue

1.7

5.1

438.8

-

445.6

Deposits from customers

Interest rate sensitivity analysis (audited)
In measuring the impact on the Group’s position at the year end, account is taken of the Group’s assets, liabilities and derivatives and their
maturity and repricing arrangements. Account is also taken of pipeline and repayments. The impact on the expected profitability of the Group
in the next twelve months of a 0.5% parallel shift in interest rates prevalent at each Consolidated statement of financial position date is set
out below.
As at
31 December
2017

As at
31 December
2016

£m

£m

+ 0.5%

5.4

-

- 0.5%

(5.4)

0.1
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Operational risk

Regulatory risk

Risk

Monitoring and control

Emerging risks

Risk

Monitoring and control

Emerging risks

Operational risk

•

Use of policies and procedures, recruitment and training,
change management procedures, managerial oversight
and a Risk Control Self-Assessment (“RCSA”) process.

•

Regulatory risk, comprising:

•

Established frameworks supported by policies and
standards in key areas.

•

Impact of General Data Protection
Regulation (“GDPR”).

•

Maintenance of three lines of defence.

•

Regular horizon scanning for regulatory change and
seeks to ensure it is prepared.

•

•

Increasing focus of the FCA on
Vulnerable Customers.

•

Internal audit programme developed with KPMG to
focus on key risk areas.

•

•

•

RCSA framework established within first line of defence.

Engages proactively with the PRA and FCA, and
undertakes impact analyses to gauge the effect of
regulatory changes.

Impact of FCA reviews of Outsourcing,
Second Charge Lending and Retail
Banking Business Models.

•

ICAAP with detailed analysis of operational risk losses.

•

•

•

Reinforced IT resource due to cybercrime threat and
invested in: cybercrime detection software, expanded
penetration testing / reporting, external monitoring tools.

Compliance monitored by the compliance and
prudential risk teams.

•

•

Attempted attacks or suspicious activity reported to
Board Risk Committee with research undertaken to
understand tactics.

Regulatory risk matters reported to the Assets and
Liabilities Committee (“ALCO”), Operational Risk
management and Conduct Risk management
Committees, and overseen by the Risk management
Committee and the Board Risk Committee.

Developments from the BCBS
particularly in relation to changes in risk
weightings and associated regulatory
capital requirements.

•

Uncertainty of achieving an IRB
approach waiver from the PRA.

The risk of loss resulting
from inadequate or failed
internal processes, human
factors or external events
where the root cause is not
due to credit or market risks.
It includes information
technology, information
security, change
management, outsourcing,
tax, legal, people and
financial control risks.

Increase of financial crime, fraud and
cybercrime in the financial services
industry.
Poor service delivery by third party
supplier and reputational damage, as
well as financial losses and reduced
ability to raise retail deposits.

Conduct risk
Arises from a failure to treat
customers fairly or the failure
to deliver an appropriate
outcome for them.
Prudential risk
Arises from a failure to
maintain sufficient levels
of capital and liquidity and
includes the potential impact
a firm could have on the
financial system, its proximity
to failure and the context in
which the firm operates.

Risk appetite

Risk appetite

The Group has a very low appetite for operational risk and has a policy and control environment which aims to restrict losses arising from
operational risk breaches across the business in any financial year.

The Group has a very low appetite for conduct risk breaches and a policy which aims to restrict losses arising from conduct risk breaches
across the business in any financial year. The Group’s approach is to treat all customers fairly, whether or not the individual product is
regulated by the FCA, in order to maintain a reputation as a fair financial services provider consistent with the statutory objectives of the FCA.

Risk exposure

The Group aims to hold sufficient quantity and quality of liquid assets to ensure that all liabilities will be met when they fall due under normal
market conditions and under the most severe of Charter Court’s liquidity stress tests. The Group seeks to maintain an appropriate level of
capital above the minimum Individual Capital Guidance set by the PRA plus an agreed Capital Planning Buffer.

The Group is exposed to the typical operational risks in a retail financial services business such as failed internal processes and human error.
In particular, the Group has an exposure to operational risks in its retail savings business which is outsourced to a third-party supplier.
The total operational risk exposure as at 31 December 2017 was well within the Board agreed risk appetite.

Risk exposure
The Group is exposed to the typical conduct risks in a retail mortgages and savings business but mitigates those risks by offering a simple
range of both mortgage and savings products. In addition, the business is wholly-intermediated in relation to mortgages (whereby the risk of
poor advice sits with the intermediary not Charter Court) and only offers its savings products through an on-line ‘execution-only’ channel.
There were no losses arising from conduct risks during 2017.
Like all regulated entities, the Group is exposed to regulatory risks, as summarised above, but also to regulatory change risk. This risk occurs
when the relevant regulator changes or revises the rules of a given market, emanating either from domestic (UK-centric) revisions or broader
changes promoted by Basel or the EU which are then adopted for implementation by local regulators. Such changes can have significant
impacts on lending products, underwriting activities and standards and the associated cost base or market opportunity.
Charter Court prides itself on maintaining a closely engaged relationship with the PRA and increasingly the FCA and makes as a priority
ongoing monitoring of the regulatory landscape and indeed the oversight of successful implementation of new regulatory rules and
standards.
In Q4 2017, the FCA undertook a Thematic Review as to how firms were applying its Responsible Lending Rules in second charge lending; it
remains to be seen how the outcome of the FCA’s review impacts the second charge market.
The buy to let sector has seen significant regulatory change in recent years and it remains possible that regulators make further changes or a
revision of rules to the detriment of the Group’s markets.
Prudential risk exposures are considered under Liquidity and Funding above.
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Viability statement

The risk factors described below represent those other risks that are currently considered to be material to the Group.

While the financial statements have been prepared on a going concern
basis, in accordance with provision C.2.2 of the UK Corporate
Governance Code, the Board of Directors have also assessed the
longer term prospects and viability of the Group.

Stress testing for both capital and liquidity are regularly run against a
range of scenarios that are specific to a retail bank and cover both
plausible and severe scenarios. Stress tests adopted by the Group
include but are not limited to;
•

Short Term Idiosyncratic Retail Deposit Stress.

•

Market Wide Wholesale and Retail Lending Stress.

The Group’s business and financial performance have been and will continue to be affected by the economic condition of its customers and
of the UK housing market. Pressures on household incomes may lead to an increase in arrears in the Group’s residential mortgage portfolios,
and an associated increase in provision for loan impairments. High levels of consumer debt could also impact affordability assessments and
other factors in underwriting decisions and may contribute to reduced willingness by lenders to lend to individuals.

Although the Group formulates long term strategic plans and
conducts regular assessments of capital and liquidity requirements
covering the next five years of operations, the Directors have assessed
the viability of the Group over a three-year period as they consider that
a longer timeframe would be subject to greater economic, political,
and regulatory uncertainty. The Directors also consider that a threeyear timeframe is a reasonable period to provide shareholders with a
balanced assessment of the Group’s viability and prospects.

•

Longer Term Idiosyncratic Retail Deposit Stress.

•

UK Inflation Stress.

•

Combined Stress Scenario.

•

Bank of England Stress Scenario (non-concurrent).

Risk factor - Competition

In conducting their viability assessment, the Directors have considered
a wide range of information including but limited to the following:

•

Reverse Stress Test.

Risk factor - Global economy
The Group’s business and financial performance have been and will continue to be affected by general economic conditions in the UK and
adverse developments in the UK or global financial markets could have a detrimental impact on its earnings and profitability.

Risk factor - UK macro-economy and housing market

Competition in the UK mortgage and retail savings markets may adversely affect the Group’s operations.

•

the Group’s financial performance for 2017 and statement of
financial position as at the year-end.

•

the Group’s business plan including the assumptions therein and
historical performance against plan.

•

the Internal Capital Adequacy Assessment Process.

•

the Internal Liquidity Adequacy Assessment Process.

•

the principal risks and uncertainties the business faces.

•

the Board’s approach to risk management.

Risk factor - Key employee dependency

•

the Group’s liquidity and funding profile.

The Group is reliant on a small number of key employees, within its senior management team and the wider business, who are central to the
Group’s approach to lending in its specialist markets. Intense competition in the financial services industry for skilled and/or qualified
personnel further accentuates this risk.

•

the Group’s external environment in which the Group operates
(including political, regulatory and competitive landscape).

Risk factor - Cybercrime, fraud
The Group may be subject to privacy or data protection failures, cybercrime and fraudulent activity. The Group has implemented, and
manages, on an ongoing basis a number of robust policies and procedures relating to data protection and the prevention of cyber-theft,
however a residual risk still remains.

Risk factor - IT failure
The Group is dependent on its IT systems, including those of its outsourced providers which may fail or be subject to disruption.

Risk factor - Outsourcing
The Group relies on third parties for a number of its key processes and functions, with a particular reliance on a single third-party provider for
a number of key services in relation to the Group’s online retail savings account business.

Risk factor - Regulatory risks
The Group’s business is subject to risks relating to changes in Government policy and applicable regulations affecting the UK housing market
and related matters.

Risk factor - ‘Brexit’
Regulatory and other changes resulting from the UK’s exit from the EU could impact the Group’s results. This is in part due to uncertainty in
relation to the eventual outcome of the negotiations and in part due to a large proportion of the regulatory regime applicable to the Group
being derived from EU directives and regulations – the UK exiting the EU could materially change the regulatory framework applicable to the
Group’s operations.

Despite market uncertainty, new entrants and constant regulatory
change, the Group has delivered controlled growth and performed in
all aspects of its business model in 2017. Factors such as a growing
loan book, stable net interest margins, a diversified funding strategy
and improved cost efficiency have contributed to the Group’s track
record of year on year growth in underlying profitability. Furthermore,
the successful premium listing on the London Stock Exchange in
October 2017 is a clear endorsement of the Group’s track record,
strategy and future prospects.
As part of the annual planning cycle the Group prepares regular
business plans and forecasts which consider the external environment,
competitive landscape, product segment dynamics, and include short
and medium term financial projections. These plans also consider the
impacts of known upcoming regulatory and government policy
changes. The business planning process also factors in assumptions
covering lending targets, product development, product margins,
funding requirements, IT investment and other capital expenditure as
well as changes to the wider cost base. Quarterly financial re-forecasts
are prepared for the Board, which include upside and downside
sensitivities to support the base financial re-forecast and assess the
adequacy of capital and liquidity resources.

The ICAAP and ILAAP documents also include mitigating actions for
the stress scenarios which include management actions to offset the
adverse consequences of the stress. The Group’s Capital Working
Group and Liquidity Working Group respectively meet bi-monthly and
weekly to review stress scenarios and report their findings to ALCO.
Assessments of the risks of greatest concern are captured through the
Group’s processes for identifying and efficiently managing the key and
emerging risks as disclosed on pages 24 to 25. Such assessments
inform the Board of the impact of these risks crystallising both
individually and collectively. These risks are more fully discussed on
pages 26 to 33 and in the Other risks on page 34.
As described in the Risk management section on page 24 of this
report, the Group has a comprehensive risk appetite framework which
addresses risk capacity and sets risk appetite and associated risk limits
for they key business risks. While all business areas are responsible for
managing their own risks, management of strategic risk is primarily the
responsibility of senior management and committees. This is
intrinsically linked to the corporate planning and stress testing
processes and is further supported by the regular provision of
consolidated business performance and risk reporting data to the
Board Risk Committee and the Board.
Information relevant to the viability assessment can be found in the
following sections of the annual report and accounts:
•

the Group’s business model, strategy and emerging risks are
described in the Strategic report on pages 1 to 23.

•

financial performance, including income statement and statement
of financial position is included in pages 90 to 151.

•

the Group’s approach to risk management is described in the Risk
management report and can be found in pages 24 to 34.

Based on the collective assessment of information described above,
the Directors confirm that 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 assessment.

As part of the formulation of the viability assessment, the Directors
have considered the conclusions made in the ICAAP and ILAAP,
specifically the results from a wide range of stress tests which
represent different levels of severity and probabilities of events that
could impact on the business.
Stress testing quantifies the impact of unfavourable economic
scenarios, which allows the Group to assess if it will still be able to
meet its regulatory capital and liquidity requirements and at what
point the business would no longer be viable.
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Corporate responsibility

Going concern statement

At Charter Court, corporate responsibility is a vital part of how we do business. We are committed to integrating responsible business
practices throughout our operations for the benefit of our shareholders, customers, employees and the community in which we operate.

Profit before tax for the year ended 31 December 2017 was £111.7 million (2016: £48.9 million). At 31 December 2017, the Consolidated
statement of financial position shows a net asset position of £335.0 million (2016: £233.5 million). The Group holds liquid assets above its
regulatory minimum requirement to ensure obligations can be met as they fall due, on a business as usual basis and on a stressed basis. The
appropriateness of the Group’s liquidity risk appetite and risk management framework and controls is subject to an at least annual review
through the ILAAP. At 31 December 2017 the Group held £886.9 million (2016: £145.8 million) of liquid assets consisting mainly of £848.0
million (2016: 130.0 million) of Bank of England reserve account balances and £34.5 million (2016: £13.2 million) of balances held with tier 1
UK banking institutions.

With this in mind, we have set principles that apply to all our activities and that are taken into account in the daily conduct of our business.

Respect

Treat customers and colleagues with the same respect you would
expect to receive.

Excellence

Aspire to be excellent in everything you do. Deliver consistently
high service and have a can do attitude.

Attention

Take time to pay attention to detail, listen, build knowledge and
be helpful.

Challenge

Be curious and always look for solutions to improve things.

Honesty

Act with honesty and integrity in the workplace championing
good practice at all times.

The Group also has access to an uncommitted wholesale funding facility provided by a tier 1 investment bank and to the Bank of England’s
Term Funding Scheme and other emergency liquidity facilities. The Group pre-positions collateral with the Bank of England and manages its
level of asset encumbrance to enable access to its funding and liquidity facilities at short notice.
The Group conducts an annual ICAAP and this is used to assess the Group’s capital adequacy and determine the levels of capital required to
support the current and future risks in the business derived from the three year corporate plan.
After considering the Group’s current financial condition, assessing future forecasts and the principal risks and uncertainties, the Directors
have a reasonable expectation that the Group will have adequate resources to continue in operational existence for the foreseeable future.
For this reason, they continue to adopt the going concern basis in preparing the consolidated financial statements.

During 2017, we demonstrated our commitment to corporate responsibility through numerous initiatives described below under the
categories of Customers, People, Community and Environment.

2017 highlights

Customers

People

Community

67

#3

£80,000

High Net Promoter
Score of 671

#3 in Sunday Times Best
100 Companies to work
for (highest placed bank)2

Over £80,000 donated to
Socks & Chocs, a local
charity supporting the
homeless

1 NPS is measured out of 100. Group NPS is determined by combining the NPS for Precise Mortgages and Charter Savings Bank, weighted by customer numbers.
2 Among medium sized companies (250-3,000 employees).
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Customers

Customers (continued)

16,093
94%
57

102,394

customers served in 2017
(2016: 13,834)

customers served in 2017
(2016: 77,474)

happy to recommend us1

98%

had a Good or Excellent
experience with us2

Net Promoter Score1

70

Net Promoter Score

As a specialist mortgage lender, our aim is to help customers underserved by the high street banks. In 2017, we provided 16,093
customers with buy to let and residential mortgages, as well as short term loans and second charge loans, collectively worth £2.7 billion
(2016: £2.5 billion).

Charter Savings Bank offers simple and straightforward savings products to the UK market, with competitive interest rates supported by
excellent service. During 2017, our attractive offering helped us grow customer numbers by 24,920, while deposits grew 28.8% to £4.4 billion
(2016: £3.4 billion).

Our products are distributed to customers via mortgage intermediaries and we aim to provide both intermediaries and end customers with
excellent customer service.

We continued to offer our customers competitive new savings products in our existing range of notice accounts, fixed rate savings bonds
and cash ISA savings products.

To achieve this goal, in 2017, we continued to invest in a project aimed at improving the service provided to mortgage intermediaries, with a
number of adjustments implemented to our procedures and communication protocols. We also expanded our sales team to ensure higher
levels of engagement with existing and potential customers.

During 2017, our customers benefited from our continuing commitment to offering attractive and competitive products that meet their
savings needs as we maintained our strong performance in the best savings rates tables across our product range. Our innovative new “Mixand-Match ISA” proposition, launched in June 2017, was well received and attracted deposits of over £467.4 million in 17,540 new accounts
over its first six months of operation.

Our customers continued to benefit from our dynamic product development aimed at providing solutions tailored to their changing needs.
During the year, we saw strong uptake of our solutions for limited companies and houses in multiple occupation, as well as our specialist
Right-to-Buy, Help-to-Buy and New Build schemes.
The results of our survey conducted in June 2017 showed that over 94% of our customers were happy to recommend Precise Mortgages to
others and 95% felt that their individual circumstances were taken into account during the application process.

Our continued efforts are reflected in the positive feedback received from customers. Over 98% of our customers who took part in our
feedback survey in 2017 rated their experience with Charter Savings Bank as Good or Excellent.
Charter Savings Bank’s NPS of 70 reflects our attractive savings product portfolio and the high quality of service we provide to our customers.

In 2017, we complemented our internal customer feedback by obtaining a Net Promoter Score, which gauges the quality of relationships
between a business and its customers based on responses to a simple question about how likely the customer is to recommend a firm’s
products or services to their family and friends. Given the NPS range of -100 to +100, a “positive” score or NPS above 0 is considered “good”,
+50 is “excellent,” and above 70 is considered “world class”. Precise Mortgages achieved an excellent score of 57 , which reflects our efforts
to always treat our customers fairly, deliver consistently high service and continually improve the way we do things.

Case study: Rapid product development to support customers
Buy to let portfolio landlords
In September 2016, the PRA proposed new underwriting standards for the buy to let market, under which borrowers with four or
more mortgaged buy to let properties would be classified as “portfolio landlords” and subjected to more stringent underwriting
standards, including the need to supply an increased level of information when applying for a new mortgage. Precise Mortgages
identified the need to enhance its existing service proposition in the portfolio landlord segment, ahead of the implementation of the
new standards in September 2017.
In January 2017 Precise Mortgages began a full review of the portfolio landlord niche to understand the potential opportunity and to
inform new product development. Precise Mortgages determined that there should be a seamless transition for the Broker regarding
the additional PRA requirements and a minimal amount of change for the portfolio landlord when applying for lending. It was also
agreed that the additional data capture process should be made as painless as possible.
Within just 15 weeks Precise Mortgages developed a full solution for portfolio landlords, including a bespoke portfolio information
management system to support additional data capture requirements. The product was well received with 92% of brokers confident
in their understanding of Precise Mortgages’ portfolio proposition, according to a Pulse Check report conducted by BDRC in
November 2017. Furthermore, in the Mercury Q4 2017 Report, Precise Mortgages ranked third in lenders most likely to be
recommended for landlords with four or more buy to let properties, behind BM Solutions (part of Lloyds Banking Group) and TMW
(part of Nationwide Building Society).

1 Precise Mortgages Customer Satisfaction Survey, June 2017.
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People

People (continued)

Our people are at the heart of
our success and we take great
pride in our strong corporate
culture,
high
levels
of
employee engagement across
the Group and the continued
external recognition of our
collective efforts.
Coming third in The Sunday
Times Best 100 Companies to
Work For 2017 was a great
achievement
for
Charter
Court, having been ranked
tenth place in 2016.

91%
Consumer Moneyfacts Awards
Online Savings Provider of the Year 2017

#3 in The Sunday
Times Best 100
Companies to Work
For 2017

of employees are
proud to work for
Charter Court1

Sharing our success

Engagement and support

Providing our employees with an opportunity to share in our success
is a key priority for Charter Court. We regularly benchmark our
employee remuneration and seek to offer attractive additional
benefits including private pension, life cover, child care vouchers and
medical insurance.

At Charter Court, we place great emphasis on maintaining high
levels of employee engagement.

In 2017, all eligible employees were given an award of shares
following the IPO. In doing this, we sought to recognise the support
of all our people, many of whom were either working directly on the
IPO project, or taking additional responsibilities from others who
were.
The IPO also gave us the opportunity to allow employees to
participate in our first ever Save As You Earn (“SAYE”) Scheme and
save a fixed amount between £5 and £500 per month over three
years. At the end of that period, employees can buy shares in the
Group at the Option Price set at the outset. To encourage as many
of our employees as possible to participate in the offering, we
granted options with the maximum allowed discount of 20% applied
to the Option Price. Over 80% of employees choose to participate in
the scheme, demonstrating confidence in the business and a high
level of employee engagement and commitment.

Attracting the best people

Training and development

We have a fair and inclusive recruitment policy to ensure we select
the best candidates regardless of their gender, race, sexual
orientation, religion or age.

We provide comprehensive training and development opportunities
for our employees, with online compliance training ensuring that
they understand all mandatory procedures and a dedicated central
training team, supporting the development of our managers. During
2017, mandatory training covered areas such as anti-money
laundering, information security, health & safety and treating
customers fairly. In addition, the Group provides its employees with
support in obtaining professional qualifications. The average number
of training hours recorded per full time employee in 2017 was 54.

All vacancies are internally advertised via our intranet, giving
employees the opportunity to apply for roles that interest them and
support their progression. In 2017, 48 roles were filled internally.
We also have a very successful “Recommend a Friend” recruitment
scheme, which resulted in 27 appointments during 2017. The
scheme gives employees the opportunity to benefit from a cash
award when they introduce candidates for advertised roles. This is
also a great sign that our employees are engaged with us, proud to
work for us and confident in recommending friends and family to
the Group.
On joining, all new employees attend our “Welcome to Charter
Court” induction session which is a two-day introduction to
“everything you need to know” about life at Charter Court. A member
of the Senior Management Team, often the CEO, attends part of the
session to give a personal welcome and take questions.

CCFS internal annual launch

Our Employee Representative Committee, which met four times in
2017, includes representatives from all parts of the business who
meet with senior management teams to raise any concerns they
may have and provide input into ways we can improve our employees’
working lives.
We use a number of communication channels to keep our
employees informed of developments within the business, from the
intranet, which features a dedicated area for employees to raise
questions anonymously, to more open forums such as quarterly
presentations for all staff delivered by the CEO. In addition to
providing an update on business developments, these events allow
employees to ask questions and management to commend
individuals nominated as the strongest advocates of our core values
during the preceding quarter.
Charter Court recognises that, from time to time, people can have
issues or concerns that impact their general wellbeing. Our
Employee Assistance Programme (“EAP”), delivered by Workplace
Options, is designed to support all employees in managing such
issues. Through the EAP, practical information and counselling is
made available to employees and their families.
In line with our commitment to reducing the stigma of mental health
within the workplace, in 2017 we signed the “Pledge to Change”. As
a result, all our managers now undergo training aimed at preventing
discrimination and promoting good mental health throughout our
business. This training programme is delivered with the support of
“Mind”, UK’s leading mental health charity.
We are proud to have a low attrition rate, of only 6.7% in 2017, which
reflects the high level of loyalty among our employees.

Our Aspiring Supervisors and Managers Programme (“ASMP”) is
endorsed by the Institute of Leadership and Management (“ILM”), the
UK’s top leadership and management qualifications specialist. The
programme is regularly reviewed by the ILM to ensure it remains in
line with ILM standards. This endorsement demonstrates our
commitment to investing in our people, our customers and wider
stakeholder groups.

1 Sunday Times 100 Best Companies 2017 Survey.
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People (continued)

People (continued)

Promoting diversity

We support working parents through a suite of policies that are designed to enable and support employees to balance parental responsibilities
and work including:

The majority of our employees work at our Wolverhampton headquarters where we have been based since inception.
Wolverhampton is at the heart of the West Midlands and boasts a richly diverse local community that is reflected in the diversity of our people.
As a company, we value and celebrate diversity by hosting theme days on key festival dates such as Eid, Diwali, Vaisakhi and Easter.

∞

flexible working - 49 employees, 47 of which are female, work reduced or compressed hours, supporting those with family or caring
responsibilities.

One of our key priorities for 2018 and beyond is delivering further improvement in gender diversity across the Group. As of 31 December 2017,
55.2% of our employees are female. However, we recognise that in more senior positions within the Group, there is scope for improvement
and are working hard to address this.

∞

maternity, adoption and paternity policies which offer enhanced pay and encourage the use of keeping in touch days to enhance skills
and knowledge prior to return to work.

∞

a range of additional leave options to help employees take time away from work for reasons that do not necessarily fall under existing
leave provisions, such as domestic emergencies, time off for dependants and public duties.

To date, 58% of the managers that have been through our Leadership Development Program are female and 50% of the initial intake of our
“Aspiring Managers” Program were female.

Employees
Number of employees

516

Number of female employees

285

Percentage of female employees

55.2%

Number of Board Directors

9

Number of female Board Directors

1

Percentage of female Board Directors

11.1%

Recognition and awards

Number of senior managers

52

We are pleased to report that both Precise Mortgages and Charter Savings Bank maintained their strong reputation in 2017, as evidenced by
industry recognition received during the year.

Number of female senior managers

11

Percentage of female senior managers

21.1%

Percentage of employees who are proud to work for Charter Court

91.0%

Precise Mortgages awards received during 2017

Percentage of new joiners hired through the ‘Refer a Friend’ scheme

20.9%

∞

In 2017, we committed to signing HM Treasury’s Women in Finance Charter and became a signatory on 2 January 2018. As a result, in early
2018 we have committed to specific targets with respect to gender diversity, appoint a senior manager to run initiatives aimed at reaching our
targets and establish a link between executive remuneration and the achievement of the targets set.
However, recognising that diversity and inclusion span a number of areas, our priorities for 2018 will also include lending further support to
the inclusion of our LGBT population and those with disabilities. To this end, we have pledged to become recognised as “Disability Confident
Employer” in 2018.

In addition, over 50 industry awards have been received to date by Charter Court as a Group for innovation, products, marketing and service,
we are proud to be named by the London Stock Exchange Group as one of the 1,000 Companies to Inspire Britain.

Bridging and Commercial Awards

Service Excellence
Lender Relationship Manager of the Year
Regulated Lender of the Year

Gender pay gap

∞

Specialist Finance Introducer Awards

Public Speaker of the Year

The mean gender pay gap

51.3%

Service to the Industry

The median gender pay gap

21.6%

Specialist Buy to Let Lender of the Year

The mean bonus gender pay gap

79.6%

Bridging Lender of the Year

The median bonus gender pay gap

30.8%

Proportion of male employees receiving a bonus

89.0%

Proportion of female employees receiving a bonus

91.5%

Male employees in lower quartile band

28.2%

Female employees in lower quartile band

71.8%

∞

Mortgage Strategy Awards

Best Short-Term Bridging Lender
Best Buy to Let Lender

∞

Mortgage Introducer Awards

Buy to Let Lender of the Year
Short-Term Lender of the Year
Secured Loan Lender of the Year

AWA R D S
2 0 1 7

Marketing Campaign of the Year

SERVICE EXCELLENCE
AWA R D – L E N D E R S

∞

FT Adviser

Online Innovation and Service, 5 stars

59.6%

∞

Your Mortgage Awards

Best Self-Employed Mortgage Lender

Male employees in upper middle quartile band

50.5%

∞

Legal & General Mortgage Club Awards

Best Specialist Lender

Female employees in upper middle quartile band

49.5%

∞

British Specialist Lending Awards

Marketeer of the Year

70.9%

∞

Sesame Group

Best Specialist Lender

Male employees in upper quartile band
Female employees in upper quartile band

29.1%

Male employees in lower middle quartile band

40.4%

Female employees in lower middle quartile band

Our gender pay gap is a direct result of us having more men than women in senior management positions and we are taking a number of
steps to address this.
We do not believe that there is a simple solution to improving our gender diversity at senior level. However, we are working hard to give our
female employees the tools to help them to progress within Charter Court.

WINNER

Charter Savings Bank awards received during 2017
∞

Moneyfacts Consumer Awards

Online Savings Provider of the Year

∞

Moneyfacts Awards

Best Internet Account Provider
Best Savings Provider

∞

Moneynet Awards

Best Online Savings Provider
Best Monthly Interest Savings Provider
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∞

Your Money Awards

Best Online Savings Account Provider

∞

Savings Champion

Best Notice Account Provider
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Community (continued)

Supporting the industry

Responsible tax strategy

We participate in an extensive calendar of roadshows and roundtable events each year to help keep our mortgage broker and intermediary
network up-to-date with latest industry legislation and developments. Throughout the year, we hosted 238 events with topics ranging from
regulation to product knowledge, consumer education and marketing.

Charter Court is committed to full compliance with all statutory obligations and full and timely disclosure to relevant tax authorities. The
Group’s tax affairs are managed in a way which takes into account the Group’s wider corporate reputation in line with the Group’s overall high
standards of governance.

We are active members in a number of industry associations including UK Finance, Intermediary Mortgage Lenders Association (“IMLA”),
Association of Mortgage Intermediaries (“AMI”), The Finance & Leasing Association (“FLA”), National Association of Commercial Finance
Brokers (“NACFB”), Financial Intermediary & Broker Association (“FIBA”) and The Financial Services Forum.

The Group has formally adopted and complies with HMRC’s Code of Practice on Taxation for Banks (“Banking Code”).
Ultimate responsibility for the Group’s tax strategy and compliance rests with the Board and executive management of the Group’s tax affairs
is delegated to the Chief Financial Officer.
The Group manages risks to ensure compliance with legal requirements in a manner which ensures payment of the correct amount of tax
and commits to complying with both the spirit and letter of tax law by discerning and following the intentions of Parliament. As such the
Group will not undertake tax planning that aims to achieve a tax result that is contrary to the intentions of Parliament. In particular:
•

The Group will only engage in tax planning which supports genuine commercial activity;

•

The Group will only enter into a commercial transaction that is structured in a way that gives a tax result for the Group which is not
contrary to the intentions of Parliament; and

•

The Group will seek to take advantage of available tax incentives, reliefs and exemptions in line with, and in the spirit of, tax legislation.

The level of risk which the Group accepts in relation to taxation is consistent with its overall objective of achieving certainty in the Group’s tax
affairs. At all times the Group seeks to comply fully with its regulatory and other obligations and to act in a way which upholds its reputation
as a responsible corporate citizen. The Group has therefore a low risk appetite.

Sponsor of Wolverhampton Rugby Club Juniors

Sponsor of Alvechurch Cricket Club

The Group acknowledges the importance of maintaining an open and honest relationship with HMRC in relation to its tax affairs. Where the
Group considers that there is potential for the tax treatment to be uncertain, it will discuss its plans with HMRC in advance. In the event of an
issue arising the Group will engage with HMRC to ensure the issue is resolved promptly and satisfactorily.

Giving back

Environment

Charter Court has established itself as one of the areas’ largest and fastest growing employers and was named by BDO as the 2nd fastest
growing company in the Black Country in 20171.

Maintaining a minimal environmental footprint

Providing support to our community is an important part of our overall strategy. Every year we ask our employees to nominate a local charity
that they would like us provide to support. This decision is made by the Charity Committee with final approval from the CEO.
In 2017, we raised over £80,000 for a local charity that supports the homeless in the West Midlands and beyond. In addition to our existing
charitable contributions which have totalled £213,465 since inception, Charter Court offers a ‘Good Causes’ fund that can be used towards
special charity events being undertaken by, or linked to, employees or their families. We also have a longstanding relationship with
Wolverhampton Rugby Club and Fillongley and Alvechurch Cricket Clubs.

We believe that by the nature of what we do and by having the majority of our employees in a single location, we have a relatively small impact
on the environment.
However, we remain committed to minimising our environmental footprint through initiatives such as discouraging printing and running a
paper collection and recycling programme. The latter has resulted in the equivalent of 618 trees being saved in 20172.
We recognise that some degree of printing is inevitable in an office-based environment and we ensure the print cartridges we use are 100%
recycled.

Greenhouse gas emissions

Human rights
Charter Court has zero tolerance for slavery and human trafficking and, in line with the Modern Slavery Act 2015, we take active steps
to identify and combat slavery and human trafficking in our business and supply chains. Our supply chains include suppliers of goods
and suppliers of services in respect of maintenance of our premises, IT systems, software providers, catering, recruitment, out-sourcing
providers and mortgage intermediaries. During the course of 2017, we implemented procedures to identify and assess potential risk
areas in our supply chains, grading the risks accordingly. We also enhanced the due diligence undertaken on suppliers considered to
be high risk and incorporated appropriate anti-Modern Slavery provisions in our contracts with them.

This is the first year that we have been obliged to report greenhouse gas emissions and we have chosen to take a beyond-compliance
approach that includes operational control of facilities, purchased electricity and business travel associated with the business activities of the
Group. At present, activities outside of our operational control, such as supply chain emissions and employee commuting are excluded due
to the lack of available data.
Using the DEFRA Environmental Reporting Guidelines (June 2013) and DEFRA Conversion Factors 2017 (except for hotel stays, where publicly
available industry information has been used), emissions of all greenhouse gases have been assessed and we have reported on all of the
emissions sources required under The Companies Act 2006 (Strategic report and Directors’ Report) Regulations 2013.
Our largest greenhouse gas emissions are related to purchased electricity (68% of the total) and combustion of fuel due to business travel
(30%, primarily related to car mileage). Operation of facilities accounts for less than 1%.

2017 Greenhouse gas emissions
Emission source

Tonnes CO2e

Combustion of fuel

128.69

Operation of facilities

3.86

Purchased electricity

290.69

Total greenhouse gas emissions

423.24

Total emissions per employee (FTE)

0.86

The above figures have been independently verified by a UKAS accredited Certification Body, Interface NRM Ltd.

1 BDO, The Black Country Growth Barometer 2017.
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2 Shred-IT report 2017.
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