Company Registration No. 03377672 (England and Wales)

CITADEL FINANCE LIMITED
ANNUAL REPORT AND FINANCIAL STATEMENTS
| FOR THE YEAR ENDED 31 DECEMBER 2016

I \\\l\\\\ll\\\\“\

\\\l\\l\\l\ll il

| COMPANIES HOUSE :/ :




CITADEL FINANCE LIMITED

CONTENTS.

Direc‘tovrs' Repert
lndependentAedit_or‘s Repo'rt .
'Sta'tement of Comprehensive Income
Balence Sheet

Statement of Changes in Equity

No'tes'to the Financial Statements

Page




CITADEL FINANCE LIMITED

DIRECTORS' REPORT
FOR THE YEAR ENDED 31 DECEMBER 2016

The Directors present their annual report and financial statements for the yéar ended 31 December 2016.

‘The Directors' Report has been prepared in accordance with the special provision relating to small companies
under section 415a of the Companies Act 2006. .

The Company has also taken advantage of the small compénies' exemption from preparing a Strategic Report.

Principal activities ]
The principal activity of the Company continued to be that of a financial investment company.

Results and dividends
The results for the year are set out.on page 6.

No ordinary dividends were 'paid. The Directors do not recommend payment of a final dividend (2015: nil).

Directors <
The Directors who held office during the year and up to the date of signature of the financial statements were as
follows:

Mr Henry Klotz

Mr Alain Millet -

~ Mr John Whiteley . .
Mr Fredrik Widiund _ ) ' ' ’
Mr Simon Wigzell

Directors' insurance . . S
Qualifying third-party indemnity prévisions (as defined in section 234 of thé Companies Act 2006) are in force for
the benefit of the Directors who held office in 2016. :




CITADEL FINANCE LIMITED

DIRECTORS' REPORT (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2016

Statement of Dlrectors responS|b|I|t|es
The Directors are responsible for preparing the Annual Report and the fnancual statements in accordance with
applicable law and regulations.

Company law requires the Directors to prepare financial statements for each financial year. Under that law the

" Directors have elected to prepare the financial statements in-accordance with United Kingdom Generally
Accepted Accounting Practice (United Kingdom Accounting Standards and applicable law) including Financial
Reporting Standard 101 Reduced Disclosure Framework. Under company law the Directors must not approve
the financial statements unless they are satisfied that they give a true and fair view of the state of affairs of the
Company at the balance sheet date and of the profit or [oss of the Company for the period endmg on that date.
In preparing these financial statements, the Directors are required to:

« select suitable accounting policies and apply them consistently;

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

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

The Directors are responsible for keeping adequate accounting records that are sufficient to show and explain
the Company's transactions and disclose with reasonable accuracy at any time the financial position of the
Company and enable them to ensure that the financial statements comply with the Companies Act 2006. They
are also responsible for safeguarding the assets of the Company and hence for taking reasonable steps for the
preventlon and detection of fraud and other irregularities.

Auditor
In accordance with the Companys articles, a resolution proposing that Deloitte LLP be reappomted as auditor of
the Company will be put at a General Meeting.

Statement of disclosure to auditor

So far as each person who was a director at the date of approving this report is aware, there is no relevant audit
information of which the Company’s auditor is unaware. Additionally, the Directors individually have taken all the
necessary steps that they ought to have taken as directors in order to make themselves aware of all relevant
audit information and to establish that the Company’s auditor is aware of that information. This confirmation is
given and should be interpreted in accordance with the provisions of s418 of the Companies Act 2006.

Principal risk and uncertainties

The Directors consider there are a number of potential risks and uncertainties which could have a material
impact on the Company's performance and could cause the actual results to differ materially from expected or
historical results; the management and mitigation of these risks are the responsibility of the Directors of the
Company. The Company is a wholly-owned subsidiary of the CLS Holdings plc Group (the "Group") and-is
managed on a day-to-day basis by employees of the Group. The principal risks and uncertainties facing the
Company are broadly grouped as funding risk and-political and economic risk.

Funding R/sk

The unavailability of financing at acceptable prices, adverse interest rate movements or a breach in borrowing
covenants may have a detrimental effect on the ability of the Company to meet its financial obligations. In order
to mitigate this risk, the Group’s treasury function closely monitors the performance of the Company and looks to
I|m|t its exposure through various fmancnal hedging instruments.

Political and Economic Risk

The exit of the United Kingdom from the European Union remains an adverse risk to the overall economy, which
may impact the value of net assets and profitability. It is the Directors' view that the United Kingdom's economy
remains sufficiently robust to weather any immediate adverse economic effects.

Further discussion of these risks and uncertainties, in the context of the Group as a whole, .is provided in the
Group’s annual report which does not form part of this report and can be found on www.clsholdings.com.




CITADEL FINANCE LIMITED

DIRECTORS' REPORT (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2016

"~ Going concern \

At the time of approving the financial statements, the Directors have a reasonable expectation that the Company
has adequate resources to continue in operational existence for the foreseeable future and therefore continue to
adopt the going concern basis in preparing the financial statements.

By order of the board

Secretéry :
14 June 2017




CITADEL F’INANCE- LIMITED

INDEPENDENT AUDITOR'S REPORT
TO THE MEMBERS OF CITADEL FINANCE LIMITED

We have audited the financial statements of Citadel Finance Limited for the year ended 31 December 2016
which comprise the statement of comprehensive income, the balance sheet, the statement of changes in equity
and the related notes 1 to 11. The financial reporting framework that has been applied in their preparation is
applicable law and United Kingdom Accounting Standards (United Kingdom Generally Accepted Accounting
Practlce) including FRS 101 "Reduced Disclcsure Framework".

This report is made solely to the Company s members, as a body, in accordance with Chapter 3 of Part 16 of the
Companies Act 2006. Our audit.work has been undertaken so that we might state to the Company's members
those matters we are required to state to them in an auditor's report and for no other purpose. To the fullest
extent permitted by law, we do not accept or assume responsibility to anyone other than the Company and the
Companys members as a body, for our audit work for this report, or for the opinions we have formed.

Respectlve responsrbllltles of Directors and audltor

As explained more fully in the Statement of Directors' Responsmllmes the Directors are responsible for the
preparation of the financial statements and for being satisfied that they give a true and fair view. Our
" responsibility is to audit and express an opinion on the financial statements in accordance with appllcable law
and International Standards on Auditing (UK and Ireland). Those standards require us to comply with. the
Audltlng Practices Board's Ethical Standards for Auditors. .

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements sufficient to
give reasonable assurance that the financial statements are free from material misstatement, whether caused by
fraud or error. This includes an assessment of: whether the accounting policies are appropriate to the
‘Company's circumstances and have been consistently applied and adequately disclosed; the reasonableness of
significant accounting estimates made by the Directors; and the overall presentation of the financial statements.
In addition, we read all the financial and non-financial information in the annual report to identify material
inconsistencies with the audited financial statements and to identify any information that is apparently materially
incorrect based on, or materially inconsistent with, the knowledge acquired by us in the course of performing the -
audit. If we become aware of any apparent material misstatements or inconsistencies we consider the
implications for our report.

Opinion on financial statements

. In our opinion the financial statements:

+ give a true and fair view of the state of the Company's affalrs as at 31 December 2016 and of its loss for the
year then ended; :

+ have been properly prepared |n accordance with United Kingdom Generally Accepted Accountlng Practice;
and -

+ have been prepared in accordance with the requirements of the Companies Act 2008.

Opinion on other'matter prescribed by the Companies Act 2006
In our opinion, based on the work undertaken in the course of the audit: - .
+ the information given in the Directors’ Report for the financial year for which the financial statements are
prepared is consistent with the financial statements; and
« the Directors’ Report has been prepared in accordance with appllcable Iegal requirements.
In the light of the knowledge and understanding of the Company and its environment obtained in the course of
the audit, we have not identified any material misstatemerits in the Directors’ Report.




CITADEL FINANCE LIMITED

'INDEPENDENT AUDITOR'S REPORT (CONTINUED)
TO THE MEMBERS OF CITADEL FINANCE LIMITED

(

Matters on which we are required to report by exception
We have nothing to report in respect of the followmg matters where the Companies Act 2006 requrres us to
report to you if, in our opinion: -

. adequate accountlng records have not been kept, or returns adequate for our audit have not been received
from branches ot visited by us; or

« the financial statements are not in agreement with the accounting records and returns; or

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

« we have not received all the information and explanations we require for our audit; or

+ the Directors were not entitled. to take advantage -of the small companies exemption in preparing the
Directors’ Report or from the requirement to prepare a Strategic Report.

Mark Beddy FCA (Senior statutory auditor) -
for and on behalf of Deloitte LLP

Statutory Auditor ‘

London, United Kingdom

14 June 2017




'CITADEL FINANCE LIMITED

STATEMENT OF COMPREHENSIVE INCOME

FOR THE YEAR ENDED 31 DECEMBER 2016

Revenue
Administrative expenses

Operating profit |

" Investment (expense)/incomé
_Interest payable

(Loss)/profit before taxation
~ Tax on (loss)/profit

(Loss)/profit and total comprehensive
income for the financial year

Notes

2016 2015

£ £

911,660 854,959
(3,353) (3,131)
908,307 851,828
(3,969,824) 1,539,487
(208,204)  (368,028)
1(3,359,721) 2,023,287
671,944 (409,716)
(2,687,777) 1,613,571

The statement of comprehensive income has been prepared on the basis that all operations are continuing

operations. -

" There.were no items of other comprehensive income other than those stated above for either period. -

The notes 1 to 11 form.part of these financial statements.
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CITADEL FINANCE LIMITED

BALANCE SHEET

' AS AT 31 DECEMBER 2016

Current assets
Trade and other receivables falling due

after one year

Trade and other receivables
Current tax recoverable
Cash at bank and in hand -

Credltors amounts falling due within
one year
Trade and other payables

-, Current tax payable

Net current assets

Total assets less current liabilities

Creditors: amounts falling due after
one year
Trade and other payables

Net assets-

Equity
Called up share capital
Retained earnings

Total equity '

Notes

10

2016 - 2015
£ £
. - . 2,730,777
38,383,286 37,517,647
671,944 -
6,090 - 4,626
39,061,320" 40,253,050
(4,092,569)  (2,066,033)
- (409,716)
(4,02,569)  (2,475,749)
34,968,751 37,777,301

. 34,968,751 37,777,301 -
(23,565,765) (23,686,538)
11,402,986 14,090,763 -
8,000,000 8,000,000
3,402,986 6,090,763
11,402,986 14,090,763

The financial statements were approved by the Board of Directors and authorlsed for issue on 14 June 2017 and

“are signed on its behalf by:

Y

" Mr John Whiteley

Director

Company Registration No. 03377672




CITADEL FINANCE LIMITED

STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED 31 DECEMBER 2016

~

Balance at 1 January 2015

Year ended 31 December 2q1 5: ]
Profit and total comprehensive income for the year

Balance at 31 December 2615 )

Year ended 31'December 2016:
Loss and total comprehensive income for the year-

Balance at 31 December 2016

Share
. capital
Notes £

8,000,000

Retained Total
-earnings :
N 3

4,477,192 12,477,192

1,613,571 1,613,571

8,000,000

6,090,763 14,090,763

(2,687,777) (2,687,777)

8,000,000

3,402,986 11,402,986




CITADEL FINANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2016

11

1.2

1.3

1.4

1.5

Accounting policies ) -

Company information _ , _ _
Citadel Finance Limited is a private company limited by shares and incorporated in Great Britain under the
Companies Act 2006, and is registered in England. The registered office’is 86 Bondway, London, SW8 1SF.

Accountlng convention _
The Company meets the definition of a quallfylng entity under Financial Reporting Standard 100 (FRS 100)

-issued by the Financial Reporting Council. These financial statements were prepared in accordance with

FRS 101 Reduced Disclosure Framework as issued by the Financial Reporting Council.

The ﬁnanciai statements have been prepared on'the historical cost basis. The principal accounting policies
adopted are set out below.

These financial statements are presented in pounds sterling because that is the currency of the primary -
economic environment in which the Company operates. : :

As permitted by FRS 101, the Company has taken advantage of the disclosure exemptions in relation to
share based payments, financial instruments, capital management, presentation of a cash flow statement,
presentation of comparative information in respect of certain assets, standards not yet effective, impairment
of assets, business combinations, discontinued operations and related party transactions.

Where required, equivalent disclosures are given in the group accounts of CLS Holdings plc. The group
accounts of CLS Holdings plc are available to the public and can be obtained as set out in note 11.

Going concern _

At the time of approving the financial statements, the Directors have a reasonable expectation that the
Company has adequate resources to continue in operational existence for the foreseeable future at 31
December 2016. Thus they continue to adopt the gomg concern baS|s of accountlng in preparing the
financial statements.

Revenue
Revenue comprises mterest receivable from loans provided.

Cash and cash equwalents

Cash and cash equivalents comprise cash in hand, demand deposits and other short-term highly liquid
investments which are readily convertible to a known amount of cash and are subject to an insignificant risk
of changes in value. ' :

Financial assets »
Financial assets are recognised in the Company's balance sheet when the Company becomes party to the
contractual prowsmns of the instrument.

Financial assets are classified into specmed categones The classification depends on the nature and
purpose of the financial assets and is determined at the time of recognition. .

Financial assets are initially measured at fair value plus transaction costs, other than those classified as fair_

" value through profit and loss, which are measured at fair value.

Loans and receivables .

' Trade and other receivables are recognised initially at fair value. An impairment provision is created where'

there is objective evidence that the Company will not be able to collect the receivable in full.




CITADEL FINANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2016

1.6

1.7

1.8

Accounting policies : _ V . (Continued)

Impairment of fmanc:al assets
Financial assets, other than those at fair value through profit and loss, are assessed for mdncators of
impairment at each balance sheet date.

Financial assets are impaired where there. is objective evidence that, as-a result of one or more events that
‘occurred after the initial recognition of the financial asset, the estimated future cash flows of the investment

have been affected.

Derecognition of financial assets . .

Financial assets are derecognised only when the contractual rights to the cash flows from the asset expire,
or when it transfers the financial asset and substantially all the risks and rewards of ownership to another
entity.

Financial liabilities
Financial liabilities are classified as either fnanCIaI liabilities at fair value through profit and loss or other.
financial liabilities. Trade and other payables are stated at cost, which equates to fair value.

'Other financial liabilities

Other financial liabilities, including borrowings, are initially measured at fair value, net of transaction costs.
They are subsequently measured at amortised cost using the effective interest method, with interest
expense recognised on an effective yield basis.

The effective interest method is a method of calculating the amortised cost of a financial liability and of
allocating interest expense -over the relevant period. The effective interest rate is the rate that exactly
discounts estimated future cash payments through the expected I|fe of the financial ||ab|I|ty to the net

- carrying amount on initial recognmon

Derecognition of financial liabilities
Financial liabilities are derecognised when the Company's obligations are discharged or cancelled, or when
they expire.

Equity instruments

Equity instruments issued by the Company are recorded at the proceeds received, net of direct issue costs.
Dividends payable on equity instruments are recognised as liabilities once they are no longer at the
discretion of the Company

Taxation
The tax expense represents the sum of the tax currently payable and deferred tax.

- Current tax

Current tax is based on taxable proft for the year and is calculated using tax rates that have been enacted
or substantwely enacted by the balance sheet date.

-10-



CITADEL FINANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2016 ‘

1.9

. An analysis of the Company's revenue is a_e follows:

- Accounting policies } A o (Continued)

Deferred tax . : v

"The amount of deferred tax provided is based on the expected manner of realisation or settlement of the
carrying amount of assets and liabilities, and is calculated using rates that are expected to apply in the
period when the liability is settled or the asset is realised. Deferred tax is charged or credited in arriving at
profit after tax, except when it relates to items recognised in other comprehenswe income, in which case
the deferred tax is recognlsed in other comprehensive income. )

Deferred tax assets are recognlsed only to the extent that it is probable that future taxable profits will be
available against which the assets can be used. The deferred tax assets and liabilities are only offset if
there is a legally enforceable right of set-off and the Company mtends to settle its current tax assets and
liabilities on a net basis. -

Foreign exchange

Transactions in foreign currencies are translated into sterling using the exchange rate prevailing at the date
of the transaction. Monetary assets and liabilities denominated in foreign currencies at the balance sheet
date are translated into sterling at the exchangde rate ruling at that date, -and dlfferences ansmg on
translation are recognlsed in profit before tax.

Critical accountmg estimates and judgements

v‘The Directors have considered the judgements that have been made in the process of applying the

Company's accounting policies, which are described in note 1, and which of those Judgements have the
most sugmfcant effect on amounts recognised in the financial statements.

In the Directors’ opinion for the year ended 31 December 2016 there are no accounting judgements that
are material to the financial statements.

Revenue .

2016 - 2015
£ £
Interest receivable on loans to group companies . ' : 911,660 : 854,959
Geogfaphic‘al market
Revenue arose wholly within the-United Kingdom
Auditor's remuneration
- - : 2016 © 2015
Fees payable to the Company's auditor and associates: , : : ' £ £
For audit services A : :
Audit of the Company'’s financial statements : ... 2400 2,400

No fees were payable to Deloitte LLP and its dssociates for non-audit services to the Company during the
current or preceding year. : . v

Ca11-



CITADEL FINANCE LIMITED

" 'NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEAR ENDED 31 DECEMBER 2016

5.

Employees

" The Company did not have any employees in the current or preceding year.

No fees or other émolumen_ts were'paid to the Directors of the Cdmpany during either the current or
preceding year in respect of their services to the Company. The Directors were paid by another entity within:
.the Group. ' ' : :

Investment (expense)/income ' . o 2016 2015

£ g

Interest income  : : _ o
Bank deposits ' : _ : 2 . 142
_ Total interest income : _ . , 2 . 142
Exchange differences on loans and loan ir‘\terest‘ ' o (3,969.826) 1,539,345
(3,969,824) - 1,539,487

Income tax expense . )
2016 = . 2015

£ . £
Current tax ' . )
Current year taxation _ o . (671,944) 409,716

Total tax (credit)/charge ' (671,944) 409,716

The rate of corporation tax for the financial years beginning 1" April 2015 and 1 April 2016 was 20.00%.
This fell to 19.00% -on 1 April 2017 and will reduce to 17.00% on 1 April 2020 under legislation
substantively enacted at the balance sheet date. The weighted average corporation tax rate for the year
ended 31 December 2016 was 20.00% (2015: 20.25%). Deferred tax has been calculated at a rate of
17.00% (2015: 18.00%), being the rate ‘expected to apply in the period when the liability is settled or the
asset is realised. 4 ’

The tax (credit)/charge for the year can be reconciled to the (loss)/profit on ordinary activities as follows: ‘

2016 2015

£ £

(Loss)/profit before taxation. . . “ (3,359,721) 2,023,287
Expected tax (credit)/charge based on a corporation tax rate of 20.00% :

(2015: 20.25%) A ’ _ (671,944) 409,716

Tax (credit)/charge for the year : (67'1';944) ' 409,716

-12-



CITADEL FINANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE YEAR ENDED 31 DECEMBER 2016

8

10

11

Trade and other receivables

Current Non-current
2016 : 2015 ) 2016 2015
£ £ £ £
Amounts due from fellow group undertakings ' 38,383,286 - 37,517,647 ) - . 2,730,777

Receivables include a balance for £33,616,507 (2015: 33,616,507) due from fellow a group'undenaking
which is due for repayment on demand. Interest accrued on the loan at a rate of 2.00% (2015: 2.00%).

Trade and other payables ,
Current ' Non-current

2016 - 2015 2016 2015
£ £ £ £
" "Amounts due to fellow group undertakings 4,092,569 2,066,033 - 23,565,765 23,686,538

“Payables due after moré than one year include balances of £21,566,788 {2015: £18,642,694) due to fellow

group undertakings which were due for repayment during 2021. Interest was charged on these balances
at a rate of EURIBOR plus a margin of 1.00% (2015: EURIBOR plus 1.00%). A further £1,998,977 (2015:
£5,043,844) is due on 31 May 2020 and interest charged at EURIBOR plus a margln of 3.00% (2015
EURIBOR plus 3. 00%)

Share capital . ; a . © 2016 2015
’ £ ' £
Ordinary share capital :
Authorised, issued and fully paid o .
8,000,000 ordinary shares of £1 each 8,000,000 _8,000;000

Controlling party

' The Directors consider that the immediate parent uﬁdertaking is NYK Investments Limited with registered -

address of 86 Bondway, London, SW8 1SF. The ultimate parent undertaking and ultimate controlling party
is CLS Holdings plc, which' is incorporated in Great Britain. The financial statements of the Company are
consolidated into the CLS Holdings plc group accounts for the year ended 31 December 2016, being the
largest and only group into which the Company is consolidated. Copies of the group financial statements
are publlcly available and may be obtained from The Secretary, CLS Holdings plc 86 Bondway, London,
Sw8 1SF. o

-13-



