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CASTLE COVER LIMITED |

DIRECTORS' REPORT
FOR THE YEAR ENDED 31 DECEMBER 2010

The directors present their annual report together with the audited financial statements of the company for the
year ended 31 December 2010

Principal activities and review of the business
The company 1s an intermediary personal lines insurance broker specialising in the 50+ age group The business
1s completely based in the United Kingdom

Business review
Full details of the company's results can be found on pages 8 to 22 of these financial statements Castle Cover
continues with its focus on being a leading over 50s specialist insurance persenal ines broker

Performance

Castle Cover continued with its planned organic grewth strategy in 2010 - delivering a 20% increase in turnover
Although still a loss making venture, 2010 produced a £1 9 millon improvement In loss before tax compared with
2009 The company 1s a significant player in the over 50s insurance market - with over 280,000 policyholders at
the end of 2010 2011 will see continued internal growth - with particular focus on internet and cutbound
telemarketing activity

Risks
Market Risk

The business 1s subject to the typical risks associated with s sector, the principal one being customer price
sensitivity Increased price competition could erode margins or market share On a quarterly basis the business
reviews Its price competitiveness versus the general market Competitor activity 1s tracked en a regular basis In
addition the cychical nature of the insurance market may impact the company's income in an extended pernod of
falling rates

Operational Risk

Key operational nsks include potential disruption to the call centre - through loss of telephony or IT infrastructure,
inability to physically access the bulding or lack of employees to handle call volumes A business continuity plan
has been drawn up and 1s regularly reviewed to mitigate such nisks In addition, the company pays very close
attention to resourcing levels to ensure sufficient call centre staff are employed to handle expected call volumes

There are a varety of financial nisks that the company 1s exposed to by the nature of its operatron - as follows

Credit nisk

The company 1s nigorous In chasing overdue debts from its customers The exposure i1s significantly reduced by

the very high proportion of customers who pay annually In advance for therr policies The debt consists of large

volumes of small amounts - there 1s no exposure to a small number of customers for a large proportion of the

debt |

Liguidity risk

The company has regular and ngorous focus on cash management Cash forecasting 1s covered within the
annual budget, 12 month rolling forecasts, quarteriy forecasts and on a weekly basis Future financing
requirements are discussed with the majonty shareholder and plans put in place to cover any future demands to
fund growth




CASTLE COVER LIMITED

DIRECTORS' REPORT
FOR THE YEAR ENDED 31 DECEMBER 2010 (continued)

Business review {continued)

Regulatory nsk

The company operates in a regulated market and could be adversely affected by changes to extsting regulation,
new regulation or failure to comply with regulation  This 1s mitigated by keeping up to date with regulatory
changes and through regular monitoring of sales adviser calls together with reviews of key processes and
controls

Interest rate risk
The company has both interest bearnng assets and interest bearing liabihties The interest rate bearing assets
are cash balances No hedging takes place on the liabilities

Employee involvement

The Company involves employees In its business activities and decision making through vanous methods
ranging from regular team meetings to more formal, company-wide briefings and communications

In addition to this the company holds quarterly meetings with the Employee Forum which 1s a consuliative
committee comprising of elected employee representatives and senior managers and chaired by the Head of
Human Resources

Employment of disakled persons
The Company's recruitment and employment practices are designed to provide equality of opportunity to
disabled persons who have the appropnate skilis and qualifications to carry out roles within the Company

The Company also strives to retain in employment, wherever practicable, employees who become disabled by
making suitable arrangements and adaptations to roles and facilities

Key performance indicators
The company's key performance indicators are

Rastated

2010 2009

Growth in turnover 205% 29 9%
Reduction in operating loss £1,935,870 £2 457,031
Loss before tax as a % of turnover 58% 17 7%

Results and dividends
Turnover for the year was £21,937 977 (2009 £18,210,265 restated) The loss after tax was £1,281,335 {2009
£3,219,520 restated) No dividend 1s recommended to be paid

Directors
The current directors are shown on page 2

AP Marchington was a director until 11 January 2011 when he resigned TJ Smyth was a director until 3
December 2010 when he resigned SR Morley-Ham was appointed as a director on 3 December 2010 and
resigned on 21 January 2011

Charitable donations

Dunng the year, the company made chantable donations of £734 (2008 £605)




CASTLE COVER LIMITED

DIRECTORS' REPORT
FOR THE YEAR ENDED 31 DECEMBER 2010 (continued)

Directors’ respons:bilities
The directors are responsible for preparing the Directors’ report and the financial statements in accordance with
applicable law and regulations

Company law requires the directors to prepare financial statements for each financial year Under that law the
directors have elected to prepare the financial statements in accordance with United Kingdom Generally
Accepted Accounting Practice (United Kingdom Accounting Standards and applicable law) 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 and of the profit or loss of the company for that period in preparing
those financial statements, the directors are required to

- select suitable accounting policies and then apply them consistently,

- make Judgements and estmates that are reasonable and prudent,

- prepare the financial statements on the going concern basis unless 1t 1s 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 reascnable steps for the
prevention and detection of fraud and other rregulanties

Provision of information to auditors
Each of the persons who are directors at the ime when this Directors’ report 1s approved has confirmed that

(2} so far as the director 1s aware, there is no relevant audit information of which the company's auditors are
unaware, and

(b) that director has taken all the steps that ought to have been taken as a director in order to be aware of any

information needed by the company's auditors in connection with prepanng their report and to establish that
the company's auditors are aware of that information

On beha;EZ%/

PE Leppington

Date 17 March 2011




CASTLE COVER LIMITED

INDEPENDENT AUDITORS' REPORT
FOR THE YEAR ENDED 31 DECEMBER 2010

We have audited the financial statements of Castle Cover Limited for the year ended 31 December 2310 which
comprise the Profit and Loss Account, the Statement of Tota! Recogrised Gains and Losses, the Balance
Sheet, the Cash Flow Statement and related notes The financial reporting framework that has been applied 1in
their preparation 1s applicable law and United Kingdom Accounting Standards (United Kingdem Generally

Respective responsibihities of the directors and auditors

As explained more fully in the Directors’ Responsibilities Statement set out on page 6, the directors are
responsible for the preparation of the financial statements and for being satisfied that they give a true and faw
view

Our responsibility 1s to audit and express an opinion on the financial statements in accordance with applicable
law and International Standards on Audiing (UK and lreland) These standards require us to comply with the
Auditing Practices Beard's (APB's) Ethical Standards for Auditors This report ts made solely to the company's
members as a body 1n accordance with Chapter 3 of Part 16 of the Companies Act 2006 Our audit work has
been undertaken so that we might state to the company's members those matters we are required to state to
them in an auditor's report and for no other purpose To the fullest extent permitted by law, we do not accept or
assume responsibility to anyone other than the company and the company's members as a body for our audit
work, for this report, or for the opinions we have formed

Scope of the audit of the financial statements
A description of the scope of an audit of financial statements I1s provided on the APB's website at
www frc org uk/apb/scope/pnivate cfm

Opinion on the financial statements
In our opinion the financial statements
- give a true and fair view of the state of the company's affairs as at 31 December 2010 and of its loss for the
year then ended,
- have been properly prepared in accordance with United Kingdom Generally Accepted Accounting Practice,
and
- have been prepared in accordance with the requirements of the Companies Act 2006

Opinion on the other matter prescribed by the Companies Act 2006
In our opinion the information given in the Directors' Report for the financial year for which the financial
statements are prepared I1s consistent with the financial statements

Matters on which we are required to report by exception
We have nothing o report in respect of the following matters where the Companies Act 20086 requires us to
report to you if, In our opinion

- adequate accounting records have not been kept, or returns adequate for our audit have not been received

from branches not 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

Graham Platts (Senior statutory auditor)
for and on behalf of Mazars LLP, Chartered Accountants (Statutory auditor)

8 New Fields, 2 Stinsford Road,
Poole, Dorset, BH17 ONF

Date 17 March 2011




CASTLE COVER LIMITED

PROFIT AND LOSS ACCOUNT
FOR THE YEAR ENDED 31 DECEMBER 2010

Restated
Notes 2010 2009
£ £
Turnover 21,937,977 18,210,265
Cost of sales { 15,970,298) (15,750,370)
Gross profit 5,967,679 2,459,895
Administrative expenses { 6,674,433) ( 5,102,519
Operating loss 2 ( 706,754) ( 2,642,624)
Interest receivable and similar ncome 3 11,641 9,177
Interest payable and similar charges 4 ( 586,222) ( 586,073)
Loss on ordinary activities hefore taxation ( 1,281,335) ( 3,219,520)
Tax on loss on ordinary activities 7 - -
Loss for the year 17 ( 1,281,335) { 3,219,520}

The profit and loss account has been prepared on the basis that all operations are continuing operations

CASTLE COVER LIMITED
STATEMENT OF TOTAL RECOGNISED GAINS AND LOSSES

FOR THE YEAR ENDED 31 DECEMBER 2010 Restated
2010 2009

Loss for the financial year { 1,281,335} ( 3,219,520)

Total losses relating to the year { 1,281,335) ( 3,219,520)

Prnor year adjustment { 399,254)

Total losses recognised since the last annual report ( 1,680,589)

The notes to the accounts on pages 11 to 22 form an integral part of these financial statements




CASTLE COVER LIMITED

BALANCE SHEET
AS AT 31 DECEMBER 2010

Company Registration No 5698370 (England and Wales)

Fixed assets
Tangible fixed assets
Intangible fixed assets

Current assets
Debtors
Cash at bank and in hand

Creditors: amounts falling due within
one year

Net current liabilities
Total assets less current habilities

Creditors: amounts falling due after
mere than one year

Capital and reserves
Called up share capital
Share premium account
Profit and loss account

Shareholders’ funds - equity
interests

Notes

10
11

12

13

16
17
17

18

1,003,633

9,389,233

5,020,040

14,408,273

{33,945,037)

2010
£

1,003,633

(19,535,764)
( 18,532,131)

(5,675,724)
(24,207,855)

1
5,628

(24,213,484)

( 24,207,855)

Restated
2009
£ £
1,408,076
1,408,076
7415214
4,809,160
12,224,374
( 30,245,560)
(18,021,186)

(16,613,110)

(6,318,484)

(22,931,594)

1
554

{22,932,149)

(22,931,594)

These financial statements have been prepared in accordance with the Companies Act 2006

The notes to the accounts on pages 11 to 22 form an integral part of these financial statements

The financial statements were approved by the Board on 17 March 2011

el

PE Leppington




CASTLE COVER LIMITED

CASH FLOW STATEMENT

FOR THE YEAR ENDED 31 DECEMBER 2010

Net cash inflow / {outflow) from operating activities

Returns on investments and servicing of finance
Interest receved

Interest pad

Interest element of finance lease rental payments

Capital expenditure and financial investment
Payments to acquire tangible fixed assets

Net cash inflow / (outflow) before financing

Financing
New loans

Repayment of other loans

Repayments of capital element of finance leases and hire

purchase contracts

Increase 1n cash

10

Notes

19 (a)

19 (c)
19 (c)

19 (¢}

19 {c)

Restated

2010 2009

£ E

396,389 { 1,307,582)
10,394 13,296

( 37,524) {48,333)

{2,178) (2,832)

(29,308) { 37,869)

( 332,529) { 570,272)

34,552 (1,915,723)
245,000 3,358,509

( 52,226) ( 608,508)

( 46,546) ( 44,807)
146,228 2,705,194
180,780 789,471




CASTLE COVER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2010

1

Accounting policies

(a). Basis of preparation
The financial statements are prepared under the historical cost convention

(b). Comphance with accounting standards
The financial statements are prepared in accordance with the applicable accounting standards, which have
been applied consistently (except as otherwise stated)

(c). Comparatives
Comparative figures are restated where there 1s new classification which 1s more reflective of the nature of
the transaction

(d}. Turnover

Turnover represents the company's brokerage commission earned on insurance premuums written
Commission 1s recognised n full on the inception date of the insurance policy, irrespective of the timing of
monies being received from the customer for this policy Thius 1s the most appropnate date for when nsk
transfer has occurred Instalment income from policies on monthly direct debit 1s recognised over the penod
of the policy No policies written last beyond 12 months A provision has been made at an appropriate level
to reflect future cancellations / policy lapses for policies in force at the year end In addition a provision has
been made for potential bad debts based on ageing of debt at the year end 100% of turnover i1s from UK
based operations

(e}). Tangible fixed assets and depreciation
Tangble fixed assets are stated at cost less depreciation Depreciation 1s provided at rates calculated to
write off the cost less estimated residual value of each asset over its expected useful life, as follows

Computer hardware and software up to 4 years straight hne
Fixtures, fitings and office equipment up to 5 years straight line
Leasehold improvements remaining years of the lease

{f). Intangible fixed assets
Intangible fixed assets represent intellectual property nghts purchased in a prior period These were fully
amortised in a prior period due to uncertainty of the timing of future prefits from this activity

(g). Lease commitments

Assets obtained under finance leases are capitalised as tangible fixed assets and depreciated over the
lease term Obhgations under such agreements are included in creditors net of the finance charge allocated
to future years The finance element of the rental payment 1s charged to the profit and loss account so as to
produce a constant pernodic rate of charge on the net obligation outstanding in each year

Rentals payable under operating leases are charged against income on a straight line basis over the lease
term

{h). Pensions

The company operates a defined contnbution pension scheme for employees The assets of the scheme are
held separately from those of the company in an independently administered scheme The annual
contributions payable are charged to the profit and loss account

11




CASTLE COVER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2010 (continued)

1

Accounting policies (continued)

(1). Deferred taxation

Deferred taxation 1s provided in full in respect of taxation deferred by timing differences between the
treatment of certain items for taxation and accounting purposes The deferred tax balance has not been
discounted

())- Insurance broking assets and habilities

The company acts as an agent in broking the insurable nisks of its chents and 1s not iable as a principal for
premiums due to insurance companies or for claims payable to clents Notwithstanding the company's legal
relationship with clients and insurance companies and since in practice premiums are usually accounted for
by insurance intermedianes, it has followed generally accepted accounting practice by showing cash,
debtors and creditors relating to insurance business as assets and habilities of the company itself Insurance
debtors and creditors are reported in accordance with the requirements of Financial Reporting Standard No
5 'Reporting the Substance of Transactions' (FRS5) The standard precludes assets and habilities being
offset unless net settlement 1s legally enforceable and as a result the snsurance broking debtors and
creditors have been shown as the gross amounts due in respect of each contract, instead of the net amount
due to or from chents and underwniters

(k}. Going Concern Basis

At the balance sheet date the company had net liabilities of £24,207,855 Day to day working capital
requirements are met through an overdraft facility that 1s repayable on demand together with funding support
from certain shareholders and other loans The position of the company improved in 2010 with a pesitive net
operating cashflow generated for the year The directors have prepared a projected cash flow forecast for
the period ending 12 months after the date of the approval of these financial statements On the basis of this
forecast and discussions with shareholders the directors consider that the company ¢an continue to operate
within its currently agreed facility On this basis the directors consider it appropriate to prepare the financial
statements on a going concern basis

() Comparatives
The comparative figures have been restated in order to provide a more appropriate presentation of the
transactions or balances

Operating profitloss 2010 2009
£ £
Operating loss 1s stated after charging
Depreciation of owned assets 648,128 652,496
Depreciation of assets held under finance lease agreements 43,019 55,311
Operating lease charges - land and buildings 351,166 335,393
Auditors remuneration - audit fee 22,625 20,556
Auditors remuneration - fee for non-audit services
- taxation services 3,555 3,356
- company valuation 30,000 -
- advice regarding share plan - 7,508
Interest receivable 2010 2009
£ £
Bank interest 11,641 9,157
Other interest - 20
11,641 9,177

12




CASTLE COVER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2010 (continued)

4 Interest payable

Included in interest payable are the following amounts
Bank interest

Other loan interest

Finance charges

Shareholder's loan interest

5 Directors' emoluments

Emoluments
Contnbutions te defined contribution pension scheme

The number of directors for whom retirement benefits are accruing under money purchase schemes

amounted to 3 (2009 4)

The number of directers who exercised share options in the year amounted to 3 (2009 3)

The emoluments of the directors above include the following amounts paid to the highest paid director

Emoluments
Contributions to defined contribution pension scheme

20 shares were awarded for prior year performance (2009 86 restated)

£925,000 was paid to the highest paid director in connection with los
6 Staff costs
Wages and salanes

Social security costs
Other pension costs

Average number of employees during the year.

Operations
Support functions

7 Taxation

Tax on loss on ordinary activities

The company has tax losses to carry forward of £22 730,788 (2009
offset against future taxable profits

13

2010 2009

£ £
37,183 40,490
424,149 413,113
2,178 2,832
122,712 129,638
586,222 586,073

2010 2009

£ £
1,372,435 698,158
61,035 66,532
1,434,370 764,690
1,184,803 300,320
25,849 27,849

s of office

2010 2009

£ £
B,824 275 6,777,237
692,159 603,023
248,913 185,485
9,765,347 7,565,745

2010 2009

Number Number
306 260
33 34
344 294

2010 2009

£ £

£22,093,703) that are available for




CASTLE COVER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2010 (continued)

8 Tangible fixed assets

Cost
At 1 January 2010
Additions

At 31 December 2010

Depreciation
At 1 January 2010
Charge for the year

At 31 December 2010

Net book value
At 31 December 2010

At 31 December 2009

Included above are assets held under finance leases or hire purchase contracts as follows

Net book values
At 31 December 2010
At 31 December 2009

Deprectation charge for the year

At 31 December 2010
At 31 December 2009

Computer Fixtures, Leasehold Total
hardware fittings and improvements
and office
software eauipment

£ £ £ £
2,805,518 307.401 48,244 3,161,163
266,068 20,636 - 286,704
3,071,586 328,037 48,244 3,447,867
1,614,127 119,993 18,967 1,753,087
623,668 62,655 4,824 691,147
2,237,795 182,648 23,791 2,444,234
833,791 145,389 24,453 1,003,633
1,191,391 187,408 29,277 1,408,076

Computer

hardware

and

software
£
7.682
50,701
43,019

14

55,311




CASTLE COVER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2010 (continued)

9

10

11

intangible fixed assets intellectual Total
Property
Rights
£ £
Cost
At 1 January 2010 461,065 461,065
Additions - -
At 31 December 2010 461,065 461,065
Amortisation
At 1 January 2010 461,065 461,065

Charge for the year - -

At 31 December 2010 461,065 461,065

Net book value
At 31 December 2010 - -

At 31 December 2009 - -

Restated
Debtors 2010 2009
£ £
Insurance debtors 8,877,079 6,874,773
Other debtors 14,786 4,729
Prepayments and accrued income 497,368 535,712

9,389,233 7,415,214

Cash at bank and in hand

Included in cash at bank and in hand 1s £4,804,885 (2008 £4,718,063 restated) held in designated client
statutory money trust accounts These balances are used to pay premiums to underwriters {net of the
company's brokerage commussion) as they fall due

15




CASTLE COVER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2010 (continued)

12 Creditors' amounts falling due within one year

Loans

Bank overdraft

Insurance creditors

Trade creditors

Obligations under finance leases
Other tax and social secunty payable
Shareholder's loan

Other creditors

Accruals and deferred income

Restated
2010 2009
£ £
11,703,508 10,458,509
1,568,716 1,538,617
11,365,580 10,093,271
357,276 321,561
23,704 46,546
204,267 179,604
4,908,488 4,908,488
19,460 16,448
3,794,037 2,682,516
33,945,037 30,245,560

The bank holds a debenture with a fixed and floating charge over all assets of the company, both present

and future

The company has a Limited Guarantee given by Pnmary Group (UK) Limited over banking facilites for

£1,000,000 dated 5 May 2010

13 Creditors- amounts falling due after more than one year
Loan

Other
Obligations under finance leases

Obligations under finance leases are secured on the assets concerned

The loan has a fixed and floating charge over the assets of the company dated 17 May 2006

Included in the above,
Convertible Debt

2010 2009
£ £
5,444,022 6,288,078
225,000 -
6,702 30,406
5,675,724 6,318,484
8,444,022 8,288,078

Interest 1s payable at 2% over Bank of England base rate However until 1 February 2008 interest incurred
was not paid, but was rolled up in to the loan From 2 February 2008 tc 1 February 2009 interest was paid at
1% over base rate with the remaining 1% over base rolled tn to the loan Thereafter all interest 1s pad

quarterly as due

The loan 1s convertible in full at the option of the lender at any date on or after 1 January 2009 on the

following basis

The number of ordinary shares that will be 1ssued 18 calculated in proportion to the number of fully paid

shares 10 1s5ue at the date of conversion according to the following

For a default event Qutstanding loan divided by 7 5 x EBITDA
For a non-default event Qutstanding loan divided by 10 x EBITDA

Analysis of debt maturity’
Obligations under finance leases are due within 1 - 2 years

16




CASTLE COVER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2010 (continued)

14 Operating lease commitments

At 31 December 2010 the company had annual commitments under non-cancellable operating leases
expiring as follows

Land & Land &

Buildings Buildings

2010 2009

£ £
Within two to five years 413,750 399,757

15 Provision for deferred taxation Deferred tax Deforred tax

asset asset

2010 2009

£ £

Fixed asset ttming difference 18,294 {52,492)
Tax losses carned forward 6,364,621 6,186,237
Other temporary timing difference 5,449 9,418

6,388,364 6,143,163

The deferred tax asset has not been recognised due to the length of imescale over which the losses are to
be recovered although the company has a 5 year plan with an improving profitable position

16 Share capital 2010 2009
£ £
Authonsed 10,000,000 ordinary shares of £0 0001 1,000 1,000
Allotted, 1ssued and fully patd 10,127 ordinary shares of £0 0001 {2009 1 1
10,126}

On 16 February 2010 the company repurchased 59 ordinary shares of £0 0001 for a total consideration of
£27

On 2 February 2010 the company 1ssued 40 ordinary shares of £0 0001 for £70 each under the company "nil
paid" share scheme, and a further 20 ordinary shares of £0 Q001 for £135 each on 8 September 2010,
details disclosed in note 23

The total number of unpaid ordinary shares at the year end i1s 185 (2009 - 551)

17




CASTLE COVER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2010 (continued)

17 Statement of movements on reserves Share Profit and loss Total
premium account
account
£ £ £
At 1 January 2010
As previously reported 554 (22,632,8958) (22,532,341)
Pror year adjustment ( 399,254) ( 399,254)
As restated 554 (22,932,149) (22,931,595)
Premium on issue of ordinary shares 5,074 - 5,074
Retained loss for the year - {1,281,335) (1,281,335)
At 31 December 2010 5628  (24,213,484) (24,207,856)

A change n accounting policy in relation to instalment income from policies on monthly direct debit {now
recognised over the period of the policy rather than at inception) has led to the above restatement of tncome
for 2009

18 Reconciliation of movements in shareholders’ funds 2010 2009

£ £

Loss for the financial year (1,281,335) (3,219,520)
Issue of ordinary share capital 5,075 191

Net addition to shareholders’ funds (1,276,260) (3,219,328)

Opening shareholders' funds {22,931,594) (19,712,266)

Closing shareholders’ funds { 24,207,854) (22,931,594)

18




CASTLE COVER LIMITED
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2010 {continued)

19 Notes to the cash flow statement

(a). Reconcihation of operating loss to net cash outflow from operating activities

Operating profit / (loss)

Depreciation of tangible fixed assets

(Increase) in insurance debtors

(Increase) / decrease in deblors

Decrease in prepayments and accrued income

Increase In insurance creditors

Increase in other creditors

Increase In accruals and deferred income

(Decrease) / increase In provisions

Difference between pension charge and cash contributions

Net cash outflow from operating activities

{b). Analysis of net debt

Cash at bank and in hand
Bank overdrafts

Cash

Loans
Finance leases

19

Restated

2010 2009

£ £

{706,754) (2,642,624)

691,147 707,807

{1,930,122) (3,749,255)

(4,984) 5,166

38,344 1,701,885

1,272,309 2,096,887

285,379 52,327

820,241 369,575

(72,183) 148,797

3,012 1,853

396,389  (1,307,582)

At 1 January Cash flow At 31
2010 December

2010

£ £ £

4,809,160 5,020,039

( 1,538,6172 ( 1,568,716!
3,270,543 180,780 3,451,323
(21,855,075) (400,944) (22,056,019)
( 76,952) 46,546 ( 30,408)
(18,461,484) (173.618) (18,635,102)




CASTLE COVER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2010 (continued)

19

20

21

Notes to the cash flow statement (continued)

(c) Reconcihation of net cash flow to movement in net debt

Restated
2010 2009
£ £
Increase in cash 180,780 789,471
Cash inflow from increase 1n other loans (245,000) (3,358,509)
Repayment of other loans 52,226 608,508
Interest rolled up into loan batance (208,170) { 338,868)
Repayment of capital element of finance leases and hire purchase

contracts 46,546 44 807
Movement 1n net debt (173,618) (2,254,590)
Net debt at 1 January {18,461,484) ( 16,206,894)
Net debt at 31 December {18,635,102) ( 18,461,484)

Pension commitments

The company operates a defined contribution personal pension plan The assets of the plans are held
separately from those of the company in independently administered funds The pension cost charge
represents contnbutions payable by the company to the plans and the amount contnbuted during the year
was £248,801 (2009 £185,485}) At the balance sheet date, an amount of £19,460 (2009 £16,448) was
owing to the pension fund

Capital commitments 2010 2009

Capital expenditure contracted for but not provided for in the financial
statements - 42,799
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Related party transactions

During the year Mr James, the majonty sharehctder, made loans of £nil (2009 £nil) to the company and the
company incurred interest charges on the existing loans of £122,712 (2009 £129,638) At the balance sheet
date an amount of £4,908,488 (2009 £4,908,488) was owed to Mr James in addtion Mr James was owed
£862,096 (2009 £739,384) interest on this loan

Duning 2009 and 2010 the company entered into a number of transactions with Primary Group {UK) Limited
{"Prnmary"} The company i1s also a representative of Lonca Consulting Limited ("Lornca") and incurred
charges relating to this of £35,250 (2008 £23,000) during the year Primary has a director that 15 also a
director of the company

Dunng the year Pnmary made loans of £245,000 (2009 £3,358,509) to the company and the company
incurred interest charges on the lcans of £216,403 (2009 £184 515) At the balance sheet date an amount
of £8,703,509 (2008 £8,458,509) was owed to Prnimary In addition Primary was owed £556,258 {2009
£339,855) interest on this loan

A number of the directors, other key managers and their close famity members have general insurance
policies with the company Such polictes are on norma! commercial terms except for a discount which 1s
avaitable to all members of staff The hoard has considered the financial effect of such insurance policies
and concluded that they are not matenal to the company and if disclosed would not influence decisions
made by users of these financial statements

Share Based payments
The company has in place a "nil paid” share scheme whereby shares are allocated to employees of the
company Over atwo or three year period these shares can be "earned” based on individual and company

performance critena assessed each year and continuing employment

The total number of shares onginally 1Issued under this scheme was 360 ordinary shares of nominal value
£0 0001 each

Dunng 2010 a further 60 ordinary shares of £0 0001 each were issued under the "nil paid” scheme, again
with performance and service requirements

The acquisition price of the shares 1ssued in 2010 was set at £70 for 40 of the shares and £135 for the
remaining 20 The exercise prnice paid by the employees was in ine with the valuation price so no profit and
loss charge was created through the 1ssue of the ordinary shares

Dunng the year the company repurchased 24 shares onginally issued under this scheme (see details in note
16) due to members leaving employment with Castle Cover

This valuation was arrived at using 2 separate bases

{1} The number of live policies multiplied by an average value per policy - based on typical market sales in
comparable companies

(n) A discounted cash flow approach

The fact there 1s no readily available market to sell these shares and each of the shareholders granted these
options 1s a minenity shareholder was also reflected in the valuation
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24 Ultimate controlling party

The ultimate controlling party 1s Mr PWH James by virtue of his 86 9% holding in the company
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