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PRACTICE STATEMENT LETTER 

12 March 2020 

To: Scheme Creditors (as defined in paragraph 1.3 below) 

 

THIS LETTER CONTAINS MATTERS WHICH MAY AFFECT YOUR LEGAL RIGHTS AND ENTITLEMENTS 
AND YOU MAY THEREFORE WISH TO TAKE APPROPRIATE LEGAL ADVICE ON ITS CONTENTS 

Dear Sirs, 

Proposed schemes of arrangement in relation to Castle Trust Direct plc (“CTD”) and Castle Trust 
Capital plc (“CTC” and together with CTD the “Scheme Companies”) under Part 26 of the Companies 
Act 2006  

1 PURPOSE OF THIS LETTER 

1.1 Both CTD and CTC are proposing schemes of arrangement under Part 26 of the Companies Act 2006 
(respectively the “CTD Scheme” and the “CTC Scheme”).  Whilst CTD and CTC will each propose a 
separate scheme of arrangement, the CTC Scheme and the CTD Scheme will be inter-conditional on 
each other, and in substantially identical terms. They are referred to collectively in this Practice 
Statement Letter as the “Schemes”.  The document which contains the terms and conditions of the 
Schemes is referred to here as the “Schemes Document”. 

1.2 CTD has issued various series of notes to CTC.  The individual terms and conditions of each series 
of notes are contained within the base prospectus, any supplemental prospectuses and the set of 
indicative terms and conditions which collectively relate to that series of notes.  A number of other 
documents, which broadly equate to those listed as “material contracts” within the individual base 
prospectuses, are also relevant.  These prospectuses, sets of indicative terms and conditions and 
other documents will be collectively referred to here as the “Fortress Bond Documents”.  The 
Schemes Document contains a fuller definition of the Fortress Bond Documents by reference to a 
comprehensive list of those documents.        

1.3 The Schemes contain the following additional definitions which will also be used in this letter: 

1.3.1 “Board” means, in relation to a Scheme Company, the board of directors of that Scheme 
Company; 

1.3.2 “Fortress Bonds” means the notes issued pursuant to the Fortress Bond Documents; 

1.3.3 “Liabilities” means all present, future, actual or contingent liabilities, however, wherever 
and in whatever capacity and whatever law or legal theory so arising (including in 
contract, debt, tort, restitution or by statute and in whatever jurisdiction), whether or not 
its amount is fixed or undetermined, whether sole or joint and whether or not it involves 
the payment of money or the performance of any other act or obligation whatsoever and 
whether known or unknown; 

1.3.4 “Non-Voting Creditors” means Castle Trust Capital Management Limited, Castle Trust 
Capital Nominees Limited, JTC (Jersey) Limited and JTC (Trustees) Limited; 

1.3.5 “Scheme Claim” means a claim against a Scheme Company in respect of Liabilities 
arising under or in connection with Fortress Bonds and Fortress Bond Documents; and 
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1.3.6 “Scheme Creditor” means a person who holds a Scheme Claim but excluding the Non-
Voting Creditors and any person who has undertaken not to vote at the Scheme Meetings 
(as defined below). 

1.4 Historically, CTC has raised finance by selling the Fortress Bonds issued to it by CTD to external 
investors.   As part of the terms of sale CTC agrees to buy back any Fortress Bonds which CTD fails 
to redeem when required to do so.  The terms and conditions of this repurchase agreement are also 
contained within the Fortress Bond Documents.  

1.5 You have been sent this letter because the Scheme Companies believe that:  

1.5.1 you are a Scheme Creditor of CTD because of your interests in Fortress Bonds issued 
by CTD; and 

1.5.2 you are a Scheme Creditor of CTC because of CTC's agreement with you to buy back 
Fortress Bonds issued by CTD if CTD should fail to repurchase those Fortress Bonds. 

1.6 This Practice Statement Letter relates to the Schemes and is sent pursuant to and in accordance with 
the procedure and guidance laid down by the High Court of Justice in England and Wales (the “Court”) 
in its practice statement issued on 15 April 2002 (the “Practice Statement”). The purpose of this 
Practice Statement Letter is to inform you of: 

1.6.1 the objectives which the Schemes are designed to achieve; 

1.6.2 the Scheme Companies’ intention to propose the Schemes; 

1.6.3 the Scheme Companies’ intention to apply to the Court for an order convening meeting 
of the Scheme Creditors for the purpose of considering and, if thought fit, approving the 
Schemes (the “Scheme Meetings”); and 

1.6.4 the proposed composition of the classes of Scheme Creditors entitled to attend and vote 
at each of the Scheme Meetings. 

2 THE COURT HEARING 

The Scheme Companies will apply to the Court for permission to convene the necessary meetings of 
Scheme Creditors at a hearing (the “First Court Hearing”) which is currently scheduled for 3 April 
2020.  The start time of the First Court Hearing will be published in the Court’s list the day before the 
hearing.    

3 WHO IS AFFECTED BY THE SCHEMES? 

3.1 Only the Scheme Creditors will be affected by the Schemes. The rights and relationship of any other 
creditors of the Scheme Companies will remain unaffected by the Schemes and, consequently, such 
creditors will not be invited to attend the Scheme Meetings or vote on the Schemes.  

3.2 The Non-Voting Creditors currently have formal roles under the terms of the Fortress Bond 
Documents.  They would be released from further Liabilities were the Schemes to be approved and 
become effective, but would in turn release the Scheme Companies from any further Liabilities to them 
were the Schemes to be approved and become effective.       

3.3 The Scheme Companies consider that the Scheme Creditors (in relation to each Scheme Company) 
will comprise a single class of creditors, and that each Scheme Company will therefore convene a 
single Scheme Meeting. This is a matter on which directions will be sought at the Court Hearing. 

4 THE OBJECTIVE OF THE SCHEMES 

4.1 In April 2018, CTC announced its intention to become a bank.  CTC views this as a more suitable 
model for its business in the longer term as the business continues to grow.  Since then, CTC has 
been working closely with both of its UK regulators, the PRA and the FCA, with a view to obtaining a 
banking licence.  
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4.2 As part of the transition to CTC's new status as a bank, the Fortress Bonds issued by CTD need to 
be converted into deposits in bank accounts held with CTC.  These bank deposits would receive 
interest at the same rates as the corresponding Fortress Bonds and would mature on the same date 
as the corresponding Fortress Bonds.    

4.3 In order to achieve this transition, the Scheme Companies are putting forward a proposal for linked 
and inter-conditional schemes of arrangement.  The success of the Schemes will require a positive 
vote in favour by sufficient of the Scheme Creditors, i.e. in practice the persons who hold Fortress 
Bonds on such date as may be directed by the Court as the “Record Date” (which is currently expected 
to be 11 May 2020), and who, as regards CTC, also have claims against CTC which would be payable 
in the event that CTD should fail to redeem those bonds. 

5 THE NEW ACCOUNTS 

In summary, as from the date on which the Schemes become effective: 

5.1.1 one new account will be opened with CTC in the name of each Scheme Creditor for each 
series of Fortress Bonds which that Scheme Creditor currently holds.  Where a Scheme 
Creditor holds more than one series of Fortress Bonds, therefore, more than one new 
account will be opened in that Scheme Creditor's name; 

5.1.2 a new set of bank account terms and conditions will apply in place of the existing terms 
and conditions which apply to the Fortress Bonds; 

5.1.3 in return for releasing each Scheme Company from its obligations in relation to the 
Fortress Bonds, each Scheme Creditor will receive a cash deposit in each new account 
equal to the total principal value of each series of Fortress Bonds which it held 
immediately prior to the Schemes becoming effective; 

5.1.4 CTC will additionally owe an amount of accrued but unpaid interest to each Scheme 
Creditor (in their new capacity as a bank account holder) (an “Account Holder”) on each 
such deposit which will be equal to the amount of accrued but unpaid interest owed to 
that Scheme Creditor on the corresponding series of Fortress Bonds held by them 
immediately prior to the Schemes becoming effective;  

5.1.5 the maturity date of each new account, i.e. the date on which the Scheme Creditor who 
has become an Account Holder will be first able to withdraw their deposit and any 
accrued interest, will be the same as the maturity date of the Fortress Bonds which were 
converted into a deposit in that new account, although the Account Holder shall be 
entitled to make early withdrawals in the event of their death or in certain other 
exceptional circumstances;  

5.1.6 each deposit will continue to accrue interest at the same rate and which will be paid on 
the same interest payment date(s) as were previously applicable to the Fortress Bonds 
which were converted into that deposit.   

5.2 The explanatory statement which will be sent to Scheme Creditors prior to the Scheme Meetings will 
contain a fuller explanation of how the terms and conditions of the new accounts will indeed mirror the 
existing terms and conditions of the Fortress Bonds.  The purpose of the summary contained in the 
above paragraphs is to identify the material terms and conditions of the new accounts and to highlight 
the fact that there will be no change to the Scheme Creditors’ economic rights in order to justify the 
Scheme Companies’ conclusion as to voting classes, as set out in paragraph 6 below.       

6 THE SCHEME MEETINGS AND PROPOSED VOTING CLASSES 

6.1 Under the provisions of Part 26 of the Companies Act 2006, each Scheme must be approved by a 
majority in number, together representing 75 per cent. in value, of each class of Scheme Creditors 
present and voting either in person or by proxy at the relevant Scheme Meeting. Each Scheme must 
then be sanctioned by the Court and, if so sanctioned, will bind any Scheme Creditor who failed to 
vote or who voted against the Scheme at the relevant Scheme Meeting. 

6.2 If the rights of creditors affected by and voting upon a scheme of arrangement are so different, or 
would be affected so differently, by the scheme as to make it impossible for them to consult together 
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with a view to their common interest, then they must be divided into separate classes for the purposes 
of voting upon the scheme, and separate meetings must be held for each such class of creditor. 

6.3 Under the terms of the Practice Statement it is the responsibility of the person proposing the scheme 
of arrangement (in respect of the CTD Scheme, CTD, and in respect of the CTC Scheme, CTC) to 
formulate the class or classes of creditors for the purposes of approving the schemes. 

6.4 The Scheme Companies have considered the existing rights of the Scheme Creditors against the 
Scheme Companies, and the rights of the Scheme Creditors as they will be affected by the Schemes, 
and have concluded that it is appropriate for the Scheme Creditors in respect of each Scheme 
Company to vote as a single class in a single Scheme Meeting held in respect of each Scheme.  

6.5 The Scheme Companies have formed the view expressed in paragraph 6.4 above on the basis that: 

6.5.1 since the liabilities owed to the Scheme Creditors are all governed by the Fortress Bond 
Documents, all of the Scheme Creditors have materially the same rights against the 
Scheme Companies, notwithstanding any differences in existing interest rates and 
maturity dates; and 

6.5.2 if the Schemes become effective, the rights of all Scheme Creditors will be compromised 
in materially the same way. 

7 CONDITIONS TO THE EFFECTIVENESS OF THE SCHEMES 

7.1 As mentioned above, since the adoption of both Schemes is required in order for the Scheme 
Creditors’ interests in Fortress Bonds to be converted into interests in cash deposits (on the basis that 
the Scheme Creditors are creditors of both CTD and CTC), the Schemes will be inter-conditional upon 
each other.  Consequently, if one Scheme fails for any reason, the other will also fail.   

7.2 It will also be a term of both Schemes that, even if sanctioned by the Court, the Schemes will only 
become effective once CTC is granted a permission to carry on the activity of accepting deposits 
pursuant to Part 4A of Financial Services and Markets Act 2000 which no longer has a restriction on 
mobilisation on it, in other words once CTC is granted a “full” banking licence.  (The PRA and FCA 
will only agree to remove the restriction on mobilisation once the Schemes have been sanctioned.)      

8 SCHEME CREDITOR ISSUES 

8.1 As noted above, the First Court Hearing is expected to take place on 3 April 2020, when the Scheme 
Companies will draw to the Court’s attention any issue previously raised with the Scheme Companies 
by the Scheme Creditors.  In addition, Scheme Creditors have the right to attend the First Court 
Hearing in person or through counsel and to make representations. 

8.2 This Practice Statement Letter is intended to provide the Scheme Creditors with sufficient information 
regarding the Schemes to enable them to decide whether to attend the First Court Hearing or not 
and/or whether to make representations to the Scheme Companies in advance.  

8.3 If any Scheme Creditor wishes to raise an issue regarding the Scheme Meetings, or any other issue 
in relation to the Schemes, they may write to the Scheme Companies’ legal counsel, Macfarlanes 
LLP, using the contact details below, in advance of the First Court Hearing. Additionally, Scheme 
Creditors may attend the First Court Hearing to make any representations they wish on this subject. 
Whilst there is no obligation to do so, if any Scheme Creditor intends to attend the Court Hearing, the 
Scheme Companies would appreciate it if they would out of courtesy notify Macfarlanes LLP in 
advance. 

8.4 If the Schemes are approved at the Scheme Meetings, it will be open to Scheme Creditors to raise 
objections to the Schemes, including in relation to the composition of the classes of creditors for the 
purposes of the Scheme Meetings, at the subsequent Court hearing at which to sanction the Schemes 
(the date of which is currently expected to be 3 June 2020). However, in that event, the Court is likely 
to expect any objecting Scheme Creditor to show good reason why they did not object at an earlier 
stage. Scheme Creditors should therefore raise any issues as early as possible and, in any event, 
before the First Court Hearing. 

9 RECOMMENDATION TO VOTE FOR THE SCHEMES 
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9.1 The Boards of the Scheme Companies believe that the Schemes, if implemented, will provide the 
following key advantages: 

9.1.1 Account Holders will be able to manage their new deposit accounts through a new, 
mobile banking app which is not available in relation to the Fortress Bonds; 

9.1.2 When Account Holders wish to withdraw money on maturity, they will be able to do so 
by way of a same day transfer rather than needing to wait for three working days, as they 
are required to do on the maturity of Fortress Bonds; 

9.1.3 Account Holders will have access to paperless statements, to a complete online 
document library and to a downloadable full transaction history, none of which are 
available for Fortress Bonds;       

9.1.4 Account Holders will enjoy an improved covenant from CTC for the following reasons:   

9.1.4.1 as a bank, CTC will have access to the sterling monetary framework, 
which will make it a financially stronger company; 

9.1.4.2 as a bank, CTC expects to be able to negotiate better rates with 
suppliers and other parties with which it transacts; 

9.1.4.3 the market for deposit accounts is much deeper than the market for fixed 
term retail bonds, so CTC expects to be able to scale operationally more 
easily with access to a deeper pool of funding; and 

9.1.4.4 some mortgage brokers are reluctant to deal with lenders who are 
neither banks nor building societies, so by becoming a bank CTC 
expects to increase the Castle Trust Group's ability to market its 
mortgage products;   

9.1.5 Account Holders will benefit from CTC becoming subject, as a bank, to increased 
prudential oversight by the PRA; and       

9.1.6 in the unlikely event that CTC should fail, Account Holders can expect to receive 
reimbursement from the Financial Services Compensation Scheme within seven days, 
whereas it may take a period of months for a claim by a holder of a Fortress Bond.      

9.2 Notwithstanding the advantages of the Schemes noted in paragraph 9.1 above, the Board of each 
Scheme Company does wish to highlight to Scheme Creditors certain other matters to consider: 

9.2.1 While the Fortress Bonds are transferable to third parties, the deposits will not be 
transferable.  However, the Board of each Scheme Company understands that 
historically transfers of Fortress Bonds have been very rare in practice.   

9.2.2 While there is no limit on the number of Fortress Bonds an investor may hold, there will 
be a limit of £500,000 on the amount an investor can hold in any new account and an 
aggregate limit of £1,000,000 on the amount which any household may hold across all 
accounts.  However, very few investors currently exceed these limits.  (The Schemes will 
also permit those investors who currently exceed these limits to continue to hold deposits 
in excess of the limits that would otherwise apply.).  

9.2.3 While there is no restriction on who can hold Fortress Bonds, only private individuals who 
are 18 or older will be able to hold deposits.  However, where corporate entities currently 
hold Fortress Bonds, this provision will be waived for the purpose of allowing those same 
corporate entities to hold deposits. 

9.2.4 While the Fortress Bond Documents do allow the Scheme Companies to change the 
terms and conditions under which the Scheme Creditors have acquired their Fortress 
Bonds, these terms and conditions expressly specify that they may do so only in limited, 
stated circumstances.  The terms and conditions of the new accounts will contain no 
equivalent express restrictions on when CTC will be able to make changes.  However, 
in practice CTC anticipates that for both regulatory and reputational reasons it would only 
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make future changes to the terms and conditions of the new accounts in similar 
circumstances to those expressly set out in the terms and conditions under which the 
Scheme Creditors have acquired their Fortress Bonds.          

The Board of each Scheme Company does not therefore consider these matters to be disadvantages 
and any disadvantage is in fact far outweighed by the advantages of the Schemes. 

9.3 For the reasons given above, the Board of each Scheme Company believes that the Schemes are in 
the best interest of the Scheme Creditors.  Accordingly, if the Court gives directions to convene 
meetings of Scheme Creditors to vote on the Schemes, the Board of each Scheme Company 
recommends that the Scheme Creditors vote in favour of the Schemes.     

10 CONTACT DETAILS AND FURTHER INFORMATION 

10.1 Following the First Court Hearing, if the Court gives directions to convene meetings of Scheme 
Creditors to vote on the Schemes, the Scheme Companies will notify you in accordance with those 
directions as to the time, date and venue of the Scheme Meetings. They will also provide details as to 
how you may vote at those meetings and provide complete details of the terms of the proposed 
Schemes. 

10.2 If, after reading the contents of this letter, you do wish to raise an issue regarding the Scheme 
Meetings or any other issue in relation to the Schemes, please send your response to this letter to: 
Macfarlanes LLP, 20 Cursitor Street, London EC4A 1LT (Ref: SJYB/TAW/663960).  

10.3 Castle Trust is of course also very happy to assist investors who have any more general queries in 
connection with the Schemes.  Therefore, if you have any questions regarding the Schemes, please 
telephone 0808 164 5000 or e-mail scheme@castletrust.co.uk. 

Yours faithfully 

 

Martin Bischoff, CEO 
For and on behalf of Castle Trust Direct plc and Castle Trust Capital plc 
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