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The Merchants Trust PLC

Key Facts

Investment Objective
To provide an above average level of income and income growth together with long term growth of capital through a policy of investing
mainly n hugher yielding UK FTSE 100 compames

Benchmark

The Company’s investmeni performance 15 assessed by comparison wiih other investment irusts within the UK Growth and Income sector

In addition, 1t 15 benchmarked against the FTSE 100 Index, reflectng the emphasis within the portfolio, as well as the FTSE 350 Higher Yield
Index, reflecting the Company’s higher yleld objective

Financial Highlights for the years ended 31 January

Revenue 2007 2006 % change
Revenue £27,750,450 £24,714,263 +123
Available for Ordinary Dvidend £22,854,005 £19,853,959 +51
Earnings per Ordinary Share 217p 19 44p +140
Dwidends per Ordinary Share 2000p 1890p +58
Assets 2007 2006 % change
Total Net Assets £588,834,675 £514,713,196 +144
Met Asset Value per Ordinary Share 567 5p 504 1p +126
Ordinary Share Price 5130p 4510p +37
Discount of Net Asset Value to Ordinary Share Price 9 6% 10 5% nfa
Discount {Debt at market value) 59% 4 0% n/a

Performance Attribution Analysis

for the year ended 31 January 2007

%
Capital retusn of FTSE 100 Index 77
Relztive return from Portfolio 29
Capital retumn of Portfolho 106
Impact of gearing on Portfolio 29
Retained Revenue 06
Expenses charged to Capital (5)

Change In Net Asset Value per Ordinary Share 126
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Chairman’s Statement

Results

I am pleased to report that during the financtal year the net asset
value per share rose by 12 6% to 567 Sp and the total return per
share, including dividends paid, was 16 4% This compares with the
total returns of 11 3% and 11 2% recorded by the FTSE 100 Index
and the FTSE 350 Higher Yield Index, respectively

Geanng had a posiuve effect on the asset value, adding
approxumately 2 9% to the returns to shareholders The full
performance breakdown 1s shown on page 3

In the twelve months to 31 january 2007, the Trust's share pnce
rose by 13 7% from 451 Op to 513 Op At 3 Apnil 2007, the Trust's
ordinary shares yielded 3 7% compared with the yield on the
FTSE100 Index of 3 0%

Market Background

The UK equity market made steady gains for most of the year,
although 1t fell back significantly during May and June This was
part of a wider setback that affected many financial assets However
from rmud June onwards the market resumed 1is upward path,
encouraged by a resumption of takeover activity Relatvely low
borrowing costs also helped support the economy and the stock
market Dividend growth within the market has been healthy as
compantes’ cash flows have generally been strong

Earnings per share

In 2006/7 earmings per share rose by 14 0% to 22 17p The
Increase 1n revenue of just over £3m reflected good growth in
divadend payments recerved by the Trust This year's earnings do,
however, include a number of special dvidends recetved by the
Trust totalling £1 3m (2006 — nil)

Dividends

The Board ts recommending a final dividend of 5 1p per share
giving a total of 20 Op for the year Starung from a level of 4 15p 1n
1981/2, the dividend has been 1ncreased 1n each of the last

25 years This 1s a notable performance which has been achieved
dunng a wide vanety of economic and market conditions

Repurchase of Shares

As the Trust has traded close to 1ts underlying asset value dunng thus
period, no shares have been repurchased Asin previous years, the
Board s proposing o renew the authority to repurchase shares at
the forthcoming AGM on 14 May 2007 Since December 2003 1t has
been possible for companses, including investment trusts, to hold
shares repurchased 1n the market in Treasury, rather than cancel
them At thss stage, your Board has decided not to seek approval

4

from shareholders to hold shares in Treasury but we wll continue
to montior how the use of this facility by the wnvestment trust sector
develops

On 29 June 2006 1,655,941 shares were 1ssued ai a small premum
to net asset value o former members of Allianz Dresdner [ncome
Growth Investment Trust plc, a split capital investment trust which
reached the end of 15 planned life

Prospects

Notwithstanding recent market volaulity, the corporate sector is
continuing to perform well and the cutlook for profits and dividends
growth, at least 1n the short term, 1s promising However, the UK
economy 15 likely to be sensitive to any further interest rate rises
Market valuahions in aggregate are reasenable although dividend
yields are less supporve than a year ago, especially for medum
sized companues As long as bond yields and credit spreads remain
relanvely low, corporate activity and share buy backs should provide
further support to the equity market

Sir John Banham

After over 14 years as a Director of the Trust, Sir John Banham will
be retining from the Board after the AGM 1n May this year During
his career Sir John has been the Chairman of a number of FTSE 100
companies, Controller of the Audit Commuission and Director
General of the Confederauon of Briush Industry He has been able
to bring a unique nsight to our deliberations over the years and we
will miss his contnhution and experience enormously

Annual General Meeting

The Annual General Meeting of the Company will be held on
Monday 14 May 2007 at 12 00 noon and we look forward to
seeing as many shareholders then as are able to attend

Hugh Stevenson
Chairman
4 April 2007
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Historical Record

Years ended 31 January

Revenue and Capital

1998 1599 2000 2001 2002 2003 2004 2005 2006 2007
Revenue (£000s) 20,399 20,119% 22,590 21,546 21,596 22 )0t 22,247 22675 24,74 27,750
Earmings per Ordinary Share 14 88p 1521p 1793p 16 35p 16 70p 1726p 1734p 1758p 1944p R217p
Dmdends per Share 1425p 15 50p* 16 00p 1640p 1680p 1720p 1760p 18 00p 1890p 2000p
Tax Creddt pes Share 356p 390p§ 178p 182p 187p 191p 196p 200p 210p 222p
Gross Ordinary Dvidend 1781p 19 49p 1778p 8 22p 1867p 191p 1956p 20 00p 2100p 222p

Total Net Assets atinbutable to
Ordinary Capital (£000s) 420,326 424 859 390317 473,729 420,983 273,407 357442 424,511 514,713 588,835

Net Asset Value per

Ordinary Share 4108p 4152p IBi4p 463 5p 4123p 2678p 3501p 415 8p* 5041p 567 5p
NAY Total Return (90)* +302 +49 43 +258 -74 309 +373 +20 84 +256 +164
Retall Price Index Increases

(vp)** +25 +26 +21 +18 +26 +27 +24 +21 +23 +42
Notes

®  Restated 1n accordance with Firancial Reporting Standard |6 *Current Taxaton'

T The total distribution for 1999 was 15 50p This was made up of interlm ordmary dividends of 8 86p, an interim FID of 2 98p and a final ordinary dividend of 3 75p The Interim
FID was enhanced by 0 59p 20 ensure no shareholder would be adversely affected by recerving this form of dividend Excluding this enhancement the norma!’ dustributlon for
1990 was therefore 15 00p

§  Inclusive of O 74p tax credit on the FID which is notional and not repayable
* AV total retumn reflects both the change In net asset value per crdinary share and the nei ordinaty dividends paid
**  RPIX - excludes the effect of mortgage rates

+  Restated In accordance with Financlal Reporting Standards 25 Financial [nstruments Disclosure and Presentation and 26 ‘Financial Instruments Measyrement” Years prior to
2005 have not been restated
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Investment Managers’ Review

Economic Background

The UK economic background was relatively berugn during 2006
GDP Growth was solid, wath latest estmates around 2 7%, despite
concerns over the 1mpact on consumer spending of rising uahty
bulls, council taxes and mortgage costs

From a low base, the inflation rate rose steadily, prompting the Bank
of England’s Monetary Palicy Commuttee to raise interest rates
twice 1n August and November from 4 5% to 5% and then agam
January 2007 to 5 25% Although the Consumer Price Index (CPI}
reached an estimated 3 0% n 20006, the adjusted “core” CPl
remained Just below the Bank's 2% target rate With gas prices
falling sharply towards the end of the petiod and ol prices below
thewr high point, inflationary pressures seemed to be subsiding

House price appreciation recovered during the year from mud to
high single digits, providing some support t¢ consumer confidence
which had been impacted by nsing bills and high levels of
mndebtedness Overall consumer spending remained resilient, despite
an increasing mnority of people getting into financial difficulties, as
witnessed by rising bankruptctes and Indiwidual Voluntary
Arrangements Jobs data was mixed with modestly rising
unemployment counteracted by nsing total employment, boosted by
immigraton

Overall therefore the UK economic hackground was supportive
without being excepnionally strong Overseas, continental European
economies saw some pick up in growth from modest levels whilst
the US was robust apart from well publicised problems in the
housing and auto industries Asian economies continued to grow
strongly adding to the global demand picture

Company profits growth was generally healthy, supported by the
economic conditions There were good dividend increases across
the market with several special payments as companies passed on
high levels of cashflow to their shareholders These payments also
reflected a move to make companies balance sheets “more efficient
by taking en more debt

Market Trends

The stock market produced a double digit total return over the
twelve months to 31 January 2007, with the FTSE 100 Index up
11 3% and the FTSE Higher Yield Index up 11 2% Strong gains
early i the year were completely lost in May and fune as the
market responded to a worldwide “flight to quality” Higher risk
assets such as commodities, emerging market debt and equities in
general fell furthest However by late June the market had reganed
1ts poise and thereafter made steady gamns until the peniod end

"

The market benefited from a large number of takeovers, fuelled by
increased corporate confidence, strong company balance sheets, the
tugh avalability of chieap debt and private equity funds keen to
1nvest money after record fund rasings

]

This trend particularly helped medium sized companies and the
FTSE 100 Index returns lagged the return on the mud cap FTSE 250
Index by over 10% The mud cap index has now outperformed the
FTSE 100 Index 1n 7 of the last 8 financial years, delivenng an
average outperformance of around 10% per annum over that period

At the sector level, performances were widely dispersed, led by
industrial metals, which saw a bid for the steel company Corus,
telecoms, real estate, food retail and utthties Comimon threads
running through several of these sectors were asset backing and
stable cashflows Shares benefited from new legislation allowing tax
efficient property vehicles (RE[Ts) and speculation of takeover
activity

The worst performing sectors mncluded o1l and gas producers, with
widely publicised 1ssues at BP and Royal Dutch Shell, technology,
pharmaceuticals and certain industrial sectors The other two large
sectors, banks and mimng, performed close to the index overall

Investment Performance

Investment Performance was well ahead of the FTSE 100 Index
The portfolio benefited from a number of takegver approaches,
including AWG, AB Ports and Scotuish Power along with
speculation driving other shares Other big contributors included BT
which rose over 50% as investors reacted enthusiastcally 1o an
unproving operating performance 1n a tough industry Sleugh Estates
performed well 1n a buoyant property sector Smiths Group, a
diversified engineering and medical company, benefited from the
announcement of two deals with General Electrc to sell its
aerospace business and to put its rapidly growing detection division
mto a joint venture

Several of the medium sized comnpany holdings also performed well,
notably Premier Foods and RHM which agreed a merger near the
vear end, Provident Financial, Natienal Express and Britvic

Portfolio Changes

Several themes have driven many of the investment decisions
during the year As noted 1n the interim report, many of the largest
companies traded at depressed levels during the year, offering fugh
and growing dividend yields combtned with strong finances, healthy
cashflows and low valuations We took advantage of depressed
share prices to make significant addittons to Royal Dutch Shell, BP,
GlaxoSmuthKline and Vodafone amongst others

We also took advantage of the medest valuations bemng ascribed to
masny higher growth industries, with purchases including Reed
Elsevier, Emap and Reuters 1n the media sector, Xansa, a small
company 11 the [T services sector, and Smuths Group

We made a number of opporturustic medium sized company
investments, purchasing high yrelding shares such as transport
company National Express, Britvic, the soft dnnks manufacturer,
and Marshalls, @ UK building products company
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Investment Managers' Review

Portfolio positzoning in commodity related sectors and companies
was an important consideration as commodity prices were volatile
and 1n many cases traded well above historic levels We took some
profits 1n mining companues as share price appreciation pushed
dividend yields down to unattraciive levels for a high income
portfolic We also purchased Centrica, the owner of Briush Gas,
where profitability had been squeezed by the nability to pass on
high gas prices to consumers We anucipated a benefit as gas prices
reverted to more normal levels In a simlar vein we purchased
Rexam, a beverage can manufacturer, which was suffenng from
high alurmnium prices which should ulumately either subside or be
passed through to customers We teok some profits on Scottish
Power, a beneficiary of ugh electricity prices, when it was bid for by
the Sparush utlity [berdrola

The revaluation of asset backed and infrastructure companies
provided opportun:ties for profit taking among real estate compaies
and utilines Sales included Land Securities, Unuied Uthties and
BAA

In the Summer we disposed of several investments that had
exposure to the US housing market on concerns over a potental
downturn Housebwlders Wimpey and Taylor Woodrow were sold
along with engineenng company Tornkins Takeovers also took
certain stocks out of the portfolio as mentioned above

Future Policy

Recent interest rate increases will feed through to mortgage costs
putting pressure on consumer expenditure How far the Bank of
England raises inierest rates depends upon the path of nflauon in
the months ahead [f rates only nse modestly from here, we expect
consumers and the overall econonty to coninue to be resilient
However further significant rate rises could lead to more of a
slowdown

The corporate sector 1s well positioned for further growth 1n profits
and dividends although the economic environment and foreign
exchange rates, notably the US dollar, wall have a strong influence
We are particularly focused on the US economy which has a major
bearing on global trade and financial markets

Whilst market valuations are sull reasenable in aggregate, there is a
large gap between the valuations of the largest companies which
look attractive and frud and small sized companies which are more
fully valued Average dividend yields are no longer as supporiive as
they were with 2 histeric yield of 3 0% on the FTSE at the year end
compared with ten year government bond yields and base rates at
5 0% and 5 25% respectively

We continue to favour the larger companies offering better yields,
robust balance sheets and strong cashflows Elsewhere we see
selected opportunities, notably 1n certain higher growth sectors that
are modestly valued

Souce RCM/Datastream
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Listed Holdings

at 31 January 2007

Rayal Duich Shell ‘B’ Shares
ClaxpSmithKline

BP

HSBC

Vodafone

Royal Bank of Scotland
Barclays

Lloyds TSB

HBOS

Anglo Amencan
Scattish & Southern Energy
Reed Elsevier

Centrica

Aviva

Lonrmin

BT

Smiths

Bradford & Bingley
Tesco

Rexam

Gallgher

Scottish Power

Legal & General

Rio Tinto

Briush Amencan Tobacco
Kingfisher

Reuters

Britvic

FKI

Resolution

National Grid

Friends Provident
Brissh Insurance
Nationa! Express

CKN

Marshalls

Slough Estates

Value (£)
54,133,750
49,822,500
49,174,000
44,745,800
40,531,850
31,273,200
27,010,000
23,521,675
21,978,000
17,493,600
16,082,000
14205450
12,428,500
11,986,600
11,975,850

11,735,100
1,560,675
10,642,275
10,638,100
10,637,820
10,346,700

10,118,884

9,842,100

9,634,700

9,489,450

9,258,975

9,077,812

8,880,000

8,749,574

8577418

8,179,200

8,050,700

8020355

7,739,550

7,699,950

7,554,750

7,494,816

Principal Activities

01l & Gas Producers
Pharmaceuticals & Biotechnology
O & Gas Producers
Banking

Mobile Telecommunications
Banking

Banking

Banking

Banking

Mining

Electricity

Media

Gas, Water & Multiutibtes
Life Insurance

Mining

Fixed Line Telecammunications
Aerospace & Defence
Banking

Food & Drug Retailers
General Industnals
Tobacco

Electnoity

Life Insurance

Mining

Tobatco

General Retailers

Media

Beverages

Industrial Engineenng

Life Insurance

(Cas, Water & Multiutilities
Life Insusance

Non-life Insusance

Travel & Leisure
Automobiles and Parts
Construction and Matenals
Real Estate
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Listed Holdings

at 31 January 2007

Emap

Diageo
Persimmon
Premier Foods
Drax Group
Alliance & Leicester
Prowident Finanaal
Pearson

Xansa

RHM

Rentoki! Iritial

Severn Trent

Value {£)
7,091,750
7025450
6,786,500
6,635,950
6,242,428
6,062,450
547,250
5,052,600
4,600,275
4,435,250
3,316,600
2,924,324

695,742,546

Principal Actnaties
Media

Beverages

Construction & Matenals
Food Producers
Elecnicty

Banking

General Financial

Media

Software & Computer Services
Food Producers

Support Services

Gas, Water & Muluutifties
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Distribution of Total Assets

at 31 January 2007

Total Assets (less creditors falling due within one year) £702,382,755 (2006 - £628,066,597)

Percentage of Total Assets

2007 2006
Equities
0l & Gas 01l & Gas
Ot & Gas Produgers 147 163 2007 147%
147 163
2006 16 3%
Basic Materials Basic Materials
Chemicals - 10 2007 56%
Mining 56 67
56 77 2006 77%
Industnals Industrials
Aerospace & Defence 16 - 2007 6 9%
Construction & Matenals 21 37
General Industrials 15 05 2006 71%
Industnal Engineering 12 05
Industrial Transportation - 24
Support Services 05 -
69 71
Consumer Goods Consumer Goods
Automobiles & Parts 11 06 2007 78%
Beverages 23 24
Food Producers 16 29 7008 844
Tobacco 28 25
78 84
Healthcare Healthcare
Pharmaceuticals & Biotechnology 7 54 2007 T1%
71 54
2006 540
Consumer Services Consumer Services
Food & Drug Retallers 15 - 2007 89%
General Retailers i3 36
Media 50 16 2006 6.30
Travel & Lesure 1 11
89 63
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Distribution of Total Assets

at 31 January 2007

Percentage of Total Assets

2007 2006
Telecommunications
Fixed Line Telecommunications 17 27
Mobile Telecommunications 57 20
74 47
Utilities
Electricty 46 40
Gas, Water & Multitilities 34 43
80 83
Finangals
Banks 235 240
General Financial 08 11
Life Insurance 55 44
Non-Life Insurance 11 08
Real Estate 11 45
320 348
Information Technology
Software & Computer Services 07 -
07 -
Total Equities 991 550
Net Current Assets 09 10
Total Assets 1600 1000

2007

2006

2007

2006

2007

2006

2007

2006

Telecommunications
740%
4 7%
Utilibies
8 0%
8 3%
Financials
320%
34 8%
Information Technology
07%
0 0%
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Performance Graphs

10 year record as at 31 January

The Merchants Trust Total Return compared to key UK equity indices

The Merchants Trust Net Dividend Growth compared to inflation

The Merchants Trust PLC
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Financial Risk Management

The Company 1s exposed to financial nisk through 1ts financial assets
and financial habilines The most imporiant compenents of 1ts
financial nsk are market price nsk, wnterest rate risk, foreign
currency nsk, credit risk and iquidity nsk  The nisk profile and the
pohicies adopted to manage nsk did not change materially durng
either the current or previous year

The narrative below explains the different types of nsks the
Company may face Numernical disclosures are listed in Note 18 to
the Accounts

This informaton i1s given so that investors i the Company can
decide for themselves whether their investment 1s high or low risk
It allows them to assess what kind of impact the use of financtal
mnstruments (investments, cash/overdraft and borrowings) will have
on the performance of the entity Short term debtors and crediiors
are not considered to be financial instruments They have been
tncluded at the bottom of the numerscal disclosure 1n Note 18(a)
merely to enable users of the Accounts to recencile the summary
provided to total net assets per the balance sheet

As an nvesiment trust, the Company wnvests in securnties for the
long term Accordingly 1t 15, and has been throughout the year
under review, the Company's policy that no short term trading n
mvestments or other financial instruments shalt be undertaken

Market price nsk

Market price nisk anses mainly from the uncertainty about future
prices of financial instruments held It represents the potential loss
the Company might suffer through holding market positions in the
face of price movements The Board meets regularly to consider the
asset altocation of the portfolio 1n order o evaluate the risk
assoclated with particular 1adustry sectors A dedicated fund
manager has the responsiblity for monitoring the exisung portiolio
selection 1n accordance with the Company's investment objectives
and seeks to ensure that individual stocks meet an acceptable risk
reward profile

Interest rate risk
Interest rate nsk 1s the risk of movements in the value of financial
instruments as & result of fluctuations 1n interest raies

The Company invests predominantly in equities, the values of
which are not chrectly affected by changes in prevating market
interest rates Therefore there 15 minimal exposure to interest rate
risk

The Company finances its operations through a mixture of share
capital, retained earrungs and long term borrowings

Foreign currency risk

Forexgn currency nisk 15 the nsk of movement wn the values of
overseas financial insiruments as a result of fluctuations in exchange
rates

The Company nvests predominantly in UK bsted securities The
value of these securities may be affected by the impact of
movements in exchange raies on the underlying businesses ether
on a2 rransachional or translational basis

Credit nsk

Credit nisk 1s the nsk of default by a counterparty

In February 2000 the Company commenced stock lending in order
to generate additional mcome The nisk of defaull 1s managed by
holding collateral, in the form of leiters of credit and FTSE 100
equittes, amount:ng to 105% of the mid market value of the stock
on loan The fevel of collateral required 15 recalculated on a daly
basis

Liquidity risk

Liqudity risk relates to the capacity to meet habilities

The Company's assets mawnly comprise realisable secuniues, which
can be sold to meet funding requirements 1f necessary Short term
flexability can be achieved through the use of overdraft facilines,
where necessary
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Directors

Mr H A Stevenson {Chairman)

(Born September 1942} joined the Board in September 1999
Formerly Chairman of Mercury Asset Management Group plc, he 1s
Chairman of Equitas Limited, Chairman of Standard Life
Investments, a Director of Standard Life plc, a Non Executve
Drrector of the Financial Services Authority and a member of the
Investment Committtee of the Wellcome Trust

Sir John Banham

{Born August 1940) joined the Board in August 1992 Formerly
Controller of the Audit Commuission and Director General of the
Confederation of Bntish Indusiry, Chairman of Tarmac ple,
Kingfisher plc and untl August 2005 he was Chairman of
Whitbread PLC He 15 Chairman of Johnson Matthey PLC and
Spacelabs Heaithcare Inc He is also the Senior Non Executive
Director of Amvescap Plc and of Cyclacel Pharmaceuticals Inc
Sir John will be reunng from the Board at the conclusion of the
forthcoming Annual General Meeting

Mr R A Barfield

{Born Aprit 1947) joined the Board in May 1999 Formerly Chief
[nvestment Manager of Standard Life Assurance Company, he 15 a
Director of The Baillie Gafford Japan Trust PLC, JPMorgan Flerming
Overseas Investment Trust PLC, The Edinburgh Investment Trust
PLC, Standard Life Investmenis Property Income Trust Limited,
Umbro PLC and other compantes He 15 a member of The Public
Oversight Board

Sir Bob Reid

{(Born May 1934) joined the Board 1n January 1995 He was
formerly Deputy Governor of the Bank of Scotland, Charmarn of
Shell (UK}, Briush Rail, London Electncity plc and Sears PLC He 1s
Semior Non Execunve Director of HBOS ple

Mr] M Sassoon (Chairman of the Audit Commuttee from
September 2006)

{(Born September 1955) joined the Board 1n July 2006 He 15

The Chancellor’s Representative for Promoton of the City at

HM Treasury From 2002 to 2006 he was Managing Director of
HM Treasury's Finance and Industry Directorate and a Member of
the Treasury Board Prior to that he had worked at UBS Warburg
since 1987 where he held a number of positions, latierly Vice
Chairman, [nvestment Banking He 15 a Chartered Accountant

Mr P ] Scott Plummer (Seror Independent Director and

Chairman of the Audit Commuttee until September 2006)

(Born August 1943) 15 a Chartered Accountant and jomned the

Board 1n May 1997 He s a Director of Buccteuch Estates Limited

He was until November 2005 Chairman of Martin Currie Lirited

He was formally a Director of Martin Curne Portfoho Investment !
Trust PLC and Candover Investments PLC

All the above Directors are non executive and independent of the
Manager
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Directors’ Report

The Business Review 15 addressed only to shareholders as a body,
and no liabihty can be admitted by the Directors to any other parties
n connection therewith The purpose of the Business Review 1s
limited to 1ts Statutory purpose, namely to assist shareholders 1n
assessing the Company's sirategies and the potental for these
strategies to succeed Any ferward looking statements contained 1n
the Business Review reflect the knewledge and mformation
availlable to the Directors at the date the Business Review was
prepared The Business Review will not be updated during the next
financial year, but any forward looking statements contaned 1n the
Business Review wall be considered in the preparation of the next
year's Annual Report

Business Review

Business and Status of the Company
The Company is an investment company as defined in Secuon 266
of the Companies Act 1985

The Company carries on business as an wnvestment trust and was
approved by HM Revenue & Customs as an investment trust in
accordance with Section 842 of the Income and Corporalion Taxes
Act 1988 for the year ended 31 January 2006 In the opimion of the
Directors, the Company has subsequently conducted its affanrs so
that it should conunue t¢ qualify The Company will conunue to
seek approval under Secton 842 of the Income and Corporation
Taxes Act 1988 each year The Company 15 not a close company for
taxalon purposes

Regulatory Environment

The Company 15 listed on the London Stock Exchange and 1s
subject to UK company law, financial reporting standards, hisung
rules , tax law and 1ts own Artictes of Association [n addion to
annual and interim accounts published under these rules, the
Company announces net asset values per share on a daily basis for
the information of investers [t provides more detaled information
on a monthly basis to the Association of Investment Compantes, of
which the Company is a membet, in order for brokers and invesiors
to compare 1ts performance with its peer group The Board of
Directors 15 charged waih ensuring that the Company comples with
1ts own objectives as well as these rules The Board has appoinied
RCM {UK) Limuted to carry out investment management,
accounting, secretanal and administration services on behalf of the
Company The Company has no employees or premises of 1ts own

Investment Objective and Policies
The Company's chjective 15 to provide an above average level of
income ang income growth together with long term growth of

capital through a policy of invesung mamly i higher yielding UK
FTSE 100 compames The Company’s mvestment performance [s
assessed by comparisen with other investment trusts within the UK
Growth and Income sector In addition, 1t 15 benchmarked against
the FTSE 100 Index, reflecting the emphasis within the portiolio, as
well as the FTSE 350 Higher Yield Index, reflecting the Company’s
higher yield objective

The Company pays quarterly dividends and the Board has a policy
of making these progressive from year to year, 1n keeping with the
Company's stated objectve to provide an above average level of
income and income growth The dividend has increased every year
for the past twenty five years and detaus of historic drvidend
payments are set out on page 5

Performance

in the year to 31 January 2007 the Company produced an NAV
capital return to shareholders of 12 6% This compares with the
return on the Company's benchmark index of 7 7% In the previous
year the returns were 21 2% and 18 7% respectively At 3t January
2007 the value of the Company's investment portfolio was

£695 8m The Investment Manager's review on pages 6 10 7
includes a review of developments during the year as well as
information on investment activity within the Company’s portioho

Key Performance Indicators (“KPIs”)
The Board uses certain financial KPis to momtor and assess the
performance ¢f the Companry The principal KPIs are

Performance against the benchmark index

The Company’s performance 1s benchmarked against the FTSE 100
Index This 1s the most important KPI by which performance 15
judged

Performance against the Company's peers
The Board also monitors the Company’s performance with reference
to 1ts 11vestment trust peer group

Performance Attnbution

The petformance attnbution is considered at each Board Meeting
and enables the Directors 10 judge how the Company achieved 1ts
performance relative to the benchmark index and to see the impact
on the Company’s relative performance of factors including stock
and sector allocation A Performance Attributon Analysis for the
year ended 31 January 2007 1s given on page 3
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Discount to net asset value (*NAV™)

The Board has a share buy back programme which has a role to
play 1n mumrmising the volatility of movements 1n the discount and
in enhancing the NAV for existing shareholders as shares are bought
back at a discount [n the year 10 31 January 2007 the shares traded
between a premium of 0 5% and a discount of 2 47% with debt at
fair value

Total expense ratio (“TER")

The most significant expense for the Company 15 the cost of the
management fee and the costs of interest on the Company’s
borrowings Other expenses 1ctude the costs of mvestment
transactions, directors’ fees and insurance, professional advice and
regulatory fees and the costs of production of the reports to
shareholders The TER 1s calculated by dividing operating expenses
by total assets iess current habilities, that 15, the Company’s
management fee and all other operating expenses (including tax
relief, where allowable, but excluding interest payments) as a
percentage of average assets over the year The TER for the year
ended 31 January 2007 was 0 46% (2006 0 47%)

Revenue
The return attributatle to Ordinary Shareholders for the year
amounted to £22,854,005 (2006 - £19,853,959)

Earnings per ordinary dividend amounted to 22 17p The first and
second nterim dividends of 4 9p and 4 Sp respectively have been
paid dunng the year Since the year end the third intenim dividend
of 5 1p has been paid The final proposed dividend of 5 1p 1s
payable on 16 May 2007 In accordance with FRS 21 ‘Events after
the Balance Sheet Date’, the third and final dividends are not
recognised as liabihities within the accounts

Historical Record

The distribution of total assets 1s shown on page 10, and the
historical record of the Company’s revernue, capital and invested
funds over the past ten years 15 shown on page 5 Graphs appear on
page 12 showing the performance on a iotal return basis over the
past ten years of the Net Asset Value of the Company’s Ordmary
Shares against the Company's benchmark mdices, the growth m net
ordmary distributions made by the Company against the Retall Price
Index, and the Company’s discount to Net Asset Value over the
same penod

Invested Funds

Sales of investments during the year resulted in net gamns based on
Tnistorical costs of £53,443,663 (2006 — £36,622,105) Provisions
contained 1n the Finance Act 1980 exempt approved Investment

1o

Trusts from corporation tax on their chargeable gamns [nvested
funds at 31 January 2007 had a value of £695,769,971

(2006 - £621,948,270) before deducting net habiliies of
£106,935,206 (2006 - £107,235,074)

Prinaipal Risks and Uncertainties

With the assistance of the Managers the Board has drawn up a risk
matrix which identifies the key risks to the Company These key
risks fall broadly under the following categornes

Investment Activity and Strategy

An mappropriate investment strategy, e g, asset aliocation or the
level of gearing, may lead to under perfermance agamst the
Company's benchmark index ang peer group companies, and also in
the Company's shares trading on a wider discount The Board
manages these risks by diversification of investments through its
Investment restrictions and guidelines which are momtored and on
which the Boatd receives reports RCM {UK] Limited (“RCM (UK)™)
provides the Directors with management informaton including
performance data and reports and shareholder analyses The Board
monitors the implementation and results of the investment process
with the investment managers, who attend all board meetings, and
reviews data which show nisk factors and how they affect the
portfoho The Board reviews investrment strategy at each board
meeting

Portfolio and Market

Market nisk arises from uncertainty about the future prices of the
Company’s investments This 15 commented on i ‘Financial Risk
Management’ on page 13 The Board momtors the inplementation
and results of the vestment process with the investment managers

Accounting, Legal and Regulatory

In erder to qualfy as an investment trust the Company must
comply with Section 842 of the Income and Corperation Taxes Act
1988 (“Section 8427}, and details are given above under the
heading ‘Business of the Company’ A breach of Secuon 842 could
result in the Company lesing investment trust status and, as a
consequence, gawns i the Company’s portfolio would be subject to
Capital Gains Tax The Section 842 cnitenia are monstored by RCM
(UK] and results are reported to the Board at each Board Meeting
The Company must comply with the provistons of the Compantes
Act 1985, and the Companies Act 2006 as 1t becomes enacted
(“Comparntes Acts”), and, as the Company’s shares are listed on the
London Stock Exchange, the Company must comply with the UK
Lisung Authenty’s Listng Rules and Disclosure Rules (*UKLA
Rules”] A breach of the Companies Acts could result 1 the
Company and/ or the Directors being fined or the subject of
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crmunal proceedings Breach of the UKLA Rules could result i the
suspension of the Company’s shares which would in turn lead to a
breach of Section 842 The Board relies on 1ts company secretary
and s professional advisers to ensure comphance with the
Compantes Acts and UKLA Rules

Corporate Governance and Shareholder Relations

Details of the Company’s compliance with Corporate Governance
best practice, mncluding mformanon on relatons with shareholders,
are sef out 1n the Corporate Governance Report on page 22 10 25

Operational

Disruption to, or fallure of, RCM (UK)'s accounting, dealing or
payment systems or the custodian’s records may prevent accurate
reportng and monntoring of the Company’s financial position

RCM (UK) Limuted has transferred operational functions, principally
relaung to trade processing and investment administration, to

The Bank of New York ~ Londen Branch Detads of how the Board
monitors the services provided by RCM (UK) and other suppliers
and the key elements designed o provide effective internal control
are in¢luded within the Internal Control section of the Corporate
Governance report on page 23

Financial
The financial risks to the Company are disclosed tn Note 18 on
page 43 to 44

Future Development

The future development of the Company 15 dependent on the
success of the Company’s investment strategy against the economic
environment and market developments The investment manager
discusses hus view of the outlook for the Company’s portfolio in his
report beginning on page ¢

Net Asset Value
The Net Assei Value of the Ordinary Shares of 25p at the year end
was 567 5p as compared with a value of 504 1p at 31 January 2006

The Company has been given authonty by its shareholders to buy
back shares for cancellation which, in the night cirrcumstances,
could be used by the Board to enhance shareholder value and help
to reduce the discount to net asset value at which the Company’s
shares currently trade No shares have been bought back since
2001, however, to enable the Company to respond te changes of
circumsiances, a resotution to renew the authoriy to purchase
shares for canceliation 15 to be put to shareholders at the
forthcoming Annual General Meeting and the full text 1s set out 1n
the Notice of Meetung on page 45

Share Capital
Details of the Company’s share capital are set out in Note 11 on
page 40

Payment Policy

It 15 the Company’s payment policy for the forthcoming financial
year to obtain the best terms for all business and therefore there 15
no consistent policy as to the terms used In general, the Company
agrees with 1ts suppliers the terms on which business wall take place
and 1t 15 our policy to abide by these terms The Company had no
trade creditors at the year end (2006 - £nil)

Donations and Subscriptions

There were no charitable donations and subscriptions in respect of
the year (2000 - £n1l) No political donations were made during the
year

Corporate Governance
The Corporate Governance statement 15 set out on pages 22 to 25

Directors’ Fees
A report on the Directors’ remuneration 15 sef out on: page 26

Final Dividend

Subject to the final dividend being approved by sharehclders at the
Annual General Meeung, payment will be made on 16 May 2007
1o sharehclders on the Register of Members at the close of business
on 13 Apnil 2007 at the rate of 5 1p per Ordinary Share Further
details are provided in Note 6 on page 36
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Substantial Shareholdings
In accordance with Section 198 of the Companies Act 1985 and the
Disclosure of Interests in Shares (Amendment) (No 2)
Regulauons 1993, as at the date of this report, the Company has
been adwised of the following substantial share interests in its
preference stock and ordinary share capital

3 65% Cumulative Preference Stock

PS & JM Allen — 185,582 (15 75%)

Prudenual pic - 176,000 {14 9%),

Ecclesiastical Insurance Office pic — 134,690 (11 4%),

F&C Asset Management plc — 60,000 (5 1%)

D ] Edwards — 50,000 (4 2%}

] Y Mutler — 36,000 (3 0%)

Ordinary Shares

Rensburg Sheppards Investment Management Group Limited

- 4,524,860 (4 36%)

Legal & General Group PLC - 3,427,541 {3 3%)

Directors and Management
All Directors histed below served throughout the financial year
under review

The Directors retiring by rotation at the Annual General Meeung
are Sir john Banham, Sir Bob Reid and Joe Scott Plummer 5ir John
Banham wnll be retinng after the AGM in May Sir Bob Reid and Joe
Scott Plummer each offers himself for re efection and both have the
full support of the Board tn doing so

The Board considers Sir Bob Reid and Joe Scott Plummer to be
independent, notwithstanding therr length of service, and continues
to be of the view that their extensive experience and acuve
knowledge of industry and financial services are of great benefit o
the Board

The Board confirms that, since the year end, the performances of
Sir Bob Reid and Joe Scott Plummer have been subject io a formal
evaluailon, and that each continues to be effective 1n, and to
demonstrate commuitment to, his role

James Sassoon, having been appoinied to the Board durning the year,
retires 1n accordance with the Articles of Association and offers
himself for election

Biographicat details of the Directors are on page 14

The current Directors and their beneficial interests in the share capital
of the Company as at 31 January 2007 and 2006 or ai the date of
appointment to the Board are Listed below

Ordmary Shares of 25p

2007 2006

Sir John Banham 2,000 2,000
R A Barfield 2,343 2,259
Sir Bob Reid 5,000 5,000
] M Sassoon 35,600 35,600
P } Scott Plummer 1,000 1,000
H A. Stevensen 25,000 25,000

Since the year end, Mr R A Barfield has acquired a further
19 Orchnary Shares due to remnvestment of mcome in & share plan

No contracts of significance 1n which Directors are deemed to have
been interested have subsisted duning the year under review

Contracts of service are not entered into with the Directors, who
hold office 1n accordance with the Articies of Association

Management Contract and Management Fee
The management contract with RCM (UK) Limited [‘RCM’)
provides for a fee of O 35% per annum (2006 — 0 35%} of the value
of the assets, calculated quarterly, after deduction of current
habilities, short term loans under one year and any funds within the
porifolic managed by RCM The managemen: contract is terminable
at one year's notice (2006 — one year}

The Manager’s performance under the contract and the contract
terms are reviewed at least annualty by the Management
Engagement Commiitee This commuitiee consists of the Directors
not employed by the management company in the past five years
and therefore includes the entire Board Duning the year, the
comrmittee met the Manager to review the current nvestment
framework, including the Trust's performance, marketing acuvity
and total expense rauo

The commuttee also reviewed the terms of the management
contract and considered the tevel of the management fee, which 1t
found to be appropriate The committee was sausfied with is
review and believes that the connnuing appointment of the
Managers 1s 10y the best tnterests of shareholders as a whole
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The Manager has discretion to exercise voung rights at the meeung
of companies 1n which the Company 1s invested, and will usually do
so However, in cases of takeover, merger or other offer involving a
corporate chent of the Managers or any of its assoctated compantes
the voting nghts may only be exercised with the approval of at least
one independent Director of the Company Similar approval must be
sought 1n the case of any mvestment transactions 1n such companies
or underwriung partictpations involving the securities of corporate
chients of the Managers or any of is assoclated companies The
Managers do not have any discretion over any securniies of
Dresdner Bank AG or 115 subsidiaries that may be held by the
Company

The Company has entered into an annual agreement with Allanz
Global [nvestors to operate the Investment Trust Share Plan The
cost to the Company for the year ending 31 January 2007 15
£65,453 excluding VAT (2006 - £197,462 excluding VAT) The fee
relates to generic costs and 1s partially calculated on a usage and
market cap:talisation basis

Individual Savings Accounts/PEPs

The affairs of the Company are conducted in such a way as to meet
the requirement of a quahfying investment trust to Personal Equity
Plans and the requirements for an Individual Savings Account and 1t
15 the tatendion to conunue (o do so

Directors” and Officers’ Liability Insurance
The Company maintained Direciors’ and officers’ Liabihity insurance
dunng the year

Annual General Meeting

Purchase of Own Shares

The Board is proposing that the Coripany should be given renewed
authority to purchase Ordmnary Shares 1n the market for

cancellation The Board believes that such purchases in the market
at appropriate umes and prices would be a switable method of
enhancing shareholder value The Company would make either a
single purchase or a serles of purchases, when market conditions

are suitable, wath the aim of maximusing the benefits to shareholders
and within guidelines set from time to ume by the Board

Where purchases are made at prices below the prevailing net asset
value of the Ordinary Shares, this will enhance net asset value for the
remaining shareholders It 1 therefore intended that purchases would
only be made at prices below net asset value, with the purchases to be
funded from the realised caputal profits of the Company (which are
currently 1n excess of £400 milhon] The nules of the UK Lisung
Authonty (‘Listing Rules’) lirnit the price which may be pad by the
Company to 105% of the average middle market quotation for an
Ordinary Share on the five business days immediately preceding the
date of the relevant purchase The mimmum price to be paid wall be
25p per Ordinary Share (being the norminal value} Overall, this
proposed share buy back authority, if used, should help to reduce the
discount to het asset value at whuch the Company’s shares currently
irade

The Board considers that it will be most advantageous to shareholders
for the Company to be able o make such purchases as and when 1t
considers the tming to be most favourable and therefore does not
propose to set a umetable for making any such purchases

Analysis of Share Register
Shareholder Accouns Otdinary Shares held
Number % 000's %

2007 2006 2007 2006 2007 2006 2007 2006
Private holders* 7,980 8439 650 656 20,756 22,018 200 216
Nominees 3,820 3909 311 304 77613 74,417 748 729
Limited Companies 173 191 14 15 2,537 2,261 25 22
Investment Trusts and Funds 104 132 10 10 752 870 07 09
Bank and Bank Norminees 1 13 01 01 1274 1,772 12 17
Insurance Companies 12 12 01 a1 67 3 cl 01
Penston Funds 5 5 00 00 23 Py, 00 00
Qther holders 163 167 13 13 737 670 07 06
12,268 12,868 1000 000 103,759 102,103 1000 1000

*Including PEP, 1SA and Share Plan Nomingees

Based on an analysis of the Ordinary Share register at 2 April 2007 (2006 - 1 Apsil)
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The Company’s Articles of Associzuon permit the Company to
redeem or purchase 1ts own shares out of capnal profits Under the
Listing Rules, the maximum number of shares which a listed
company may purchase through the market pursuani to a general
authonty such as this s equivalent to 14 99% of its 1ssued share
capital For thus reason, the Company 15 hrmting its renewed
authority to make such purchases to 15,553,605 Ordinary Shares,
representing 14 99% of the 1ssued share capital, provided that there
15 no change in the 1ssued share capital between the date of this
report and the Annual General Meeang 1o be held on 14 May
2007

The authonty will last until the Annual General Meeting of the
Company to be held 1in 2008 or the expiry of 18 months from the
date of the passing of this resolution, whichever 1s the earlier The
authority will be subject to renewal by shareholders at subsequent
annual general meettngs

Allotment of New Shares and Disapplication of
Pre-emption Rights

Approval 15 sought for the renewal of the Directors’ authornty to
allot relevant securities, in accordance with Section 80 of the
Compantes Act 1985, up to a maxunum aggregate nominal amount
of £8,646,056, representing approxunately 33% of the exisung
Ordinary Share capital This authonty would expire five years from
the date of renewal, if not previously revoked or varied

A resolution was passed at the Annual General Meeting held on

@ May 2006 to authorise the Directors to alloi the unissued
Ordinary Share cap:tal for cash The authonty 15 renewable annually
and expires at the concluston of the Annual General Meeung 1n
2007 A Special Resolution is therefore proposed under special
bustness at the forthcoming Annual General Meeting to renew this
authonty for a further year

The power to aliot new Ordinary Shares for cash, other than pro
rata 10 exisung shareholders, 1s lunuted to the aggregate nomnal
amount of £1,296,998 Ordwary Share capital, being approximately
five per cent of the 1ssued Qrdinary Share capital of the Company as
at the date of this report, provided that there 1s no change n the
1ssued share capital between the date of tus report and the Annual
General Meeung 10 be held on 14 May 2007
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Whulst 1t 15 anticipated that aliotments under this authonty will
normally be to the Atlianz Global Investors Investment Trust Share
Plan, the resolution allows for allotments of new shares at the
discretion of the Directors and 15 not Umited only to this Plan The
Directors confirm that no allotment of new shares wiil be made
unless the Jowest market offer price of the Ordinary Shares 1s at
least at a premium Lo net asset value, valuing debt at market value

Auditors

The Directors will place a resolution before the Annuat General
Meeting 1o re appomnt PricewaterhouseCoopers LLP as Auditors for
the ensuing year A resolution to autherise the Directors to
determine the Auditors’ rernuneration will also be proposed at the

Annual General Meeting
/By Ordes of the Board

Secretary
4 April 2007
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The Directors are responsible for preparing the Annual Report and
the accounts in accordance with apphcable law and Umnted
Kingdom Generally Accepted Accounting Practice Company law
requires the Directors to prepare accounts for each financial year
which give a true and fawr view of the state of affairs of the company
and of the profit or loss of the Company for that period In
preparing these accounts, the Directors are required to

= select suitable accounting policies and then apply them
consistently,

* make judgements and estmates that are reasonable and
prudent,

*  state whether applicable accounting standards have been
followed, subject 1o any material departures disclosed and
explained 1n the accounts,

=  prepare the accounts on the going concern basis unless it 13
Wnappropriate to presume that the Company will continue 1n
business

The Durectors are responsible for Keeping proper accounung records
that disclose with reasonable accuracy at any ume the financial
position of the Company and enable them to ensure that the
accounts comply with the Companies Act 185 They are also
responsible for safeguarding the assets of the Company and hence
for taking reasonable steps for the prevention and detection of {raud
and other irregularities

The accounts are pubhshed on www allianzglobalinvestors co uk,
which 15 a website maintained by the Company’s Investment
Managers, RCM {UK) Limited The Directors are responsible for the
maintenance and integrity of the corporate and financial information
mncluded on the Company's website Legislation 1n the United
Kingdom gowverning the preparation and disserminaton of the
accounts may differ from legislation n cther junsdicuons

21




The Merchants Trust PLC

Corporate Governance

The Board has put 1n place a framework for corporate governance
which 1t believes 1s appropnate {or an investment trust company
and which enables the Company to comply with the apphcable
provisions of the Cornbined Code on Corporate Governance (‘the
Combined Code’) The Board has also taken account of the AIC
Code of Corporate Governance which was 1ssued by the Associauon
of Investment Trust Comparues in July 2003 and endorsed by the
Financial Reporting Council it 2006 The Board has reviewed and
applied the requirements of both codes except where stated
otherwise The Board constders that the Company has complied
with the applicable provisions of the Combined Code throughout
the accounting period to 31 January 2007 Much of this statement
descnbes how the relevant principles of governance are applied 10
the Company

The Board

The Board currently consists of six Directors, all of whom are non
executive and independent of the Company’s investment manager
Their biographies, on page 14, demonstrate a breadth of
mvestment, industrial, commercial and professional experience

The Chairman of the Company 15 a non execuuve Director and Joe
Scott Plummer was appointed as the Senior Independent Director in
March 2005

The Board follows the AIC Code and considers Sir john Banham
and Sir Bob Reid and Joe Scott Plummer, to be mdependent,
notwithstanding that each has served on the Board for more than
nine years The Board does not consider that length of service has
diminished the independence of these directors and continues to be
of the view that their extensive experience and active knowledge of
industry s of great benefit to the Board

The Board’s tenure policy 1s that new Directors stand for election at
the first Annual General Meeung following their appointment and
then at least one third of Directors retire by rotation at each Annual
General Meeung Every Director 1s required to seek re election at
least every three years and annually after ine years' setrvice The
names of the Directors retiring by totaion at this year's Annual
General Meeting are given on page 18

The compostuon of the Board 1s reviewed regularly In the
Dhrectors’ view the stability of the Board has been a source of
strength but they are nevertheless aware of the need to refresh the
compesiiton from tme to dme and the Board intends to recruit
further non executive directors

The Board meets at least s1x ames a year and convenes ad hoc
meetings as and when required Between meeungs, tegular contact
with the investmeni managers 15 maintained The Board has
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formally adopied a schedule of matters reserved for 1ts approval to
ensure that 1t maintains full and effective control over approprate
issues These matters include approval of the Company's investment
policy, capital structure, share price and discount, committee
membership and terms of reference, financial reporting, nsk
management, board appeintments and removals, corporate
governance, internal contrels and contracts A procedure has been
adopted for Directors, 1n the furtherance of their duties, te take
independent professional adwice at the expense of the Company
The Directors have access 1o the advice and services of the
Company Secretary, who 1$ responsible to the Board for ensuring
that Board procedures are followed and that the Company complies
with applicable rules and regulations When a new Director 13
appointed there 1s an induction process carmed out by the
investment manager Directors are provided, on a regular basis, with
key information on the Company’s regilatory and statutory
requirements and nternal financial controls Changes affectng
Directors’ responsibilities are advised to the Board as they anse

During the current year, the effectiveness of the Board was assessed
through interviews conducted by the Chairman with each Director
In addition, the performance of the Directors was evaluated by each
Director, followed by a discussion with the Chairman The
Chairman’s own performance was evaluated by the other Directars,
who met under the charrmanship of Joe Scott Plummer The results
of the effeciveness assessment and performance evaluation have
been presented to the Nomination Commuittee

The effecuveness assessment determined that the balance of the
Board was satisfactory

The Board has contractually delegated to the investment manager
the management of the mvestment portfolio, and the day to day
accounting and company secretarial requirements This contract
was entered into after full and proper consideration by the Board of
the quality and cost of services offered, including the financiat
contro) systems in operation, 1n so far as they relate to the affairs of
the Company The Board receives and considers reports regulasly
from the 1nvestment manager and ad hoc reports and information
are supplied to the Board as required The Board's statement on 1ts
review of the management coniract appears on page 18
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Attendance by Directors at formal Board and commuttee meetngs
dunng the year was as follows

Management

Audit  Nomination Engagement

Director Board Committee  Committee Committee
No of meetings 6 i ] 1
H A Stevenson 6 2* ] 1
Sir John Banham 5 1 - -
R A Barfield 6 2 1 1
Sis Bob Reid 6 2 1 1
} M Sassoon** 3 i - -
P ] Scoit Plummer 6 2 1 ]

*nvited to attend meetings, although not a commutiee member
** Joined the Board in July 2006

Board Committees

Audit Committee

The Audit Committee consists of all of the independent non
executive Directors, with the exception of the Chairman of the
Board, and has defined terms of reference and duties The role of
the Audit Comimittee 15 to assist the Board 1n relation to the
reporung of financial information The Audit Comemittee 15 ¢haired
by James Sassoon The committee considers that, collectively, its
members have sufficient recent and relevant financial experence to
discharge their respensibilities fully The committee meets at least
twice each year and reviews the annual accounts and interim report
and considers the Auditors’ report on the anhual accounts, the
planning and the process of the audit and the Auditors’
independence and objecuvity It has also considered the non audit
services provided by the Auditors and determined that they have
had no impact on the Auditors’ independence and objectivity The
Audit Commuttee reviews the Company's accounting policies and
considers their appropriateness The Commuttee also reviews the
terms of appomntment of the Auditors together with therr
remuneration It meeis representatives of the Managers twice yearly
and receives reports on the internal controls maintained on behalf of
the Company and reviews the effectiveness of these controls The
Audit Commuttee continues to believe that the Company does not
require an tnternal audit function of 1ts own as it delegates 1ts day to
day operations to third parties from whom 1t receives internal
controls reports

Nomination Committee

The Nomnation Cornmuttee meets at least once each year and
makes recommendations on the appomntment of new Directors and
the re election of exisung Directors by shareholders The committee
also determines the process for the annual evaluation of the Board
The commitiee 15 chaired by Hugh Sievenson, the Chairman of the
Board All Directors serve on the committee and consider
nominations made 1n accordance with an agreed procedute

Management Engagement Committee

The Management Engagement Committee meets at least once each
year to review the Mznagement Agreement and the Managers'
performance [t has defined terms of reference and censists of the
non executive Directors and excludes any Directors previously
employed by the Managers [t 15 chaired by Hugh Stevenson, the
Chairman of the Board

The Board has not constituted a Remuneration Committee, all
Directors are nen executive and remuneration matters zre dealt
with by the whole Board

The Terms of Reference for each of the commuttees may be viewed
by shareholders on request

Financial Reporting
The Statement of Directors’ Responsibilities 1n respect of the
accounts 15 on page 21

The Indepenrdent Auditors’ Report can be found on page 27

Auditors’ Information
Each of the persons who 15 a Director at the date of approval of this
report confirms that

(a) 1n so far as the Director 15 aware, thete 15 no relevant audut
information of which the Company’s auditors are unaware, and

(b} the Director has taken all the steps he ought 0 have taken as a
Director 1n order to make himself aware of any relevant audit
information and o establish that the Company’s auditors are
aware of that information

This confirmation is given and should be interpreted in accordance
with the provisions of Section 234ZA of the Compames Act 1985

Going Concern

After making enquines, the Directors have a reasonable expectation
that the Company has adequate resources to continue in operational
existence for the foreseeable future For this reason, they continue
to adopt the going concern basis m preparing the financial
statements

Internat Control

The Direciors have overall responsibitity for the Company’s system
of internal control Whlst acknowledging their responsibihity for the
system of internal control, the Directors are aware that such a
system is designed to manage rather than elimnate the nsk of a
farture to achieve business objectives and can provide only
reasonable bui not absolute assurance against material misstatement
or loss
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The Board has established an ongoing process for wdenufying,
evaluaung and managing the sigruficant r1sks faced by the Company
This process s subject to review by the Board and accerds with the
Internal Centro! Guidance for Directors 1n the Combined Code
published 1n September 1999 and revised 1n October 2005 (“the
Turnbull guidance”) The process has been fully in place throughout
the year under review and up io the date of signing of these Report
and Accounts

The key elements of the procedures that the Directors have
established and which are designed to provide effectuve internal
control are as follows

»  The Board, assisted by the Manager, undertook a full review of
the Company’s business nisks and these are analysed and
recorded 1n a nisk matrix Every six months the Board receives
from the Manager a formal report which details any known
internal controls failures, including those that are not durecty
the responsibility of the Manager The Board conunues to
check that good systems of internal contro! and risk
management are embedded 1 the operations and culture of
the Company and 1ts key suppliers

*  The appointment of RCM (UK) Limited {'RCM'} as the
Manager provides investment management, accounting and
company secretanal services io the Company The Manager
therefore maimntains the internal controls associated with the
day to day operation of the Company These responsibilities are
included 1n the Management Agreement between the
Company and the Manager The Manager’s system of internal
control ncludes organisation arrangements with clearly defined
lines of responsibility and delegated authonty as well as control
procedures and systems which are regularly evaluated by
management and monttored by 1its internal audit department
RCM 15 regulated by the Financial Services Authonty (‘FSA)
and 1ts compliance department regularly monitors compliance
with FSA rules The Company recerves reports at least annually
from the manager on 1ts internal controls The Company, in
common with other 1nvestment trusts, has no internal audit
department, but the effecuveness of the Manager’s internal
controls 1s monitored by Alhanz Global Investors’ internal audit
function

*  There 15 a regular review by the Board of asset allocauon and
any nsk imphcations There Is also regular and comprehensive
review by the Board of management accounting information
including revenue and expenditure projections, actual revenue
against projecuons and performance comparisons

*  Authonsation and exposure lumts are set and maintained by
the Board
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*  The Audit Commttee assesses the Manager's and Custodian’s
systems of controls and approves the appointment of any sub
custodians The Audit Commttee also receives reports from
the Manager’s and Custodian’s internal auditors, complance
department and ndependent Audiors

»  The Board reviews the Internal Control reports of the
Managers and third party service providers, including those of
the Company’s Registrars, Capita Registrars, and Custodian,
HSBC Bank plc

The Board has undertaken a fuil review of the aspects covered by
the Turnbul! gmdance and believes that there 15 an effective
framework substantally 1n place to meet the requirements of the
Combined Code

The Directors confirm that the Audit Commuttee has reviewed the
effectiveness of the system of internal control

Relations with Shareholders

The Board strongly believes that the annual general meeting should
be an event which privaie shareholders are encouraged to attend
The annual general meeting 1s attended by the Chairman of the
Board and the Charrman of the Audit Commutiee, and the
Investment Manager makes a preseniaiion at the meetung The
number of proxy votes cast 1n respect of each resolunon will be
made avalable at the annual general meeiing

The Manager meets with institutional shareholders on a regular
basis and report to the Board on matters raised at these meetings

All correspondence with shareholders 1s reviewed by the Board

Sharehotders who wish to commurucate directly with the
Chairman, the Senior Independent Director or other Directors
may write care of the Company Secretary at 155 Bishopsgate,
London EC2M 3AD

The Notice of Meeting sets out the busmess of the meetng and
special resolutions are explained more fully in the Directors’ Report
Separate resolutions are proposed for each substantive 135ue

Socially Responsible Investment and
Environmental Policy

The Investment Managers have been directed by the Board to take
account of companies’ corporate social responstbility and
environmental performance when iaking investnent decisions




The Merchants Trust PLC

Corporate Governance

Exercise of Voting Powers

The Company’s investmenis are held 1n a nominee name The
Board has delegated discretion to discharge its responsibihties i
respect of nvestments, including the exercise of voting powers on
1ts behalf, to the Managers

The Managers use a proxy voung service which casts votes 1n
accordance with the guidelines of the National Association of
Pension Funds (NAPF) research material, unless 1ts chents request a
very spectfic policy to be voted by 1is fund managers

An extract from the Trust's veting record 1n the previous calendar
year will be available for inspection at the annual general meeting
each year

Where Directors hold directorships on the boards of comparues 1n
which the Company 1s 1nvested, they do not participate 1 decisions
made concerning those (nvestments
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The Merchants Trust PLC

Directors’ Remuneration Report

This repert 15 submitted 1n accordance with the Directors’
Remunerauon Report Regulattons 2002 for the year ended
31 January 2007

The Board

The Board of Directors 1s composed solety of non executive
Directors and the determination of the Directors’ fees 15 a matter
dealt wath by the whole Board The Board has not been provided
with advice or services by any person to assist it 10 make 11s
remuneration decisions, although the Directors carry out reviews
from time to tme of the fees paid to the directors of other
investment rusts

Policy on Directors’ Remuneration

No Director has a service contract with the Company The
Company’s policy 15 for the Directors to be remunerated 1n the form
of fees, payable quarterly 1n arrears Thete are no long term
ncentve schemes, bonuses, pension benefits, share options or other
benefits and fees are not related to the indmadual Director’s
performance, nor to the performance of the Board as 2 whole

The Company’s Articles of Association lmit the aggregate fees
payable 1o the Board of Directors to a total of £150,000 per annum
Subject to this overall limut, 1t 15 the Board’s policy to determune the
level of Directors’ fees having regard to the level of fees payable to
non executive Directors (n the investment irust indusiry generally,
the role that individuat Directors fulfil, and the ume committed to
the Company's affairs The Board believes that levels of
remuneration should be sufficient to attract and retain non
executive directors to oversee the Company

Directors’ and officers’ hability msurance cover is held by the
Company Following the approval of the proposal at last yeat’s
Annual General Meeung to change the Company’s Articles of
Assoclation to enable the Company to grant indemiuties to the
Directors individualiy, deeds of indemnity have been entered into
with the Directors

Remuneration

The policy 15 to review Directors’ fees irom tume to tme, but
reviews wilk not necessarily result 1n a change to the rates As
disclosed 1n iast year's report, in the year under review untl 31 May
2006 the Directors were paid at a rate of £12,000 per annum, with
an addional £3,000 payable to the Audit Committee Charrman
The Chairman of the Board was pawd at a rate of £20,000 per
annum These rates were increased with effect from 1 June 2006 to
£15,000 per annum for the Directors, with the Audit Commiitee
Chairman recening an addinonal £2,000, and £25,000 per annum
for the Chairman of the Board

The Directors carried out a review n January 2007 and decided not
to increase the fees n the current year
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Directors’ Emoluments

The following disclosures on Directors’ remuneration have been
audited as required by Part 3 of Schedule 7A of the Companies Act
1085

The Directors’ Emoluments dunng the year and 1n the previous year
are as follows

Directors’ fees
2007 2006
£ £
H A Stevenson 23334 19,852
Sir John Banham 14,000 11,974
R A Barfield 14,000 11,971
Sir Bob Reid 14,000 11,971
J M Sassoon 9062 -
P ] Scott Plummer 15,554 13,623
Totals 89,950 69,388

Performance Graph

The graph below measures the Company’s share price and net asset
value performance against its benchmark index of the FTSE 100
Index

The Company's performance 1s measured aganst the FTSE 100
Index as this 1s the most approprtate comparator in respect of its
asset allocation An explanaunon of the Company’s performance 1§
given in the Chairman’s Statement and the Investment Managers'
Review

BJ% Board

K J Salt
Secretary
4 Apni 2007
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Independent Auditors’ Report

Independent Auditors’ Report to the Members
of The Merchants Trust PLC

We have audited the accounts of The Merchants Trust PLC for the
year ended 31 January 2007 which compnse the Income Statement,
the Balance Sheet, the Cash Flow Statement, the Reconcihation of
Movements 1n Shareholders’ Funds and the related notes These
accounts have been prepared under the accounung policies set out
theremn We have also audited the informatien in the Directors’
Remuneration Report that 15 described as having been audited

Respective responsibilities of directors and

audrtors

The directors’ responsibilities for prepaning the Annual Report and
the accounts in accordance with applicable law and United
Kingdom Accounting Standards (United Kingdom Generally
Accepted Accounting Practice) are set out in the Statement of
Directors’ Responsibitities The Directors are also responsible for
preparing the Directors’ Remuneration Report

Qur responsibility is to audit the accounts and the part of the
Directors” Remuneration Report to be audited 1n accordance with
relevant legal and regulatory requirements and [nternational
Standards on Auditing (UK and Ireland] This report, including the
opinuen, has been prepared for and only for the company's members
as a body 1n accordance with Section 235 of the Compantes Act 1985
and for no other purpose We do not, tn gving this opinion, accept or
assume responsibility for any other purpese of t¢ any other person to
whom this report 1s shown or into whose hands 1t may come save
where expressly agreed by our prior consent in writng.

We report to you our opinion as to whether the accounts give a true
and fair view and whether the accounts and the part of the
Directors” Remuneration Report to be audited have heen properly
prepared nt accordance with the Companies Act 1985 We also
report to you whether in our opinion the information given n the
Directors’ Report 1s consistent with the accounis

[n addition we repert to you 1f, 1n our opiuon, the company has not
kept proper accounting records, if we have not received all the
information and explanavons we require for our audit, or 1f
information spectfied by law regarding directors’ remuneraton and
other transactions 1s not disclosed

We review whether the Corporate Governance Statement reflects
the company’s comphance with the mne provisions of the
Combined Code 2003 specified for our review by the Lisung Rules
of the Financial Services Authonty, and we repori if 1t does not We
are not required to consider whether the Board's statements on
internal control cover all nsks and controls, or form an opimion on
the effectiveness of the company's corporate governance procedures
or 1ts nisk and control procedures

We read other informaton contained in the Annual Report and
consider whether 1t 1s consistent with the audited accounts The
other informauon comprises only the Key Facts, Performance
Attribuuon Analysis, Chairman’s Statemeni, Historical Record,
Investment Managers’ Review, United Kingdom Listed Holdings,
Distribution of Total Assets, Performance Graphs, Financial Risk
Management, the Directors' Report, the Corporate Governance
Statement and the unaudited part of the Directors’ Remuneration
Report We consider the implications for our report if we become
aware of any apparent nusstatemenis or matenal inconsistencies
with the accounts Our responsibilities do not extend o any other
information

Basis of audit opinion

We conducted our audit n accordance with [nternational Standards
on Audiung (UK and Ireland) sssued by the Auditng Practices
Board An audit includes examnation, on a test basts, of endence
relevant to the amounts and disciosures 1n the accounts and the
part of the Directors’ Remuneration Report to be audited It also
includes an assessment of the significant estimates and judgments
made by the directors in the preparation of the accounts, and of
whether the accounting policies are appropriate to the company’s
crrcumstances, consistently applied and adequately disclosed

We planned and performed our audit so as to obtain all the
information and explanations which we considered necessary in
order to provide us with sufficient evidence to give reasonable
assurance that the accounts and the part of the Directors’
Rernuneration Report to be audited are free from material
misstatement, whether caused by fraud or other wrregulanty or error
In forming our opinion we 2lso evaluated the overall adequacy of
the presentation of information 1n the accounts and the part of the
Directors’ Remuneration Report to be audited

Opinion

In our opinion

* the accounts give a trie and fair view, in accordance with
United Kingdom Generally Accepted Accounung Pracuce, of

the state of the company's affairs as at 31 January 2007 and of
1ts net return and cash flows for the year then ended,

* the accounts and the part of the Directors’ Remuneration
Report to be audited have been properly prepared m
accordance with the Companies Act 1985, and

« the information gven in the Directors’ Report is consistent
with the accounts

PricewaterhouseCoopers LL.

Chariered Accountants and Registered Audiors
London

4 April 2007
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The Merchants Trust PL.C

Income Statement

for the year ended 31 January 2007

2007 2007 2007 2006 2006 2006
£ f £ £ f £
Revenue Capral Total Return Revenue Caputal Total Return
Note
Net gans on investments at fair value 8 - 71,440,601 71,440,601 - 96,792,013 96,792,013
Income 1 27,750,450 - 27,750,450 24714263 - 24,714,263
Investment management fee 2 {961,650) (1,785,921) (2,74751) (823,956) (1,530,205} {2,354,161)
Administration Expenses 3 (488,138) (3.021) (491,159) (621,878) (5,424) (627,302)
Net return before finance costs and taxation 26,300,662 69,651,659 95,952,321 23,268429 95,256,384 118,524,813
Finance costs Interest payable and simitar
charges 4 (3,446,657) (6,321,084) (9,767,741) (3,414,470) (6219,001) (9,633,471
Net return on ordinary activities before taxation 22,854,005 63,330,575 86,184,580 19,853,959 89,037,383 108,891,342
Taxation 5 - - - - - -
Net return attnbutable to Ordinary Shareholders 22,854,005 63,330,575 86,184,580 19,853,959 89,037,383 108,891,342
Return per Qrdinary Share
(basic and diluted) 7 2217p 6! 44p 8361p 1944p §720p 106 64p

Dwidends in respect of the financial year ended 31 January 2007 total 20 00p {2006 - 18 90p), costing £20,745,854 (2006 ~ £19,273,678) Details are set out in

Note 6

The total column of this statement s the profit and loss account of the Company

&ll sevenue and caprtal items in the above statement denve {rom continuing operations No operations were acquired or discontinued in the year

A Statement of Total Recogmised Gans and Losses 1s not required as all gains and losses of the Company have been reflected in the above staternent.

The Notes on pages 32 to 44 form an wntegral part of these Accounts
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The Merchants Trust PLC

Reconciliation of Movements in
Shareholders’ Funds

for the year ended 31 January 2007

Called up Share Capital Capttal Caprtal
Share Premium  Redemption Reserve Reserve Revenue
Capital Account Reserve Realised Unrealised Reserve Total
£ £ H £ £ £ £
Note
Met Assets at 31 January 2006 25,525,984 39,809 56,250 351,107,802 118,104,550 19,878,801 514,713,196
Revenue Return - - - - - 22854005 22,854,005
Dwidends on Ordinary Shares 6 - - - - - (19964,324)  (19,964,324)
Capital Return - - - 50,187,850 13,142,725 - 63,330,575
Shares issued duning the year 413,985 7,487,238 - - - - 7,801,223
Net Assets at 31 January 2007 25,939,969 1,527,047 56,250 401,295,652 131,247,275 22,768,482 588,834,675
Net Assets at 31 fanuary 2005 25,525,984 39,809 56,250  322,240327 57,962,642 18,685,896 424,510,908
Adiustment to record investments at

bid value - - - - {28,000) - {28,000)
Revenue Return - - - - - 19,853,959 19,853,959
Dwidends on Ordinary Shares 6 - - - - - {18,661,054) {(18,661,054)
Capital Return - - - 28,867,475 60,169,908 - 89,037,383
Net Assets at 31 January 2006 25,525,984 39,809 56,250 351,107,802 118,104,550 15,878,801 514,713,196

The Noies on pages 32 to 44 form an integral part of these Accounts
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The Merchants Trust PLC

Balance Sheet

as at 31 January 2007

2007 2007 2006
£ £ £
Note
Fixed Assets
Investments held at fair value through profit or loss 8 695,769,971 621,948,270
Current Assets
Debtors 10 2,836,903 3,586,680
Cash at bank 10 7,003,101 5374,796
9,840,004 8,961,476
Creditors Amounts falling due within one year 0 (3,227,220) (2,843,149)
Net Current Assets 6,612,784 6,118,327
Total Assets Less Current Liabwlities 702,382,755 628,066,597
Creditors Amounts falfing due after more than one year 10 (113,548,080)  (113,353,401)
Total Net Assets 588,834,675 514,713,196
Capital and Reserves
Called up Share Capital n 25,939,969 25,525,984
Share Premium Account 7,527,047 39,809
Capital Redemption Reserve 56,250 56,250
Capital Reserves Realised 12 401,295,652 351,107,802
Unrealised 12 131,247,275 118,104,550
532,542,927 468,212,352
Revenue Reserve 13 22,768,482 19,878,801
Equity Shareholders’ Funds 14 588,834,675 514,713,196
Net Asset Value per Ordinary Share 14 567 5p 504 1p

The accounits on pages 28 to 44 were approved and authonsed for 1ssue by the Board of Direciors on 4 April 2007 and signed on its behalf by

E (.

Hugh Steverson

The Notes on pages 32 to 44 form an integral part of these Accounts
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The Merchants Trust PLC

Cash Flow Statement

for the year ended 31 January 2007

2007 2007 2006
£ £ £
Note

Net cash inflow from operating actmties 16 28,262,666 22,805,795
Servicing of finance
Interest paid (9,530,065) {9,556,529)
Didends on Preference Stock (42,997) (64,496)
Net cash outflow from servicing of finance {9,573,062) {9,621,025)
Financial investment
Purchases of fixed asset investrments (236,518,625) (139,140,607)
Sales of fixed asset nvestments 238,513,660 146,798,780
Net cash nflow from investing activities 1,995,035 7,558,173
Equity dmidends paid 6 (19,964,324) {18,661,054)
Net cash mflow before finanang 720,315 2,181,889
Financing
Cash transferred from Allianz Dresdner Income Growth Investment Trust plc 1n connection with
the issue of Ordinary Shares n 907,990 -
Increase in cash 17 1,628,305 2,181,889

Further detarls of non-cash consideration are prowded in Note 11 on page 40

The Notes on pages 32 10 44 form an integral past of these Accounts
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The Merchants Trust PLC

Statement of Accounting Policies

for the year ended 31 January 2007

1

32

The accounts have been prepared under the historical cost convention, modified to include the revafuation of fixed asset invesiments, and in accordance
with the United Kingdom law, United Kingdom Generally Accepted Accounting Practice (UK GAAP) and the revised Statement of Recommended Practice -
‘Financial Statements of Investment Trust Companies’ (SORP) 1ssued 1n December 2005 by the Assoaiation of Investment Companies {formerly the
Assocation of Investment Trust Companies)

Revenue - Dvidends on equity shares are accounted for on an ex-dvidend basis UK dwidends are shown net of tax credits Income from convertible
securities having an element of equrty 1s recognised on an accruals bass Interest receivable on non-equity shares 1s recogmised on an accruals basis

Special dwidends are recognised on an ex-dividend basis and treated as a capital or revenue item depending on the facts and arcumstances of each
dvidend

Where the Company has elected to recenve its dnidends in the form of additional shares rather than in cash, the equivalent of the cash diwdend 15
recognised as income Any excess In the value of the shares recewved over the amount of the cash dvidend 1s recogmised in capital reserves

Deposit interest recevable and stocklending fees are accounted for on an accruals basis Underwrniting commission 1s recognised when the 15sue
underwntien closes

Investment management fees and administrative expenses — The Investment management fee 1s calculated on the basis set out in Note 2 to the accounts
and 1s charged to capttal and sevenue In the ratio 65 35 to reflect the Board's investment policy and prospective spit of capital and revenue returns Other
administrative expenses are charged in full to revenue, except handling charges which are charged to capital

Valuation - Investments are designated as keld at fair value through profit or loss in accordance with FRS 26 ‘Financial Instruments Measurement” Listed
imvestments are valued at bid market pnces Unlisted investments are valued by the Directors based upon the latest dealing prices, stockbrakers' valuatians,
net asset values, earmings and other known accounting information in accordance with the pninciples set out by the International Private Equity and Venture
Caprtal Valuabon Gurdelines issued in March 2005

An unrealised Caprtal Reserve has been established to reflect differences between value and book cost. Net gains or losses arising on reahsation of
mvestments are taken directly to the realised Capital Reserve

Finance costs - In accordance with the Finanaial Reporting Standard 25 ‘Financial Instruments Disclosure and Presentation” and FRS 26 ‘Financial
Instruments Measurement’, long term borrowings zre stated at the amount of net proceeds on issue plus accrued finance costs to date Finance costs are
calculated over the term of the debt on the effective interest rate basis

Where debt 1s 1ssued at a premium, the premium 15 amortised over the term of the debt on the effective interest rate basis

Finance costs net of amortised premiums are charged to capital and revenue in the ratio 65 35 to reflect the Board's investment policy and prospecive split
of caprtal and revenue returns

Dmidends payable on the 3 65% Cumulative Preference Stock are classified as an interest expense and are charged m full to revenue

Taxation - Where expenses are allocated between capdal and revenue, any tax relief obtained in respect of those expenses 15 allocated between capital and
revenue on the margmal basis using the Company's effective rate of Corporation tax for the accourting period

Deferred taxation is recognised in respect of all iming differences that have oniginated but not reversed &t the balance sheet date, where transactions or
events that result in an obligation to pay more tax or a right to pay kess tax in the future have occurred Timing differences are differences between the
Company's taxable profits and its results as stated in the accounts




The Merchants Trust PLC

Statement of Accounting Policies

for the year ended 31 January 2007

A defermed 1ax asset 1 recognised when it 1s more hikely than not that the asset wall be recoverable Deferred tax s measured on & non-discounted basis at
the rate of Corporation tax that 1s expected to apply when the tming differences are expected to reverse

7 Foreign currency - In accordance with FRS 23 ‘The Effect of changes in Foreign Currency Exchange Rates’, the Company 1s required to nominate a
functional currency, bemng the cusrency in which the Company predominately operates The functional and reparting currency 15 pound sterling, reflecting
the primary economic environment i which the Company opesates Transachons in foreign currences are translated into sterling at the rates of exchange
ruling on the date of the transaction Foreign currency assets and labilities are translated into sterling at the rates of exchange ruling at the balance sheet
date Profits and losses thereon are recognised in Capital Reserves

8 Dmdends - In accordance with FRS 21 ‘Events after the Balance Sheet Date”, the final dmidend payable on Ordinary Shares Is recognised as a liability when

approved by shareholders Intenm dividends are recognised only when paid

9 Preference Stock - In accordance with FRS 25 ‘Financial Instruments Disciosure and Presentation’, the 3 659 Cumulative Preference Stock 1s dassified as a

labihity as the nghts of the stockholders to receive dnadend payments are not calculated by refesence to the Company’s profits
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The Merchants Trust PLC

Notes to the Accounts

for the year ended 31 January 2007

1 Income
2007 2007 2006
£ £ f
Total income compnses
Income from investments *
Equity income from UK investments} 27,334,101 24,206,347
Equity income from overseas investments - 151,663
Income from fixed interest securities 7325 -
27341426 24,358,010
Other income
Deposit interest 274,898 339,652
Underwriting commission 124,962 10,363
Stocklending fees 9,164 6,238
409,024 356,253
Total income 27,750,450 24,114,263
*All equity income 15 denved from listed nvestrments
{includes special dradends of £1,302,224 (2006 - £nil)
2 Investment Management Fee
2007 2007 2007 2006 2006 2006
£ £ £ £ £ 3
Revenue Capital Total Revenue Capital Total
Investment management fee 961,650 1,785,921 2,74751 823,956 1,530,205 2,354,161

The management contract with RCM (UK) Limited ('RCM), terminable at one year's notice, provides for a management fee based on 0 35% (2006 - 0 35%)
per annum of ihe value of the Company's assets calculated monthly after deduction of current liabiiies, short tesm loans under one year and any funds within
the portfolio managed by RCM The amounts stated include irrecoveralle VAT of £409,213 (2006 - £350,620) Under the contract, RCM prowides the Company

with investment management, accounting, secretanal and adminisiration serces

3 Administrabon Expenses

2007 2006
3 £

Auditors’ remuneration
for audit seices 21,626 19,388
for non audit services 3,525 7,050
25,151 26438
Directors’ fees 89,950 69,388
Marketing costs of Share Plan 76,907 232,018
Other administrative expenses 296,130 294,034
488,138 621,878

() The above expenses incude value added tax where applicable

{m Until 31 May 2006 the Directors were paid at a rate of £12,000 per annum, with an addstional payment to the Charrman of the Audit Committee of £3,000
per annum, and the Chairman was paid at a rate of £20,000 per annum These rates were increased with effect from 1 June 2006 to £15,000 per annum

for the Directors, with the Audit Committee Chairman recenang an additional £2,000, and £25,000 for the Chairman of the Board

{iiy Audt fees for non-audit services in 2007 include fees of £3,000 for review of compliance with loan covenanis
{v) Auditors’ remuneration includes VAT of £3,763 (2006 - £3,938)
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The Merchants Trust PLC

Notes to the Accounts

for the year ended 31 January 2007

4 Finance Costs Interest Payable and Similar Charges

2007 2007 2007 2006 2006 2006
£ £ £ £ £ £
Revenue Capitat Total Revenue Capal Total
On Stepped Rate Interest Loan repayable
after more than five years 1,445,140 2,683,832 41284972 1,384,740 2,571,660 3,956,400
On Fixed Rate Interest Loan repayable after
more than five years 1,315,731 2,443,501 3,759,232 1,321,650 2,454,493 3,776,143
On 4% Perpetual Debenture Stock repayable after
more than five years 19,250 35,750 55,000 19,250 35,750 55,000
On 5 875% Secured Bonds repayable after
more than five years 623,539 1,158,001 1,781,540 623,053 1,157,098 1,780,151
On 3 65% Cumulative Preference Stock repayable after
more than five years 42,997 - 42,997 42,997 - 42,997
On Sterling overdraft - - - 22,780 - 22,780
3,446 657 6321084 9,767,741 3,414,470 6,219,001 09,633,471
5 Taxation
2007 2007 2007 2006 2006 2006
13 £ f 3 £ £
Revenue Capital Total Revenue Capital Total
a) Analysis of tax charge for the year
Corporalion tax - - - - - -
Tax charge on ordinary activiiies - - - - - -
b) Factors affecting the current tax charge for the year
Return on ordinary activities before taxation 22,854,005 63,330,575 86,184,580 19,853,959 89,037,383 108,891,342
Tax on the return on ordinary acimvties at the
standard rate of Corporation tax in the UK of 30%
{2006 - 309%) 6,856,201 18,999,173 25,855,374 5,956,188 26,711215 32,667 403
Effedts of
Non taxable income (8,200,230} - (8,200,230} (7,261,904) - (7.261,904)
Non taxable capital gams - (21432080) (21,432,180 - {29037604) (29,037,604
Disallowable expenses 69,595 63,350 132,945 98,509 31,349 126,858
Excess of allowable expenses over taxable income 1,274,434 2,369,657 3,644,091 1,207,207 2,295,040 3,502,247

Current tax charge

The Company's taxable income 1s exceeded by its tax allowable expenses, which include both the capital and revenue elements of the management fee and
finance costs of borrowings The Company has surplus expenses camed forward of £102 2m (2006 - £90 Im) Given the Company's current investment
strategy, tis unlikely to generate sufficient UK taxable profits io relieve these expenses

As at 31 January 2007 there 1s 2n unrecognised deferred tax asset, measured at the standard rate of 30%, of £30 7m (2006 - £270m) This deferred tax asset
relates to the cusrent and prior year unutilised expenses It is considered unlikely that there will be 3 liability in the future against which the deferred tax asset
can be offset Thesefore, the tax asset has not been recognised

Due to the Company’s status as an approved imvesiment trust and the intention to continue meeting the conditions required to obtain approval in the
foreseeable future, the Campany has not prowided deferred tax on any capital gains and losses ansing on the disposal of investments
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The Merchants Trust PLC

Notes to the Accounts

for the year ended 31 January 2007

6 Dwmdends on Ordinary Shares

2007 2006

£ E

Third interim dwidend 4 8p paid 17 February 2006 (2005 - 4 5p) 4,900,989 4,594,677
Final dvidend 4 8p paid 10 May 2006 (2005 - 4 5p) 4,300,989 4,594,677

First intenm dividend 4 9p paid 17 August 2006 (2005 - 4 6p) 5084,234 4,696,781
Second intenm dvidend 4 9p pard 14 November 2006 (2005 - 4 7p) 5.084,234 4,798,885
Uncollected diwidends fsom prior years (6122) (23,966}
19,964,324 18,661,054

Dmidends payable at the year end are not recognised as a liability under FRS 21 ‘Events after the Balance Sheet Date’ {see page 33 - Statement ¢f Accounting

Policies) Details of these dmidends are set out below

2007 2006

£ £

Third intenm dwidend 5 1p payable 16 Febsuary 2007 (2006 - 4 8p) 5,291,754 4,900,989
Final proposed dividend 5 1p payable 16 May 2007 (2006 - 4 8p) 5,291,754 4,900,989
10,583,508 9,801,578

The proposed fina! dwdend accrued 1s based on the number of shares in 1ssue at the year end However, the dvidend payable will be based on the number of
shares in issue on the record date and will reflect any purchases and cancellation of shares by the Company setled subsequent to the year end

Ordinary didends paid by the Company carry a tax credit at a rate of 10% The credit discharges the tax hability of shaseholders subject to income tax at less

than the hugher rate Shareholders liable to pay tax at the higher rate will have further tax to pay

7 Return per Ordinary Share

2007 2007 2007 2009 2006 2006

£ £ £ £ £ £

Revenue Capnal Total Return Revenue Capttal Total Return

Return attnbutable to Ordinary Shareholders 22,854,005 63,330,575 86,184,580 19,853,959 89,037,383 108,891,242
Return per Ordinary Share 207p 61 44p 836lp 19 44p 8720p 106 64p

The weighted average number of shares in 1ssue during the year was 103,083,890 (2006 - 102,103,936)
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8 Fued Asset Investments

2007 2006
E £
Listed on The London Stock Exchange at market valuation 695,742,546 621,905,781
Unlisted at farr value 27425 42,489
Total fixed asset nvestments 695,769,971 621,948,270
Market value of investments brought forward 621948270  535094,994
Adjustment from mid market to bid prices - (28,000
Unrealised gains brought forward (118,104,550) (57,934,642}
Cost of iInvestments held brought forward 503,843,720 477,132,352
Additions at cost 244,541,594 139,140,607
Disposals at cost (183,862,618)  (112,429,239)
Costs of investments held at 31 January 564,522,696 503,843,720
Unrealised gans at 31 fanuary 131,247,275 118,104,550
Market value of investments held at 31 January 695,769,971 621,948,270
Net gains on investments
Net realised gains on histoncai costs 53,443,663 36,622,105
Adjustment for net unrealised gams recognised in previous years (37)89607)  (24,567,546)
Net realised gans based on carrying value at previous balance sheet date 16,254,056 12,054,559
Net unrealised gans ansing In the year 50,332,332 84,737,454
Gains on investments before speciat dwidends 66,586,388 96,792,013
Specal dvidends credited to capial 4,854,213 -
Net gaing on investments 71,440,601 96,792,013

Transaction costs on purchases amounted to £1,502,518 (2006 - £888,492) and transaction costs on sales amounted to £369,855 (2006 - £302,257)

Stocklending

Aggregate value of securities on loan at year-end £0m £280m
Maximum aggregate value of secunties on loan dunng the year £720m E720m
Fee income from stocklending during the year £9,164 £6,238

In respect of secunties on loan at the year-end, the Company held £NII (2006 - £29 4m) as collateral, the value of which exceeded the value of the loan
securities by £NIF (2006 - £14m)

In respeci of the maxmum 2ggregate value of secunties on loan durning the year, the Company held £75 6m (2006 - £75 6m) as collateral, the value of which
exceeded the value of secunties on loan by £3 6m (2006 - £3 6m)
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9 Investments in Other Companies

The Company held more than 10% of the share capital of the following companies, both of which are incorporated i Great Britain and registered in England

and Wales
Total
Net Assets* Class of
Company £ Shares held
First Debenture Finance PLC ('FDFY) (5,093,056) ‘K Shares
‘B’ Shares
‘C’ Shares
‘D’ Shares
Fintrust Oebenture PLC ('Fintrust’) 22,066 Qrdinary

% of
Class held

392
592
456
533

500

% Equity

492

500

in the opimon of the Directoss, the Company Is it In a position to exert significant influence over the financial or operating paliaes of FDF or Fintrust, either
through voting nights or through agreement with those companies” other shareholdess, due to provisions in FDF and Fintrust's Articles of Assocation and in
cartatn contracts between the Company and each of FDF and Fintrust. The aggregate share capital, reserves and results are immatenal to the Company's
accounts FOF and Fintrust are the lenders of the Company's Stepped Rate Loan and Fixed Rate Interest Loan, as detalled in Notes 10(f} and 10(1), respectvely

Apart from the finance costs, there were no other transactions between FOF, Fintrust and the Company during the year

* As at the date of the latest published financial statements of FDF or Fintrust, as appropnate

10 Current Assets and Creditors

2007 2006
£ £
Debtors

Sales for future settlement 1,045,185 2,252,564
Accrued income 1,693,069 1,238,443
Other debtors 98,649 95,673
2,836,903 3,586,680

Cash at bank
Cusrent account 7,003,101 5374,796
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10 Current Assets and Creditors (continued)

2007 2006
£ E
Note
Creditors Amounts falling due within one year -

Purchases for future seitlement 1,029,736 -
Other creddars 878,218 1,523,883
Interest on borrowings 10¢v1) 1,319,266 1319,266
3,227,220 284349

Creditors Amounts falling due after more than one year -
Stepped Rate Interest Loan 100) 35,829,501 35,512,189
Fixed Rate Interest Loan 1G{11) 46,111,863 46,253,156
5 875% Sequred Bonds 2029 10(ni) 29,053,646 25,035,056
4v Perpetual Debenture Stock 10(wv) 1,375,000 1,375,000
3 6590 Cumulatve Preference Stock 10v) 1,178,000 1,178,000

¢

)

113,548,080 113,353,401

The effective interest rate on the Stepped Rate Interest Loan over its terms 15 11 28% per annum

The Stepped Rate Interest Loan ncludes adjustable Stepped Rate Interest Loan Notes of £5,133,520 and Stepped Rate Interest Bonds of £20.534,079 1ssued
at 974% These amounts are repayable on 2 January 2018 exclusive of any redemption expenses, together with a premium of £8,366,513

The initial interest rate in 1987 on the Loan Notes and Bonds was 716% per annum This increased annually by 75% compound until January 1998 when it
reached its current rate of 14 758 However, the combined effect of this interest charge and the accrual of the premium referred to above results in an
effective imerest rate of 1128% per annum Interest 1s payable i Jenuary and July each year

Interest on the Loan Notes 15 vangble in accordance with the terms of the agreement with the lender, First Debenture Finance PLC (FOF)

The Company has guaranteed the repayment of £34,012,852, being its proportionate share {65 15%) of the required amount to enable FDF to meet all of
its liabilities to repay principal and interest on s £52 2 million of 1112586 Severally Guaranteed Debenture Stock 2018 There 1s a floating charge on all the
Company's present and future assets to secure this obligation The Cormpany has glso agreed to meet s proportionate share of any expenses incursed by
FOF, mduding any tax hability whnch may accrue to FBF generally or as a result of the redemption or earlier transfer of the Siepped Rate Loan Notes and
Bonds held by FDF The accounting treatment adopted in respect of the stepped rate interest and redernption premiums is set out in the Statement of
Accounting Policies

The Fixed Rate Interest Loan of £42,000,000 15 due {0 Fintrust Debenture PLC ('Fintrust’y This loan, 1ssued i 1993, 1s repayable i 2023 and carnes interest
at the raie of 9 251250 per annum on the prinapal amount payable in arrears by equal half yearly instalments in May and November in each year As
securtty for this loan, the Company has granted a floating charge over all its undertakings, praperty and assets in favour of the lender This charge ranks pan
passu with the floating charge noted n 10()) above

The onginal loan from Fintrust is stated at net proceeds {being the principal amount of £30,000,000 less 1ssue costs of £141,053) plus accrued finance costs

Following the liquidation of Klenwart Overseas Investment Trust plc ('KOIT) in Masch 1998, the Company assumed £12,000,000 of KOIT's abligations to
Fintrusi. Both the interest cost and repayment terms of this addional borrowang were wdentical to the Company’s existing loan of £30,000,000 In order that
the finance costs on this new barrowing be comparable to exsting market rates at that tme, the Company also receved a premium payment from KOIT of
£5,286,564 This premium s being amorused over the remaining life of the loan, as set out in the Statement of Accounting Policies At 31 January 2007, the
unamorused premium included within the Fuxed Rate Interest Loan balance of greater than one year amounied to £4,229,629 (2006 - £4,373,764)
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10 Current Assets and Creditors (continued)

(1) The £30,000,000 5 875% Secured Bonds, repayable on 20 December 2029, carry interest at the rate of 5 875% per annum on the prnctpal amount
payable 1n arrears by equal half yearly instalments i June and December each year As security for this loan the Company has granted a floating charge
ranking pan passu wath the floating charges referred to 1n Note 10() and 10(r) above aver the whole of the present and future undertakings, property,
assets and nghts of the Company

The accounting treatment adopted in respect of the Bonds 1s set out in the Statement of Accounting Palicies

{v) The 4% Perpetual Debenture Stock 15 secured by a floating charge on the asseis of the Company, which ranks prior o any other floating charge Interest 15
repayable in arrears by equal half yearly instalments in May and November

() The 365% Cumulative Preference Stock 1s recogrised as a creditor due after more than one year under the prowisions of FRS25 ‘Finanaal Instruments
Disclosure and Presentation’ The nght of the Stack to receive payments 15 not calculated by reference to the Company’s profits and, in the event of a return
of capiial are hmited to a specific amount, being £1,178,000 Dmdends on the Preference Stock are payable half yearly on 1 August and 1 February

{v1) Interest on outstanding borrowings consists of

2007 2006
£ £
Stepped Rate Interest Loan 313,728 313,728
Fixed Rate Interest Loan 783,545 783,545
5 875% Secured Bonds 2029 208,243 208,243
4% Perpetual Debenture Stock 13,750 13,750
1,319,266 1,319,266
11 Called up Share Capital
2007 2006
£ £
Authorised
150,403,747 Ordinary Shares of 25p (2006 - 107,431,245) 37,600,936 26,857,812
Allotted and fully paid
103,759,877 Ordinary Shares of 25p (2006 - 102,103,936) 25,939,969 25,525,964

On 29 June 2006, Investments and cash amounting to £7m and £09m respectively were transterred into the Company following the reconstruction of Allanz
Dresdner Income Growth Investment Trust pl, as constderation for 1,655,941 new Ordinary Shares issued at 4771p
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12 Capital Reserves

Realised Unrealised Total

£ £ t

Balance at 1 February 2006 351,107,802 118,104,550 459,212,352
Net gains on realisation of investments 16,254,056 - 16,254,056
Speciat dmdends 4854213 - 4,854,213

Transter on disposal of investments

Net unrealised gains asising in year

Investmeni management fee

Finance costs mnterest payable and similar charges
Other capttal charges

Balance at 31 January 2007

13 Revenue Reserve

37189607  (37,189,607) -
- 50332332 50,332,332

(1,785,921) - (1,785,921
(6,321,084) - (6,321,084)
(3.021) - (3.021)

401,295,652 131,247,275 532,542,927

£

Balance at 1 February 2006
Revenue for the year
Dwidends on Ordinary Shares

Balance at 31 January 2007

14 Net Asset Value per Share

19,878,801
22,854,005
(19,964,324)

22,768,482

The Net Asset Value per share was as follows

Net Asset Value per Share attnbutable

2007 2006

Crdinary Shares of 25p 567 5p 504 1p
Net Asset Value attnbutable

2007 2006

Ordinary Shares of 25p £588,834,675 £514,713,196

The Net Asset Value per Ordinary Share 15 based an 103,759,877 Ordinary Shares n issue at the year end (2006 - 102,103,936)

15 Contingent Liabiliies and Commitments

At 31 January 2007 there were no outstanding contingent lsabilities {2006 - £nil} in respect of underwnting commitments and calls on partly paid investments

Detalls of the guasantee prowided by the Company as part of the terms of the Stepped Rate Loan are provided m Note 10(1) ‘Cusrent Assets and Creditors’ on

page 39
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16 Recanaliation of Return on Ordinary Activities before Taxation to Net Cash Flow fram Operating Actities

2007 2006
£ £
Total return before taxation 86,184,580 108,891,342
Add Finance costs interest payable and similar charges 9,767,741 9,633,471
Add Special dwidends cradited to capital 4,854,213 -
Less Net gains on investments at fair value (71,440,601} (96,792,013}
29,365,933 21,732,800
(Increase) decrease wn debtors (457,602) 379,653
{Decrease) mcrease n creditors (645,665) 693,342
Net cash inflow from operating actvities 28,262,666 22,805,795
17 Reconclhation of Net Cash Flow to Movement in Net Debt
{) Analysis of net debt
Cash Stepped 5 875% 485 3 65% Net
and Fixed Secured Perpetual Cumulatve Debt
Rate Bonds Debenture Preference
loans 2029 Stock Stock
£ £ f £ £ £
At 1 February 2006 5,374,796 (81,765,345) (29,035,056) (1,375,000) (1,178,000)  {107,978,605)
Movement in year 1,628,305 (176,089} (18,590) - - 1,433,626
At 31 January 2007 7,003,101 (81,941,434} (29,053,646) (1,375,000) (1,178,000}  (106,544,979)
() Reconcihatton of net cash flow to movement in net debt
2007 2006
£ £
Net cash inflow 1,628,305 2,181,889
Increase in long term loans (194,679) (33,945)
Movement in net funds 1,433,626 2147944
Net debt brought forward 107,978,605y  (110,126,549)
Net debt camied forward (106,544,979)  (107,978,605)
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18 Financial Risk Management

The note below should be read in comunction with the Finanaal Risk Management statements of the Company on page 13

{a) Interest Rate Risk Profile
The tables below summarise in Sterling terms the assets and liabilities whose values are affected by changes in interest rates, together with the weighted
average Interest rates and penods for which rates are fixed on the fixed interest bearing assets and liabilties

2007 2007 2007 2007 2006 2006 2006 2006
Fixed Floating Nil Total Fixed Floating Nl Total
rate rate nterest rate rate nterest
Interest interest nterest Interest
E000s £000s £000s E000s £000s £000s £000s £000s

Currency

Financial Assets
Values not directly affected by changes in nterest rates

Equities Sterling - - 695,770 695,770 - - 621,933 621,933
Equities US Dollar - - - - - - 15 15
Cash Sterling - 7.003 - 7,003 - 5375 - 5,375
Total Financial Assets - 7.003 695,770 702,773 - 5375 621,948 627,323

Financial Liabilities
Values directly affected by changes i interest rates

First Debenture

Finance lgan Sterling (35,829) - - (35,829) (35,512) - - (35,512)
Fintrust loan Sterhng {46,112) - - (46,112) {(46,253) - - (46,253)
5 875% Secured

Bonds 2029 Sterhng {29,054) - - (29,054) (29,035) - - (29,035)
4% Perpetual

Debenture Stock ~ Sterling (1,375) - - {1,375) (1,375) - - {1375)
3 65% Cumulative

Preference Stock  Sterling {1,178) - - (1,178 {(1178) - - (1,178
Total Financial Liabilities (113,548) - - {113,548) (113,353) - - (113,353)
Net Financial (Liabiliies) Assets ~ (113,548) 7,003 695,770 589,225 (113,353) 5375 621,948 513,970

Short term debtors
and creditors (390) 744

Net Assets per Balance Sheet 588,835 514,714
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18 Finanaal Risk Management (conttnued)

The fxed rate interest beanng habilies bear the following coupon and effective rates as ai 31 January 2006 and 31 January 2007

Effective
Maturty Amaount Coupon rate since
date borrowed fate inception'

£
First Debenture Finance loan - bonds 212018 20,534,079 14 75% 1128%
First Debenture Finance loan - notes 2/if2018 5,133,520 14 75% 1128%
Fintrust - onginal loan 20M/2023 30,000,000 925125% 951%
Fintrust - new loan 2072023 12,000,000 925125% 600%
5 875% Secured Bonds 2029 20/12/2029 30,000,000 58750 §23%
4% Perpetual Debenture Stock nfa 1,375,000 400% nfa
3 65% Cumulative Preference Stock nfa 1,178,000 3 65% nfa

‘The effective rates are cafculated i accordance with FRS 26 ‘Financal Instruments Measurement” as detailed in the Accounting Policies

The weighted average effective rate of the Company's fixed interest beanng liabilites (excluding the 4% Perpetual Debenture Stock 2nd the 3 65% Cumulative
Preferance Stack) 15 8 54%0 (2006 - 8 54%) and the weighted average period to matunty of these liabilies 15 17 2 years (2006 - 18 2) years

{b) Currency Risk Profile
As at 31 January 2007 £ril {2006 - £14,944) of the assets of the Company wese denominated in US Dollars with the effect that the total net assets and total
return are not matenally affected by currency movements

(¢) Fair Value Disclosures
The assels and liabilites of the Company are held at a farr value with the exception of the liabilies shown below?

2007 2007 2006 2006

£ mall:on £ million £ milhon £ million

Book value Farr value Book value Fair value

First Debeniure Finance Loan 358 484 355 523
Fintrust Loan 461 577 463 629
5 875% Secured Bonds 2029 291 1 269 341
4% Perpetual Debenture Stock 14 11 14 12
3 65% Cumulatve Preference Stock 12 08 12 07

The fair value 15 derived from the closing market value as at 3) January 2007 and 31 January 2006

(d) Liquidtty Profile

The matunty profile of the Company's financial hiabilities at 31 January 2007, (being the borrowings from Fintrust, First Debenture Finance, the 5 875% Secured
Bonds, the 445 Perpetual Debenture Stock and the 3 65% Preference Stock), 1s detalled in Note 10 ‘Current Assets and Creditors’ on pages 39 (o 40 The
undrawn committed borrowings faclities available 1o the Company at 3t January 2007 were £10,000,000

{e) Hedging Instruments
At the year end the Company had no hedging arrangements in place (2006 - nif)




The Merchants Trust PLC

Notice of Meeting

Notice 15 hereby given that the Annual General Meeting of The
Merchants Trust PLC wili be held at One Moorgate Place,
London EC2R 6EA, on 14 May 2007 at 12 00 noon to transact ihe
following business

Routine Business

| Toreceve and adopt the Report of the Directors and the
Accounts for the year ended 31 January 2007 together with
the Auditors’ Report thereon

2 To declare a final dividend of 5 1p per Ordinary Share
3 To reelect Sir Bob Reid as a Director

4  Toreelect Mr P ] Scott Plummer as a Director

5 Toelect Mr] M Sassoon as a Director

6  To approve the Directors’ Remunerauon Report

7 To re appoint PricewaterhouseCoopers LLP as Auditoss of the
Company, to hold office unti the cenclusion of the next general
meeting at which accounts are lard before the Company

8  To authorise the Directors to determine the remunerat:on of
the Auduors

Special Business

To consider and if thought fit to pass the following resolutions
Resolution 10 will be proposed as an Ordinary Resolution and
Resolutions 9 and 11 as Special Resclutions

©  That the Company be and 15 hereby generally and
unconditonally authorised 1n accordance with Section 160 of
the Companies Act 1985 (the *Act’) to make market purchases
{within the mearung of Section 163 of the Act) of Ordinary
Shares of 25p each in the capital of the Company {'Ordinary
Shares’), provided that

(1) the maximum number of Ordinary Shares hereby
authortsed to be purchased shall be 15,553,605,

{n) the mmmum price which may be pad for an Ordinary
Share 15 25p,

(m} the maximum ptice which may be paid for an Ordinary
Share 15 an amount equal to 105 per cent of the average
of the middle market quotauons for an Ordinary Share

taken from the London Stack Exchange Official List for
the five business days immediately preceding the day on
which the Ordinary Share 1s purchased or such other
amount as may be specified by the London Stock
Exchange from time 0 time,

(tv) the authonty hereby conferred shall expire at the
conclusion ¢f the Annual General Meeting of the
Company m 2008 ar, if earher, on the expiry of
18 months fromn the passing of this resclution, unjess such
authonty 1s renewed prior to such tme, and

(v) the Company may make a contract to purchase Ordinary
Shares under the authornity hereby conferred prior to the
expiry of such authority which will or may be executed
wholly or partly after the expiration of such auihonty and
may make a purchase of Ordinary Shares pursuant to any
such contract

10 That for the purposes of Section 80 of the Companies Act
1985 the Directors be generally and unconditionally authensed
to exercise all the powers of the Company to allot relevant
secunties (within the meaning of the said Section} up (o an
aggregate normnal amount of £8,646,656 provided that

(1} the authority granted shall expire five years from the date
upon which thus Resolution 15 passed but may be revoked
or varted by the Company i general meeung and may be
renewed by the Company in general meeting for a further
penod not exceeding five years, and

(11} the authonty shall allow and enable the Direciors to make
an offer or agreement before the expiry of that authonty
which would or might require relevant secunues to be
allotted after such expiry and the Directors may allot
relevant securities in pursuance of any such offer or
agreement as If that authonty had not expired
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L} That the Directors be empowered 1n ac¢ordance with Section
95 of the Companies Act 1985 to allot equity secunties {within
the meanng of Section 94 of the Act) for cash pursuant to the
authority conferred by Resolution 10 as if sub section {1) of
Section 89 of the Act did not apply to any such allotment
provided that

{1} the power granted shail be limited to the allotment of
equity securities wholly for cash up to an aggregate
nominal amount of £1,296,998,

(1) the power granted shall (unless previously revoked or
renewed) expire at the conclusion of the next Annual
General Meeting of the Company after the passing of this
resolution, and

(1) the said power shall aliow and enable the Directors to
make an offer or agreement before the expiry of that
power which would or might require equity securiuies to
be allotted afier such expiry and the Directors may allot
equity secunties in pursuance of such offer or agreement

Annual General Meeting Venue

as if that power had not expired Cpﬁ/’,__

155 Bishopgate, By'Orderof the Board
London EC2M 3AD K ] Salt
4 Apnil 2007 Secretary

Notes Members enttled to attend and vote at this Meeung may appolnt one or more
proxies 10 attend and, on a pell, vote In their steed The proxy need not be a Member
of the Company Duly completed forms of proxy must reach the office of the Registrars
at least 48 hours before the Meeung, A form of proxy is provided with the Annual
Report Completion of the enclosed form of proxy does not preclude a Member from
attending the Meeting and voung in person

Shares held 10 unceruficated form [t ¢ in CREST) may be voted through the CREST
Proxy Voung Service in accordance with the procedures set out in the CREST manual

To be entltled to attend znd vote at the Meetlng (and for the purpose of the
determination by the Company of the number of votes they may casth Members must
be entered on the Company's Register of Members at 6 pm on 12 May 2006 (‘the
specified ume’] If the Meeting 15 adjourned to a time not more then 48 houts aftet the
specified time applicable to the original Meeting, that time will also appty for the
putpose of determlrung the entitlement of Members to attend and vote {and for the
purpose of determining the number of votes they may cast] at the adjourned Meetlng.
If, howeves, the Meeunyg is adjourned for a longer period then, to be so entitled,
Members musz be entered on the Company's Reglster of Members at the time which Is
48 hours before the ume fixed for the adjourned Meetng o, If the Company gives
nouce of the adjourned Meetlng,. at the time specified 1n that notice

Cantracts of service are not entered inte with the Directors, who hold office in
accordance with the Articles of Assoclatlon
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Investor Information

The Managers

Alhanz Global Investors 15 the markeang name of RCM (UK)
Limited, Alhanz Group’s regulated UK fund management company,
which 1s authorised and regulated by the Financial Services
Authority

Allianz Global Investars 1s one of the largest fund managers 10
Europe, and as at 31 December 2006, had combined assets of
£B876 billion under management Through 11s predecessors, 1t has a
heritage of investment trust management expertise 1n the UK
stretching back to the nineteenth century and had £1 3 billion
assets under management 1n a range of Invesiment trusis as at

31 December 2006

Results

Half year announced in September

Full year announced i March

Report and Accounts posted te shareholders i Apnil
Annual General Meetung held in May

Ordinary Dividends

First quarterly paid 1n August
Second quarterly paid 1n November
Third quarterly pald in February
Final usually paid In May

Preference Dividends
Payable hatf-yearly on 1 August and | February

Payment of Dividends Direct to Bank Accounts
Cash dividends will be sent by cheque to first narmed shareholders
at their registered address together with a tax voucher Dividends
may be paid direcily into shareholders’ bank accounts Details of
how this may be arranged can be obtamned from the Regstrars,
Capita Registrars, The Registry, 34 Beckenham Road, Beckenham,
Kent BR3 4TU Dividends mandated in this way are paid via BACS
(Bankers' Automated Clearing Service) Tax vouchers wall then be
sent directly to shareholders at their registered address unless other
structions have been given

& Contact Details

Dividend Reinvestment Plan for Ordinary
Shareholders

Dividend reinvestment has always been an option for Share Plan
and/or Pep/ISA mnvestors and the Company 13 pleased that a similar
facility 15 now to be made avalable to Ordinary Shareholders as
well The Dividend Reinvestment Plan 1s to be operated by the
Company’s Regstrars, Capita Registrars Capiia will enclose an
introductory card with the final dividend payment in May, and
further information on the Terms and Conditions, and details of
how to apply, can be requested by completing and returning the
card to the Registrars

Market and Portfolio Information

The Company’s Ordinary Shares are listed on the London Stock
Exchange The market price, price range, gross yield and net asset
value are shown daily in The Fmancial Times and The Daily
Telegraph The net asset value of the Ordinary Shares 1s calculated
weekly and published by the London Stock Exchange Regulatoty
News Service The geographical spread of investments and ten
largest holdings are also published monthly by the Londen Stock
Exchange Regulatory News Service They are also available to any
enquirer of Alhanz Global Investors, either via Envestor Services on
0800 317 573 or on the Manager's website

www alhanzglobalinvestors co uk

Share Prices
The share pnices quoted in the London Stock Exchange Daly
Official List for 31 January 2007 were 512 75p — 513 25p

For CGT ndexauon purposes, at 31 March 1982 the share price,
after adjustment for bonus 1ssues, was 48 75p

Share Plan

The Allanz Global Investors Investment Trust Share Plan provides a
converuent and economical way for shareholders to increase their
existing holdings Investments can be in the form of a regular
monthly contribution, or an indrdual lump sum or a combinaton
of the two There are arrangements for the reinvestment of
dividends and for selung and switching Full details of the plan are
available from Allianz Global Investors, etther via [nvestor Services
on 0800 317 573 or the Manager's website

www allianzglobahinvestors ¢o uk
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Investor Information & Contact Details

Investment Trust Maxi ISA and PEP Transfer

Shareholders can invest 1n the shares of the Company through the

Alhanz Global Investors Investment Trust Maxi ISA and PEP
Transfer Full detalls are available from Alhanz Global [nvestors,
either via Investor Services on 0800 317 573 or the Manager's
website www allianzglobalinvestors co uk

Website

Further information about the The Merchants Trust PLC 15 available

on the Manager’s website
www allanzglobalinvestors co uk

Association of Investment Companies (AIC)
The Company ts a member of the AIC, the trade body of the
1nvestment trust industry, which provides a range of literature
including fact sheets and a monthly statisuical service Copies of
these publications can be obtamned from the AIC, @th Floor,

24 Chiswell Street, London ECLY 4YY, or at www theaic co uk

AIC Category UK Growth and Income

Shareholders’ Enquiries

Capiia Registrars are the Company's registrars and mainiain the
share register In the event of quenes regarding their holdings of
shares, lost ceruficates, dividend cheques, registered details, etc,
shareholders should contact them on 0870 162 3100 o1, 1if

telephoning from overseas, +44 20 8639 2157 Changes of name

and address must be notified to the Regisirars in wnting

Any general enquirtes about the Company should be directed to the

Company Secretary, The Merchants Trust PLC, 155 Bishopsgate,
London EC2M 3AD

Managers and Advisers

Fund Manager
RCM {UK) Limuted
Represented by Sumon Gergel

Secretary and Registered Office
Kirsten Sait BA {Hons) ACIS

155 Bishopsgate

London EC2M 3AD

Telephone 020 7065 1513

Registered Number 28276

Registrars and Transfer Office

Capita Regstrars

The Registry

34 Beckenham Road

Beckenham

Kent BR3 4TU

Telephone {if calling from within the UK) 0870 162 3100
Telephone (if calling from overseas) +44 20 8639 2157
Email ssd@capitaregsirats com

Independent Auditors
PricewaterhouseCoopers LLP
Southwark Towers

32 London Bridge Street
London SE1 9SY

Bankers
HSBC Bank
Barclays Bank

Stockbroker
IPMorgan Cazenove

Legal Advisers

Herbert Szmth LLP

Allianz Global Investors
Telephone 0800 317 573 or www allianzglobalinvestors co uk
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